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PREFACE

Microfinance sector in India has achieved incredible growth in terms of both client outreach
and loan portfolio till October’2010. During the last two years, the growth is in a downward

trend because of the microfinance crisis. Now the sector is under the scanner of stakeholders. The
microfinance bill, industry Code of Conduct and RBI’s regulation dt. 3 May 2011 and 2 December
2011 have come as breather to all of us. The fund flow from banks, which had slowed down
immediately after the crisis, slowly gaining momentum.

The task before all of us is to build the confidence of the stakeholders to revive their support which
we had been enjoying till 2010. In this context, I think there are three areas deserving our special
attention. One is the need for articulating the fact that microfinance is a strategic part of financial
inclusion agenda of the government and the central bank. The second is the criticality of re-
demonstrating our collective intention to help the poor and the unbanked populace by way of right
mission, social performance and client protection. The third area is projecting the fact that
microfinance institutions are sustainable financial institutions and they continue to be the investable
destination for the bankers and the investors.

In order to articulate these positions, we need empirical data. This report has been designed to
provide newer perspectives on the above three areas. Primary data received from 184 Sa-Dhan
members and other MFIs who represent around 95 percent of the client / the credit portfolio of
MFIs in India and analysis thereon are the basis for this report. Part 1 provides overview of the
present crisis. Part 2 and 3 carry inputs on Operational & Financial Performance. Part 4 carries
some suggestions for Responsible and sustainable MFIs.

Sa-Dhan has been publishing The Bharat Microfinance Report for the past eight years. This year, in
spite of MFIs preoccupation with operational issues as fallout of the crisis, 184 MFIs reported data
including 62 non-member of Sa-Dhan. We thank them for reposing confidence in us and valuing
transparency through data reporting.

Under my overall supervision, a dedicated team at Sa-Dhan secretariat consisting of Dr.K.Natarajan
and Mr. Ardhendu Nandi spearheaded the report work with active support of their colleagues Mr.
P.M Kamalesh and Ms. Isha Gambhir. I appreciate them for their meticulous collection of data
through repeated follow up with members, validation of the data through reiteration process, analysis
and compilation of the report. I appreciate the data collection support rendered by Mr. Krishna
Reddy, Mr. Susanta K.Behera, Mr. Habib Shaik and Mr. T. Kumar from their respective regions of
operation.
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We are grateful to Mr. C.S.Ghosh, Mr. Suresh Krishna, Mr. Royston Braganza, Mr. R.Prabha,
Ms. Mona Kachhwaha, Mr. V. Salimath, Mr. Parshuram Nayak, Ms. Vijayalakshmi Das and
Dr. Amiya Sharma for their guidance and feedback on the draft report. We are thankful to Mr.
Arindam Datta and Mr. Vinoy Thomas for providing inputs to design data sheets.

Special thanks to Ms. Achla Savyasaachi, Vice President, Mr. K. Balasubramanyam, General
Manager for their overall guidance, suggestions and comments for bringing out this report.

Special thanks to Ms. Mahi Titus, the economics graduate from Delhi University, for extending
support for data analysis and editing the report.

We gratefully acknowledge the support from Citi Foundation, IFC, Hivos and Ford Foundation
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We have attempted to provide some new insights in this report in the light of the present crisis. We
hope this would be useful to you. We look forward to receiving your comments and suggestions for
improvement.

Mathew Titus
Executive Director
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GLOSSARY

ABCO
ABCO is an acronym for Average Borrower per Credit Officer, a measure of client – staff ratio. It is also
known as Case Load

AP-based MFIs
Andhra Pradesh (AP) -based MFIs are those MFIs having head quarters in Andhra Pradesh and operation in
Andhra Pradesh and other states

Average Loan Size
Average Loan size represents the client-per capita loan amount. It is calculated as: The Loan portfolio divided
by the number of clients of an MFI.

Below Poverty Line (BPL)
Below Poverty Line is an economic benchmark and poverty threshold used by the government of India to
indicate economic disadvantage and to identify individuals and households in need of government assistance
and aid.

Capital Adequacy
Capital Adequacy is the means of measuring the solvency level of MFIs which is an important indicator of
risk bearing ability of the entities. It is the proportion of the capital/own fund held by an MFI against its total
asset

Capital to Total Assets
Ratio of net worth to total assets

Current Repayment Rate (CRR)
Current Repayment Rate (CRR) is the proportion of client loan and interest amount recovered / repaid out of
the total loan and interest amount due as on a particular date.

Debt Dependence
Debt Dependence is the proportion of total assets funded by bank loans and outside debts.

Debt –Equity Ratio
Debt-Equity Ratio is the proportion of total debt borrowed to the total equity held in a given point of time.

Debt Funding
Debt Funding refers to the percentage of loan portfolio funded by outside borrowings

External Cost
External Cost here refers to Finance cost which is determined by the lending rate of banks and hence is
beyond the control of MFIs
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Finance Cost
Finance Cost here refers to the interest and other expenses incurred on average bank loan outstanding in the
books of MFIs. This does not include notional cost of utilizing the equity fund.

Financial Inclusion
Financial Inclusion is the delivery of financial services at affordable costs to sections of disadvantaged and
low income segments of society.

Financial Solvency
Financial Solvency here refers to financial strength of an MFI.  Solvency among MFIs indicates the financial
risk bearing ability of the entities, especially in the event of unforeseen shocks leading to financial loss.

Gross Domestic Product (GDP)
Gross Domestic Product (GDP) refers to the market value of all final goods and services produced within a
country in a given period.

Internal Cost
Internal Cost here includes Operation Cost (Operating Expense Ratio- OER) which in turn comprises of
Personnel cost, Administrative cost, Depreciation and Miscellaneous Cost.

Interest Rate Cap
Interest Rate Cap refers to the interest rate ceiling of 26 percent fixed by RBI chargeable by MFIs from the
loan lent to their clients.

Leverage
Leverage is generally measured as the amount (in multiples of own capital amount) borrowed from outside
sources including banks.

Margin
Margin refers to the difference between the finance cost on portfolio and the total yield on portfolio. This
term is analogous to the concept of Net Interest Margin (NIM) widely used in banking parlance. Margin
Cap refers to the ceiling of Margin of 12 percent fixed by RBI.

Malegam Committee
Malegam Committee is the RBI Board Sub- committee, under the chairmanship of Y.H.Malegam, which
investigated the issues affecting the microfinance sector and submitted report to the RBI in 2011

Managed Loan Portfolio
Managed Loan Portfolio is the loan asset originated by MFIs and later sold to banks for getting liquidity. The
MFIs continue to manage it - collection of repayment on behalf of the banks which purchased the portfolio.

Operating Expense Ratio (OER)
Ratio of staff, travel, administration costs, other overheads and depreciation charges of the MFIs (non-
financial costs) to the average loan portfolio during a  year

Operating Model
Operating Model of an MFI in this report refers to the model under which majority of the clients are served
by the MFI. The same MFI may serve a small portion of clients under other models also.

Operating Self Sufficiency (OSS)
Operating Self Sufficiency (OSS)  shows the sufficiency of income (operating income and investment income)
earned by MFIs  to cover the cost like operating cost, loan loss provision and finance cost, incurred for
conducting the operation.
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Other State MFIs
Other State MFIs are those MFIs having head quarters in states other than Andhra Pradesh and having main
operation in any of the states (mainly outside of Andhra Pradesh)

Portfolio at Risk (PAR)
PAR indicates the proportion of outstanding amounts of all loan accounts having past due/arrears to the
total outstanding loan. In general, PAR 60, i.e., the portfolio / part of the portfolio remaining unpaid 60
days and beyond crossing the due date, would be used as a measure to assess the portfolio quality.

Qualifying Assets
Qualifying Assets are loan portfolios created by MFIs adhering to certain conditions to make the MFIs
eligible to be called as MFIs and to raise loans from banks under Priority Sector Advances Scheme ( as per
recent RBI norms).

Return on Asset (RoA)
Return on Asset (RoA) is the universally accepted profitability measure which, in essence, is the percentage
net income earned out of total average asset deployed by MFIs during a given period, say a year.

Return on Equity (RoE)
Return on Equity (RoE) is the net income earned out of average equity of MFIs held by MFIs during the given
period.

Self Help Groups (SHGs)
SHGs refer to groups of 10-12 women coming together to form a semi formal community based institution to
meet their common financial and social needs. SHGs are linked to mainstream banks for depositing surplus
savings of the SHGs and to obtain loans (popularly known as SHG Bank Linkage Programme –SBLP)

Surplus
Surplus is Yield minus Total cost

Yield on Portfolio
Yield represents total income from microcredit operation-Interest income, processing fee/ service charge –
earned out of average loan portfolio outstanding. It does not, include investment income. It is a good proxy/
surrogate for loan interest rate.

Zero Tolerance Policy
It is generally refers to the tendency of MFIs not to ‘tolerate’ (entertain) loan repayment default by their
borrowers

Glossary
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EXECUTIVE SUMMARY

The Context

Microfinance has been recognized as one of the potent tools to address the issue of poverty.
The positive outcomes of experiments in SEWA bank in Gujarat and initiatives of leading

NGOs like MYRADA and PRADAN encouraged the Reserve Bank of India (RBI) and the National
Bank for Agriculture and Rural Development (NABARD) to nurture Self Help Group (SHG) movement
in India which started with the onset of SHG- Bank Linkage in the year 1992. Also, considering the
fact that around 50 per cent of working population does not have access to banking services, the
RBI recognized Microfinance Institutions (MFIs) as extended arms of banks to reach out to unbanked
populace.

As per the NABARD data (2010-2011), there are around 74 lakhs Self Help Groups operating in
India. Over 1000 MFIs, most of them operating in southern and eastern India, borrow funds from
banks to on-lend to over 26 million clients across the country.

The microfinance sector is undergoing a phase of transition now. The MFIs have started paying
more attention to the importance of keeping a balance between financial sustainability of their
operations and client level improvements from their credit services. MFIs in Andhra Pradesh State,
with maximum concentration of microfinance operation, have been subjected to a well intended
but restrictive measures imposed by Andhra Pradesh Microfinance Institutions (Regulation of Money
Lending) Act 2010. Consequently, the banks, whose funds constitute about 85 per cent of MFIs
lending resources, have become extra cautious and slowed down release of loans during the past
two years. The growth in client outreach and loan volume has retarded during 2011-12.

The RBI is the sole regulator of financial services in India. This being the case, the Andhra Pradesh
act,has inadvertently created a regulatory arbitrage, apart from crippling the functioning of MFIs.
The RBI thoughtfully has now brought a regulatory framework through its circulars, 3 May and 2
December 2011 and 3 August 2012 (See Annexure-3).

RBI has also created separate category of NBFC as “NBFC-MFIs”. Now all NBFCs MFIs are required
to be registered with RBI to continue their microfinance operation.

In the meantime, the Government of India brought out a draft bill, Microfinance institutions
(Development and Regulation) Bill 2011 with a move to regulate hitherto ‘unregulated’ MFI-sector.

These two measures of the RBI and the Government have instilled a sense of optimism among MFIs
and banks which have exposure worth `16000 crore is at stake in the sector.
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The Target Audience for the Report

The report purports to provide a primary-data -based analytical information to the government,
policy makers, the central bank and the apex finance institutions, banks, MFIs, technical service
providers  for better understanding of the health of the sector.

The Data behind the Report

The report has been compiled out of analysis of primary financial (unaudited) and non financial
data filed by 184 MFIs from across India. The reporting MFIs represent over 95 percent of clientele
or portfolio in the country. The profile of the reporting MFIs is given in Annexure 2. In addition
secondary data from NABARD and RBI reports and published literature have been used to widen
the perspectives of the coverage.

The report team scrupulously scrutinized the self-reported provisional data of 184 MFIs to improve
the relevance of the analysis. By considering the data quality, 167 MFIs data have been used for
analysis out of 184 reported MFIs. All financial and non-financial data have been used as they
were reported by MFIs. The validity of content of the report thus hinges on the accuracy of the data
self-reported by the MFIs. However, suitable desk validation efforts taken by the report team,
accompanied by cross checking with the reporting MFIs, wherever incongruities were noticed,
would make the report dependable.

The Report Coverage

This report highlights the microfinance outreach to clients, credit supplied, MFI infrastructure and
work force, etc. It also peeps at current Andhra Pradesh situation also (Part 1).

It also attempts to provide landscape of microfinance services in terms of distribution of client
outreach and loan portfolio, loan disbursed, average loan, etc, growth rate during 2011-12 across
geographies, Credit plus Service Initiatives, Development activities etc. (Part 2).

It seeks to analyze financial performance of MFIs in terms of cost structure, yield, portfolio quality
and sustainability (Part 3).

Finally, it explores ways of MFIs becoming responsible and sustainable financial institutions
(Part 4).

The Content Highlights:

Part 1 Microfinance- Against Headwind

■ Indian Microfinance   touches the lives of over nine crore low income households

■ Indian microfinance program has made credit, being important factors of production, available
to economically active poor. The total credit so provided has crossed the outstanding of
`55000 crore

■ Self Help Groups in India have collectively parked savings amount over `7800 crore in the
banks. Their savings would be much more than what is deposited in the banks

Executive Summary
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■ Growth rate of SHG and MFI clients and the their credit portfolio have been on the decline
during the past few years.

■ Banks continue to fund MFIs. 53 banks have provided credit to MFIs during 2011-12

■ MFIs have consciously been lowering expenses to keep the operating cost low. The MFI
infrastructure in terms of branch network and workforce has been brought down as part of
austerity measure. These measures have started yielding dividends in terms of  lower operating
cost for 2012 as understood from Quick Data this year

■ In Andhra Pradesh, MFIs have tough time in minimizing the damage caused by state
microfinance act. The MFI clients are left with inefficient alternative credit source. Their
microenterprises have been hit hard

■ Andhra Pradesh SHG Loan portfolio of banks is showing increase in NPA as understood from
NABARD data

■ The Domino effect of the microfinance state act in Andhra Pradesh seems to have engulfed
cooperative MFIs also. This has deteriorated the credit culture of  a section of cooperative
borrowers as well. The cooperative member clients tend to default the loan now, forgetting
the fact that they do so much against to the interest of their community institutions, in which
they have ownership and financial stake.

■ RBI regulation, Microfinance bill, SHG-II of NABARD, NRLM of Government of India are the
positive developments in the microfinance sector now.

Part 2: Microfinance – Operational Landscape

■ MFIs client base has come down this year to 26 million from 31 million last year

■ Nearly 40 per cent of clients of AP based MFIs are outside of southern states

■ MFIs in North and North Eastern Regions raised their client base this year

■ Indian MFIs had marginal decline in their total loan portfolio. The portfolio as of March
2012 stood at `20900 crore. In addition they had managed portfolio of `3700 crore.

■ Just over 30 per cent of AP-based MFIs portfolio is held outside of southern states

■ Except in Southern region, MFIs in other regions have posted increase in loan portfolio
during 2011-12

■ Managed portfolio has gone up this year. This appears to be a handy risk mitigation and
liquidity management tool for MFIs

■ Loan disbursed by all MFIs went down by over `2000 crore during 2011. AP-MFIs disbursed
`13000 crore less this year compared to last year.

■ Indian MFIs, despite their limitations, find ways to provide savings service to low income
households. 14 Cooperative MFIs have helped nearly seven lakh clients to save over `275
crore

■ MFIs extend life and health insurance to nearly 200 million households. They provide facility
for migrant workers to send home money through micro remittance

■ MFIs undertake host of development activities benefitting the microfinance clients. Major
interventions are under livelihood promotion, housing, health and sanitation, education and
capacity building
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Part 3:  Financial Anatomy of MFIs

■ Average number of borrowers handled by a credit officer (ABCO) determines the service
quality. It has to be optimum to balance between productivity and cost.2012 ABCO mark is
closer to Sa-Dhan recommended level of 250-350

■ 2012 Quick Data reveals that a typical MFI staff handles portfolio size of over Rs.13 lakhs.
Staff of larger MFIs handles higher portfolio size

■ MFI loan portfolio quality turned healthier this year. It is Very normal and healthy for non-AP
MFIs

■ MFIs in Andhra Pradesh have written off sizeable non performing loan

■ RBI Stipulation on provision against non performing loan comes into effect next year for
NBFC-MFIs. MFI in general have reserves and net worth to absorb such provision requirement.
They, however, need further capital to maintain capital adequacy norm of RBI

■ Total assets of Indian MFIs are worth around `24000 crore as of March 2012.

■ The asset size of AP-MFIs is around `9000 crore. It was `13500 crore last year

■ Seventy per cent of the assets are funded through outside debt and the balance through net
owned fund and other liabilities.

■ Capital adequacy of MFIs is as per the RBI norm

■ MFIs collectively have borrowing (debt) outstanding of over `16500 crore as of March
2012.Major chunk of it is sourced from banks. It shows the amount of bank fund put to use
for financial inclusion through MFIs

■ Over 70 per cent of MFI loan portfolio gets funded through bank borrowings

■ MFIs have got over `7300 crore debts from banks and other funding agencies during 2011-
12. Of this, banks alone have funded around `6700 crore

■  MFIs have received fund from as many as 53 banks and government agencies during 2011-
12. Over 68 different such entities have loan outstanding with MFIs. Besides, Bulk Lenders
source funds from banks and support MFIs.

