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D TORS' REPORT
To
The Members
M/s. Trident Microfin Private Limited
2, Malviya Enclave, M. M. Malviya Road,
Amritsar — 143001

Your Directors have pleasure in presenting the Fifteenth Annual Report together with the Audited
Balance Sheet as on 31 March, 2011 and the Profit & Loss Account for the period ended on that
date along with the Report of Directors’ and Auditors’ thereon.

Review of the developments in the MFI sector:

The year under review was rather a turbulent one for the Microfinance sector in general and your
Company in particular. The print and electronic media in AP had started a vilification campaign
against the microfinance sector blaming the sectorfor their so called coercive recovery practices
and excessive rates of interest reportedly driving some clients to commit suicide. This appears to
have forced the state Government of AP to consider some administrative steps to control the MFIs.
The Government of AP promulgated an ordinance on MFIs on October, 15" 2010 and started
implementing the draconian provisions of the MFI act. This changed the entire dynamics of MFI
business in AP, This also had a ripple effect in neighboring states. The AP MFI law practically
stopped the operations of the MFIs, The borrowers were exhorted by the political leadership to
default in repayments to MFIs. There was a marked change in the behaviour of the borrowers and
they defaulted en masse in repayment. The recovery performance of the Company suffered a severe
setback making it difficult for the Company to keep up their commitments to the lenders.
Nevertheless, the Company made its best endeavours to honour the repayment obligations to the
maximum extent possible and could repay the installments upto 31.01.11 and serviced interest upto
31.03.11.

Concerned with the developments in microfinance sector in AP, the RBI appointed a committee to
study the sector and suggest appropriate measures. This committee was headed by
Sri.Y.H.Malegam. The committee submitted its report in February, 2011 making wide ranging
recommendations for streamlining the microfinance sector. The RBI have started issuing
notifications in stages in respect of the recommendations accepted by them.

Qut look for future:

While the situation in AP continues to cause concern, the news that the Government of India has
circulated a draft microfinance bill for the comments of all the stake holders has brought the much
required relief to the sector. The central law, when passed is likely to provide a much needed
stability to the sector. The proposal to make RBI the sole regulator of the sector has also been
welcomed by the sector.

Corporate Debt Restructuring (CDR)

The RBI had given some relaxation in the asset classification norms in view of the difficult situation
the MFIs were finding themselves in. Your Company also took several steps to tide over the
situation. In consultation with the major lender, Indian Overseas Bank (IOB), your
approached the CDR authorities requesting for a Debt Restructuring Package. After spfga
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of Joint Lenders Meetings and meetings of the CDR Empowered Group, your Company could get
approval for a Restructuring Package from CDR. The CDR package approved for your Company is
reported to be the best in the given situation particularly regarding conversion of 25% debt into
equity agreed to by the lenders participating in the CDR. We reliably understand that such a
provision is not present in any CDR Restructuring Package of any other MFI.

Financial Results

During the financial year under review, though your company has recorded an increased total
income of Rs. 4587.48 lac as against Rs.2754.61 lac in 2009-10, the company incurred a loss of
Rs.577.68 lac as against the previous year’s net profit of Rs.450.87 lac. This was due to the writing
off of amounts as bad debts and provisioning made as per RBI norms. The primary reason for this
situation is already explained above.

However the proposed Central Legislation on MFIs is likely to provide the much needed relief in
this regard.

Dividend
No dividend has been recommended by the Board of Directors in view of the financial position of
the company.

Capital Adequacy Ratio:
Your company is required to maintain a minimum CRAR of 15% as prescribed by the RBI.

However the CRAR of the company as per the audited financials is 11.00%. This was due to the
writing off of amounts as bad debts and provisioning made as per RBI norms.

Your company has now been sanctioned a Restructuring Package by the Corporate Debt
Restructuring (CDR) authorities. One of the salient features of the Package is the conversion of
25% of the debt into equity and another 25% of the debt into Optionally Convertible Cumulative
Redeemable Preference Shares (OCCRPS). Once the Package is implemented, it is expected to
bolster the equity capital of the company enabling the company to satisfy the CRAR requirements.

Board of Directors

During the year, Ms. Shilpa Sudhakar( nominee director) has resigned as a Director with effect from
22" January, 2011. Nomination of another Director in her place is under the consideration of
investors. Sri Shubankar Sengupta has resigned as a Director with effect from 20™ May, 2010. Sri
Rahul Jakatdar, Chartered Accountant from Pune, has been appointed as an independent Director
with effect from 20" May, 2010.

