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Many socially-minded investors believe that integrating social performance into the investment
process can help preserve the character of double-bottom line institutions. For Grassroots Capital,
social and financial performance, rather than distinct or conflicting goals, are intertwined into the
company’s day-to-day activities. In fact, they have created their own framework for evaluating the
social impact of current and potential investee MFIs.

At Grassroots Capital, we believe that more often than not, microfinance institutions (MFIs) that excel at
creating social value for clients will also be those with the best knowledge of their clients’ needs, and will,
therefore, be best-positioned to adapt and innovate in response to changing market conditions, competition
and technological change. Because social performance is integral to successful microfinance from financial,
moral and capital markets standpoints, integrating social performance into the investment process from the
start is paramount. There are multiple ways to do so: performance measurement at both the intermediary and
client levels, linking to the broader social investment community, and exploring structural elements that can
help preserve the character of double bottom line institutions.

For several years, Grassroots has used an in-house social return metric to help bring a consistent approach to
its evaluation of MFls. Like most such frameworks in use, the focus had originally been on the intermediary MFI
rather than end-clients, and relied on indicators that provide mostly indirect evidence, such as loan size and
mission statement, to determine its success in reaching and benefiting the target population. With the launch
of the Global Microfinance Equity Fund in 2008, Grassroots updated and enhanced its social impact tool, and
has been testing the revised version on its portfolios. The changes in the tool incorporated the results of
important work underway in the industry that has recently become available.

Building the Framework

Grassroots Social Impact Indicator Descriptions

Category Indicator Description Weight
Mew Market Entered a ruwral, wrban, or overall new market over previous 12 months 5
Depth of Outeadh tﬁf&?:zﬁgﬂ;fﬁmn Index Score of Clents indicates = 8% of cllents In bottom two quin- =
Lhitreih) Initial LoandGDP per Capita Sime of the Imitial loan asa percentage of GDP per caprita 5
Pural /A gricultural Distribution of portflio In naral or agriculiural loams 5
Coordinated Services Haon financial services projects - education, arket linkages, etc. 5
Absolute 51ze Top 200 of MFls in microfinance indusry based on the mamber of clients B
Scale Market Share Top 20% of MFls in reglon based on the number of cllents i
Mainstream Cellaboration Financial ¢ ellaboration with insurance co. service company model. etc. B%
Trath in leanding Transparency inloan rates, tenure, < ollection procedures %
Moniter Collection Practices Callection procedures cleady defined and well-supervised 4%
. Momiter Cheer-indebtedness Procediures to screen oul aver-indebtedness are in place and periodically tested 4%
E::EE: PReasonable Pricing Under development; loan rates are within defined range of reglonal average and'or base rates 4%
Biinnae Drobodise ::iln-gub.lkla&idwm cmbudsman of equivalent system in place to collect and Investigata com- i
Protection of Prtvacy” Safeguards in place to protect confidentiality of client data 4%
Mew Products Introduction of new products over previous 24 months 5
Inmevation | Mon-credit Products Offers non-credit F5- savings, Insurance, remittances 5
Market Reseanch Systemnat kally conducts market research on client needs, satisfaction 5
Employes Bquity Crwnership Employes stock ownership plan i
Financing | Local Orwmsership Equuty cowne mhip structure incuedes domestic participants W
Public Dep oalts® Voluntary s vings are sowrce of funding EE
Notex:

{138come currently Indleates whether Progress Out of Poverty [ndex (PP1) or simailar tool is being Implermeried tomeasure poverty rates of clients, [n fukure, will track where ME] cllznts are with
respect o the poverty lines,

Ziarrenily not incorporated Lnto MEL scores but is In. tzsting
#34ls ot Lneorporated In scores for MFLs whers the collectlon of public sreings s not an opiion, =.g., Indla

First, consistent with increased emphasis by many participants in the microfinance industry, Grassroots has
incorporated indicators of a robust consumer protection process in MFls developed as part of the Campaign for
Client Protection being promoted under the auspices of the Center for Financial Inclusion and CGAP
(www.campaignforclientprotection.org). These indicators include the existence of truth in lending policies,
grievance procedures and monitoring of collection practices, among other features.

Second, Grassroots has incorporated client-level impact data generated by poverty scorecards such as the
Progress Out of Poverty Index (PPI) into its framework. Poverty scorecards, which emerged from work by the
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Grameen Foundation, Ford Foundation and CGAP, and tools developed by Prizma (Bosnia), Microfinance Centre
(Warsaw), ASA (Bangladesh) and others, support meaningful targeting, product development, market research
and peer group comparisons. This in turn can help MFIs to identify opportunities to develop their financial
offerings, and measure changes in poverty status over time relative to the general population. They are
designed to add negligible cost and little burden to the MFIs’ processes.

Since the redesign, Grassroots has been testing the tool on its portfolio, and is gradually rolling it out to
include all portfolio companies and new investments. Overall, the MFIs tested to date are found to be
transparent, employ truth-in-lending strategies, and have begun to utilize tools like the PPl to better
understand their clients. Some of them also conduct market research to inform the development of new
products, offer innovative products to promote clients’ financial inclusion, and collaborate with other non-
financial initiatives to further enhance social impact.

Social Capital Markets

While improving metrics specific to microfinance remains a priority, Grassroots also sees the need to
incorporate these into a more general framework for social performance evaluation, since many social
investors have multisectoral interests that may, for example, encompass the environment or gender issues, in
addition to the eradication of poverty. In this regard, Grassroots is working with B Corp
(www.bcorporation.net) to help develop transparent, comparable and comprehensive social and environmental
impact standards across sectors. Grassroots is participating in a working group to develop specific ratings to
measure the social impact of financial services businesses - lenders, private equity/venture capital fund
managers and investment advisors — a singular challenge because it requires data regarding who is being
served by the financial services product and how effectively they are being served. The goal is to promote the
flow of institutional and high net worth capital into the impact-investing marketplace by creating comparable
impact-reporting standards for financial services intermediaries.

Institutional Character

Finally, Grassroots also hopes to be able to draw on the work of B Corp and others in the US to devise features
that can be incorporated into the charters or by-laws of MFIs to enable them to preserve their double-bottom
line character even as they grow and access capital markets. Such features could enable MFIs to consider the
interests of stakeholders, in addition to that of shareholders, in managing the company and generating liquidity
for investors. While they are not appropriate to all MFIs and investors, Grassroots believes that the
development of such features will give different types of investors a clearer understanding of what they are
investing in, and reduce conflicts as MFIs develop and grow.

Grassroots Social Impact Indicator Descriptions

The challenges of developing and incorporating meaningful sector-specific social impact metrics into
investment analysis and reporting remain daunting; and generalizing them to apply across sectors is even
more so. Grassroots, however, believes that over the past twelve months the many years of dogged effort by
several industry participants is starting to bear usable fruit, and the momentum towards moving social
reporting from an aspiration to a requirement has grown. Grassroots hopes that its commitment to using and
developing social metrics will contribute to the emergence of broadly recognized industry conventions, in the
belief that these will be an important step towards substantially increasing and facilitating the flow of capital
into the social investment space.