■ MFIs are less leveraged (borrowed less against their net owned fund) this year. Society and
Trust forms of MFIs have borrowed 3.5 times of their net owned fund

■ Indian MFIs spend average of around `1300 in servicing a borrower. This cost is on the
increase over years

■ Indian MFIs have responsibly brought down their operating cost over the years. Yet, many
MFIs have challenges in taming operating cost.

■ Of total operating cost, MFIs have managed to bring down personnel cost and administrative
cost this year. Loan loss provision expense has gone up.

■ Microfinance being a labor intensive sector, MFIs major operating expense component is
their personnel expense.

■ Smaller MFIs and Non-AP MFIs displayed increase in revenue and decrease in operating
cost enhancing prospects for better sustainability of operation this year

Executive Summary
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■ More number of MFIs have experienced spike in cost of fund borrowed from banks and other
agencies this year.

■ Loan portfolio yield this year has come down to the extent that indicative interest rate of MFI
loans is well within the interest rate cap suggested by RBI (The cap is now relaxed by RBI)

■ The revenue margin of MFIs has been narrowing down year after year

■ Societies and Trusts and AP-MFIs are left with narrow margin that is barely sufficient to meet
the operating expense.

■ For profit MFIs collectively paid over `200 crore as tax to the government last year

■ Interest income constitutes 88 per cent of MFI revenue. They spend 46 per cent of their total
expense towards meeting borrowing expense.

■ Between 2011 and 2012, for every 100 rupee of MFI loan portfolio held, interest revenue
came down by four rupees, while loan loss provision expense went up by one rupee

■ Total revenue and total expense reckoned together, MFIs in general are operationally self
sufficient

■ The profitability of Indian MFIs has increasingly been under stress.

Part 4 of the report, Responsible and Sustainable MFIs- The Choice of All, explores ways of MFIs
becoming responsible and sustainable.
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Microfinance-Against Headwind

Part 1

MICROFINANCE - AGAINST
HEADWIND

Microfinance Institutions (MFIs) have emerged as an important means of financial inclusion. Creation of dedicated
fund for providing equity to smaller MFIs would help them maintain growth and achieve scale and efficiency in
operations. I propose to create in the course of the year, ‘India Microfinance Equity Fund’ of `100 crore with
SIDBI. To empower women and promote their Self Help Group (SHGs), I propose to create a ‘women’s SHG’s
Development Fund’ with corpus of ̀  500 crore. The committee set up by RBI to look into issues relating to microfinance
sector in India has submitted its report. The Government is considering putting in place appropriate framework to
protect the interest of small borrowers. Sri. Pranab Mukherjee, Finance Minister in his budget speech (2011)

The Indian Microfinance sector has been inching towards normalcy after being hit by
unprecedented actions of Andhra Pradesh government. The regulator and banks have attempted

to develop and put together a framework that will attend to the critique of the sector and in addition
strengthen it. These measures have got the microfinance institutions the due recognition as announced
by the Finance Minister.

Creation of NBFC-MFIs by the Reserve Bank of India and series of regulatory guidelines for banks
lending to MFIs provided necessary platform for MFIs to operate legitimately. The Rural Development
Ministry’s strategic move to revitalize National Rural Livelihood Mission (NRLM) has enthused
development practitioners and livelihood promoters. Finance Ministry’s Microfinance bill, brought
in before the parliament, has also infused optimism among all those involved in microfinance.

This chapter brings out panoramic view of the developments in microfinance which may be of
interest to the policy makers and the regulator and the banks. Growth, Funding, Andhra Pradesh
situation and RBI regulation are among those covered here.

1.  MICROFINANCE: BENEFICIARIES AND CREDIT OFFERING

Financial Inclusion is the key agenda of the government and the banks. The RBI had directed banks
to cover all uncovered villages having population of 2000 and above by March 2012. While, the
figures for the achievement is awaited, the two channels’ of microfinance in India – SHG Bank
Linkage (SBLP) and Microfinance Institutions (MFIs) have contributed to the inclusion agenda through
provision of loans and access to savings to the disadvantaged sections of the society. Figure 1
displays the clients reached out by the microfinance programmes over years.

There has been a steady increase in the microfinance clientele. The SBLP data for 2011-12 is not
readily available. An estimate has been made for the year, extrapolating on the last year data.
Accordingly, SBLP client outreach for 2011-12 is-expected to be in the vicinity of 65 million.
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Figure 1 : Trend in Microfinance Client Outreach over the Years1

Similarly, as shown in Figure 2 the microfinance channels have collectively made available over
`55000 crore of credit to the borrowers. Here again, the same logic of estimate for this year for
SBLP loan portfolio has been used.  The total credit is not adjusted to the overlap of clients of both
the models.

The MFIs have collectively provided steady stream of credit to the clients culminating to `55000
crore outstanding as of March 2012.

Indian Microfinance touches the lives of over nine crore low
income households

Figure 2 : Trend in Microcredit Portfolio outstanding over the Years

1 The SBLP Client outreach for 2011-12 is based on projection from the figure 2010-11 using the same growth rate of five per cent.
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2.  MICROFINANCE – SAVINGS THROUGH SBLP

Micro savings is the most sought- after service by the low income households. Savings act as robust
risk mitigation tool for them. Unfortunately, Indian financial system has been elusive, for their own
genuine reasons and limitations, in providing safe-saving product which is accessible by the poor.
Self Help Groups has been the handy mechanism available for their members to serve. NABARD-
promoted SHGs have inculcated savings habit among the members who have collectively saved an
estimated2 `7800 crore in the banking system (Figure 3). The number of savers is estimated at 11
crore3 as of March 2012.

Indian microfinance program has made credit, being important factors of
production, available to economically active poor. The total credit so provided
has crossed the outstanding of `55000 crore

Figure 3 : Trend in Micro Savings through SHGs and the Clients over the Years

2 NABARD compiles SBLP statistics reported by banks every year and brings our India Microfinance Report. The report for the year
2012 is expected by November 2012. The estimate is based on the extrapolation of the previous year data.

3 This is derived from the projected number of savings SHG for the year 2012 multiplied by average number of members per SHG,
which is 14.

3.  GROWTH TREND IN MICROFINANCE

The long term growth of microfinance is the indicator of the demand and supply trend for the
microcredit in the Indian market.

As seen in Figure 4, the SBLP has been showing signs of slow down. The efforts on the part of
banks and government deserve further impetus to bolster the growth which is slower than the main
stream bank credit growth of around 13 per cent. The NRLM program, which is on the anvil, could
potentially accelerate the growth.
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Figure 4 : Trend in Year on Year Growth Rate in SBLP Clients and Loan Portfolio over the Years

Self Help Groups in India have collectively parked savings amount over
`7800 crore in the banks. Their savings would be much more than what is
deposited in the banks

The MFI channel had been battered during the past two years because of the Andhra Pradesh crisis
and consequent slowing down of bank credit to the MFIs. Plummeted growth rate in MFI client and
portfolio depicted in Figure 5 is a testimony to the impact of the crisis. The MFIs client outreach and
loan portfolio have come down to a negative growth rate for the first time during the past one
decade or so. The reason for this is, among other things, the substantial reduction of loan
disbursement during by MFIs 2011-12. The MFIs collectively disbursed only `22600 crore  this
year compared to  `35000 crore last year.

Figure 5 :  Trend in Year on Year Growth Rate in MFI Clients and Loan Portfolio over the Years

Growth rate of SHG and MFI clients and the their credit portfolio have been
on the decline during the past few years.
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4.  BANKS’ PATRONAGE TO MFIs

Microfinance Institutions depend much on commercial banks for raising debt funds. The MFIs reported
that they collectively obtained debt fund of over `7200 crore during 2011-12. The figure last year
was `10100 crore. Of the above amount, the estimated bank fund flow to MFIs is `6700 crore
during the year. The renewed bank support to MFIs is encouraging. The support of non-banking
entities has been significant. List of banks and Government agencies, which provided funds to MFIs
during 2011-12, is given in Table 1.

Table 1 : List of Banks and Govt. Agencies which provided Debt Support to MFIs during 2011-12

Agriculture Finance Corporation Dena Bank Rajasthan Grameen Bank

Agriculture Development Finance Development Credit Bank Rashtriya Mahila Kosh
Tamil Nadu

AGVB Dhanalakshmi Bank RBS

Allahabad Bank Federal Bank Limited SIDBI

Andhra Bank HDFC Bank limited South Indian Bank

Apex Bank ICICI Bank State Bank of India

Axis Bank IDBI Bank State Bank of Mauritius

Bangiya Gramin Vikash Bank Indian Bank State Bank of Mysore

Bank of America Indian Overseas Bank State Bank of Patiala

Bank of Baroda Karnataka Bank State Bank of Travancore

Bank of Maharashtra Lakhsmi Vilas Bank Syndicate Bank

BMPL NABARD THE Ratnakar Bank

BOI NHB UCO Bank

Canara Bank North Eastern Development Union Bank of India
Finance Corporation

Central Bank of India OBC United Bank of India

Citi Bank Pragathi Grameen Bank Vijay Bank

City Union Bank Punjab And Sind Bank YES Bank

Corporation Bank Punjab National Bank  

Banks continue to fund MFIs. 53 banks have provided credit to
MFIs during 2011-12

5.  MFI INFRASTRUCTURE AND HUMAN RESOURCE

MFI, being the grass-root financial institutions, their branch network is an important aspect of
servicing the clients who are geographically dispersed. Similarly, microfinance through MFIs is a
human intensive service. More than sixty per cent of MFI staff are field workers like branch managers
and loan officers rendering door step service.

The transition happening in Indian microfinance has altered the complexion of MFI infrastructure
and workforce. There has been a reduction in number of branches, total staff and loan officers.
(Figure 6). This, in all likelihood, would bring down the operating cost of MFIs.
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Figure 6- MFI Infrastructure & Staff

Table 2 : Frequency Distribution of MFIs Based on Changes in Staff and Infrastructure

 No.of MFIs No.of MFIs Total No.of

Reported Increase Reported Decrease MFIs Reported

No.of Branches     29 (17 per cent)  42 ( 25 per cent) 167

No.of  Staff    50  (30 per cent)  81  (49 per cent) 167

No.of Loan Officers    60 (37 Per cent)  99 (61 Per cent) 162

Total number of branches of all reporting MFIs has come down from over 13500 to just over 12000 branches

as of March 2012. Over one thousand branches have apparently been merged or closed down as part of

austerity measures adopted by MFIs. All in all, 25 per cent of MFIs have reported reduction in number of

branches (Table 2).

MFIs have consciously been lowering expenses to keep the operating cost low. The MFI
infrastructure in terms of branch network and workforce has been brought down as part
of austerity measure. These measures have started yielding dividends in terms of lower
operating cost for 2012 as understood from Quick Data this year.

There has been a reduction in workforce among MFIs. Number of total staff came down by 17000,
which included around 12000 loan officers. As Table 2 reveals that at least on-half of MFIs had
reduction in total staff or loan officers.

6.  ANDHRA PRADESH CRISIS – EVIDENCE FROM THE FIELD

Andhra Pradesh is considered to be the microfinance capital of India. Self Help Group Linkage
Programme (SBLP) is run successfully with around 25 per cent of groups and 40 per cent of loan
outstanding in the state. Total microfinance clients in Andhra Pradesh are estimated at 270 lakhs
with 220 lakh SHG members and 50 lakh MFI clients. The pioneering work of the state government
had paved the way for poverty intervention by private entrepreneurs and proliferation of MFIs in
the state.

The State Government, in response to media reports and reports from the grass root officials of
rural development department, promulgated microfinance ordinance in October 2010. The
ordinance, which later got converted into a state law, had intent to have control over: acquisition
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of clients by MFIs; number and amount of loan provided by MFIs; Rate of Interest; terms of repayment;
places of collection of loan repayment etc. The well intended law has had many unintended
consequences. They had adverse impact on clients, MFIs, banks and the microfinance sector in
general.

Sa-Dhan team4 carried out a quick survey across Andhra Pradesh state in order to collect firsthand
information on the state of affairs on the ground. The team met MFI and SHG clients, MFIs and
banks to record the response to a set of questions on the lending–borrowing situation now. The
team recorded their observations through their interaction with respondents in three regions of the
state: Telengana, Rayalaseema and Coastal Andhra, interviewing in all 94 clients representing
NBFC and Non-NBFC MFIs and SHGs. The observations of the team are presented in the following
sections.

6.1  Effect on the microfinance clients:

i. Many of the clients have stopped micro–enterprise activities and have started doing wage
labor for their livelihoods. Some are selling their valuables like gold, cattle, etc. to run their
business and some of them are not able to borrow from any source.

ii. They are ready to repay loan if the MFIs come forward to provide them further loans.

iii. They have stopped repaying their MFI loan as they had been dissuaded from repaying it by
local political cadres and fellow group members.

iv. They are now forced to take loan from money lenders at 60-100 per cent interest rate per
annum.

v. They felt MFI’s were more convenient to them to borrow from because of their doorstep
service and timely loan. Now the get IKP (Indra Kranthi Patham) loan only after the members
visiting bank branches at least 5-6 times before the loan disbursement.

The proportion of client-respondents providing affirmative response to different options with respect
to outstanding MFIs loans in the three regions are presented in Table 3.

Table 3 : Proportion of AP Client Respondents with Post Crisis Affirmative Answers on Post Crisis Options/Effect

   NBFC Non- NBFC    NBFC Non- NBFC   NBFC Non-NBFC

Stopped Micro- Enterprise Activities 80 100 50 50 40 100

Stopped repayment because No further 100 100 100 100 100 100
loans  & explicit support from local
political cadres

Ready to repay if further loans are 100 100 100 100 50 30
disbursed

Getting SHG loan is Tiresome & time 100 100 100 100 100 100
consuming

Forced To Take Loan From 20 100 20 20 30 100
Moneylenders

MFI’s were more  convenient to borrow 100 100 100 100 100 100
from

Lower MFIs Interest is preferred 100 100 100 100 100 100

% Response
Region Telangana

(Warangal) Sample: 24
clients

Region Rayalseema
(Kurnool)  Sample : 24

clients

Region Coastal Andhra
(Rajahmundry) Sample:

45 clients

4 Dr. Krishna Reddy and Mr. P.M. Kamalesh.
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The survey team has stated the reason for differential response across regions. Higher awareness
level, economic advancement and enterprising nature of clients in the Coastal Andhra region make
them look at the options differently. Similarly, between the legal forms, the clients of NBFCs had
accustomed to the commercial interest rate structure and hence more percentage of NBFC clients
has been continuing the enterprises, even borrowing from other commercial sources.

The observations of the team are in line with findings of Microsave5 which conducted a similar
study in the state after the microfinance act. They had conducted 76 sessions with MFI clients, using
participatory methods like focus group discussions. They had reported that:

i. In 59 per cent sessions clients said that they had taken loans from moneylenders in the
absence of loans from MFI.

ii. 56 per cent respondents had either postponed their expansion or reduced their operations
due to the reason that access to credit had become difficult.

iii. 90 percent of the clients said that they were willing to repay the loan if MFI’s start disbursing
them fresh loan.

iv. In 89 per cent of the sessions the clients agreed that timely loan was a key attribute of MFI’s
service.

v. 46 per cent of the sessions felt that they had convenience of repaying principal along with
interest.

vi.  In 29 per cent of the sessions they expressed that they liked the doorstep delivery by the
MFI’s.

Table 4 : Merits and Demerits of MF Programmes  As Perceived by AP Microfinance Client Respondents

 Reponses Indicating Merits                Reponses Indicating Demerits

MFI Service Stopped microenterprise activities as Higher Interest rate(esp.
MFIs stopped lending. – Forced to before the crisis & RBI
take loan from money lenders at regulation ) -
exorbitant interest rate in the absence
of MFI loan – Timely loan from MFIs-
Door step delivery of service

SHG-Bank Linkage-Service Monthly repayment is more convenient Getting SHG Loan is tiresome
(common feature of SHG loan)  and time consuming

Source: Sa-Dhan and Microsave Surveys

The MFIs and SBLP have scope for improvement in certain areas as inferred from the study results.
The possible inference that can be drawn is captured in Table 4.

The two types of service–MFIs and SBLP providers have their merits and demerits. The MFIs service
was found to be more timely and convenient. Their interest rate could be lower to make it more
attractive.

5 Microsave is a capacity Building and Research Institution operating in India and Africa
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The monthly repayment feature of SBLP has been its strength. It has to render the timely and hassle
free service.

