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Kolkata - 700 071
November 22, 2010 Phone | Fax:
: 2283 1800, 2289 6150, 2280 8472
% Shri Chandra Shekhar Ghosh,
P Chairman & Managing Dircctor
Bandhan Financial Services Pyl Lid.
EC-76, Sector -- 1, ,
Salt Lake City,
Kolkata - 700064
Confidential
Dar Sir,

Grading of Micro Financing Institution (M¥i)

Please refer to your request for grading of your organization.

2. Ouwr Grading Committec has assigned a grading of “MF1 2+' (MFI Two plus) to
your organization. 'T'he grading is assigned on an eight point scale with “MFI 1”
being the highest and “MFI 5" being the lowest. A bricf detail of CARE's grading
framework of Micro Financing Institution (MFI) along with MF1 grading scale is
given as Annexure I

3. The rationale for the grading will be communicated to you separately.

4. Pleasc send us a wriitten confirmation regarding your acceptance of the grading

assigned and use thercof, as carly as possible, but in any casc within two weeks from

the date of this lelter. Unless accepled, the grading cannot be used in any manner
wiatsoever. '

5. I'his is a onc-lime assessment of the MFI which can be reviewed by CARE only
upon specific request from your organization and shall not be subject 1o any
surveillance.

6. M1 grading is specific to your organization and not specific 1o any debt instrument
or borrowing programme.

7. MFI grading is meant for specific use of institutional investors/lenders and shal! not

i be used for raising funds from the public. The institutional investors/lenders

|" should verify the original letter communicating the assignment of ‘MFI 2+

b ,
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(MFI two plus) grading to Bandhan Financial Services Pvt. Ltd. MI'l grading
shall not be disseminated to the public/media.

8. CARFE’s grading is an opinion of CARE on the relative capability of the
organization to undertake micro-financing activity and does not constitute a
recommendation to buy, hold or sell any security issued by the organization or
lend any funds to the said organization,

9. If you need any clarification, you are welcome to approach us in this regard.

I'hanking you,

Yours faithfully,

(S. Chakraborty) (S. Chatterjec)
Dyv. Manager Sr. Manager

| DISCLAIMER
CARE's microfinance (MF1) grading is a one time assessment and the grading is not kept under periodic
| surveillance. CARE's analysis draws heavily from the information provided by the microfinance institution
as well as information obtained from sources believed by CARE 1o be accurate and reliable. However,
| CARE does not guarantee the accuracy, adequacy or completeness of any information and is not |
| responsible for any errors or omissions or for the results obtained from the use of such information. It does
| not imply that CARE performs an audit function to deteet fraud. In case of NGO MFIs, gradings apply only
|l theti noerofinance prograiis.
CARE's MEL grading is not a recommendation to buy, scll or hold an. finar cial instrument issued by the |
MET or 1o make loans’ donations’ grants to the MEL It is not an assessment of the debt servicing abiiity of
the MFL The grading assigned by CARLE cannot be used by the MFL in any form fo mohilizing
deposite/savings/thrift from its members or general public. |
CARE's MFI grading also does not indicate compliance/vielation of various statutory requirements. CAR |
shall not be liable for any losses incurred by users from any usc of the microfinance grading




Cﬁ%@ Ratings

Anncxure 1

CARE’s grading of MFIs

CAREs” Grading Framework

CARE's MFI grading is a one-time assessment of a Micro Finance Institution (MFI's)

operational and financial capability to undertake and sustain the targeted level of

i. Transparency,

ii.  Operational setup,
iii.  Scale of operations and
iv.  Sustainability

The various aspects covered under cach parameter are given below:

 TRANSPARENCY

11.

Governance

Transparency in lending process
Audit quality

Policies

Internal controls

Transparency in the usage of funds
Overall disclosures

OPERATIONAL SETUI

- ® ® @ ®

Promoter/owner background
Management assessment
Organisational Siructure
Management information system
Underwriting/appraisal and sanctions
Quality of collection and monitoring
Risk management sysiems

Credit Discipline of borrowers

I SCALE OF OPERATIONS

' # Geographical spread of operations
* QOutreach
* Variety of loan Products

IV, SUSTAINABILITY
a) Financial Sustainability
e Resource Profile
o Cost Structure
Interest rate policics
Capital Adequacy
Asset quality
Farnings
Liquidity and Asset Liability Management
b Operational Sustainability |
e Succession planning |
e (Competition
| » Resource arrangements |
| » Vision
| » Efforts to increase outreach and coverage

fad
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Grading Scale/Symbols
MFIs operational & financial capability to undertake and sustain the targeted level of
operation is graded on an cight point scale as below:

| Grading Symbol* |
| MFI | Highest
| MFI 2+
| MFI2
| MFI 34 ._
MFI 3 . '
| MF1 44 . |
| MFL4 E o
| MFL S | Lowest