Audit Committee
Pursuant to provisions of section 292A of the Companies Act, 1956, the company has an Audit
Committee of the Board of Directors. The present members of the Audit Committee are:

1. Mr. Vishal Bharat - Chairman of Committee
2. Mr. Rahul Jakatdar - Member
3. Mr Sasidhar Narasimha Thumuluri - Member
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Auditors
M/s. Vaithisvaran & Co., Chartered Accountants, the Statutory Auditors of the company retire at
the ensuing Annual General Meeting and are eligible for reappointment.

Further they have given their consent and confirmed that they are eligible and are within the limits
specified pursuant to section 224(1)(B) of the Companies Act, 1956 if they are appointed.

Board proposes Lo appoint them to the office of the statutory auditors of your company and they
shall hold office from the conclusion of this Annual General Meeting to the conclusion of the next
Annual General Meeling.

Fixed Deposits
The Company has not accepted any fixed deposits and the provisions of Section 58A of the

Companies Act, 1956 are not applicable to the Company

Directors’ Responsibility Statement
Pursuant to Section 217 (2AA) of the Companies Act, 1956, the Directors confirm:

i) that in the preparation of the Annual Accounts for the Financial Year ended 31* March, -
2011, the applicable Accounting Standards have been followed along with proper
explanation relating to material departures;

ii) that the Directors had selected such accounting policies and applied them consistently
and made judgments and estimates that are reasonable and prudent so as to give a true
and fair view of the state of affairs of the Company at the end of the financial year and of
the Profit of the Company for the period under review;

iii)  that the Directors have taken proper and sufficient care for the maintenance of adequate
accounting records in accordance with the provisions of the Companies Act, 1956 for
safeguarding the assets of the Company and for preventing and detecting fraud and other
irregularities; and ;

iv)  that the Directors have prepared the Annual Accounts for the Financial Year ended 31%
March, 2011 on a ‘going concern’ basis.

Personnel
There is no employee whose information is required to be provided as per Section 217 (2A) of the
Companies Act, 1956 read with Companies (Particulars of Employees) Rules, 1975.

Conservation of Energy
The business of the Company is in the field of services sector and is not in the field of




Trident

MICROFIN PRIVATE LTD

Research and Development (R & 1))

i. Specific areas in which R & D carried out by the Company Nil
ii. Benefits derived as a result of the above R&D Nil
iii.  Expenditureon R & D Nil
Technology Absorption ion Innovati
a. Technology imported Nil
b. Year of import -N.A-
c. Has technology has been fully absorbed Nil
d. Technical collaborator Nil
Foreign Exchange Earnings and Outgo
_ __ (Amount - Rs.)

Particulars 2010-2011 2009-2010

Foreign Exchange inward Nil Nil

Foreign Exchange out go Nil 1,56,273 |

Comments on the Observations of the statutory auditors

a)

b)

]

Improvement in internal control procedures for collection of dues from the members:
The internal control procedures of the Company were designed for normal MFI operations.
An unprecedented situation was created in the MFI sector due to the enactment of a law by
the Government of AP throwing the internal control mechanisms of the Company out of
gear resulting in a change in the behavior of the borrowers as far as repayment is concerned.
The provisions of the new law that the MFIs cannot conduct centre meetings or visit the
clients for recovery have created lot of confusion. We are studying the inadequacies in the
existing processes and procedures for collection of dues and appropriate revised processes
and procedures to rectify the shortcomings are being devised.

The short comings mentioned by the auditors regarding the accounting of insurance claims
and other matters are also receiving our serious attention and appropriate improvements in
monitoring and control mechanism as well as the software will be made.

Internal Audit System: The observations of the auditors have been taken in a right spirit.
As already stated above, the transactions of the Company were designed for normal MFI
functioning. Due to the enactment of a new law by the Government of AP, we are in the
process of overhauling our internal audit procedures to respond to the changed situation.

Repayment to the Banks: Though the company suffered a severe setback in the recovery of
loans from the members due to the new law enacted by the Government of AP, the
Company managed to repay the principal amounts to the banks up to 31.01.2011 from out of
the recoveries received from the other states and from the available cash balances. However,
when the recoveries position in A.P. showed no signs of improvement, the company
approached the CDR for a restructuring package which has since been approved.