6.2 Effect on MFIs6

i. Forced to stop operation & Battered Financial health

a. The microfinance operation, per force, had to be stopped because of the stringent government
norm, repayment default from the clients and non-availability of bank fund.

ii. Closed down and merged branches and downsized workforce to cut cost.

a. Some examples of such measures: PWMACS staff strength got reduced from 114 to 56.
Four of them were given voluntary retirement offering lump sum. It has merged their
branches to have finally four branches with offices at Vizag, Kakinada, Pathipadu and
Payakaropeta.

b. CRESA staff strength got reduced to 42 now from 206 earlier. Closed 12 branches.
Introduced wage cut of 25 per cent for all employees.

c. Saadhana–staff strength got reduced to 19 now from 258 earlier.

iii. Truncated portfolio/ Quality.

a. CRESA portfolio - `25 crore has turned bad.

b. Saadhana- `60 crore portfolios has turned bad.

c. PWMACS-  `36 core portfolio came down to 19 crore.

iv. MFI’s have shifted their offices to smaller premises adopting austerity measure.

v. Cash- flow induced trauma of litigation

a. Banks and bulk lenders have initiated legal actions against MFI’s for recovery of loans
(Saadhana & CRESA).

b. Private sector banks have initiated legal action against MFI’s by way of filing cases
under the provisions of Debt Recovery Tribunal Act (DRT Act) and Securitization and
Reconstruction of Financial Assets and Enforcement of Security Interest Act, (SERFAESI
Act). Some bulk lenders have initiated action under the provisions of The Negotiable
Instruments Act.

vi.  Bank loan to MFIs has come down to a near negligible level. No fresh disbursement has
happened, except for RASS which has got `17 Crore. PWMACS had also received fresh
disbursement of `16.6 Crore. These are cooperative MFIs.

vii. Attachment of mortgaged properties

6 The survey team thanks to PWMACS, CRESA, Saadhana, Pragathi Macs and other MFIs for providing detailed information.

 In Andhra Pradesh, MFIs have tough time in minimizing the damage caused
by state microfinance act. The MFI clients are left with inefficient alternative
credit source. Their microenterprises have been hit hard
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7 MACS - Mutually Aided Cooperative Society, allowed by State Law, having minimal Government intervention.

a. A bulk lender has also taken control over the training institute built by Saadhana in lieu
of `11 crore loan overdue from the latter.

viii. Forced to liquidate properties to meet the legal expenses.

ix. MFIs have started exploring cooperative microfinance model

a. MFIs like Saadhana and CRESA have established MACS7 based microfinance model
and built up so far small portfolio of `50-90 lakhs. They are not spared from bank
credit crunch either.

x. A few MFIs opted for Corporate Debt Restructuring scheme (CDR), as a temporary relief
measure.

AP Based MFIs7 and Their Performance

The 2012 Quick Data collected by Sa-Dhan from AP-based MFIs reveal adverse on impact them by
their business exposure to Andhra Pradesh (Figure 5)

Table 5 : AP -MFIs Operational and Financial Performance -2011 & 2012

                  AP-based MFIs Parameter 2011 2012 Decline (per cent)

No.of Branch 6426 5227 19
No.of Staff 55512 39067 30
Active Clients (lakhs) 164 124 24
Loan Portfolio(`Cr) 13943 7912 43
Disbursement (`Cr) 19180 6290 67
PAR 60 ( Per cent) 30 31
Total Asset ( `Cr) 13521 9173 32
Net Owned Fund ( NoF) `Cr 3149 2538 19
Yield  (Per Cent) 22 10
Operating Expense (Per Cent ) 10 6
Operational Sufficiency –OSS ( Per Cent) - 111 55
Return on Asset (RoA) –( Per Cent) 2 -8
Return on Equity (RoE) -(Per Cent) 2 -35

The AP-based MFIs had reduced their infrastructure, client and portfolio base resulting lower yield
and profit. Interestingly, their operating expense has come down. This, perhaps, may be due to the
cessation of their operation in the state, reduction in staff, branch infrastructure etc.

6.3  Effect on Banks

The SBLP implemented by banks has not been immune to the adverse effect of the developments in
Andhra Pradesh. The Non Performing Assets under SBLP portfolio of the state is found to have gone
up as understood from the NABARD statistics shown as a graph (Figure 7)

Andhra Pradesh SHG Loan portfolio of banks is showing increase in NPA
as understood from NABARD data
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Figure 7 : Non Performing Assets (NPA) of Loans under SBLP in Andhra Pradesh State

Debt Swapping by Banks - An innovative attempt

A few banks have come forward to take over the debt owed by SHGs to MFIs by offering fresh
loans to SHGs to repay their MFI loans. The Debt Swapping attempt of one of the Indian Bank
branches in Rajahmundry town, for example, seems to be working well. Under this the bank disbursed.
one crore rupees to nearly twenty SHG’s has worked well. These SHG’s operate at two villages
(Three at Krishnapatanam and 17 at Chinnatadepalli). The branch provided loan to the SHGs in
multiples of the savings held by the SHGs, subject to a maximum of Rs. five lakhs each. The field
officers of the branch are recovering through weekly installments on an experimental basis now.

The Domino effect of the microfinance state act in Andhra Pradesh appears
to have engulfed cooperative MFIs also. This has deteriorated the credit
culture of a section of the cooperative borrowers as well. The cooperative
member clients tend to default the loan now, forgetting the fact that they do
so much against to the interest of their community institutions, in which they
have ownership and financial stake.

7.  RECENT DEVELOPMENTS

i. Reserve Bank of India, accepting the recommendations of Malegam Committee, issued
regulatory guidelines to MFIs. It also recognized a separate category of NBFC-MFIs with host
of prudential norms stipulated for them.

ii. RBI has stipulated that MFI need to adopt three important measures in order to be recognized/
classified as Microfinance Institutions. They need to have Qualifying Asset to the extent of 85
percent of their asset; Follow Pricing Guidelines which includes 26 per cent Interest Rate Cap
and 12 per cent Margin Cap; Quarterly Audit certificate to be produced to funding banks to
the effect that they follow RBI norms with specific reference to Qualifying Asset and Pricing
Guidelines.
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iii. Existing NBFC–MFIs need to register themselves as NBFC-MFIs with RBI effective from 1 April
2012. MFIs have numerous practical difficulties in adhering to the regulations and registering
themselves as NBFC-MFIs. RBI has been considering amendment to the guidelines to make
them amenable for adherence by MFIs.

iv. Microfinance Bill is before the parliament. The Microfinance bill has undergone certain changes
during the process of its drafting.

v. NABARD has taken up a programmatic review of the SHG bank Linkage Programme. It
intends to launch version II of SBLP ( SHG-II) comprising new features like voluntary savings,
mechanism of graduating customers to higher individual or small group loans and a more
sustainable mechanism for handholding of SHGs  in the initial stages.  An ambitious target of
linking five million groups over the next five years across the countries has been fixed.

vi. The Ministry of Rural Development, Government of India, launched the National Rural Livelihood
Mission (NRLM), which will be the flagship poverty eradication programme during the 12th

Five Year plan period. NRLM has significant investments planned in intermediate level
institutions of the poor based on SHGs that would be active in financial services. A dedicated
bulk financing entity is also on the anvil to supplement resource requirements of SHGs and
their federations.

RBI regulation, Microfinance bill, SHG-II of NABARD, NRLM of Government
of India are the positive developments in the microfinance sector now.

Key Takeaway

Both Microfinance channels - SBLP and MFIs - require urgent attention as their growth
rate slowed down. Andhra Pradesh MFIs deserve special assistance to enable them
recommence their operation. This will help addressing the deteriorating credit culture
among the poor clients.
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Part 2

MICROFINANCE -
OPERATIONAL LANDSCAPE

Microfinance service providers face multiple challenges in their profession. They deal with
resource-poor clients, amongst whom most of them are semi-literate, women, vulnerable and

are located in far flung areas. Since the main stream banking institutions have limitations in catering
to this segment, the microfinance service providers endeavour to fill this gap. MFI- client outreach,
regional presence, provision of service etc are thus important indicators of their performance.
Banks act as a microfinance service provider in several ways. They provide financial support,
access to banking channel and loans to Self Help Groups (SHGs) through their Self Help Group
Linkage Programme (SBLP). Similarly, Microfinance Institutions (MFs) have exclusive microfinance
programmes operated through intermediation between banks and microfinance clients. A brief
account of operations of these service providers are given in this chapter.

I. SELF HELP GROUP BANK LINKAGE PROGRAMME (SBLP)

Self Help Group Bank Linkage Programme, as observed in Chapter 1, has got client outreach of
over 65 million and loan portfolio outstanding of over `34000 crore as of March 20111. The
distribution of SBLP clients and the portfolio have got regional variation with major concentration
in the  southern region. Figure1, prepared out of NABARD data for 2010-11, demonstrates the
regional contribution of total transaction under the programme. Southern region contributes to
around one-half of all SHG transactions. The eastern region occupies the second position.

Figure 1 : Percentage Share of Regions in SBLP Transactions -2011

1 NABARD collects and publishes SBLP statistics every year. The 2011-12 data is not yet published by NABARD and hence the
2010 -11 data is used.
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Time series data (Figure 2) also confirms the consistency of the regional variation over time.

Figure 2 : Trend in Percentage Share of Regions in SBLP Loan

The trend and regional disparity indicate the urgent need for banks to focus on the other regions in
SHG promotion and lending.

The average per SHG savings is below ̀ 10000 while per SHG loan varies from ̀ 40000 to ̀ 80000
(Figure 3).

Figure 3 : Savings and Loan Amount per SHG in 2011

As seen in Table 1 & 2, top three banks hold around one-half of SHG savings and Loan outstanding
in India as of March 2011.
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Top Three Banks in Savings
Outstanding

(Commercial Banks)

Amount (` Crore)
Top Three Banks in Loan

Outstanding
(Commercial Banks)

Amount
(` Crore)

Top Three Banks in Savings
Outstanding (Regional Rural Banks)

Table 1: Top Commercial Banks in SBLP Savings and Loan -2011

State Bank of India 829.26 State Bank of India 5470.99
Bank of India 499.43 Andhra Bank 2456.03
State Bank of Hyderabad 388.45 Indian Bank 2124.68

Table 2 : Top Regional Rural Banks in SBLP Savings and Loan-2011

Bangiya Gramin Vikash Bank (WB) 245.78 Andhra Pradesh Gr. Vikash Bank 1471.86
Andhra Pragati Grameena Bank (AP) 152.70 Andhra Pragati Grameena Bank 915.08
Utkal Gramya Bank (Orissa) 109.44 Saptagiri Grameena Bank 487.93

The ratio of Non-Performing asset (NPA) of SHGs is on the increase over years and the central and
north east regions harbor higher percentage of NPA (Figure 4)

Figure 4: Non Performing Asset Percentage in SBLP Loan across Different Regions

Amount
(` Crore)

Amount
(` Crore)

Top Three Banks in Loan
Outstanding (Regional Rural Banks)

Self Help Programme has an added dimension of empowering women through capacity building
and inculcating savings habit among them. The programme requires impetus. SGH-II contemplated
by NABARD, with voluntary savings, individual lending etc, is expected to take the movement to
higher level of efficiency and effectiveness.

II. MICROFINANCE INSTITUTIONS (MFIs)

Microfinance Institutions are the grass-root level financial institutions who do financial intermediation
between mainstream banks and the financially excluded households. MFIs have proven to be effective
alternative model of delivery to further the financial inclusion agenda of banks. The performance of
MFIs has been affected due to the microfinance crisis during the past two years. This report
endeavours to bring out the performance features of MFIs pertaining this year under the following
broad headings:
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1. Distribution and Growth of Client Outreach
2. Distribution and Growth of Loan Portfolio
3. Loan Disbursement
4. Credit plus Service Initiatives
5. Development Activities

2.1  DISTRIBUTION AND GROWTH OF CLIENT OUTREACH

Growth in client outreach has reversed its trend in 2012. The total client base of MFIs has come
down to below 30 million marks, touched last year, due to the microfinance crisis. For the total of
184 MFIs that had reported to Sa-Dhan this year, the total client outreach stands at 26819104
(26.8 million) as on 31 March 2012. The figure, however, is not adjusted for an estimated overlap
of 20-30 per cent among the MFIs. Historical trend of client outreach is presented in (Figure 5).

Figure 5: MFI Clients Outreach over the Years

Rural clients constitute 52 percent2 of the total client outreach. Rural client outreach is critical as
financial exclusion in rural areas is a formidable challenge for mainstream banks in the context of
their financial inclusion agenda.

The southern region continues to dominate in terms of client outreach. Nearly 50 percent of the
clients belong to this region. The eastern region stands second and the rest of the regions have
lower outreach. Figure 6 shows the comparative spread of borrowers among different regions in
terms of absolute numbers along with the corresponding percentage share during the past two
years.

This skewed outreach pattern delineates the importance of MFIs to focus in northern and north-
eastern regions of the country to bring about a balanced growth.

MFIs client base has come down this year to 26 million from 31
million last year

2 Sa-Dhan Bharat Microfinance Report 2011
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Figure 6 : Share and Number of Client Outreach across Regions

Region

Total Outreach of  MFIs
with Head quarters in

the Region

Total Clients in the
Region

Possible inter-regional
overlap

2.1.1  MFIs: Inter-Regional Overlap

The MFIs have headquarters in a particular city/state while their operation may be outside the
state of origin also. In a few regions, the total outreach of the MFIs head quartered there exceeds
the total outreach of all MFIs in the state, indicating their spill over. The 2012 outreach data is
presented in a way to provide an idea of such overlap. (Table 3)

Table 3: MFIs Inter-Regional Overlap

South 19669032 13469378 6199654 This region MFIs  serve
in other regions

East 5483844 6564632 -1080788 Other region MFIs cover
up the deficit  here

West 407164 1865590 -1458426 do
Central 315193 2603831 -2288638 do
North 523118 1157837 -634719 do
North-East 420753 1157837 -737084 do

The table shows the MFIs, having headquarters in South, apparently go beyond their region to
serve clients elsewhere. Similar analysis has been done on the client base of AP-MFIs   to know the
AP –MFIs foray into other states. (Table 4)

Thirty nine per cent of clients of AP-MFIs are located outside of southern states. Of the total borrowers
of Andhra Pradesh State (1.23 crore), 61 percent of them are located in southern region while 19
per cent are located in eastern region, being their preferred region next to southern region. Their
operation in north and north-eastern regions is negligible. The share of AP–MFIs clients across
regions has been consistent during the past two years.

Nearly 40 per cent of clients of AP based MFIs are outside of southern
states

Respective Regional
MFIs surplus

outreach
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Table 4 : AP-MFIs - Foray into Other Regions

Outreach  Percent

South 7549008 61.0
East 2362134 19.1
West 1038222 8.4
Central 1238708 10.0
North 173672 1.4
North-East 12728 0.1
 AP-MFI clients  (Total) 12374471 100

2.1.2  Client Outreach across MFI Categories

MFIs with >500 Cr portfolio and NBFC legal form have lions’ share in the client base across India.

Figure 7 : Share and Number of Clients across Portfolio Size and Legal Form (` Crore)

2.1.3  Toppers in Client Outreach

There has been slight change in the number of clients served by top 10 MFIs in India between last
year and this year. Figure 8 shows the top ten MFIs based on 2012 data. The bars of the chart
juxtaposes two consecutive year figures for each MFI. Bandhan and SKDRDP have more number of
clients this year, despite the adverse impact of the microfinance crisis.
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Figure 8: Number of Clients Served by Top 10 MFIs in 2011 and 2012

2.1.4  Change in Total Clients

The microfinance crisis has affected the microfinance client growth. This section presents the extent
of effect across different geographies and categories of MFIs.

The frequency distribution among reporting MFIs showed that nearly 60 per cent of MFIs posted a
negative growth in client outreach (Table 5).

Table 5 : Frequency Distribution of MFIs over Change in Client Base between 2011 and 2012

Change in 2012 Number of MFIs Percent
No Change 7 4
Increase in Outreach 60 37
Decrease in Outreach 95 59
Total MFIs reported 162 100

The total number of clients present in different regions between 2011 and 2012 was compared
and the results shown are in Figure 5
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Figure 9 : Number and Growth in Total Clients among Regions in 2011 and 2012

The MFIs client outreach has dropped in absolute terms across India. There has been reduction to
the tune of 5 million from around 31.3 million last year to 26.8 million in 2012. This works out to
15 per cent drop. The drop in the regions in terms of total outreach is prominent. South region has
witnessed 19 per cent drop while West and East regions experienced 25 and 14 per cent drop
respectively.

The North and North-East have witnessed slight increase in the client base which is a welcome
sign. Most of the poorer states and resource poor clients are present in these regions. Microfinance
service, therefore, is indispensable for them.

The transition in the sector would hopefully help MFIs in the South, East and West regions to
consolidate their operations with robust system and client relation in the years to come.

MFIs in North and North Eastern Regions raised their client base this year

Figure 10 : Number of Clients Served by MFIs across Portfolio Size
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Similarly, the largest MFIs, with portfolio of > 500 crore and those with NBFC legal forms experienced
substantial reduction in the client outreach, bringing down the total client base of the sector. These
categories of MFIs have lost about three to four million clients this year (Figure 10 & 11).

Figure 11 : Number of Clients Served by MFIs across Legal Forms

2.2   DISTRIBUTION AND GROWTH OF LOAN PORTFOLIO

Microcredit is an important service provided by the MFIs in India. The MFIs have become an
important source of provision of institutional credit to the underprivileged sections of the society.
The historical trend of microcredit outstanding portfolio of MFIs over the years is presented in
(Figure 12).

MFIs total loan portfolio as of March 2012 stood at `20913 crore. In addition, MFIs had an
estimated managed loan portfolio of around `3700 crore, the details of which are dealt with
briefly in the succeeding section.

