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DISCLAIMER

• The author is an analyst working in a management consulting firm. The views expressed here are 
completely personal and do not reflect those of any particular organization

• This paper does not aim to compare rating agencies and their reports. Each agency has an extremely 
well thought out and thorough approach to rating MFI’s. This paper in no way undermines these 
methodologies

• This paper in no way targets any one rating agency, but critically analyzes the MFI rating industry in 
general. It aims to improve the content of rating reports so that reports can better serve investor 
needs 
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EXECUTIVE SUMMARY
OBJECTIVES OF THIS PAPER:

Given the importance that rating reports have in raising capital for MFI’s, this paper tries to examine whether 
the current reports satisfy their intended purpose. The report is evaluated in terms of an investor wanting to 
invest in an MFI. The report tries to answer 3 questions:

• What is the information that investors typically extract from each part of the rating report?
• Do the reports satisfactorily answer/supplement the investors needs?
• Which are the areas where rating reports can improve to meet investor requirements?

SUMMARY OF FINDINGS:

Reports can be improved by
• Organizing ratios around the drivers for value creation (growth, profitability, risk) and providing qualitative 

comments to support each driver
• Including aspects related to country risk and structurally analyzing the industry
• Profiling the promoters. Benchmarking the overall processes and information systems
• Covering the social impact and outreach of the MFI
• Including projected financial statements or at least a projection of basic indicators
• Providing a comprehensive benchmarking analysis using broader ratios and a relevant peer set

METHODOLOGY USED TO ASSESS RATING REPORTS:

• This paper is based on the findings of the CGAP Investor Survey published in Dec 2005. Through this report 
the paper tries and identifies what investors expect out of rating reports in general

• The paper then analyses the rating reports of five major rating agencies. A typical rating report can be 
organized in 6 parts. The paper identifies what investors expect from each section of the report and tries to 
match this with what is actually published in reports

• Depending on what investors might want and what is published the paper identifies gaps and suggests 
recommendations to improve rating reports
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• Findings from the CGAP investor survey help ask the right 
questions

• Reports tend to be organized in six sections. A detailed 
analysis of each section reveals the scope for improvement

• What do investors expect from each of the sections and how 
well do current reports answer them

• How can each section of the report be improved
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Findings of the CGAP Investor survey bring out interesting leads that help 
analyze the content of rating reports

• Investors use reports for initial background screening (76%), 
monitoring (53%), and investment picking (47%).  All of them 
consider rating reports only complementary to their own due 
diligence.

• Investors save some due diligence time with rating reports: Almost 
half of the investors sampled save 10–25% of their due diligence 
time; almost 30% save only 0–10% of their time, and 24% save 
25–50%.

• The most useful sections in rating reports are credit risk, PAR,
portfolio composition (82%); profitability and efficiency (82%);
internal risks (71%); and management, principle process, and 
systems (71%)  

• Investors would like to see more information on 
– Cash flow and solvency projections
– Social indicators and impact
– Country risk
– Interest rate risk
– Law, regulation, and financial markets

• The importance attributed to the grading in rating reports varies. 
Twenty-nine percent consider it important, 64% somewhat 
important, and 24% not important. It was stressed that grades 
could be very useful, but only when the reports are standardized
and based on probability of default.

Findings of the Investor Survey about the usage of ratings by 
CGAP (October 2005)

Food for thought…

• Rating reports play an important role in 
the due diligence of MFI’s. Given this, do 
rating reports provide sufficient financial 
and qualitative information for a thorough 
due diligence?

• Do rating reports give enough importance 
to the most useful sections of rating 
reports?

• Which of these aspects do rating reports 
cover ? 

• Do rating reports appropriately cover the 
social indicators?

• Are ratings based on probability of 
default? 

• Are the ratings being made more 
standardized?
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• Reports tend to be organized in six sections. A detailed 
analysis of each section reveals the scope for 
improvement

• What do investors expect from each of the sections and how 
well do current reports answer them

• How can each section of the report be improved
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Analysis of 
institution’s 

financial situation 
and credit risk

Benchmarking of 
the institution 

with peer 
institutions

Executive 
summary and 

country / industry 
information

Financial / cash-
flow projections 

for the MFI

Analysis of 
management and 

principal 
processes and 

systems
Analysis of the 

institution’s 
strategy, mission, 
social objectives

Typical rating reports are organized in six sections

• Covers financial ratios to measure Efficiency / 
Profitability, Risk / Asset Quality, Growth and ALM. Apart 
from ratios most raters include qualitative comments to 
expand on key points

• Include an executive summary supporting the rating 
rationale. Typically includes a rating summary, SWOT 
and brief financial analysis.  