* There is no individual definition for cach grading

L




%g = , CREDIT ANALYSIS &
SiE Ratings  EALCHHE

3rd Floor, Prasad Chambers

(Shagun Mall Building)

104, Shakespeare Sarani,
December 20, 2010 Kolkata - 700 071
‘ Phone | Fax:
Shri Chandra Shekhar Ghosh, 2283 1800, 2289 6150, 2280 8472

Chairman & Managing Director
Bandhan Financial Services Pvt. Ltd.
EC-76, Sector — 1,

Salt Lake City,

Kolkata — 700064

Confidential
Dear Sir,

Grading of Micro Finance Institution

Please refer to our letter dated Nov.22, 2010 and Dec.15, 2010 on the captioned subject.

2. As per the discussion, the revised rationale for the captioned grading is enclosed as

Annexure I to this letter.

If you have any further clarifications, you are welcome to approach us.

Thanking you,

Yours faithfully,
)

" i

(5. Chakraborty) (S. Chatterjee)
Dy. Manager Sr. Manager

Encl; As above

Registered Office & H. O.: 4th Floor, Godrej Coliseum, Somaiya Hospital Road, Off. Eastemn Express Highway, Sion (East), Mumbai - 400 022
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Annexure I
Bandhan Financial Services Pvt. Ltd.
MFI Grading Report
Year of incorporation 1995 as NBFC MFI2+ |
Legal status 35 NBFC On a eight point scale
Year of commencement of| 2006 as NBFC (2002 as Society — with “MFI 1" being the
microfinance operations under Bandhan Konnagar) highest and “MFI 5”
Lending model Group based individual lending being the lowest.
' Chairman & Managing Director Shri Chandra Shekhar Ghosh
Geographical areas of operation 17 states (as on Sept.30, 2010)
' Branches 1,550 (as on Sept.30, 2010)
Employees 8,798 (as on Sept.30, 2010)

framework.

CARE has assigned grading of ‘MFI 2+’ to Bandhan Financial Services Pvt. Lid.
(BFSPL). Grading is assigned on a eight point scale with ‘MFI 1’ being the highest and
‘MFI 5° being the lowest. There is no individual definition for each grading. CARE’s
MFI grading is a measure of overall performance of the MFI based on TOSS

Credit Analysis and Research Ltd

Kolkata

December 2010

December 20, 2010
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TOSS FRAMEWORK

| Above average

" ® & & % 8 @

Wﬂll expenmced BoD Out of the seven directors six are mdepmdnni directors.

Registered as NBFC. Legal form is subjected to greater regulatory norms and reporting.

Credit policies are well established and documented and communicated.

Transparency in lending process is adequate.

Transparency in usage of funds is adequate

Overall disclosures are high.

Separate internal audit team is in place with about 61 internal auditors headed by General Manager — Risk
& Internal Audit.

Dperahnnal Setup

e ] | Aboveaverage |

menlm & associates sharehulumg is ll:nnljlr ab-nut 26.64%.

SIDBI holds 10.81% stake in the company.

Created separate departments with clearly demarcated roles and responsibilities.

Long experience of promoters

The company follows a group based approach to extend loans to individuals. The loan given to a member
of the group is not guaranteed by other members of the group. However, peer pressure among the group
members acts as a strong recovery tool.

Attrition rate in FY 10 at reasonable levels (around 12%).

Adequate loan appraisal & monitoring systems.

Adequate system for tracking over-dues,

Management information system has been computerized with specialized off-line software. However,
there is a lack of adequate IT infrastructure vis-a-vis scale of operation. MIS project is under
implementation. Currently, the company is maintaining its MIS in strong manual system which founds to
be adequate. I
Risk management system is commensurate with the size of the operation. |
Separate training & staff development department in place to handle inflow of new recruits as well as to |
promote individuals at the higher level.

Scalt uf Dpemnuns

T e e T | ]__ Medium to large

Largest MFI in eastern India & ﬁ:nurth largcst in T.hr: cnuntr}' ba.sed on the outstanding loan portfolio. As on
Sept.30, 2010 BFSPL has outstanding loan portfolio of Rs.1,983.7 crore.

Established track record in individual lending under ‘group based individual lending’ model.

Strong borrowers base. As on Sept.30, 2010 covers about 27.77 lakhs active borrowers.

BFSPL is, currently, operating in 174 districts spanning across 17 states of India and are managed through
its network of around 1,550 branches as on Sept.30, 2010. _
Moderate presence across geographical areas. Concentration of operation in West Bengal remains high |
with about 70% of the outstanding portfolio as on Sept.30, 2010 (reduced from 91% as on Mar.31, 2008). |

Susuiuamhry

R R R High

- & @& @

Comfortable asset quality
Legal form allows equity infusion from investors.
Capital adequacy ratio at satisfactory level.
Reasonable second line of leadership

20, 2000

&; December
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Comfortable asset-liability maturity profile

High collection efficiency

Low operating cost ratio vis-a-vis the size of the operation.