Figure 12 : MFI Loan Portfolio Outstanding Over the Years
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The loan portfolio growth trajectory has changed the direction a little and posted a decline in
2012, nearly by three per cent, as compared to 2011. Cautious bankers releasing less funds to the
sector and the operational constraints faced by the Andhra Pradesh based MFIs would have
contributed to the decline.  However, the growth in states outside of Andhra Pradesh and southern
states is normal. The share and amount of loan portfolio across regions during the past two years
are presented in Figure 13.

Figure 13: Share and Amount of Loan Portfolio Outstanding across Regions in 2011 and 2012 (` Crore)

Just over 30 per cent of AP-based
MFIs portfolio is held outside of
southern states

The share of portfolio in different regions has been different this year, bringing down the dominance
of southern states a little further. As seen in the figure, 49 per cent of loan outstanding is held in
southern region this year, compared to 57 per cent in 2011.This reduction is equivalent to `2000
crore in absolute loan amount.

Indian MFIs had marginal decline in their total loan portfolio.
The portfolio as of March 2012 stood at `20900 crore.
In addition they had managed portfolio of `3700 crore.

2.2.1  AP-MFIs Portfolio Spread across Regions

The AP based MFIs collectively hold over `7900 crore loan portfolio in their balance sheets. They
have sourced this portfolio from clients spread across different regions. South region holds 68
percent of their portfolio while the rest of the regions hold the balance (Table 6). Given the active
surveillance of state governments in southern states on the MFI functioning, particularly Tamil Nadu
in the recent past, the AP-MFIs are likely to source higher share of their portfolio from non-southern
states in the coming years.

Table 6 : Spread of AP-MFI Portfolio Outstanding across Regions

`Crore Portfolio Percent

South 5404.77 68.3
East 865.03 10.9
West 722.22 9.1
Central 832.33 10.5
North 72.53 0.9
North-East 14.63 0.2
Total AP-MFI-Portfolio 7911.51 100.0
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2.2.2  Regional Growth in Portfolio

The growth rate of MFI portfolio among regions varies this year.  As could be seen from Figure14-
, southern region had a dip in growth to the tune of nearly 17 per cent, while the rest of the regions
showed positive growth. The portfolio grew strongly in North East, perhaps due to the lower base,
while central and northern states showed moderate growth.

Figure 14 : Amount and Growth of Loan Portfolio among Regions

Except in Southern region, MFIs in other regions have posted
increase in loan portfolio during 2011-12

2.2.3  Portfolio across MFIs Size and Legal Form

In tune with the characteristics of Indian microfinance, larger MFIs and NBFC MFIs possess the
majority of MFI loan portfolio in this year also. (Figure 15)

Figure 15 : Share and Amount of Loan Portfolio Outstanding across MFI Size and Legal Forms (` Crore)
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The larger MFIs with 100--500 Crore portfolios contributed much to the reduction in outstanding
portfolio of this year (Figure 16).

Figure 16 : Change in Amount of MFI Loan Portfolio in 2011 and 2012 across MFI Size

2.2.4  Top 10 Microcredit providers

There are major players in the sector holding significant loan assets. Extending the MFI-category
wise analysis further, names of the top 10 MFIs in terms of loan outstanding this year are listed
down in the Figure 13. The bars of the figure concurrently show the portfolio held by the MFIs last
year also.

Figure 17 : Top 10 MFIs in terms of Portfolio Outstanding4

Bandhan, perhaps being in the eastern region, geographically away from vicissitude of the crisis
affecting microfinance hub in the south, has ensconced in the top position this year. The decline in
the portfolio of hitherto leading SKS and other AP MFIs is also the reason for Bandhan’s leading
position. SKS, as per their reported data, has written off considerable amount. Besides, they have
also securitized major chunk, over `900 crore, of the loan assets this year leading to significant fall
in the outstanding.

4 Prepared specially by clubbing own portfolio and managed portfolio in 2012.
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More than one-half of MFIs, who have reported gain and loss of portfolio this year, posted decline
in the outstanding. Nearly fifty percent of MFIs have managed to show increase in portfolio (Table
7).

Table 7: Frequency Distribution of MFIs over Change in Portfolio between 2011 and 2012

Number of MFIs Percent

Increase in Portfolio 76 46
Decrease in  Portfolio 90 54
Total MFIs reported 166 100

2.2.5  Managed Portfolio

MFIs have increasingly become prudent to use financial innovations to enhance their income and
reduce risk. The securitization model was devised for the purpose of avoiding the capital constraint.
After RBI regulation on NBFC –MFIs, the MFIs are required to maintain capital to the extent of at
least 15 per cent on their risk-weighted asset. In order to avoid further capital requirement on the
mounting loan asset, they tend to sell a part of them to banks to offload them out of their balance
sheets. They, however, continue to manage them, on behalf of the purchasing banks, and get fee
income from these banks.

 Indian MFIs have collective managed portfolio worth of nearly `3700 crore as of March 2012
(Table 8). In 2012 year alone an addition of over `900 crore has been to this pool, which was
`2700 plus last year end. AP-based MFIs maintain the same level of managed portfolio as that of
last year, while the non-AP MFIs have increased it considerably.

Table 8 : Managed Portfolio of MFIs in 2011 and 2012

Rs.Crore AP Based MFIs Other MFIs Total

2011 1411.38 1364.91 2776.29
2012 1487.88 2206.47 3694.35
Absolute Increase 76.50 841.56 918.06

Managed portfolio has gone up this year. This appears to be a
handy risk mitigation and liquidity management tool for MFIs

2.2.6  Loan Size per Borrower

Loan amount per borrower has been an important criterion to understand the general profile of the
clients borrowing from MFIs (a surrogate indicator for depth of outreach). It has implications on the
operating cost as it influences the operating cost.

Per- borrower loan size has gone up a little this year to `6400 (Figure 18). The decline in the
number of clients this year would perhaps have inflated the figure. Even this slight increase may not
translate into major benefit to the clients as they are subjected to surging inflation, making the loan
purchasing power lower and lower year after year.  Its proportion in relation to the per capita
Gross National Income is on the decline5.

5 M-CRIL Review 2011
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Figure 18 : Loan Amount per Borrower over the Years

2.3   LOAN DISBURSEMENT

Microfinance Institutions have been going through a very critical phase while sustaining the growth
of their loan portfolios has been a challenge. Banks, in general, have been releasing funds very
sparingly and slowly, affecting the MFI loan disbursement considerably.

In this context, MFI data was analyzed to find out the level of loan disbursements made by MFIs
during 2011-12. Loan disbursement is lower by over `12500 crore, compared to the disbursement
during the last year (Figure 19). The disbursement is the lowest during the past three years as
understood from the figure.  Nearly 60 per cent of the have MFIs disbursed lower amounts this year
compared to last year. (Table 9),

Figure 19 : Loan Disbursed by MFIs over the Years

Table 9: Frequency Distribution of MFIs based on Change in Loan Disbursed between 2011 and 2012

Number of MFIs Per cent

Increase in Disbursement 58 41
Decrease in Disbursement 84 59
Total MFIs reported 142 100

Loan disbursed by all MFIs went down by over `12000 crore in 2011.
AP-MFIs disbursed `13000 crore less this year
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2.3.1  Disbursement across MFI categories

Granular analysis of the data showed that the larger MFIs and AP-based MFIs are seemingly the
‘victim’ of the funding issues leading to the drop in their disbursement. Figure 20 reveals that the
giant MFIs, with > 500 crore portfolio, disbursed an amount of ̀ 10500 crore less in 2012 compared
to that in 2011.This figure in reduction is nearly `13000 crore for the AP based MFIs.

Figure 20 : MFI Category wise Comparison in Loan Disbursement during 2011 & 2012

2.3.2  Toppers in Loan Disbursement

Bandhan is one among the top ten MFIs which has disbursed significant loan amount during this
year. It has disbursed over `6200, making it the number one in the loan outstanding also as
discussed in the previous section (Figure 21).

Figure 21 : Top 10 MFIs based on Loan Disbursement during 2012

Many MFIs have disbursed more loan amount compared to the bank loan they have obtained from
banks during the year. They perhaps would have used more of the internal accrual, repayment from
the clients for disbursement. In addition, MFIs have also received loans from some non-banking
entities as well which has supplemented the bank fund.
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2. 4.  OTHER FINANCIAL SERVICES

2.4.1  Savings Facilitation

Savings is the much sought -after service by the poor, who just do not have any reliable and
sustainable avenue for savings for their future.  MFIs in India, except cooperative MFIs, do not have
the right to collect savings from the clients. They, however, facilitate savings through SHGs formed
and linked to the banks and servicing as banking correspondents of banks.

Figure 22 : Micro savings Facilitation done by MFIs and SHPIs across Legal Forms in 2012

The savings facilitation done by reporting MFIs is displayed in Figure 22. Society & Trust MFIs have
made significant contribution to the client savings. They report that they have facilitated savings
among 413 lakh clients mainly through Self Help Bank Linkage Programme. LAB has facilitated
savings among seven lakh clients. Cooperatives have done their bit among around one lakh clients.
The data gathered from 14 Cooperative MFIs (different sample) is presented separately in Figure—

Savings by Cooperative-MFIs

Cooperative MFIs, unlike other MFIs, have the legal right to collect savings from their members.
Quick Data sourced savings particulars from 14 of Sa-Dhan cooperative members and the aggregate
savings data is presented in Figure 23. Nearly seven lakhs cooperative members have accumulated
savings of `275 crore as of March 2012.

Indian MFIs, despite their limitations, find ways to provide savings service
to low income households. 14 Cooperative MFIs have helped nearly seven
lakh clients to save over `275 crore
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Figure 23 : Savings among 14 Cooperative-MFIs

2.4.2  Micro insurance Facilitation

The Rangarajan Committee observed that poverty is not just a state of deprivation but has latent
vulnerability. Micro insurance provides economic and psychological security to the poor. It is a key
element in the financial services package for people at the bottom of the pyramid. The poor face
more risks than the well off, but more importantly they are vulnerable to the same risk. Usually, the
poor faces two types of risks – idiosyncratic (specific to the households) and covariate (common,
e.g., drought, epidemic, etc).

Insurance Regulatory and Development Authority (IRDA) permitted NGOs, MFIs, and SHGs as
Micro insurance agents. MFIs have been extending micro insurance to their clients during the past
few years.

Sa-Dhan member MFIs have been providing micro insurance to their clients by acting as corporate
agents of insurance companies.

The data collected by Sa-Dhan showed that total clients covered under MFIs micro insurance
programme stood at 92 lakhs as of March 2011. The client outreach by the reporting MFIs for
2012 is 163 lakhs, which apparently lower than that outreach of all MFIs in India.The data for
2012 is presented in Figure 24.
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Figure 24 : Micro insurance Facilitation done by MFIs across Legal Forms

NBFCs followed by Society & Trust have got significant number of client outreach.  Credit life
insurance is the predominant product made available to the clients (Figure 25)

Figure 25 : Share of Micro insurance Products Delivered by MFIs

2.4.3  Remittance

Micro Money Transfer is a much needed service required by migrant workers across India.

GIZ (2010) estimated that there are up to 100 million circular migrant workers in India, who
contribute as much as 10 per cent to the national Gross Domestic Product (GDP). Circular migration
has become a crucial livelihood strategy, e.g, remittances make up tp 80 percent of the cash
income of the sample households in Uttar Pradesh. Within Maharashtra and from Gujarat to
Rajasthan around 90 per cent of the respondents carry cash themselves or send it through others.
The average annual remittance amount is about `20,000, and even the poorest of the migrants are
sending money home.
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Although access to banking services in urban areas is generally good, most migrants do not have
bank account at the urban destination point where they are working. Many migrant workers do not
have adequate information about the formal financial services, and many of those who have accounts
with banks do not use them effectively.

Sa-Dhan members have been involved in providing remittance service during the past few years.
The remittance services by Sa-Dhan members like Adhikar and Basix are noteworthy. During the
year 2011, 25 Sa-Dhan members collectively have undertaken 1675651 transactions involving
remittance amount of `365 crore. The data collected for 2012 is presented in Figure 26. The
volume of transaction has come down to `37 crore which approximately one-tenth of the volume
conducted last year.

Figure 26 : Micro Remittance Facilitated by MFIs across Legal Forms

The remittance service might have been disrupted by the present microfinance crisis leading to
drastic reduction in the volume of transaction.

MFIs extend life and health insurance to nearly 200 million households.
They provide facility for migrant workers to send home money through micro
remittance
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2.5  DEVELOPMENT ACTIVITIES

The financial services, at best, would be effective in poverty alleviation only when it is complemented
with other services under livelihoods, health, education, etc for the poor clients. Sa-Dhan data
gathered on the development service rendered by the reporting MFIs during 2011-12 is presented
in Table 10-

Table 10 : Snapshot of Areas of Development Activities Undertaken
by MFIs across Legal Forms during 2011-12

Livelihoods

Small Trading,
Petty Business,
Small Enterprise,
Client Awareness
Training, Voca-
tional farming
and  Agriculture

Agriculture and
Dairy, Marketing,
Training, Napkin

Agriculture and
Animal  hus-
bandry, Aware-
ness and Training,
UPNRM

Micro-Enterprises,
Training, Financial
Support For
Physically Handi-
capped, Rabbitry
and  Jewellery,
Marketing and
SRI

 Housing

Solar Energy,
Housing, Repair

 Affordable
Housing, Water
and Sanitation

Micro housing

Rehabilitation,
Renovation and
Construction,
Cooking Stove
Loan

 Health

AIDS and Sanita-
tion, Health
Camps, Trainings,
Eye Camp, Urban
Health Centre

Community Health
Care  Camps and
Sanitation

Awareness

Camps, Health
Education and
Training,
Ayurvedic Medi-
cine Distribution,
Self -Develop-
ment, medical
Insurance

 Education

Creche, Distribu-
tion of books
and stationery ,
Primary School
Financial Lit-
eracy, Training
on RTE, Disaster
management, e-
learning

Education
Programme,
Stationery

Annapurna
Mahila Mandal,
awareness and
camps

Financial Lit-
eracy, Self-
development and
Training

 Capacity Building

Training, Entre-
preneurship
Development,
Financial Lit-
eracy, HR
Training

Leadership and
Training, SHG
Linkage, Dry
Flower Cluster

Trainings, Cattle
Health Camps

Capacity Build-
ing and Train-
ing, Dairy,
Financial Lit-
eracy

Society
+ Trust

Section
25 Co.

Co-
opera-
tive

NBFC +
LAB

It is worth peeping into some Sample activities undertaken by MFIs.  A few examples are given
below.

Majority of the reporting MFIs are working for livelihood through providing small Trading, Petty Business, Small Enterprise,
Agriculture and Farming. Under Livelihood activity, some MFIs (Eg Bandhan) have been doing targeting the Hard Core
Poor (THP)  where the basic objective is  to bring in economic, social and inspirational changes in the lives of the hard
core poor families and to link them to mainstream society. The strategy is to identify the target group first and then to

MFIs undertake host of development activities benefitting the microfinance
clients. Major interventions are under livelihood promotion, housing, health
and sanitation, education and capacity building
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assist them in their skill development, health care and local community support. Equitas , for example, has been giving
financial support for Physically challenged including the blind. BWDA supports Micro Enterprise Development Activities.
RGVN (North East) Microfinance Ltd. has been into providing SHG Leaders Training& Financial Literacy training, etc.
Pahel Livelihoods is working into creating livelihood through agricultural activity. Samagra Gram  Vikas Sanstha is
creating livelihood through Vocational training.  Some are also engaged in facilitating livelihoods through rabbitry,
Jewellery making, floor mat making, food processing, animal husbandry and Coir Weaving. Few organizations are
also engaged in Skill Development training.

Under housing activity, Smile MFI is working on solar power. Many organizations like Glow and BWDA are working for
solar electrification, low cost housing project. Support for construction and renovation is extended by MFIs like IDF,
Anjali, Anupama, Sahara Uttarayan and Parama Mahila. Some are working for rehabilitation and water and sanitation.

Under health and sanitation, Bandhan works on Bandhan Health Program (BHP) involving creating health awareness in
the community focusing on women, child health and hygiene. Major services include health education through participatory
health forums and households visits.  KBSLAB undertakes client awareness and training programmes. Equitas is focussing
on medical Camps, on arranging Eye Camps, Cancer Screening Camps smile has been working on environmental,
sanitation &  vaccination, health awareness, family planning, free health check up. Grameen Financial Services, Destiny,
Apex, Sambandh, Pahel, Disha, Sahara Uttrayan, NEED and Dhristee have been working on arranging health camps.
BJS has been distributing free ayurvedic medicines. Some of them are also working for providing water sanitation loan.

Under Education, Bandhan is implementing Bandhan Education Program (BEP) which facilitates  pre- primary, non-
formal primary schools and coaching centers to encourage a diverse group of underprivileged children to begin and
continue education in a congenial environment. KBSLAB, Smile and Anjali distribute free educational materials and
stationeries.  Equitas conducts Tuition Centres, Schools, and Placements of jobs for unemployed children of members.
BWDA and BRWAS run Creche Centres, play Schools. Madura, Ajagar and YCDA manage schools with classes from
Primary to 8th standard. Some are providing financial Literacy training, training on disaster, RTE etc.

