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1 INTRODUCTION

ACTIAM Impact Investing has engaged me, Floris Lambrechtsen1, to conduct an independent review of the
activities of the ACTIAM Institutional Microfinance Funds I and II (hereafter: ‘Funds’ or ‘AIMF I & II’). The Funds
have been investing in microfinance since 2007 and 2008 respectively. Given the fund life of seven years and two
one year extension periods, both Funds wound down starting in the months preceding the end of year seven.
Currently, 97% of the capital, including gains, has been returned to the participants. Now is time for a moment of
reflection to give thought to the activities and milestones of both Funds.

2 KEY FUND CHARACTERISTICS AND OBJECTIVES

The Funds were quite distinctive at the time of the launch as most microfinance funds were retail funds and
operated on a much smaller scale. The Funds were structured for Dutch institutional investors that invest large
amounts of capital with a long investment horizon, differentiating them from retail funds. Therefore, the Funds
were able to offer a balanced mix of debt and equity (related) investments, a relatively low cash position, fairly
low management fees and a tax-efficient fund structure. The investment objectives were 1) primarily income
with a target net return of 6-11% and 2) assisting poverty alleviation in developing countries by offering flexible
financing solutions with longer duration to MFIs (supporting enterprise development and smoothing cashflows for
low-income households).

3 UPSCALING MICROFINANCE FOR INSTITUTIONAL INVESTORS

Since its start, microfinance has been a promising investment category given its potential to serve millions of
poor people in developing and emerging countries who lack proper access to financial services and to deliver
solid returns for investors. The capability of poor people to repay their loans with interest has been remarkable
and often better than the repayment capacity of wealthier people in developed countries.

Microfinance started in the 1970s in Southeast Asia
and has matured since then into a global market
for private and public investors. Ten years ago, the
market was driven by a widespread optimism
about the prospects of microfinance. It was even
considered to become a separate asset class for
investors. The assets under management for
microfinance investment funds have grown from
US $ 2.1 billion in 2006 to US $ 11 billion by the
end of 2015. At the time of the launch of AIMF I
and II, the market was dominated by retail and
development finance institutions. Around 2006,
institutional investors funded only US $ 500
million. Nowadays, institutional investors account
for US $ 5 billion of microfinance investments and
have doubled their market share. The Funds have
contributed significantly to this tenfold growth.
They were among the first institutional
microfinance investment funds and demonstrated
the feasibility of attracting large institutional
investors such as pension funds and insurance
companies. In 2006, the top 20 microfinance investment funds managed on average € 49 million. ACTIAM (SNS
Asset Management at that time) managed to launch funds of € 161 and € 159 million respectively.

4 COOPERATION WITH SPECIALISED INVESTMENT MANAGERS

Fund manager ACTIAM appointed Developing World Markets (DWM) as the investment manager for both Funds.
DWM is a US based investment manager with over 17 years of experience in microfinance. DWM contracted Triple
Jump for support on AIMF I, where both investment managers cooperated during the construction phase of the
Fund. ACTIAM structured the Fund, manages the Fund (governance, treasury, risk management), manages the
investment manager(s), decides on the investments and is responsible for client reporting and marketing. DWM
identified the investment opportunities, conducted due diligence, prepared the investment proposals and

Relative size of the ACTIAM Funds

Source: CGAP/Symbiotics, ACTIAM

1 More about the accountability of this review is presented in section 10.
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monitors the Microfinance Institutions (MFIs). Given the large scale of the Funds, the overall expense ratio for
both funds was 1.72%, which is significantly lower than the market average of 2.2%-2.4%.

5 OVERVIEW OF THE PORTFOLIO DURING THE ACTIVE INVESTMENT PERIOD

The Funds invested in microfinance through deposits, senior loans, convertible loans, subordinated loans and
equity. The Funds invested in MFIs in 36 countries in emerging and frontier countries on average2. The amount of
capital invested in each country varied between €300,000 in Panama and €25 million in Peru. In line with the
objective of the Funds, more flexible loans were offered with a relatively long duration of (on average) 28
months compared to the market average of 20-24 months. Additional flexibility was provided by admitting
intermediary repayments and by making debt investments in local currencies. Local currencies are important as
they take away the currency risk (inherent to foreign capital) for the MFIs and their clients. In 2007 local
currencies were quite difficult to hedge. ACTIAMs hedging policy was to hedge all USD exposure and to cross
hedge with all non-European emerging markets currencies. The Funds had an average exposure of 38% towards
local currencies, which is considerably higher than the SMX MIV average of 32%.