• Depending on the rater a summary of the ratings derived 
through their proprietary rating is included. For eg: Planet 
Rating includes a summary of its GIRAFE model

• Given the importance of having strong processes and IT 
systems, most raters evaluate this aspect of each MFI 
through explicitly stating the MIS technology and overall 
processes.

• Another critical aspect evaluated here is overall 
governance of the MFI

• Raters have started emphasizing on the strategic 
objectives of MFI’s. 

• Most MFI’s also have a social objective which might or 
might not be analyzed depending on the rater

• All rating reports cover the current financial statements of 
companies. However a few raters also project the 
financial statements. 

• Rating agencies benchmark the financials of the target 
company with peers. The benchmarking differs in terms 
of ratios used and kind of peers used for comparison
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Analysis of 
institution’s 
Financial situation 
and credit risk
• Does the report 

cover efficiency, 
growth, risk, and 
ALM ratios

• Are there? 
sufficient 
qualitative 
comments to 
support the ratios?

Rating agencies cover each of the 6 heads differently… (1/3)

1
• Moderate 

coverage of all 
ratios. Only 
qualitative 
comments on 
ALM.

• Greater 
emphasis on 
qualitative 
comments 

• Extremely 
good 
coverage of all 
ratios. 
Emphasis on 
portfolio 
quality and 
risk

• Blend of 
qualitative 
comments and 
ratios

• Extremely 
good 
coverage of all 
ratios. 
Comparatively 
greater focus 
on  portfolio 
quality and 
risk

• Fairly decently 
supported by 
qualitative 
comments

• Extremely 
good 
coverage of all 
ratios. 
Emphasis on 
efficiency and 
profitability

• Well 
supported by 
qualitative 
comments

• Extremely 
good 
coverage of all 
ratios. Good 
coverage of 
ALM ratios 
and less 
information on 
growth

• Extremely well 
supported by 
qualitative 
comments

• All rating agencies 
cover the four major 
ratios buckets quite 
well

• Supporting 
qualitative 
comments vary 
depending on rating 
agencies

Executive 
summary and 
country / industry 
information
• Does the report 

discuss the 
country profile 
and country risk

• Is there an 
industry analysis

2 • All rating reports 
cover a rating 
summary 

• They discuss the 
country and 
macroeconomic 
factors but do not 
explicitly state the 
country risk

• Most reports discuss 
the industry but not 
always in a 
structured manner

• Comparatively 
shorter 
summary

• Brief 
description of 
the country 
and industry 

• Comprehensiv
e summary

• Detailed 
information on 
the external 
environment

• Comparatively 
structured 
approach to 
analyze the 
industry 

• Comparatively 
shorter 
summary

• Brief 
description of 
the country 
and industry

• Comprehensiv
e summary 
with a perfect 
combination of 
ratios and 
qualitative 
comments

• Well 
structured 
information on 
the country 
and industry

• Comprehensiv
e summary 
with a perfect 
combination of 
ratios and 
qualitative 
comments

• Brief country 
profile and 
information on 
the industry
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Analysis of 
management and 
principal
processes and 
systems
• Does the report 

explicitly cover the 
aspects of 
governance and 
management?

• Is there mention 
about the MIS and 
processes

Rating agencies cover each of the 6 heads differently… (2/3)

• Detailed 
emphasis on 
governance 
and 
information 
systems using 
the GIRAFE 
model

• Detailed 
information on 
the governance 
and fairly 
adequate 
information on 
the information 
systems

• Adequate 
information on 
governance, 
management 
and 
information 
systems

• Detailed 
information on 
governance 
(institutional 
arrangement) 
and 
information 
systems using 
the MICROS 
framework

• Detailed 
information on 
governance, 
strategy and 
information 
systems

• All rating agencies 
emphasize the 
governance aspect 
and explicitly 
comment on the MIS

• Only few of the 
reports profile the 
promoters well

Analysis of the 
institution’s 
strategy, mission, 
social objectives
• Does the report 

explicitly discuss 
the MFI’s strategy 
Is there 
information on the 
social objectives 
and outreach of 
the MFI

• Explicitly 
discusses the 
operating and 
finance 
strategy

• No information 
on the social 
objectives

• Explicitly 
discusses 
strategic 
objectives

• No information 
on the social 
objectives

• Brief mention 
of strategy

• No information 
on the social 
objectives

• Mention of 
strategy in 
various parts 
of the report

• No information 
on social 
objectives but 
brief 
information on 
outreach 

• Explicitly 
discusses the 
strategy in 
detail

• No information 
on social 
objectives

• All rating agencies 
do mention the 
strategy and 
planning aspect of 
the MFI

• None of the MFI’s
explicitly discuss the 
social objectives 
and their 
achievements

3

4
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Financial / cash-
flow projections 
for the MFI
• Are current 

financial 
statements 
included?