 Under Capacity building and Training, Bandhan is working on “Employing the Unemployed Program“ (EUP) . The
youth are provided exposure to rigorous and multifaceted skill development courses in order to make them eligible to
apply for jobs. Bandhan collaborated with Tally India Pvt. Ltd., For-She Travels & Logistics Pvt. Ltd., Future Group and
Dr. Reddy’s Foundation; Procter & Gamble and others for capacity development. Entrepreneurship development training
is provided by Prochesta, Sahara Uttrayan, RGVN Microfinance Ltd. and others.  BWDA is engaged providing in
awareness,  financial education, water & Sanitation, health and education. Many of them are working for financial
literacy and vocational training.

The above development activities undertaken by MFIs are not exhaustive. Many of the MFIs are in
the process of compiling reports on their development activities.

The primary role of MFIs is to facilitate savings, credit, micro insurance and remittance. The beneficial
impact of these services on the lives of the clients is difficult to assess by the service providers.

Key Takeaway

MFI loan disbursement has come down significantly apparently because of slowing
down of bank funding to the MFIs. RBI and banks need to pay attention to this.
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 Part 3
FINANCIAL ANATOMY OF MFIs

The Reserve Bank of India suggested a host of measures to regulate and strengthen microfinance
institutions. The Microfinance Bill, which is before the parliament now, lays special emphasis on

prudential norms for financial soundness of microfinance Institutions. The staff productivity, portfolio
quality and cost efficiency are the key determinants of financial strength and sustainability of MFIs.

This chapter assesses MFIs against these performance parameters based on the data received from
Sa-Dhan members and MFIs. The observations are presented under the follwing heads:

1. Productivity and Portfolio Quality
2. Funding
3. Cost and Yield
4. Sustainability and Profitability

1. PRODUCTIVITY AND PORTFOLIO QUALITY

1.1  Staff Productivity

Microfinance is a labor and cost intensive service and hence operating and cost efficiency is
important consideration for determining the viability of the service provider. The microfinance service
is unique in the financial services sector because of the type of the clientele it serves. It serves
clients who are geographically dispersed, mostly illiterate and women, poor and vulnerable. Reaching
out to these clients calls for an efficient system and management. The microfinance service is relatively
costly at the hands of MFIs as the service involves very small amount, frequent transaction, door
step delivery, etc.

In this section the operating efficiency of the reporting MFIs is briefly discussed.

1.2  Average Borrower per Credit Officer (ABCO)-Case Load:

The number of borrowers served by a credit officer is an important indicator of staff productivity
and quality of service rendered by MFIs. Since the credit officers are the contact points of MFIs with
clients, this number assumes importance in determining the quality of service, time availability to
build relationship with clients, etc. ABCO number has been tracked by Sa-Dhan for many years.
The number for 2012 is 355. As shown in Figure1-, the number is showing the declining trend. The
implication of this trend is two-fold:The credit officers, having to manage less number of borrowers,
would have more time to spend with a given client and hence better chance for relationship building.
The second would be possible increase in the cost of service.
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Figure 1 : Average Borrowers per Credit Officer (ABCO) Over the Years

Average number of borrowers handled by a credit officer (ABCO) determines the
service quality. It has to be optimum to balance between productivity and cost.2012
ABCO mark is closer to Sa-Dhan recommended level of 250-350

Disaggregated data based on scale and origin of MFIs are appearing in Table1, do not indicate
any variation in ABCO between different MFI size. However, AP based MFIs have far higher ABCO
level compared to other MFIs. The AP–MFIs had mass exodus of staff and credit officers bringing
the staff strength to 16500 in numbers, after the destabilizing government ordinance, leaving the
existing staff to look after the clients. This could have inflated the figure.

Table 1 : Average Borrowers per Credit Officer (ABCO) across MFI categories (Case Load)

MFI Category  Borrowers Per Credit Officer Change in 2012

Scale 2011 2012
< 1 crore 291 172 Decrease
1-10 crore 349 338 Decrease
10-50 crore 406 440 Increase
50-100 crore 418 415 Decrease
100-500 crore 330 373 Increase
>500 crore 513 490 Decrease
AP -MFIs 497 742 Increase
Non-AP MFIs 350 339 Decrease
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1.3  Portfolio per Staff

Portfolio per staff is again a productivity measure. Sa-Dhan includes it in its analysis for the first
time.

Figure 2: Portfolio per Staff over the Years

2012 Quick Data reveals that a typical MFI staff handles portfolio size of
over `13 lakhs. Staff of larger MFIs handles higher portfolio size

The results of analysis, as presented in Figure 2, reveals that portfolio amount per staff has gone up
this year.  This is a welcome sign as it is a pointer to the increase in staff productivity.  Interestingly,
this finding, if juxtaposed with ABCO measure for these years, corroborates the fact that the average
loan size is increasing.

MFI-category wise presentation of per staff portfolio data demonstrates that portfolio amount per
staff increases with the increase in scale of MFIs (Table2). This higher productivity of staff will have
direct bearing on the cost efficiency.

Table 2: Portfolio per Staff across MFI Categories in 2011 and 2012

MFI Category Portfolio Per staff (` Lakhs) Change in 2012

2011 2012
< 1 crore 4.57 2.28 Decrease
1-10 crore 11.23 11.85 Increase
10-50 crore 14.80 16.79 Increase
50-100 crore 15.31 18.89 Increase
100-500 crore 14.51 20.11 Increase
>500 crore 28.99 33.64 Increase
AP -MFIs 25.61 38.65 Increase
Non-AP MFIs 11.32 11.85 Increase
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1.4  Portfolio Quality:

The loan portfolio is the key income generating asset in MFIs balance sheet. Interest income constitutes
88 percent1 of the total income of MFIs. Lending, obviously, is fraught with inherent risk of repayment
default. Maintaining healthy loan portfolio with minimum loan default ensures profitability of MFIs.
Portfolio at Risk2 (PAR 60 Days) and Overdue Installments are the two parameters studied this year
to ascertain the portfolio quality.

Figure 3: Portfolio at Risk 60 (PAR 60) over the Years

The median PAR value is lower this year coming to one per cent compared to 3.67 per cent last
year, indicating the overall good health of the portfolio (Figure3).

AP based MFIs and MFIs with largest portfolio (>500 crore) exhibited the highest PAR value. AP
MFIs portfolio quality has deteriorated apparently due to the state policy-induced mass default in
the state. As could be seen in Figure 4, nearly one-third of their portfolio turned non-performing.
This has prompted them to write off portfolio and seek Corporate Debt Restructuring facility from
banks. The write of percentage calculated showed that MFIs with >500 portfolio had 0.1 per cent
and those with 100-500 portfolio had 0.5 per cent. AP-MFI collectively had negligible write-off
percentage to the total portfolio, while in terms of write off amount two AP-MFIs had 86 per cent
share of total write off amount.

1 Sa-Dhan data for 2011 and 2012
2 PAR indicates the proportion of outstanding amount of all loan accounts having past due/arrears to the total loan portfolio. In

general, PAR 60, that is, the portfolio / part of the portfolio remaining unpaid 60 days and beyond crossing the due date, would be
used as a measure to assess the portfolio quality.
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Figure 4 : Portfolio at Risk 60 (PAR 60) across MFI Categories in 2012

The other types of MFIs have fared well in terms of PAR. However, MFIs with <1 crore portfolio have
allowed the PAR value to escalate, needing urgent scrutiny of their loan monitoring system

Table 3 : Frequency Distribution of MFIs by Change in PAR Value between 2011 and 2012

PAR Value Change Number of MFIs Percent
Decline in PAR Value 41 25
Increase in PAR value 90 54
No Change/Not reported 36 22
Total MFIs reported 167 100

Over 50 per cent of MFIs have reported increase in their PAR value, while 25 per cent of them had
decreased PAR value this year in relation to the position in the previous year (Table 3).

MFI loan portfolio quality turned healthier this year. It is very normal and
healthy for non-AP MFIs
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1.5 Loan Write off:

Loan Write off is the ultimate move by MFIs to deal with persistent non performing assets. The
reporting MFIs have collectively written of portfolio worth nearly `1700 crore this year compared
to `500 crore last year (Figure 5). As stated in the previous section, two AP-based MFIs –SKS and
Basix- have prudently written off bad debts and hence contributed to 86 per cent of this total write
off amount. The other MFIs would not have written off their bad debts, perhaps because of such
debts admission to CDR.

    Figure 5 : Loan Amount Written Off by MFIs

MFIs in Andhra Pradesh have written
off sizeable non performing loan

1.6 Overdue Installment:

The Reserve Bank of India, in its latest regulation, has stipulated reserve requirement on the overdue
installments of NBFC-MFIs. As per the norm, the MFIs need to maintain/create loan loss reserve to
the extent of one per cent of standard asset, or 50 per cent of overdue installments past due 90
days and 100 per cent of overdue installments pending over 180 days. This prudential norm,
being new to the sector, has placed many MFIs under stress. The mass default triggered by AP
microfinance act would translate into huge reserve obligation and capital strain. The RBI has
postponed the implementation of the norm till the next year, leaving the threat to MFIs on the
horizon though.

The quick data has brought out a brief account of the overdue installments and estimate of consequent
reserve requirement for the MFIs in general. Table 4 reveals that over ̀ 7000 crore worth of installments
had been pending repayment, almost all of them are due to AP based MFIs. This pending installments
and the standard loan assets in the respective balance sheets of MFIs helps us to estimate provision
required as per the RBI norm.

Loan loss provision so arrived is prohibitively large and sufficient enough to erode the capital of
most of the MFIs having significant exposure in Andhra Pradesh state. The estimate of provision is
nearly `5400 crore. The imminent provision stipulation, coming into effect next year, would force
the MFIs to raise capital from outside to maintain Capital Adequacy, the other prudential measure
governing the MFIs.
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Table 4 : Overdue Loan Installment Amount among MFIs in 2012

` Crore >90 Days >180 Days

AP MFIs 3520.00 3513.00
Non-AP MFIs 72.00 58.00
Total 3592.00 3571.00

Table 5: Estimate of Total Provision Required for Reporting MFIs as per New RBI Norm against Overdue
Loan Installments

Reserve Required (` Crore) 5366.00

Loan Loss Provision available in MFI balance sheets 515.00
Gap to be met (perhaps) out of NoF 4851.00
NoF Available in MFI Balance Sheet 5808.00

RBI Stipulation on provision against non performing loan comes into effect next year for
NBFC-MFIs. MFI in general have reserves and net worth to absorb such provision requirement.
They, however, need further capital to maintain capital adequacy norm of RBI

2. FUNDING

2.1 Asset Funding

The financing pattern of microfinance in India increasingly is focused on institutional debt. The
funding sources over the decades have been: Paid up capital, Retained Earnings, Grants, Other
liabilities, Client Savings and Institutional Debt. With increasing commercialization and government
regulation, the role of grants and client savings in asset funding of MFIs dwindled. Net Owned
Fond (NoF) which comprises of Capital, Retained  Earnings and Reserves and  Outside Debt with
focus on Bank Loans are the main sources of funding now.

Seventy per cent of the MFIs total asset is funded by outside debt (Figure 6).  NoF contributes to 22
per cent of the assets. The total assets of Indian MFIs are worth `24000 crore as of March 2012,
with a drop of `1100 crore from March 2011 level. The Andhra Pradesh incident3 and consequent
slowing down of bank funds have apparently caused this decrease in the asset size.

Figure 6: Amount and Share of Sources of Asset Funding among Reporting MFIs in 2011 and 2012 (` Crore)

3
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Similar is the share of fund source for Andhra Pradesh MFIs assets also (Figure7). The total assets
of Andhra Pradesh MFIs are just over `9000 crore. They had total assets of `13500 crore last year
which got whittled down by nearly `4500 crore, thanks to the Andhra Pradesh microfinance act.

Total assets of Indian MFIs are worth around `24000 crore as of March 2012.
The asset size of AP-MFIs is around `9000 crore. It was `13500 crore last year
Seventy per cent of the assets are funded through outside debt and the balance through
net owned fund and other liabilities.

Figure 7: Amount and Share of Sources of Asset Funding among Reporting AP-MFIs
in 2011 and 2012 ( ` Crore)

2.2 Net Owned Fund ( NoF)

Net owned Fund (NoF) is the second largest funding source to MFIs. The paid up equity, retained
earnings and other reserves constitute NoF. Indian microfinance sector has got mélange of players
varying from Non Banking Finance Companies (NBFCs) to Societies/Trusts.  NBFCs can legitimately
raise capital while the other forms either could not legally raise or the investors would not be
interested in investing in them because of their non-profit nature.

NBFCs have collective NoF of over `5000 crore and paid up capital of over `3000 crore (Figure
8). The composition NoF has undergone a little change over the past two years. In 2012, Paid up
capital has improved in terms of absolute amount as well as proportion to the NoF. The absolute
reduction in reserves and surplus, the component of NoF would have been due to their possible
utilization for write off of loans that had happened among NBFCs this year.

2011
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Figure 8 : Composition of Net Owned Fund of NBFC-MFIs (` crore)

2.3  Equity Flow to MFIs:

Flow of equity to the sector has been tardy. Equity participation in the sector indicates long term
commitment of the investors to the sector.

The Quick data, which is a provisional figure, has shown that total equity raised by Indian MFIs is
just `500 crore during 2011-12 (Figure 9). This, of course, is more than double the amount to what
was reported for the last year. The absolute increase is a welcome sign. The capital requirement for
MFIs, in the light of mounting loan over dues and the provision requirement stipulated by RBI, is
very high. Fresh capital is desperately needed for the sector. The present flow, at best, would be
one-tenth of the requirement.

  The prospect for equity capital to MFIs is becoming brighter.

Figure 9 : Equity Flow to MFIs in 2011 and 2012

2011
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The major beneficiaries of equity flow have been NBFCs. The Quick Data further reveals that top
10 MFIs, all NBFCs, have garnered over `475 crore ( Table6-).

Table 6 : Top 10 MFIs Receiving Equity in 2012

MFI Legal Form State Amount  (` Cr)

Bandhan NBFC West Bengal 135
Ujjivan NBFC Karnataka 128
Janalakshmi NBFC Karnataka 54
SVCL NBFC Haryana 40
Trident NBFC Andhra Pradesh 34
RGVN NBFC Assam 30
Jagaran NBFC West Bengal 28
Swadhaar NBFC Maharashtra 15
Anjali NBFC West Bengal 6
NERFL NBFC Manipur 5

2.4  Capital Adequacy of MFIs:

The Capital Adequacy of Indian MFIs, by and large, is as per the norm as of now. The Reserve
Bank of India has stipulated that NBFC-MFIs need to maintain at least 15 per cent capital on the
risk weighted assets. The risk weighted assets details are not readily available. However, with help
of NoF and Total Asset particulars, Figure 10 brings out the estimates of CAR for the Indian MFIs.
CAR cutting across different categories of MFIs seems to be sufficient.

Figure 10: Capital Adequacy ( NoF/ Total Asset) Ratio among MFI Categories (Per cent)

Capital adequacy of MFIs is as per the RBI norm
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The new norm on provision for non-performing assets introduced by RBI, coming into force next
year, in all likelihood, would  erode the capital forcing most of AP based MFIs to become capital
inadequate. Additional capital to the sector is needed.

2.5  MFIs & Debt

An analysis of the debt4 held at the books of MFIs would provide clues as to how the borrowings
have been distributed among MFIs. The total debt held by 166 MFIs as on 31 March 2012 was
`16600 crore.

The total debt figure reported by MFIs is distributed variedly among the MFIs having different scale
of operation. Figure11 bears out that a preponderant share of outside debt is held by MFIs with >
500 crore portfolios. Similarly, the AP – based MFIs have a lion’s share in the debt held.

Potentially, the distribution of the debt among the MFIs could serve as a surrogate indicator of the
degree of risk exposure to the debt provider – banks (who are normally not expected to ‘put all
their eggs in one basket’). On the bank risk point of view as well as on the view of small MFIs being
desperate to get banks’ patronage, the bank fund flow needs to be redistributed in a way to benefit
small MFIs in the years to come.

Figure 11 : Amount and Share of Debt Held by MFIs in 2011 and 2012 (` Crore)

4 Bank and outside borrowings taken together

MFIs collectively have borrowing (debt) outstanding of over `16500 crore as of
March 2012.Major chunk of it is sourced from banks.

It shows the amount of bank fund put to use for financial inclusion through MFIs

2011
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2.6  Debt and Portfolio Funding:

Lending resources for Indian MFIs largely come from debts provided by banks and financial
institutions. MFIs over-dependence on debt capital is obviously because of their inability to raise
savings from the clients. The extent of contribution of debt to loan portfolio has been measured and
the results presented in Figure 12. The position is shown as of March 2012, except one figure for
all MFIs (2011), included for comparison with 2012 situation.

Figure 12 : Ratio of Outside Debt to Loan Portfolio among MFI Categories (Per Cent)

Compared to 2011, the percentage of debt to portfolio has come down a little in 2012, perhaps
due to increasingly scarcer loan being available to MFIs from banks in the present situation. MFIs
with Society and Trust registration have the highest dependence on outside debt even now.
Cooperatives, having the client savings as lendable resource, depend very less on outside debt.