6 DEALING WITH THE CHALLENGES OF MICROFINANCE

During the launch of the Funds, together with many other investors around 2006, ACTIAM was tremendously
optimistic about the prospects of the microfinance industry. Experts expected the market for microfinance
investments funds to grow from US $ 2 billion in 2005 to US $ 25 billion in 2015 and even considered microfinance
to be a new asset class. Neither has happened. Many challenges arose in the microfinance space that deterred
many institutional investors to expand or even continue their investments in microfinance. What were the key
challenges for the Funds? How did Fund Manager, ACTIAM, and Investment Manager, DWM, deal with them?

6.1 MACRO-ECONOMIC CHALLENGES

On the macro level, as the financial crisis unfolded, investors backed away from more risky assets. Later on, the
tapering of US treasuries and the sharp drop in the price of oil triggered capital outflows from emerging and
developing countries, which led to highly volatile currencies in numerous developing countries and lower yields
on the portfolio. The net returns of the Funds were negatively affected with 2.3% (38 bps annually) incurred by
the depreciation of local currencies against hard currencies (dollar and euro). However, the hedging strategy
delivered an average 20 bps to the net performance. Due to the economic downturn after the crisis, less capital
was demanded for a number of years. This downturn, together with the unprecedented measures of the central
banks in the US and Europe, led to a strong decline of the Euribor interest rates, resulting in a lower portfolio
yield than ACTIAM had expected prior to the launch of the Funds. However, the spread levels on the senior loans
to the MFIs remained intact. Also, politically motivated regulations such as interest caps occurred in countries
such as Bolivia and India. These regulations caused lower profitability for a number of MFIs in both Funds.

ACTIAM and DWM applied a widespread regional distribution with six regions:

■ Africa and the Middle East
■ The Caucasus and Central Asia
■ South and Southeast Asia
■ South America
■ Central America and the Caribbean
■ Eastern Europe

At first Central Asia and Eastern Europe was one category (allowing for a maximum 35% allocation), but with
approval of the participants this region was split up in two regions in order to reflect the market size of the
region. Compared to the market average of the SMX MIV Funds over the period 2010-2014, the Funds had a higher
regional allocation to Eastern Europe, Russia & Central Asia (+12.5%), and a lower allocation to South & South
East Asia (-5.5%), Africa & Middle East (-6%) and Latin America & Caribbean (-0,5%). With a large amount of MFIs
in the portfolios (123 MFIs in 41 countries for AIMF I and 105 MFIs in 39 countries AIMF II over the Fund term,
excluding exposures to underlying MFIs for holding investments), a high level of diversification provided a buffer
to absorb the effects of the macro economic challenges. However, the deteriorations of portfolio quality in
Eastern Europe in 2009 and in the Caucasus & Central Asia in 2013 lead to devaluations of the portfolio and
significant shifts in the asset allocation towards other regions.

2 The active investment period of the Funds was between 2008-2013 for AIMF I and between 2009-2014 for AIMF II. This period excludes the
portfolio construction and winding down phases.
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6.2 CHALLENGES AT THE MFIS

The Funds were confronted with a number of severe issues at the MFI level. In various countries such as Peru,
India and Cambodia, the industry showed high levels of over-indebtedness. In other countries such as Mexico,
Kenya and Uzbekistan, the MFIs charged high levels of interest to the clients of MFIs. As a result the Funds
limited exposure in Mexico and Kenya, and took no exposure in Uzbekistan. Additionally, two important crises
emerged in which repayments of end clients sharply dropped: The No Pago (No Payment) movement in Nicaragua
and the malpractices in the Andra Pradesh state in India. In Nicaragua, AIMF I needed to write off an equity
stake. In 2012 ACTIAM and DWM identified risks in Andra Pradesh before the actual repayment crisis started.
ACTIAM and DWM indicated a strong preference for exposure on MFIs, which mainly served states with a lower
microfinance penetration. As a result, the Andra Pradesh crisis had no impact on the Funds.

Over-indebtedness and high interest rate levels had a negative impact on the reputation of the microfinance
industry and deterred concerned investors since one of the early premises was to elevate poor populations out of
poverty. ACTIAM and DWM addressed these issues by introducing a social assessment framework as part of the due
diligence including the use of client protection requirements in the loan documentation. Another problem that
occurred was fraud cases at MFIs. Despite the Funds’ selection of high quality tier 1 and 2 MFIs and extensive due
diligence, top management of two MFIs in the portfolio were involved in a large-scale fraud that was not
detected by auditors or rating agencies. Both MFIs were NGOs that operated under soft regulation, which made
the fraud possible. As a consequence, ACTIAM and DWM now invest primarily in regulated MFIs.