N
Trident
FINANCIAL SERVICES
d) Frauds: The MFI law enacted by the State Government of A.P. in October, 2010 and the
reports appearing in the print and electronic media painting a dismal picture about the future
of the MFIs in A.P. appear to have emboldened the field staff of the company in A.P. and
neighboring states to take undue advantage of the situation by resorting to frauds. Three
frauds were detected during the period under review, one each at our Nagpur, Akola and
Nampally (Hyderabad) branches. Complaints have been lodged with police authorities and
the services of all the employees involved have been terminated. All the cases of the frauds
are being followed up for recovery and other appropriate action is being initiated.

e¢) Capital Adeguacy Ratio:
Your company is required to maintain a minimum CRAR of 15% as prescribed by the RBI

However the CRAR of the company as per the audited financials is 11.00%. This was due
to the writing off of amounts as bad debts and provisioning made as per RBI norms.

Your company has now been sanctioned a Restructuring Package by the Corporate Debt
Restructuring (CDR) authorities. One of the salient features of the Package is the conversion
of 25% of the debt into equity and another 25% of the debt into Optionally Convertible
Cumulative Redeemable Preference Shares (OCCRPS). Your Company is in the process of
implementation of the CDR package. On full implementation, the equity capital of the
Company will increase substantially enabling the Company to have a CRAR of about
35.00% which will satisfy the Capital Adequacy Ratio requirements. It may be relevant to
mention in this connection that the assets against which the Capital Adequacy Ratio is
calculated also include a Deferred Tax Asset of Rs.6.14 Cr. If this is taken out of the CAR
reckoning the CAR position will be better.
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AUDITORS' REPORT

TO THE MEMBERS OF TRIDENT MICROFIN PRIVATE LIMITED

|. We have audited the attached Balance Sheet of Trident Microfin Private Limited
(‘the company’), as at 31st March 2011, the Profit and Loss Account and the Cash
Flow Statement of the company for the period ended on that date, annexed thereto.
These financial statements are the rcspnnsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our
audit.

2. We conducted our audit in accordance with generally accepted auditing standards in
India. These Standards require that we plan and perform the audit to obtain
reasonable assurance whether the financial statements are free of material *
misstatement. An audit includes, examining on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by the Management as
well as evaluating the overall financial statements. We believe that our audit provides
a reasonable basis for our opinion.

3. As required by the Companies (Auditor’s Report) Order, 2003 issued by the
Government of India in terms of Section 227 (4A) of the Companies Act, 1956, we
give in the Annexure, a statement on the matters specified in paragraphs 4 and 5 of
the said Order.

4. Our comments on the accounts are as below:
a. Balances in Loans and Advances under Current Assets are subject to
confirmation from individual borrowers.
b. Balances ouistanding against parties are subject to wnf irmation from the
respective parties.

5. TFurther to our comments in the Annexure referred to above, we report that:

(a) we have obtained all the information and explanations, which to the best of
our knowledge and belief were necessary for the purposes of our audit;

(b) in our opinion, proper books of account as required by law have been kept by
the Company, so far as if appears from our examination of the books;

Branches at : Bangalore & Hyderabad



(c)

(d)

(e)

®

(a)

(b)

(c)

the Balance Sheet and the Profit and Loss Account dealt with by this report
are in agreement with the books of account;

In our opinion, the Balance Sheet and the Profit and Loss Account dealt with
by this report comply with the Accounting Standards referred to in sub-section
(3C) of Section 211 of the Companies Act, 1956.

on the basis of written representations received from the Directors as on 31
March, 2011 and taken on record by the Board of Directors, we report that
none of the Directors is disqualified as on 31 March, 2011 from being
appointed as a director in terms of clause () of sub-section (1) of Section 274
of The Companies Act, 1956:

In our opinion, and to the best of our information and according to the
explanations given to us, the said accounts read together with the notes
thereon, give the information required by The Companies Act, 1956, in the
manner so required, and give a true and fair view in conformity with the
accounting principles generally accepted in India:

in the case of the Balance Sheet, of the state of affairs of the Company as at
31* March 2011:

in the case of the Profit and Loss Account, of the profit for the period ended
on that date: and

in the case of Cash Flow Statement, of the cash flows for the year ended on
that date.

For Vaithisvaran & Cao.,
Chartered Acco nts

&.%M‘W

S.Shankar Raman

Partner

Membership No. 209163
Firm Regn No.44948
Date: 2- 0% -201)
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AUDITORS' REPORT

TO THE BOARD OF DIRECTORS OF TRIDENT MICROFIN PRIVATE
LIMITED

We have audited the attached Balance Sheet of Trident Microfin Private Limited (‘the
company’), as at 31st March 2011, the Profit and Loss Account and the Cash Flow
Statement of the company for the period ended on that date, annexed thereto. These
financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auﬂiling standards in
India. These Standards require that we plan and perform the audit to obtain reasonable
assurance whether the financial statements are free of material misstatement. An audit
includes, examining on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by the Management as well as evaluating the overall
financial statements. We believe that our audit provides a reasonable basis for our
opinion.