Over 70 per cent of MFI loan portfolio gets funded through bank borrowings

2.7  Bank Funding to MFIs:

Indian banks and other Financial Institutions have patronized MFIs in a big way through loans.
These agencies collectively have stake of over `16000 crore as of March 2012. Their contribution
has come down, especially during the past two years after the Andhra Pradesh episode.

Banks have, by and large, resumed funding MFIs located in states other than Andhra Pradesh.
Earlier, Indian microfinance operation had slowed down because of the slowdown in the bank
funding ever since the AP crisis inflicted the sector. Despite this problem, MFIs this year have
managed to maintain, by and large, the portfolio outstanding of last year, thanks to the renewed
support from banks.

2.8  Fund Providers:

Banks have disbursed loans to MFIs to the tune of at least `6700 crore during 2011-12. The bank
loan outstanding is reported as `11600 crore as of March 2012. In addition, MFIs have been
raising debt from other sources also. Figure 13 indicates bank fund and total debt received and
outstanding over the last two years. The total debt figure obviously is higher than the bank fund
with MFIs.
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Figure 13: Total Debt5 and Bank Loan6 - Flow and Outstanding among MFIs in 2011 and 2012

Similarly, Category wise fund source analysis reveals that SBI this year has disbursed over `540
crore. Other Apex Govt. institutions provided over `200 crore. (Figure14).

MFIs have got over `7300 crore debts from banks and other funding agencies
during 2011-12. Of this, banks alone have funded around `6700 crore.

Figure 14 : Bank Fund from State Bank and other Apex Institutions to the Reporting MFIs

5 There is a slight difference between reported total debt held in the balance sheets of MFIs (`16600 crore) and the reported
outstanding of debts provided by different sources (`17200 crore). This is because of the difference in the list of MFIs reporting for
debt held and for source of debt. This might be checked and reconciled when we get audited data.

6 The Total Debt includes Bank Loans and other funds from bulk lenders, Government agencies, apex Institutions etc.
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Names of banks and Govt. institutions which have outstanding debt with MFIs as of March 2012
have been listed in Table 7

Table 7 : Major Banks and Govt. Funding Agencies having outstanding debt with MFIs as of March  2012

Agriculture Finance Corporation Federal Bank Punjab National Bank
Agriculture Development Finance HDFC Bank limited Rajasthan Grameen Bank
Tamil Nadu
AGVB HSBC Rashtriya  Mahila Kosh
Allahabad Bank ICICI Bank RBS
Andhra Bank IDBI Bank SIDBI
Apex Bank Indian Bank South Indian Bank
Assam Financial Corporation Indian Overseas Bank Standard Chartered
Axis Bank Indusind Bank State Bank of Hyderabad
Bangiya Gramin Vikash Bank ING Vysaya Bank State Bank of India
Bank of America Jammu and Kashmir Bank State Bank of Mauritius
Bank of Baroda Karnataka Bank State Bank of Mysore
Bank of Maharastra Karnataka Vikas Bank State Bank of Patiala
Bank of Rajasthan Karur Vyasya Bank State Bank of Travancore
BMPL Kotak Mahindra Bank Syndicate Bank
BOI KVG Bank The Ratnagar Bank
Canara Bank Lakhsmi Vilas Bank UCO Bank
Central Bank of India NABARD Union Bank of India
Citi Bank NHB Uttrakhand Govt.
City Union Bank NMDFC Vijay Bank
Corporation Bank North Eastern Development W.B.M.D.S.C

Finance Corporation Ltd
Dena Bank OBC WBMDFC
Development Credit Bank Pragathi Grameen Bank YES Bank
Dhanlakshmi Bank Punjab and Sind Bank

MFIs have received fund from as many as 53 banks and government agencies during
2011-12. Over 68 different such entities have loan outstanding with MFIs.
Besides, Bulk Lenders source funds from banks and support MFIs.

2.9  Fund Receivers:

Small MFIs and AP-based MFIs have obtained less loan amount this year compared to the last year.
MFIs with Trust and Society forms have improved their fund receipt position significantly (Table 8).
They got 32 per cent higher amount compared to the previous year. AP - MFIs have got 87 per cent
less loan this year.
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Table 8 : Category wise MFIs Receiving Debt Fund and the Amount during 2011 and 2012

` Crore 2012 2011 % Change in 2012 over 2011

Scale
< 1 crore 10 10 -1
1-10 crore 82 124 -34
10-50 crore 305 430 -29
50-100 crore 358 450 -20
100-500 crore 1398 2274 -39
>500 crore 5135 6828 -25
Legal Form
Society & Trust 1045 793 32
Section-25 228 284 -20
Cooperative 47 31 50
NBFC + LAB 5968 9009 -34
MFI Origin
AP -MFIs 638 4844 -87
Non-AP MFIs 6653 5282 26

Bandhan, topping the fund recipient list, has obtained over `2500 crore loan this year (Table-9).

Table 9 : List of MFIs Receiving Debt Funds over ` 50 crore during 2011-12

MFI Legal Form State Amount (`Crore)

Bandhan NBFC West Bengal 2496
SKDRDP Trust Karnataka 867
SKS NBFC Andhra Pradesh 548
Ujjivan NBFC Karnataka 383
S. E  Investment NBFC Delhi 284
Equitas NBFC Tamil Nadu 276
Janalakshmi NBFC Karnataka 236
Grama Vidiyal NBFC Tamil Nadu 231
Grameen Financial Services NBFC Karnataka 197
Satin Creditcare Network Ltd NBFC Delhi 175
Cashpor Sec 25 Co Uttar Pradesh 171
ESAF NBFC Kerala 131
Suryoday NBFC Maharastra 110
Smile NBFC Tamil Nadu 85
BSS Microfinance NBFC Karnataka 83
SVCL NBFC Haryana 77
Madura Microfinance Ltd. NBFC Tamilnadu 72
RGVN Microfinance Ltd. NBFC Assam 67
NERFL NBFC Manipur 54
Village Financial NBFC West Bengal 53
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Table 10: Frequency Distribution of MFIs Based on Debt Fund Received During 2011-12

During 2011-12 Number Percent

Received Bank Fund 114 69
Not Received Bank Fund 52 31
Total MFIs Reported 166 100

2.10  Leveraging and Debt-Equity Ratio:

MFIs, like any other business institutions, use own fund as a base for borrowing from banks. Their
borrowing capacity depends on their capital. The leverage is generally understood as the multiples
of own capital amount; these borrowings are from outside sources including banks. Debt-Equity
Ratio is the parameter considered for measuring the extent of leveraging of equity to raise outside
debt. The leverage needs to be optimum to balance between profitability and stability of MFIs.

Figure 15: Debt-Equity Ratio among MFI Categories

D-E ratio indicates that Indian MFIs are less leveraged in 2012 compared to 2011. However those
based in Andhra Pradesh and with society and trust registration were more leveraged compared to
the rest of the MFIs (Figure 15).

MFIs are less leveraged (borrowed less against their net owned fund) this year. Society and
Trust forms of MFIs have borrowed 3.5 times of their net owned fund
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3. COST AND YIELD

3.1 Cost Per Borrower

Total cost incurred on servicing a borrower has been on the increase. This cost includes both
operating cost and finance cost. Ever increasing expenses under all cost components, perhaps due
to inflation and high growth strategy pursued by some of the MFIs would be the cause for the
increase. Cost per Borrower as of March 2012 is around `1300 (Figure 16). This cost level,
however, is stated to be significantly lower than the cost incurred by MFIs in other countries.

Figure 16 : Cost per Borrower over the Years

MFI-category wise Per-Borrower cost so arrived does not conform to the expectation that scale
would bring down the cost per borrower (Table11). This assumption might perhaps hold good for
cost per unit of loan amount. The cost increase across the categories over the past two years has
not been uniform. This offers scope for certain types of MFIs to learn from the other groups who
managed to reduce cost over years.

Indian MFIs spend on an average of around `1300 in servicing a borrower. This cost is
on the increase over years

Table 11 : Cost per Borrower across MFI Categories in 2011 and 2012

MFI Category Total Cost  Per Borrower (`)   Change in 2012 over 2011

Scale 2011 2012
< 1 crore 745.18 646.46 Decrease
1-10 crore 1073.68 1085.44 Increase
10-50 crore 1224.45 1175.64 Decrease
50-100 crore 1494.78 1689.26 Increase
100-500 crore 1518.73 1727.80 Increase
>500 crore 1882.51 1800.41 Decrease
AP -MFIs 1703.58 1565.22 Decrease
Non-AP MFIs 1122.47 1298.79 Increase

Between 2011 and 2012 more than 60 per cent of reporting MFIs have experienced increase in
Cost per Borrower (Table11).
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Table 12 : Frequency Distribution of MFIs based on Change in Cost per Borrower between 2011 and 2012

Cost Per Borrower In 2012 over 2011 Number of MFIs Per cent

Increase 100 62
Decrease 61 38
Total MFIs Reported 161 100

3.2  Cost and Loan Portfolio:

The loan portfolio is the major income generating asset in MFI business. An analysis of the cost
incurred and income earned on the loan portfolio would help understand the profitability of the
whole MFI operation.  The two types of cost – Operating Expense inclusive of Personnel Expense,
Administrative Expense and Loan Loss Provision expense and, Finance Expense7 which is mainly
interest expense incurred on borrowings from banks are considered here. The former is the internal
cost within the control of MFIs, while the finance expense depends on the market conditions and
bank interest rate structure and hence it is an external cost. The respective expense ratios on the
loan portfolio are analyzed and presented in the succeeding pages for comparison.

3.3  Operating Expense:

Operating Expense Ratio (OER)8 has been moving down over years. In tune with the expectation
that OER for MFIs would come down as the sector matures, the Indian microfinance sector has
managed to bring down the cost from 15.4 percent during 2006 to the present 10.90 per cent
(Figure 17). The inter-year variation could be attributed to several factors of cost including inflation,
salary cost etc.

Figure 17: Operating Expense Ratio ( OER) over the Years

7 Finance Cost/Expense refers to the interest and other expenses incurred on average bank loan outstanding in the books of MFIs.
This does not include notional cost of utilizing the equity fund.

8 OER is the ratio between all operating expenses- Personnel Expense, Administrative Expense and Loan Loss Provision Expense-and
total outstanding loan portfolio amount.

Indian MFIs have responsibly brought down their operating cost over the years. Yet,
many MFIs have challenges in taming operating cost
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In terms of numbers, more MFIs have experienced higher operating cost in 2012 compared to
2011. The frequency distribution prepared (Table 13) showed that 56 per cent of MFIs data had
hike in OER this year. The extent of hike in these MFIs would have been lower than the shrinkage in
the expense of their counterparts, resulting in overall drop in the operating cost.

Table 13: Frequency Distribution of MFIs based on Change in OER between 2011 and 2012

OER Change in 2012 over 2011 Number of MFIs Per cent

Increase 89 56
Decrease 71 44
Total MFIs Reported 160 100

AP based MFIs and MFIs with larger loan portfolio have incurred comparatively lower operating
cost this year. The OER figure calculated for MFIs across different categories reveals variation in
their cost efficiency (Figure 18) AP-MFIs, being constrained in their operation in Andhra Pradesh,
would have incurred lower cost as their disbursement and loan collection activities virtually stopped
there. Harnessing the economy of scale, the MFIs with larger portfolio had lower operating expense.
One exception is that the MFIs with `1-10 crore portfolio had also spent less which is an interesting
case to study further.

Figure 18: Operating Expense Ratio (OER) across MFI Categories in 2012

The components of Operating Expense–Personnel Expense, Administrative Expense and Loan Loss
Provision Expense - are probed a little further to know what drives the operating cost. Their ratios
are shown in Table 14. The personnel cost is the major component of the operating cost while
administrative cost is the second highest expense item. Microfinance is the human intensive service
and the personnel cost is naturally the major expense.

Of total operating cost, MFIs have managed to bring down personnel cost
and administrative cost this year. Loan loss provision expense has gone up.
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Table 14: Break Up of Operating Expense Ratio (OER) for 2011 and 2012

(Per cent) 2011 2012

Personnel Expense 6.85 5.02
Admn.Expense 5.90 3.57
Loan Loss Provision 0.84 1.74

In general, the personnel cost and administrative costs have come down in 2012 compared to
2011 and hence the overall reduction in OER is observed. The loan loss provision expense has
naturally been higher this year, because of the higher provision and write-off against higher non-
performing assets.

The contribution of the sub-components of operating cost varies with the type of MFI. Figure 19
depicts the comparative contribution of Personnel Expense and Administrative Expense and Loan
Loss Provision to the total operating cost.

Figure 19: Comparative Composition of Cost Components to Operating Cost among MFI Categories

Microfinance being a labor intensive sector, MFIs major operating expense
component is their personnel expense.

3.4  Movement in Operating Cost and Yield9 among MFI categories:

The Operating Cost and Yield have moved between 2011 and 2012 in a way that proved to be
beneficial to some MFIs and not so to some other MFIs. They indicate the trend in contribution to
the financial bottom line of MFIs. The shift in percentage point of these measures are compared
across different types of MFIs and the results shown in Table 15.

9 Yield represents total income from microcredit operation-Interest income, processing fee/ service charge – earned out of average
loan portfolio outstanding. It does not, include investment income. It serves as a proxy / surrogate indicator for loan interest rate
charged by MFIs.
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Table 15 : Shift in OER and Yield between 2011 and 2012

Change in Percentage Point Operating Expense Yield Ratio Possible Contribution
in 2012 over 2011 Ratio to Profitability

< 1 crore 2.32 2.41
1-10 crore -1.74 3.46 Yes
10-50 crore -0.06 -0.24
50-100 crore 1.69 1.44
100-500 crore 3.50 0.23
>500 crore 0.45 -3.89
Society & Trust -0.18 1.87 Yes
Section-25 -1.48 0.16 Yes
Cooperative 0.18 0.83
NBFC + LAB 2.20 0.84
AP Based MFIs -3.66 -12.49
Non-AP MFI -0.03 1.76 Yes

Smaller MFIs and Non-AP MFIs displayed increase in revenue and decrease in
operating cost enhancing prospects for better sustainability of operation this year

Society, Trust and Non-AP MFIs have reduced their OER and improved their portfolio yield, both
are expected to contribute to the overall profitability of these MFIs.

3.5  Finance Expense – An External Cost

The Microfinance crisis became systemic perhaps because of seemingly the knee-jerk reaction of
banking community to the Andhra Pradesh developments. The overall drop in portfolio this year
has been due to the truncated flow of bank fund which is the major lending resource to MFIs. The
industry observers have hypothesized that the cost of fund would become higher .

However, the notion that the overall bank fund cost had increased has not been supported by the
Sa-Dhan data for this year. Figure 20 displays the Finance Expense Ratio (FER) for 2011 and 2012
among different categories of MFIs. The ratio has come down in 2012. The MFIs in general had
fewer funding lines from banks this year while the portfolio remained more or less the same as that
of last year. This might have brought down the overall FER.
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Figure 20: Finance Expense Ratio (FER) Over the Years and across MFI Categories

Inter- category variation in FER is attributable to the extent of MFIs dependence on loan fund
during the year. Cooperatives, for example, do not borrow much as they have their internal savings
as their lending resource. Their FER is the lowest.

More than one-half of MFIs, however, have got increase in FER this year (Table 16).

Table 16 : Frequency Distribution of MFIs based on Change in FER between 2011 and 2012

FER Change in 2012 over 2011 Number of MFI Per cent

Increase 83 54
Decrease 72 46
Total MFIs Reported 155 100

More number of MFIs have experienced spike in cost of fund borrowed from banks and
other agencies this year.

3.6  Portfolio Yield:

Yield helps us to compare return and cost in the microcredit transaction. It also helps us to estimate
interest rate charged by MFIs on micro-loans given to borrowers. Yield needs to be optimal to have
financial sustainability of MFIs and the same time to reduce interest burden of the borrowers. The
Reserve Bank of India has capped the interest rate to 26 per cent. In addition they can charge one
percent processing charge.

Yield of MFI portfolio, in general, is very well within the RBI norm of 26 per cent10. The average
yield has come down this year to 24 per cent from over 25 per cent last year (Figure 21). The
reduction could be the result of conscious decision of MFIs to reduce the interest rate to conform to
the RBI norm.

10 RBI now has removed the interest cap.
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Figure 21 : Loan Portfolio Yield across MFI Categories (2012)

AP based MFIs have, obviously, got the lowest yield as their crisis-battered AP portfolio has turned
bad and stopped yielding income.

Over one-half of MFIs have realized higher yield level this year compared to last year (Table 17)

Table 17 : Frequency Distribution of MFIs based on Change in Loan Portfolio Yield between 2011 and 2012

Yield Change in 2012 over 2011 Number Per cent

Increase 83 52
Decrease 78 48
Total MFIs Reported 161 100

Loan portfolio yield this year has come down to the extent that indicative interest
rate of MFI loans is well within the interest rate cap suggested by RBI

3.7  Yield, Cost and Margin11 : A comparison

MFIs as financial institutions have to be financially sustainable so as to render their services to the
clientele in the long run without outside support. Grant-supported microfinance has become the
thing of past and the government - run microfinance program is reported to be plagued with
inefficient system. The yield and cost of MFIs have been juxtaposed in this section to gauge the
extent of financial sustainability of MFIs.