• Does the report 
project detailed 
financial 
statements?

Rating agencies cover each of the 6 heads differently… (3/3)

• Current 
financial 
statements 
are included

• No projection 
of basic 
indicators

• No projections 
of financial 
statements

• All rating agencies 
publish the current 
and historical 
financial statements

• However only one 
rating agency 
publishes the 
projections

Benchmarking of 
the institution with 
peer institutions
• Does the report 

include sufficient 
ratios for 
benchmarking

• Is the 
benchmarking 
done against an 
appropriate peer 
set

• Current 
financial 
statements 
are included

• No projection 
of basic 
indicators

• No projections 
of financial 
statements

• Current 
financial 
statements 
are included

• No projection 
of basic 
indicators

• No projections 
of financial 
statements

• Current 
financial 
statements 
are included

• No projection 
of basic 
indicators

• No projections 
of financial 
statements

• Current 
financial 
statements 
are included

• Only report 
that has a 
projection of 
basic 
indicators as 
well as 
detailed 
financial 
statements

• Includes basic 
benchmarking 
using selected 
ratios

• Peer set 
includes 
sufficient 
number of 
MFI’s

• Includes basic 
benchmarking 
using selected 
ratios

• Peer set 
includes 
limited MFI’s
and industry 
averages

• Detailed and 
comprehensive 
benchmarking 
exercise

• Peer set includes 
both individual 
companies and 
industry numbers 
based on 
quartiles

• No information 
on 
benchmarking

• No information 
on 
benchmarking

• Though rating 
agencies publish 
benchmarking 
information, few 
reports are well 
covered in terms of 
both ratios and the 
peer set used for 
comparison

5

6
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• Findings from the CGAP investor survey help ask the right 
questions

• Reports tend to be organized in six sections. A detailed 
analysis of each section reveals the scope for improvement

• What do investors expect from each of the sections and 
how well do current reports answer them

• How can each section of the report be improved
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How well do reports answer the investors questions...(1/2)

Analysis of 
institution’s 
financial situation 
and credit risk

Executive 
summary and 
country / industry 
information

Analysis of 
management and 
principal processes 
and systems

1

2

3

What investors want to know from 
each section?
• How does the MFI perform in terms of 

three value drivers – growth, risk 
(portfolio risk, ALM) and profitability?

• Are numbers hiding any deficiencies?

• What is the risk of operating in a 
particular country?

• What is the structure, conduct, 
performance of the microfinance sector in 
the target country?  

• Who are the key people promoting the 
MFI and what is their prior experience in 
this area?

• How developed are the processes and 
information systems both on an absolute 
and relative basis?

How well do reports answer them

• Most reports cover the three value 
drivers in some form or the other

• Qualitative comments are provided but 
can be better organized around the value 
drivers

• Reports typically contain a country 
profile, the risk aspect is not always 
explicitly stated

• There is some information on the 
microfinance industry, however this can 
be better organized in a structure-
conduct-performance framework. 

• There is an organization profile but 
management details are not always 
covered

• All reports do cover the information 
systems and processes but these are 
never benchmarked

Does not meet 
intended purpose
Meets intended 
purpose
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How well do reports answer the investors questions...(2/2)

Analysis of the 
institution’s 
strategy, mission, 
social objectives

Financial / cash-
flow projections for 
the MFI

Benchmarking of 
the institution with 
peer institutions

4

5

• What is the broad mission and strategy of 
the MFI?

• Does the MFI meet its social objectives? 
What is the outreach and social impact?

• How has the MFI evolved on a year on 
year basis?

• How is it expected to grow in the near 
future?

• How well does the target MFI perform in 
terms of 

– Financial Indicators: growth, profitability 
and risk ?

– Non-financial Indicators: Social outreach

• The mission and strategy is almost 
always stated separately

• There is no quantitative information on 
the social objectives.

• All reports have the current and historical 
financial statements

• Very few (only 1 of the 5 analyzed) have 
projections

• All reports benchmark the target MFI with 
peers, however they can be better 
organized around the value drivers to 
facilitate better screening

• None of the reports analyzed benchmark 
the social indicators

Does not meet 
intended purpose
Meets intended 
purpose

What investors want to know from 
each section?