As mentioned above, the Funds were confronted with fast deterioration of the portfolio in Eastern Europe in 2009
and Caucasus & Central America in 2013. Investment manager DWM, whose original enthusiasm for the region
quickly disappeared, responded by allowing early repayments and extension of the duration to give the MFI more
time to recover and provided support to management to improve the governance of the loan portfolios. In one
case in Azerbaijan, a missed payment led to the only (passive) breach on the investment guidelines. The equity
stakes appeared more difficult to acquire and to sell than expected at the start of the Funds. Changing
conditions in various countries as result of the economic downturn and new regulations led to lower profitability
and price to book ratios for the MFIs in which the Funds participated. As a consequence, the termination date of
both Funds was extended for two years, which was approved by over 75% of the participants. Based on its mixed
experiences with taking equity stakes in MFIs, ACTIAM decided to exclude equity from the AIMF III.

7 FINANCIAL PERFORMANCE OF THE FUNDS

The net return of both Funds was below the net
target return of 6-11%, with AIMF I delivering an
annual 5.86% return for investors and AIMF II an
annual return3 of 4.35%. The performance below
target is predominantly a result of the decreasing
interest rates, the difficulties with equity stakes,
the deteriorating portfolio yields and the
depreciating local currencies. During 2012 a new
valuation policy for the equities was developed to
bring the Fund’s valuation methodology in line
with industry standards of mainstream funds. By
accountant’s recommendation, ACTIAM adopted
this policy as of September 2012, adjusting to a
market-value based valuation approach. The
impact of the revaluation on the performance of
AIMF I for the year 2012 is 5.9% for AIMF II and
2.7% for Fund II. It is important to note that this
additional return also reflects a ‘backlog’ in return
from the start of the investments due to the fact
that before the implementation of the new policy
the equity stakes were valued at purchase value. After 2012 the valuations were reflected in the reported
returns. The average cash position of the Funds was 11.3%, which is high considering the long investment period.
The cash position is on a similar level to the SMX debt index that includes mostly retail funds (12.8%) that require
higher levels of liquidity. The Fund Manager maintained a 10% cash position to cover the Funds’ local currency
and USD positions, contributing to the relatively high cash position. The equity allocation fell noticeably behind

Net return of the Funds & SMX

Source: ACTIAM / Symbiotics

3 IRRs for AIMF I and AIMF II as per June 2017 are respectively 5.6% and 4.1%
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the targeted allocation of a maximum of 30%, with AIMF I investing 10.9% and AIMF II 5.3% during the active
investment period. This allocation was significantly lower than the projected allocation because ACTIAM found
MFI equity valuations very high during the first years of the Funds’ investment period. Since then, such valuations
have corrected and somewhat decreased. Given these issues of unattractive pricing and anticipating that a long
time might be needed to sell equity stakes, a maximum exposure in equity of 30% was never reached. The equity
portfolio delivered only a 10% net contribution to the overall performance due to devaluations and write offs. As
a result of the financial crisis and economic downturn during the investment period, interest rates dropped and
local currencies depreciated against hard currencies, which had a negative effect on the net performance.
However, compared to the peers of the SMX debt index (which includes mostly retail funds), the Funds managed
to deliver an outperformance of approximately 3%. The investors in the Funds were exposed to a significantly
higher risk level as evidenced by a return volatility of 4-5% for the Funds compared to 0.6% for the peers in the
SMX debt index

8 SOCIAL PERFORMANCE CONTRIBUTION

ACTIAM and DWM have an objective to obtain a positive social impact with their investments. The social
contribution has been demonstrated on three levels; to the microfinance sector, to investors and to MFIs and
their end clients. ACTIAM and DWM have contributed to the sector with early and energetic support to sector
initiatives such as the Client Protection Principles (CPP) in 2008. 96% of the invested MFIs adhered to these
principles through loan documentation. With concerns about over-indebtedness and harassment of end clients,
ACTIAM and DWM were launching partners of the Principles for Institutional Investors in Inclusive Finance (2011)
and supported the Universal Standards for Social Performance (2012). With regard to investors, ACTIAM actively
made the business case for impact investing to institutional investors, educating investors on impact investing.
Within its own portfolio, the Fund Manager and Investment Manager provided support to MFIs and flexibility in
loan structuring with longer duration and local currencies in order to address the needs of end clients. Regarding
social performance of the Funds, it’s worthwhile to note the outreach to end clients, the average loan size to end
clients, the gender of end clients, and the location (urban vs. rural) of end clients.