11 Margin refers to the difference between the finance cost on portfolio and the total yield on portfolio. This term is analogous to the
concept of Net Interest Margin (NIM) widely used in banking parlance. Margin Cap refers to the ceiling of Margin of 12 percent
fixed by RBI.
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Figure 22 : Loan Portfolio Yield Vs Cost over the Years

The revenue margin of MFIs has been narrowing down year after year

The margin between the yield and the cost has been narrowing down year after year (Figure 22).
The interest rate cap stipulated by RBI has apparently brought down the income level. The microfinance
crisis has its own share of contribution to yield reduction by way of non-performing portfolio and
slower growth of portfolio, both induced by the crisis.

3.8  Margin & Surplus12 Analysis

Wide apprehension among MFIs and others over RBI regulation has been that the margin cap of
12 percent and the interest rate cap13 of 26 percent would seriously affect the financial sustainability
of MFIs. Understandably, the logic behind margin cap is that the major cost variation in microfinance
operation happens in operating cost, which the MFIs are supposed to have control over to enhance
operating efficiency and thereby reduce interest cost to the borrower. The yield margin over finance
cost (the latter being beyond the control of MFIs as the funding cost is determined by banks) will
have to cover the cost of delivery and at least a little surplus that is necessary to sustain the MFIs as
financial institutions. In this section, cost, yield and margin relationship is analyzed briefly.

12 Surplus is Yield minus Total Cost. Margin is Yield minus Finance Cost.
13 Interest Rate Cap refers to the interest rate ceiling of 26 percent fixed by RBI chargeable by MFIs on the loan lent to their clients.
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Figure 23 : Margin Vs Cost Vs Portfolio Yield across MFI Categories ( 2012)

The margin realized by MFIs is quite insufficient to meet even the operating cost in some MFIs and
crosses 12 per cent cap prescribed by RBI in some other MFIs. Figure 24 displays array of figures
on Margin enjoyed by different categories of MFIs. AP-based MFIs, Society and Trust and MFIs with
portfolio < 1 crore seem to get lower margin. The NBFC MFIs have higher margin of over 16
percent, which is two per cent higher than the cap of 12 per cent, prescribed by RBI.

All in all, the revenue realization of MFIs, after meeting total expenses, has been nominal for many
types of MFIs and negative for AP –based MFIs and MFIs with <1 crore portfolio. (Figure 24)

Societies and Trusts and AP-MFIs are left with narrow margin that is barely
sufficient to meet the operating expense.
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Figure 24 : Surplus (Revenue realization from Yield) among MFI Categories

3.9  Indicative Income and Expense in the Sector

The Income and Expenses statement, constructed for the sector pooling the revenue and expenses
figures obtained from 166 MFIs, has shown negative net surplus this year (Table 18).

Table 18: Indicative Income and Expense Statement for MFI Sector

 Rs.Crore 2011 2012

Income:
Interest Income 5703 3766
Investment Income
134 149
Other Income 610 426
Total Income 6447 4341
Expenses:
Salary & Personnel Expense 1432 1275
Admn.Expense 1234 907
Loan Loss Provision 176 442
Total Operating Expense 2842 2624
Bank Borrowing Expense 2417 2075
Total Expenses 5259 4699
Net Surplus 1188 -358
Tax Paid ( by 56 MFIs) 208 NA

For profit MFIs collectively paid over
`200 crore as tax to the government

last year
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The players in the sector derive 88 per cent of their total income from interest income. Ten percent
comes from other income that might include processing fee and other miscellaneous services.
Investment income constitutes two percent of the total revenue (Figure 25)

Figure 25 : Share of Income and Expense -Pie for MFIs in General

Interest and other charges on bank borrowings occupies major share of the expense-pie of the
sector.  Its share is 46 per cent. Salary and personnel cost is 27 per cent. Administrative charges
are 24 per cent of the expense. Provision for bad debt contributes to three per cent of the total
outgo.

Interest income constitutes 88 per cent of MFI revenue. They spend 46 per
cent of their total expense towards meeting borrowing expense.
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Figure 26 : Where Money Comes from and Where It Goes for Every `100 Portfolio of Indian MFIs

The share of interest income on the Income -pie and that of administrative expense on the Expense-
pie seem to dwindle year after year. The total interest income on the portfolio has come down from
`22 in 2011 to `18 in 2012 (Figure 26).

Between 2011 and 2012, for every 100 rupee of MFI loan portfolio held,
interest revenue came down by four rupees, while loan loss provision expense
went up by one rupee

4. SUSTAINABILITY AND PROFITABILITY

4.1  Operational Self Sufficiency14

Operational Self Sufficiency (OSS) is a measure of self-sustainability (independent of outside support)
of MFI operation in the short and medium term. OSS more than 100 per cent indicates the self –
sufficiency.

The AP-based MFIs and those with >500 crore portfolio have OSS less than 100. Seventy four per
cent of MFIs reported this year had OSS more than 100 (Figure 27 & Table 19).

14Operational Self Sufficiency (OSS)  shows the sufficiency of income (operating income and investment income) earned by MFIs  to
cover the cost like operating cost, loan loss provision and finance cost, incurred for conducting the operation. It is Total Revenue
divided by Total Expense and is expressed in percentage term.

Finance Expence
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Figure 27 : Operational Self Sufficiency (OSS) of MFIs across MFI Categories ( Per Cent)

Table 19 : Frequency Distribution of MFIs based on OSS (2012)

  ( 2012) Number of MFIs Per cent

>100 Percent 117 74
< 100 Per cent 41 26
Total MFIs Reported 158 100

Total revenue and total expense reckoned together, MFIs in general are
operationally self sufficient

4.2  Profitability

Return on Asset ( RoA)15 and Return on Equity16 ( RoE)

Return on Asset and Return on Equity are the two profitability measures the MFIs and their investors
generally consider for judging the viability of their MFIs.

The RoA has improved in 2012 compared to the previous year while RoE has deteriorated in an
unprecedented way this year. The decline in net income, before tax, due to the present crisis could
be the reason for the low profitability. Figure 28 compares the yield, OSS, RoA and RoE.

15 Return on Asset (RoA) is the universally accepted profitability measure which, in essence, is the percentage net income earned out of
total asset deployed by MFIs during a given period, say a year.

16 Return on Equity (RoE) is the net income, in percentage terms, earned during a given period on Net Owned Fund (NoF) of MFI
during the period.
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Figure 28: Portfolio Yield Vs OSS Vs Return on Asset ( RoA) Vs Return on Equity ( RoE)  in 2011 and 2012

The profitability of Indian MFIs has increasingly been under stress

Table 20 : Frequency Distribution of MFIs based on Range of Return on Asset ( RoA)

Return on Asset Number of MFIs Percent

> 5 Percent 54 34
1-5 Percent 43 27
< 0 Percent 37 23
 0-1 Per cent 25 16
Total MFIs Reported 159 100

More than one-third of the reporting MFIs (34 per cent) had RoA of over five per cent in 2012. And
at the same, nearly one-forth (23 per cent) of MFIs had negative RoA.(Table 20)

AP based MFIs and the largest MFIs with >500 crore portfolio have shown negative RoA as the
cross sectional analysis of the data has revealed (Figure 29). Societies and Trusts and Section 25
companies, and MFIs with 1-50 Crore portfolio showed better RoA this year compared to the last
year.
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Figure 29 :  Return on Asset ( RoA) across MFI Categories in 2011 and 2012

The above two categories of MFIs –AP based and >500 crore ones- have again exhibited deep
negative RoE figures for the sector, for obvious reasons.  Society, Trust and Section 25 Co. have
shown better RoE this time ( Figure 30).

Figure 30 : Return on Equity ( RoE) across MFI Categories in 2011 and 2012
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Table 21 : Frequency Distribution of MFIs with Range of Return on Equity ( RoE)

 Return on Equity Number of MFIs Percent

> 15 Per cent 49 36
10-15 Per cent 18 13
5-10 Per cent 11 8
0-5 Per cent 26 19
 < 0 Per cent 33 24
Total MFIs Reported 137 100

Over one-third of reporting MFIs have earned RoE more than 15 per cent may be the minimum
expected return by investors. Nearly one-quarter of MFIs (24 per cent) posted negative RoE (Table
21)

Key Takeaway

MFIs in general brought down the operating cost this year. Their profitability is still
under stress. The recent RBI announcement of relaxing 26 per cent interest rate cap is
a welcome step. The benefit of this relaxation will be realised by MFIs at the end of
this financial year.
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 Part 4

RESPONSIBLE AND SUSTAINABLE
MFI - THE CHOICE OF ALL

The previous parts of this report have demonstrated the slow but steady growth that has happened
in microfinance sector despite adverse circumstances. While growth has not been even across

size of retailers, there are some signs of preference. Much of the fresh bank fund this year flowed
into either end of the size spectrum: either to the very large agencies or to the medium and small
ones. In addition, money has been made available to those working in poorer regions, while many
of the southern state MFIs have received less money. This trend is likely to even out the microfinance
concentration across the country. By and large, MFIs which are responsible and are cost effective
only would get the support from all the stakeholders and survive in the difficult microfinance market.

Provision of microfinance has got inherent risks. On the other hand, microfinance clients deserve
cost effective services from MFIs for supporting their livelihoods. The MFIs thus have the obligation
to offer cost effective service and at the same time become financially sustainable.

1. RESPONSIBLE SERVICE

1.1  Geographical Growth strategy

Microfinance is mainly needed by the economically resource poor and educationally backward
people living in the poorer regions / states of the country.  Responsible MFIs are expected to set up
operation in such geographies and serve them. In the analysis for Quick Report 2012, it has been
found that regional growth of MFIs has not been in tune with the level of illiteracy in the regions.
Similarly, the analysis for 2011 report revealed that the regional growth was not in line with the
excluded farm households identified by the financial inclusion committee of Govt. of India. NABARD
had earlier identified 13 priority states for giving impetus for SBLP. The MFIs may review their
operation in these states and make necessary adjustments.

1.2  Making affordable finance to the poor

The poor household deserves cost effective MFI service. Microfinance is a relatively costlier service.
This report examined the cost structure and brought out new insights for MFIs. MFIs need to contain
operating cost as well as the fund cost. Nearly ten per cent is funding cost and another twelve per
cent is operating cost. Judicious cost management will pave way for low cost service to the clients.

1.3  Avoidance of multiple lending:

Horizontal growth of MFIs avoids multiple lending. Multiple lending in general causes client over
indebtedness. The MFIs are expected to expand horizontally to reach out to the underserved areas
to avoid intensive growth in one location. Sa-dhan data analysis reveald that Portfolio at Risk (PAR)
seems to come down when branch network increases. The higher the number of branches in which
the MFIs operated, lower was the PAR value for the MFIs (Figure1).
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Figure 1: Variation of PAR -60 Values with MFI-Branch Network Size

As of March 2012, 166 MFIs had collective branch network of 12183 spread across over 500
districts of the country. It would be therefore good for the sector that MFIs are spread across more
number of districts and operate through a wider branch network.

Assessing existing indebtedness of MFIs is an important requirement in the light of RBI regulation.
As per the regulation the household income of the clients should not exceed Rs.60000 in rural
centers and Rs.120000 in urban centers. MFIs have already incorporated suitable measures in
their credit appraisal system to assess the existing indebtedness of the borrowers.

Credit Information Bureau (CIB) is a critical facility available for MFIs to verify client indebtedness.
Data available from 30 MFIs indicate that over 20.50 lakhs queries / credit checks with different
Credit Bureaus functioning in India. South Region has got maximum number of credit checks made
(Table 1).

Table 1 : MFIs and their Credit Checks with Credit Information Bureau

Region     
Central 4 170319 11243 181562
East 10 11732 292611 304343
North -East No Data  
North No Data  
South 13 773417 640627 11653 1425697
West 3  142538  142538
Total 30 955468 1087019 11653 2054140

No. of Credit Checks MFIs posted  to CIB

No. of MFIs
Reported Data

Equifax High Mark CIBIL All
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Cross Checking with the data base of MFIs Association (Sa-Dhan) helps MFIs to take informed
decisions.  Sa-Dhan has got Microfinance Map of India in its website www.sa-dhan.net. The map
carries state wise client outreach and loan portfolio figure as well as districts where MFIs work .This
data represents nearly 95 per cent of MFI outreach in India.  The MFIs have the option of reviewing
the map before expanding their operation in new districts.

1.4  Client Protection:

Client protection has been an important topic of debate in the sector. Sa-Dhan has done pioneering
work in the area. Sa-Dhan has brought out its first Voluntary Code of Conduct in 2007. This formed
basis of responsible conduct of microfinance transaction in India (See Box 1 for details of SRO
initiatives of Sa-Dhan).

Client Protection and Transparency are important components of the Code of Conduct of Sa-Dhan
advocated during the past five years. Sa-Dhan has been verifying the adoption of these two critical
components of the code by its members. The results of such verification have been published in a
separate publication, “Client Protection and Social Performance of Indian MFIs” 2011.

As per the findings, client protection measures like fair practices adopted, avoiding over indebtedness,
appropriate interaction and collection practices and privacy of client Information have immense
scope for improvement. The findings on the practice of transparency also are on the similar line.

Sa-Dhan has joined hands with Smart Campaign1 to help MFIs endorse client protection principles
and in addition to Code of Conduct.

Evidence from the field indicates improvement of practices on the ground. Zero tolerance policy
adopted earlier by some MFIs is found to be diluted after the microfinance crisis. MFI field workers
are increasingly considerate to the delinquent clients’ household problems. They consider restructuring
of delinquent loans in deserving cases.

Case Load or Average Borrower per Credit Officer (ABCO) has been an important criterion in
determining the quality of interaction between the borrower and credit officers. Sa-Dhan recommends
optimum ABCO level of 250 to 350. This year data has revealed that ABCO has come down to
conform to this range. This will help credit officers to spend more and quality time with the clients.

Sa-Dhan code also stipulates the implementation of financial literacy programmes to enable clients
to take informed decision on the borrowing. MFIs will have little choice but to initiate programmes
on financial literacy now. The SEWA group of intuitions has been doing pioneering work supporting
financial literacy movement in the country. They have found that financial literacy programmes will
be financially sustainable for MFIs through larger volume of business in the long run. They have
also formed National Alliance for Financial Literacy among the MFIs across India. The alliance
partners have set up systems and developed training materials for financial literacy delivered through
their field functionaries. Sa-Dhan members and MFIs have the option of joining the movement.

1 It is the worldwide client protection campaign spearheaded by Accion International
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Box : 1

Self Regulation and Code of Conduct

The critique of the sector has been on the issues related to the practices of Microfinance
Institutions in the field specifically with respect to the client protection. Microfinance Institutions
client protection has been the key area that brought disrepute to the sector on grounds of
ethics.

Sa-Dhan initiated discussions on the issue of ethical microfinance and client protection as
early as 2004. It began its work on coining the common Code of Conduct way back in
2006 through consultative process with the wider stakeholders. The Code of Conduct was
announced at the Sa-Dhan National Microfinance Conference in January 2007. Sa-Dhan
Code of Conduct became popular enough to get referred in the RBI publication “Report on
Trends and Progress of Banking in India: 2007-08”.

The work on disseminating the code and making the members internalize the code into their
system continued in the following years. Further refinement of the code incorporating RBI
fair practices guidelines, client education and financial literacy etc was undertaken involving
RBI, SIDBI, Ministry of Finance, banks and other agencies.

Following the formation of V K Sharma Committee on priority sector advances by the RBI in
2010 perceived uncertainty of bank funding to the sector prevailed. Sa-Dhan Board sent
out an “advisory letter” to all its members in June 2010 on strict adherence to the Code and
adopting necessary measures with immediate effect. Sa-Dhan Annual General Body Meeting
of 2010 reinforced the Code compliance. 

The Andhra Pradesh incident further delineated the importance of code. The members and
sector experts felt the importance of common code for the sector. Accordingly, Sa-Dhan and
MFIN, Lenders’ Forum led by SIDBI and other microfinance leaders have worked arduously
over the past one year to come up with the common code for the microfinance sector in
India titled ”Code of Conduct for Microfinance Institutions in India”.

Malegam report as well as subsequent RBI guidelines has clearly spelt out the role of industry
association in facilitating compliance on the Code. In this context, Sa-Dhan has developed
a comprehensive dissemination and implementation plan towards compliance on the Code
and its monitoring among the members. It is also in the process of developing an Assessment
Tool for the CoC, consulting industry experts.

Ethics and Grivances Rederessal Committee (EGRC)

In order to attend to the grievance(s) of clients, Microfinance Institutions and others, Sa-
Dhan’s ETHICS AND GRIVANCES REDERESSAL COMMITTEE (EGRC) has been constituted.
It is an independent body set up under “Code of Conduct for Microfinance Institutions in
India

Sa-Dhan has advised members to disseminate the information and contact numbers, etc
pertaining to EGRC to their clients.  They are required to create awareness among grievances
mechanism available at Sa-Dhan.