Gradual reduction in lending rate during the last few years.

Diversified funding profile. As on March 31, 2010, BFSPL had an outstanding borrowing of Rs.1,337.8
crore from 23 public & private sector banks (69%) and 5 financial institutions (31%).

Further, over the last two years BFSPL has also been effectively using the securitisation/assignment route
Lo raise resources.

Till date, the company is mainly dependent on bank funding. Further, the company is trying to diversify
its funding mix by placing various short & long term instruments (CPs & Non-convertible debentures)
alongwith increased focus on securitization, in order to reap cost advantage.

\
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GRADING RATIONALE
Brief Profile of the organization
Bandhan Financial Services Pvt Ltd (BFSPL), the current name of erstwhile ‘Ganga Niryat
Pvt Ltd' (GNPL) - a registered NBFC set up in 1995. The current promoters of BFSPL
took it over in May 2006 and started micro-financing activity in north-eastern states of
India from June 2006. In April 2007, GNPL was rechristened as BFSPL. With effect from
Apr.1, 2009, the micro-financing activity of a related entity of the group - ‘Bandhan
Konnagar' (Bandhan) was transferred to BFSPL. Bandhan, a society registered under the
West Bengal Socicties Registration Act, was set up in 2001. It was working both as an
NGO and MFI prior to the transfer of MFI activity to BFSPL.
BFSPL is engaged in the business of lending to individual women borrowers under *Group
based individual lending’ model and is operating in rural & urban areas throughout India.
The main thrust of the company is to work with women who are in socially & economically
disadvantageous position, for their social uplifiment & economic emancipation. BFSPL
provides loans to the individual members of groups for undertaking wvarious income
generating activities. The company generally tries to form a group of about 20 people. The
members of the group (initial &/or new joinee) are eligible for a loan after two weeks from
formation &/or joining that group. While these loans are given without collateral, the co-
borrower / member pressure acts as risk mitigant. The loans are repaid on a weekly basis.
In the individual loan product repayment is normally within 52 weeks in the form of 44
equated weekly instalments (EWI). It has successfully accessed funding from more than 30
banks/financial institutions.
BFSPL is, currently, operating in 174 districts spanning across 17 states of India including
West Bengal, Assam, Tripura, Bihar, Jharkhand, Uttar Pradesh, etc. However, the same is
mostly concentrated in West Bengal which accounted for about 70% of the company’s
loans outstanding as on Sept.30, 2010. Over the last few years, the company has diversified
its operation from about 7 states in FYO8 to about 7 states in FY10. Consequently, the
same has reduced its overall exposure level in West Bengal from about 91% as on Mar.31,
2008 to 70% as on Sept.30, 2010. Operations of BFSPL are managed through its network
of around 1,550 branches and has 27.77 lakh active borrowers with total outstanding
portfolio of Rs.1,983.7 crore as on Sept.30, 2010.

y g W e
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TRANSPARENCY
Governance
BFSPL is incorporated as a private limited company and is registered with Reserve Bank of
India as non deposit accepting non banking finance company (NBFC). The current legal
form of BFSPL restricts it to access savings from its clients. Advantage of this legal form is
that it can attract equity infusion from individual/institutional investors as dividends
payments are permissible under this form.
BFSPL is governed by a seven member board. Byelaws of the organization are clearly
established including process and procedures for selection of board member. All of the
board members have more than ten years of experience in their respective areas of
specialization. Detailed profile of the board members is mentioned in the Annexure 1.
The management committee meets on a monthly basis to monitor the activities of the
organization. Financial and operational performance is discussed in the meetings and
necessary guidance is given by the board members.
BFSPL has formed sub committees including risk management committee, ALM
committee, audit committee and ombudsman committee. Given the large scale of
operations, BFSPL has established sub committees for effective monitoring and to increase
transparency.
Internal Controls
The primary objective of BFSPL’s Internal Audit Team is to examine and evaluate the
company’s framework of risk management, control and governance processes and also
ensures that the provisions of various laws, regulations, guidelines, terms of various
contracts, agreements, undertakings etc. are strictly adhered.
As of Sept.30, 2010, BFSPL’s audit team had a total of 61 staff members, headed by the
General Manager Risk and Internal Audit who reports directly to the audit subcommittee.
The Internal Audit staff members are chosen from the field staff that has adequate
accounting background and knowledge about the organizational policies on accounting.
Every year, this audit team prepares the audit plan and ensures that 3 to 4 ‘normal’
(spanning about 4-5 days) are carried for each branch. The branches for audit purpose are
selected randomly and the audits are kept highly confidential. This team ensures that the

existing systems and procedures are well defined, operating smoothly and are suitable to
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