Outreach
Given the size of the Funds, the outreach has been
significant with 1.6 million end clients for AIMF I,
and 800,000 for AIMF II. This is over five times the
outreach of end clients of Funds in the SMX peer
group.

Average loan size
The average loan size of € 2,769 over the active
investment period was relatively large compared
to the SMX MIV peer group with € 1,781. This was a
result of the Funds’ focus on TIER 1 and 2 MFIs
instead of smaller NGO’s and was also a function of
the groups and regions targeted.

Outreach | Number of active borrowers Funds & SMX

Source: ACTIAM / Symbiotics

Average loan size Funds & SMX

Source: ACTIAM / Symbiotics

INDEPENDENT REVIEW 7



Geographical outreach
The Fund invested more or less in line with the
markets in terms of rural versus urban clients
given it wide spread diversification, with the
exception of AIMF I in which the percentage of
rural clients increased from 45% in 2011 to 68% in
2014. High levels of over-indebtedness occurred in
urban areas as a result of overcapacity of MFIs in
countries such as Peru and Cambodia. This factor
led to a preference for more rural oriented MFIs in
the portfolio in such markets.

Gender
The difference of gender within microfinance can
be partially attributed to the difference between
group lending and individual lending (with mostly
women comprising group lending). ACTIAM does
not have a preference between group or individual
lending; the outcome is merely a result of the
geographic distribution and cultural differences
among countries.

Geographical outreach Funds & SMX

Source: ACTIAM / Symbiotics

Gender outreach Funds & SMX

Source: ACTIAM / Symbiotics
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9 GOING FORWARD

Microfinance has proven itself as an attractive investment category for investors that want to contribute to the
Sustainable Development Goals while simultaneously achieving a return on invested capital. From the social
perspective, it has the potential to provide financial stability for billions since the repayment capacity of its
clients remains high and the penetration rate is still low. However, investing large amounts of capital in
microfinance is a challenge given the restraints of distributing capital to the end client. ACTIAM is well positioned
to make adjustments, having learned from its long-term involvement in the microfinance space. It does not
invest in NGOs without a strong shareholder base anymore, or in equity. Maximum allocations to countries,
currencies and individual MFIs have been brought down to much lower levels. Reporting to institutional clients
has strongly improved. But it has been a challenge to increase the amount of clients in the microfinance Funds,
as they were restricted to Dutch institutional investors. ACTIAM will need to demonstrate a higher level of
portfolio diversification with lower cash levels and maintain high levels of client protection for low-income
clients. Furthermore, it could continue the trend of consistent and prompt reporting to participants, including
actions taken and results on portfolio level and in unexpected situations. All things considered, given its
experience and track record and the international coverage of the VIVAT organisation, ACTIAM has the potential
to further develop into a global player in the microfinance industry.

10 ACCOUNTABILITY FOR THIS REVIEW

All data and graphics in the report are the responsibility of ACTIAM. For this review I have used information
provided by ACTIAM, together with publicly available information from sources such as CGAP, Symbiotics and the
Center for Financial Inclusion. With regard to my background, I have been involved in microfinance since 2008 as
investment consultant for institutional investors and as former partner at investment manager DoubleDividend.
Today I am involved in DoubleDividend as a shareholder and a member of their Advisory Board.

Floris Lambrechtsen, Amsterdam, The Netherlands

June, 2017
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Closing words by the Fund Manager

We are very thankful to all participants for their pioneering investments (€ 161 million in AIMF I by 18
participants and € 159 million in AIMF II by 16 participants), their eagerness to learn and their support in the
ACTIAM Institutional Microfinance Funds. Your support has been the true cause of success for being able to
provide over € 1 billion to microfinance institutions worldwide, supporting over 2.5 million entrepreneurs &
families. The investments help in smoothing their incomes and cash flows to be better equipped for external risks
while generating a return that is comparable to, if not better than, many mainstream emerging market debt
investment within the same time span.
Furthermore, we would like to show great appreciation to Floris Lambrechtsen. Floris has immersed himself in a
decade of fund history within challenging timelines. He produced an independent review of the first two
institutional ACTIAM impact funds that we can only be very proud of.
 Another word of thanks goes to our valued investment manager, DWM, and its dedicated team who literally
covered all corners of the world in the past decade to make these Funds a success. Together, we have been on an
inspiring learning curve. Some of the key lessons learned are the following:

■ Over the course of the years, the processes and procedures of both DWM and ACTIAM in due diligence,
monitoring, social performance management underwent several changes in order to contribute to the further
professionalisation of the industry as well as to perform adequate assessment on the Fund exposure policies
have been strengthened in such a way that better diversification of countries and regions is guaranteed as a
means to manage country-related and macro-economic effects to the Funds. Based on a decade of
microfinance investment experience, ACTIAM will no longer invest in NGOs without a stong shareholder base
and some form of proper regulations in place. Furthermore, key man risk checks as well as the availabilty of
a credit bureau in the market are important prequidities to invest. The investment committee has a
preference for microfinance network organisation as the support of a netwerk in case of distress can be a
true life saver.

■ For future funds, we aim to support further professionalisation of the industry by contributing to the
development of a microfinance and EM debt benchmark. The benchmark reaches further than the coverage
of the the most relevant benchmark to date (Symbiotics Microfinance Index), benchmarking a limited number
of MIVs. Consequently, this benchmark can be used as a reference to provide more realistic return
projections.

■ For future funds, we are no longer in favour of a mixed Fund approach, investing in both debt and equity.
■ With the lessons learned from AIMF I and II, a hedging policy was developed for the follow-up fund AIMF III

further strengthening maximum open local currency exposure and looking for adequate diversification
amongst uncorrelated currencies.

■ In order to facilitate impact investments for our participants, reporting has been professionalised in order to
reflect the duties of our institutional investors wherever possible.

■ In order to safeguard the vulnerable position of microfinance clients, it is essential to cooperate as a sector
and develop client protection standards. Both DWM and ACTIAM have been involved in developing the SMART
Campaign, Client Protection Principles, PRI's Principles for Investors in Inclusive Finance, SPTF's Universal
Standards for Social Performance and promotion of the Sustainable Development Goals. In addition, ACTIAM
has been engaged with industry practitioners as to show the importance of proper monitoring and data
collection (i.e. importance of credit bureau).

■ In order to support the basic needs of people and to contribute to reaching the Sustainable Development
Goals, microfinance alone will not suffice. Taking this to heart, ACTIAM allows for an ‘adjacent spaces’
allocation option for the follow-on fund, AIMF III. This option allows the fund to invest up to 20% in exposures
to other socially beneficial areas including affordable housing, health, education, insurance, and insurance.

■ ACTIAM cooperates with multiple investment managers for its different impact investment offerings. This
multi-manager approach, alongside with ACTIAM’s mainstream fixed income expertise, has increased our
knowledge of the sector, countries, and regions we invest in and the players that are active in the field. In
addition, the creation of effective and independent governance for investors is crucial from an investment,
impact and risk management perspective. This is where ACTIAM Impact Investing clearly distinguishes itself
from its peers. ACTIAM assures an independent and objective assessment of all investments in the Funds.

In conclusion, the microfinance sector underwent some major developments in the past decade. Some markets
are maturing, enabling local financial institutions to source money from local lenders and deposits, supporting
further development and independence of these markets. On the other hand, there are still over 800 million
people who are financially excluded. We hope to continue our relationship with you as a participant in our future
financial inclusion and impact endeavours.
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Disclaimer
ACTIAM N.V. endeavours to supply accurate and up-to-date information from sources deemed to be reliable. However,
ACTIAM N.V. cannot guarantee the accuracy and completeness of the information contained in this presentation
and/or this document, referred to below as ‘the Information’. The Information may contain technical or editorial
inaccuracies or typographical errors. ACTIAM N.V. gives no express or implied guarantees that the Information
contained in this presentation and/or this document is accurate, complete or up to date. ACTIAM N.V. is not obliged to
update or correct errors or inaccuracies in the Information. The Information is based on historical data and is not a
reliable basis for predicting future values or equity prices. The Information is similar to, but possibly not identical to,
the information used by ACTIAM N.V. for internal purposes. ACTIAM N.V. does not guarantee that the quantitative
yields or other results from the Information will be the same as the potential yields and results according to ACTIAM
N.V.’s own price models. Comments about risks pertaining to any Information should not be regarded as a complete
disclosure of all relevant risks. The Information should not be interpreted by the recipient as business, financial,
investment, hedging, commercial, legal, regulatory, tax or accounting advice. The recipient of the Information is
personally responsible for the way in which the Information is used. Decisions made on the basis of the Information
are at the expense and risk of the recipient. Accordingly, the recipient cannot derive any legal rights from the
Information.
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