How well do reports answer them

6
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What can reports do better...(1/3)

Organize ratios 
around the 
fundamental drivers 
of value creation

Explicitly state the  
country risk profile 
and structurally 
analyze the industry

1

2

Details

• Organize ratios in buckets 
around fundamental value 
drives - growth profitability and 
risk

• Explicitly state the country risk 
information

Rationale

• Growth, profitability and risk are the three fundamental drivers of 
value for any investment avenue. Finance experts tend to view the 
three value drivers to screen targets. 

• Organizing the ratios around these buckets would facilitate the 
screening process and further assist the due diligence process

• International investors need an accurate picture of the country risk 
(political risk, sovereign risk, currency risk, banking sector risk, 
economic structure risk) while screening targets across countries

• Further country risk plays a crucial role in the discounted cash flow 
valuation process for MFI’s

• Provide qualitative comments 
around each bucket for round 
about perspective

• Apart from organizing the ratios around the value drives it is 
imperative to support these numbers with relevant qualitative 
comments. 

• Numbers will always not provide the true picture, hence to 
supplement this to provide a holistic perspective on the company

Section: 
Analysis of institution’s 
financial situation and 
credit risk

Section: 
Executive summary and 
country / industry 
information

• Analyze the industry in the 
target country using a more 
structured approach  

• Reports tend to provide a generalist overview of the microfinance 
industry with information on the growth rates and government 
policies impacting the industry. 

• In order to thoroughly gauge risks of the industry follow a structured 
approach which analyzes 3 aspects

– Structure: The current structure (all forces both government 
and non-government)
–Performance: The operating performance of all major peers
– Trends: The future of the industry (key trends)



17

What can reports do better...(2/3)

Objectively analyze 
the overall strategy; 
comment on social 
objectives as well

4 • Analyze the strategy and 
mission objectively

• The overall strategy and mission reflects the philosophy of the MFI. 
To a large extent it reflects the ability of the management to 
proactively face the dynamic MFI environment

• Most MFI’s also have a social mission. While evaluating the 
financial profile of the MFI one also has to take into consideration 
this social and in most cases non profit business. The over all 
profitability of the MFI might be reduced due to this and hence it is 
imperative to acknowledge it upfront

• Briefly profile the top 
management and comment on 
their experience

Analyze 
management well; 
benchmark 
processes 

Section: 
Analysis of management 
and principal processes 
and systems

• Benchmark the processes and 
information systems with peers

• A key area which investment analysts focus on while screening 
targets is the profile of the management promoting the MFI’s. It is 
this important to provide brief description of their experience and 
capability relevant to the industry

• The overall MIS is the key to efficiently running an MFI. Though
most reports focus on this aspect it is important to benchmark these 
with regional and global peers to see the scope of improvement

• Explicitly state the social 
objectives of the MFI and 
comment on their achievement

• There are a few metrics like “out reach” and “% of borrowers below 
poverty line” to evaluate the social performance. Most rating 
agencies tend to over look these parameters. 

• There are investors who have achievements of social objectives as 
a screening criterion. In order to facilitate this rating agencies 
should explicitly incorporate the social objectives

Section: 
Analysis of the 
institution’s strategy, 
mission, social objectives

Details
3

Rationale
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What can reports do better...(3/3)

Provide a projection 
of financial 
statements

Benchmarking of 
the institution with 
peer institutions

• If detailed financial statements 
cannot be projected at least 
provide a projection of basic 
indicators like size of loan 
portfolio and interest costs.

• Benchmark the MFI with peers on 
parameters of growth, risk and 
profitability. Comment 
qualitatively on these parameters

• One of the most important reasons cited in the CGAP investor 
survey for the use of rating reports has been due diligence

• Rating reports that provide a projection of cash flow statements are 
extremely useful is the DCF valuation of the MFI

• Even if detailed projections cannot be made, a projection of basic 
indicators is helpful for the investors to use in their own projections

• Though most reports benchmark the target with peers it is important 
to organize the ratios in a fashion that resonates well with investors. 

• Organizing the benchmarking exercise around the drivers of value
creation is a step towards solidifying the benchmarking exercise

Section: 
Financial / cash-flow 
projections for the MFI

Section: 
Benchmarking of the 
institution with peer 
institutions

• Risk based projections • Given the dynamic nature of the microfinance industry it is not 
practical to have a single projection of cash flows. Events like
floods, government policy might significantly alter the cash flows. 

• Rating reports should quantify these risks and assign probabilities 
to different scenarios. These risk based projections are the 
penultimate way to present relevant financial data for investors

• Benchmark the MFI in terms of 
social achievements and 
information systems

• Apart from benchmarking the financial indicators the other aspects 
of an MFI namely its social achievements and over all information 
systems should also be benchmarked

Details Rationale
5
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