Further to our comments in the Audit report under section 227 of the Companies Act,
1956 dated 12" July 2011 and the annexure there to and as required by the Non-Banking
Finance Company Auditor’s Report (Reserve Bank) Directions, 2008, issued vide
RBI/2008-2010/193 DNBS (PD) CC No.129/03.02.82/2008-2010 dated 23™ September
2008, we give hereunder, a statement on the matters specified in paragraphs 3 and 4 of
the said Order:

a) the company is engaged in the business of Non-Banking Finance Company
(NBFC) and it has obtained Certificate of Registration (COR) from The Reserve
Bank Of India (RBI) vide registration number B-06.00409 dated 04-05-2010.

b) in our opinion, the company is entitled to hold COR in terms of its asset/income
pattern as on March 31st 2011 read with RBI / 2006-2007/158 DNBS (PD) CC
No. 81/03.05.002/2006-2007 dated October 19, 2006

Branches at : Bangalore & Hyderabad



¢) based on the criteria set forth by RBI in circular number DNBS (PD) CC No.
85/03.02.089/2006-2007 dated December 6, 2006 for classification of NBFCs as
Asset Finance Company (AFC) the company falls under classification as a Loan
Company (Non Deposit Accepting — Systemically Important) (NBFC-ND-SI-LC).

d) The Board of directors has passed a resolution for non-acceptance of any public
deposit on 23™ May 2010,

e) The company has not accepted any public deposit during the vear ended 31%
March 2011. However company has accepted interest free cash security for
certain category of the loans extended by it to its borrowers / members,

f) The company has complied with prudential norms relating to income recognition,
accounting standards, asset classification and provisioning for bad and doubtful
debts as applicable to it in terms of Non-Banking Financial (Non-Deposit
accepting or Holding) Companies Prudential Norms (Reserve Bank) Direction,
2007 dated February 22, 2007 vide Notification Number DNBS. 193 DG (VL) -
2007,

g) The company is a systemically important NBFC as at 31" March 2011:
P yimp

a. The capital adequacy ratio (CRAR) of 15.78% mentioned in NBS-7
based on provisional financials data. However, the correct CRAR as
per audited financials data is 11.00%. The correct CRAR of 11.00% is
less than the minimum CRAR of 15% prescribed by the Reserve
Bank vide DNBS.PD/CC.No 138/03.02.002/2008-09 dated 24-04-2009;

b. The company has furnished to the bank the annual statement of capital
funds, risk assets/exposures and risk asset ratio (NBS-7) within stipulated
date.

For Vaithisvaran & Co.,
Chartered Accou ts

g‘ggiiﬁhﬁﬂﬁﬂﬂﬂ“

S.Shankar Raman
Partner

Membership No. 200163
Firm Regn: 44948

Date: ya-03 -2 \|
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ANNEXURE TO THE AUDITORS’ REPORT -
(Referred to in our report of even date)

As required by the Companies (Auditor’s Report) Order, 2003 issued by the Government
of India in terms of Section 227 (4A) of the Companies Act, 1956, we report that;

(i) In respect of its fixed assets:

(a) The Company has maintained proper records showing full particulars,
including quantitative details and situation of fixed assets.

(b) The fixed assets of the company were physically verified during the period by
the management. According to the information and explanations given to us
no material discrepancies were noticed on such verification.

(¢) No material fixed assets were disposed off during the year and therefore do
not affect the going concern assumption.

(1) The company is a Non Banking Finance Company engaged in the business of
micro-finance. It does not maintain any inventory. Hence provisions of 4(ii) of the
Order are not applicable, :

(iif)  In our opinion and according to the information and explanations given to us, the
Company has not taken / granted any loans, secured or unsecured from/to
Companies, firms or other parties covered in the register maintained under section
301 of the Companies Act, 1956;

(iv)  In our opinion and according to the information and explanations given to us,
there are adequate internal control procedures commensurate with the size of the
Company and the nature of its business for the purchase of fixed assets and sale of
services and we have not observed any continuing failure to correct major
weaknesses in such internal controls. Inn our opinion the company has to improve
its internal control procedures with respect to the process of collection and
recovery of dues from its members.

(v) To the best of our knowledge and belief and according to the information and
explanations given to us, there were no contracts or arrangements that were
needed to be entered in the register maintained in pursuance of section 301 of the
Companies Act 1956.
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