EGRC has already reviewed the Code of Conduct validation done by Sa- Dhan among three
large MFIs and advocated suitable advises to the members based on the finding of the
validation.Sa-Dhan Board on its part recommended that these institutions should to undergo
another validation after six months to record the efforts of MFIs in putting in place suitable
measures based on the EGRC advice.
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1.5  Compliance with RBI regulation:

RBI Regulation has been a step forward in ensuring transparency and client protection. Since RBI
regulation is new to the sector, the MFIs need to be guided properly for proper compliance. Sa-
Dhan has initiated a series of interventions including training to MFI- auditors and MFIs on compliance
by MFI and certification as required in the regulation. It is planning to bring out a booklet on
compliance procedure.

1.6  Investment in HR and Systems:

Training staff on appropriate behavior with clients, designing right incentives for ensuring acceptable
recovery practice on the field, monitoring and controlling their performance, etc will have to be
part of MFI governance strategy. MFIs also need to equip their MIS system to capture and track
data on the client protection practices. Rapid and burgeoning growth  not backed by appropriate
growth in MIS systems and staff and administrative capacity to manage growth would destabilize
the MFIs.

The staff needs to be trained on social intermediation, Code of conduct and behavior with clients
to enhance profitability and reduce risk. Investment in technology including MIS and Credit
Information Bureau is equally important.  Money spent by MFIs on these important areas has been
analyzed by Sa-Dhan with help of its 2011 data set. The average amount spent on training per
employee is found to be Rs.1500 for the year, while the amount spent / invested on MIS per client
is Rs 14. These investments need to be increased many fold to have robust system in place.

We need to invest resources: time, money, man power to earn clients’ goodwill and loyalty.

2. SUSTAINABLE MICROFINANCE

Sustainability of MFIs is a critical requirement in the light of RBI regulation with cap of Interest rate
and margin. The Operational Self sufficiency (OSS) of MFIs with > 500 cr. portfolio, with NBFC
legal form and AP-based MFIs is less than 100 indicating the mismatch between their income and
expenses. They need to chalk out strategies for improved sustainability. Some of the strategies
discussed for responsible microfinance will hold good for sustainable microfinance also.

2.1  Cost Management:

The operating cost in general is coming down which is an encouraging sign. Some MFIs have
managed to reduce operating cost to less than 10 percent level. Bandhan , for example, has
managed to contain operating cost below seven per cent despite its fast growth in 2012. The MFIs
having higher operating cost emulate practice and techniques from such low cost MFIs. (BOX—).



71

Responsible and Sustainable MFI - The Choice of All

Seven Per cent Operating Cost –The Bandhan Way

Bandhan, the large MFI based in Kolkata, follows the mantra of ‘Low Cost–High Productivity’
deeply ingrained in their system. Their Operating Cost Ratio has been very low, in the vicinity
of seven per cent. They follow the philosophy of operating through low cost infrastructure and
overheads. Some of the tips drawn from their principles and practices are:

Cut Personnel Cost:

■ Recruit low cost personnel. The staff recruitment philosophy guides the recruitment to
attract only motivated and low cost personnel into Bandhan system.

■ Balance the personnel budget to distribute the salary expense between Management
staff and Field staff. The field staff is always more in number. Any hike in per field staff
salary will have high cost implications because of their sheer number. Increments and
incentives are designed in a way that annual hike in personnel expense is uniform
between the management cadres and the field cadres.

■ Do not recruit high cost management staff. Restructure management cadres to keep
their cost low.

■ Keep the CEO salary optimum and in a way it is not too high from the salary of a field
staff.

■ Do not do the lateral recruitment. Always find people from lower and experienced
cadres to fill the management vacancies.

■ Do not outsource staff recruitment process

■ Do not engage high cost training consultants. Train the staff using the in- house system.

Cut Admn. Cost:

■ Establish offices in low cost buildings. Ensure the furniture and fixtures are bare minimum.

■ Advise the staff to use public conveyances, wherever possible.

■ Use minimum electronic equipments to save electricity and reduce maintenance charges

Have Cost Management Structure:

■ Constitute cost monitoring committee. Let them train all the staff on low cost operation.

■ Make the committee to take cost- related decisions, consulting the staff at large.

■ Motivate the staff to raise their professional productivity.

■ Appeal to them to help the management to raise efficiency at  the time of crisis.

    - Courtesy   C. S. Ghosh

Box : 2
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The fund cost, again, has come down a little this year.  However, there have been extra formalities
like cash collateral and personal guarantee from the promoters, stipulated by banks for considering
MFI loan. There is a strong case for MFIs to diversify fund source in the coming years.

2.2  Reducing the risk and enhancing income:

The MFIs, having been affected by microfinance crisis, would improve their practice to avoid
reputation risk and political risk. Client protection measures discussed earlier would be one of
them. MFIs have the option of following known techniques to reduce operational risk.

Securitization and managing portfolio could be one of the strategies MFIs that can follow for
reducing the risk and earning fee income. MFIs may seek some of the securitization service providers
for taking informed decisions on the whole matter.

Income enhancement and sustainability would be a challenge in the near future. Yield, as discussed
in this report has started to move southwards. Maintaining healthy loan Portfolio quality and income
diversification are the critical measures that MFI would increasingly adopt in the years to come.

NBFC-MFIs have the scope to diversify their asset to the extent of 15 per cent to have business
transactions in areas other than the microfinance.

Non-NBFC MFIs have scope to become Banking Correspondents of banks for  offering diverse
services for fee income.

Box : 3

Grameen capital India and Advisory Service

Equity Solutions:

Grameen Capital equity advisory practice is focused on originating, structuring and executing
innovative equity and equity-linked transactions for  microfinance and social enterprise clients.

They work with a wide variety of domestic and global investors including private equity and
venture capital funds, corporations, family offices, and high-net-worth individuals.

Debt Solutions:

Their debt syndication practice is focused on originating, structuring, executing and syndicating
debt financing and debt securities for microfinance institutions and other enterprises serving
the Base-of-the-Pyramid market segment.

They also work with Grameen Foundation USA on deployment of Growth Guarantees in
India, aimed at facilitating debt funding for socially responsible microfinance institutions.

Advisory Services:

They provide diverse advisory services to social enterprises and investors.

For enterprises, they offer services including business plan development and strategy, valuation
opinion, capital structure advisory, and other custom solutions based on client need.

For investors, they offer services including pipeline development, exit strategy and secondary
sale, market research, fund structuring and marketing, and portfolio monitoring.
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Box : 4

BC – A boon to Clients and MFIs

Banking Correspondent (BC) Model has been catching up the attention of Sa-Dhan members
in a big way. BC model helps NGOs and MFIs to extend basket of products to their clients.
Preliminary data collected from 14 MFIs are presented below for an idea of potential benefit
to MFIs. Sa-Dhan members and MFIs like SKDRDP, IDF, Asomi, Cashpor, Indur, Dhrishtee
Prayas and others  have been effectively acting as BCs of their respective banks.  The report
of a detailed study on BC undertaken by Sa-Dhan is separately being published.

14 MFIs-BC Initiatives ( 2011-12) No.of Clients Commission Earned

MFI Category ( Lakhs) ( Rs. Crore)
Society+ Trust 16.39 5.91
Section 25 Company 4.13 0.07
Co-operative 0.02 0.15
NBFC+LAB 0.00 0.00

MFIs have been successfully distributing micro insurance products to their clients for financial risk
protection of their clients, with considerable non-interest income for them.

The aggregator position for MFIs from Pension Fund Regulatory and Development Authority is
emerging as an opportunity.

2.3  Sustainable Funding and MFI Sustainability

Small MFIs have improved the funding prospects from banking system in the recent past. The MFIs
with portfolio size 1-50 crore and those with Society and Trust Legal forms have lower operation
cost ratio. Similarly, these MFIs have also improved their yield level, enhancing the prospects for
better sustainability. Some of the strategies that they could embrace may include the following:

■ They shall continue to be cost efficient, given the existing interest and margin caps.

■ Banks have the mandate from RBI to ensure that their borrowing MFI-entities adhere to RBI
regulation to extend funding support under priority sector advances. The MFIs, irrespective of
their legal forms, shall ensure to comply with RBI regulation.

■ Small MFIs may explore options like private placement in Non Convertible Debentures (NCD)
to raise funds.

■ The Financial institutions shall be assured that customer protection code and a credible
grievance handling mechanism are in place. Greater use of credit bureau and keeping banks
appraised of the developments is important to make them know multiple that loans are being
tracked and avoided.

■ On the governance side, number of independent directors on boards (regardless of whether
MFI is in for-profit or non-profit form) may be increased to provide comfort to the stakeholders
so that interests of all the stakeholders will be protected.
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RMK Support for Women Empowerment

Rashtriya Mahila Kosh( RMK), an arm of Central Government , has been supporting small
NGOs and MFIs in extending loans and undertaking women empowerment  interventions
across the country. The graph below indicates RMK’s support over the years.

Small MFIs could make use of the facility for making credit available among and enhancing
capacities of women clients.

Source: RMK website

Banks, being the major debt provider, have been playing crucial role in the functioning of MFIs.
They typically contribute to around 80 per cent of the lendable resources of MFIs.  The banks
generally come forward to support MFIs who do good job on the ground. This would help them to
meet their financial inclusion agenda as well.

Banks would have risk mitigation concerns with respect to funding MFIs. Apart from their own
wisdom and systems to mitigate the risk, they may use the industry infrastructure available for
taking informed credit decisions.

Box : 5
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Responsible and Sustainable MFI - The Choice of All

Box : 6

Some Questions to SIDBI

  1. What role does SIDBI see for Lenders’ Forum in the coming years for building debt support to
MFIs?

As one of the activities to be undertaken under its “Responsible Lending Initiatives”, SIDBI
has created a platform termed as Lenders’ Forum to promote co-operation among MFI lenders
with the objective of leveraging support to MFIs across this sector. The Forum seeks to work
towards voluntary adoption of measures and governance, transparency and competitive
practices.

All the participant banks strictly should examine and continuously monitor field level practices
of their assisted MFIs like adherence to KYC norms, Code of Conduct, all inclusive rate of
interest, and not engaging of agents by MFIs, etc., so as to maintain certain level of uniformity
in the sector. All the major lenders have also agreed on a common set of Covenants to
ensure greater coordination among the lenders. These Covenants are being stipulated as
sanction terms. Further disbursements to MFIs are linked to strict compliance thereof.

2. There seems to be increasing gap / mismatch between banks and SIDBI in lending to MFI
with SIDBI share apparently going down. As the Convener of the lenders forum, what would
be SIDBI’s role: to push other banks to lend more or showing others the way by SIDBI for
lending more?

It may be appreciated, as an apex, SIDBI’s share of lending to the MFIs vis-à-vis other banks
is envisaged to decline over a period of time, in line with the market principles. SIDBI has
been lending and shall continue to lend to those MFIs who are complying with RBI guidelines
on Priority Sector Lending (PSL) and following the responsible lending practices that have
been propagated by the Lender’s Forum. Further, SIDBI’s support through India Microfinance
Equity Fund (IMEF) shall also help the small MFIs leverage substantial bank borrowings in
future.

3. There is an increasing need to add capacity building of small MFIs in their financial
intermediation (in the light of MF Bill allowing them to accept savings and all), what support
SIDBI could envisage as it was the leader in providing capacity building funds to the MFIs
earlier?

It is true that SIDBI had, in the past, provided necessary support to the MFIs who needed
capacity building support in their formative period to attain operational / financial
sustainability. But at present, SIDBI is focusing on enhancing the capacities of such MFIs,
which are following the responsible lending practices.

4. Small MFIs need capital to expand, what could be SIDBI’s role to capitalize them as it is
endowed with government fund for that purpose?

It is known that Government of India has created India Microfinance Equity Fund (IMEF) with
a corpus of Rs.100 crore (to be managed by SIDBI) with an intent that the assistance will be
utilized by MFIs to improve their equity base, meet CRAR requirements, if any, prescribed by
regulatory authorities and leveraging the same for additional debt raising and scaling up of
operations, improve efficiency and build a sustainable organization. Focus is on smaller
socially oriented MFIs with the objective of poverty alleviation and achieving long term
sustainability of operations in unserved and underserved parts of the country. So far, SIDBI
has already committed major part of the corpus (around Rs.79 crores) to 24 MFIs.

- Courtesy  P.K.Saha, CGM, SIDBI
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Sa-Dhan maintains data base of MFIs financial and social performance. The banks may do reference
check with Sa-Dhan on the industry situation and specifically the adhearance to its financial and
client protection standards by Sa-Dhan members who approach the banks for credit support.

Besides, Sa-Dhan is already convening discussion forums across region involving banks, MFIs and
investors discussing the industry situation and MFIs performance with help of its MFI performance
reports. Banks could provide further impetus to the discussion forums through their local offices.

2.4  Growing Against All Odds

MFIs, operating outside Andhra Pradesh state, have grown with steady pace during the past two
years, despite the fact that the bank funding to the sector has slowed down during this period. Their
clients expect steady loan support to keep their microenterprises going and even out mismatch in
their cash flow. This also encourages them to repay the loan without delinquency.  The slowing
down of bank fund has altered this equilibrium and put the MFIs under tremendous stress during
the past two years. In spite of this truncated bank funding, MFIs outside of Andhra Pradesh, have
managed to lend with help of internal accrual and available bank fund to show growth. This has
instilled confidence among the clients and they reciprocated by keeping up their repayment promise.

Overblown adverse stories of media and other critiques have also bogged down the MFIs for a
while before they resume normal operation and show growth with support of RBI, banks and
Government. These agencies brought in measures like recognition of NBFC-MFIs, priority credit
support and Microfinance Bill respectively. It helped to reverse the trend.

Clearly, future prospects hinge on the integration of efforts of these agencies to patronize responsible
microfinance providers. Mere market forces alone may not help small and deserving MFIs to provide
effective service to the poor. The said agencies have larger role in nurturing the service providers to
ultimately enable resource poor clients get door step service.

All in all, the resilient move of MFIs with help of RBI, Government, banks, investors, service providers,
industry association and the clients at large is resulting in growth of the sector against all odds.

Key Takeaway

MFIs need to become responsible through client protection and low cost service. Reducing
operation cost is the key for responsibility and sustainability. They have a strong reason
to diversify thier funding source.



77

Annexures

DISTRIBUTION OF DATA
CONTRIBUTING MFIs
FOR THIS REPORT

(a) Sa-Dhan Membership of Respondent MFIs

Membership No. of MFIs
Sa-Dhan Member 122
Non- Member 62
Total 184

(b) Legal Form wise MFIs:

Legal Form No. of MFIs
NBFC 63
Local Area Bank (LAB) 1
Section 25 Company 20
Society 69
Trust 16
Cooperative 15
Total 184

(c)  Model wise MFIs

Operating Model No. of MFIs
JLG 102
SHG 69
Individual 13
Total 184

(d) Region and State wise MFIs

Region States/Union Territories No. of MFIs
North Rajasthan: 5, Delhi: 6, Haryana: 1 12
East Bihar: 9, Orissa: 17, West Bengal: 34, Jharkhand: 8 68
West Gujarat: 4, Maharashtra: 10 14
South Andhra Pradesh: 21, Tamil Nadu: 2 , Karnataka: 13, Kerala: 5 64
North East Assam: 9, Manipur: 1 10
Central Madhya Pradesh: 4, Uttrakhand: 2, Uttar Pradesh: 10 16
Total 184

States coming under different Regions in this Report

Region States/Union Territories under the region
North Punjab, J & K, Haryana, Rajasthan, Delhi, Himachal Pradesh
East Bihar, Orissa, West Bengal, Jharkhand, A & N Islands
West Gujarat, Maharashtra, Goa
South Andhra Pradesh, Tamil Nadu, Karnataka, Kerala, Pondicherry,
North East Assam, Tripura, Manipur, Nagaland, Sikkim, Arunachal Pradesh, Meghalaya, Mizoram
Central Chhattisgarh, Madhya Pradesh, Uttrakhand, Uttar Pradesh

Annexure 1
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PROFILE OF MFIs WHICH
CONTRIBUTED DATA FOR THIS
REPORT

Annexure 2

(A) List of MFIs with Loan Portfolio Less than `1 Crore

S.No. Name of the MFI Legal Form State Region

1 Anupama Human Economic Development Sec 25 Co UP C
2 Arasan Rural Development  Society Society TN S
3 Bagaria Relief Welfare Ambulance Society Society WB E
4 BOARD Trust BR E
5 Brasat Unnayan Prostuti Society WB E
6 BURS Society WB E
7 Center for Promoting Sustainable Livelihood Trsut BR E
8 Centre for Action and Rural Re-constriction Society OR E
9 Coochbehar Khagrabari Relief Services Society WB E
10 Development Initiative for Self-Help and Awakening Trust MH W
11 dMatrix Development Foundation Sec 25 Co MH W
12 Global Welfare Society Society AS NE
13 Harijan Adivashi S.P. Smiti Society BR E
14 Mahatejjas Trust Trust TN S
15 Mahila Kalyan Samiti Society JH E
16 Mahila ViKas Prathamika Sanchaya Samabaya Ltd. Co-operative OR E
17 Mass Care International Society BR E
18 Matashree Gomti Devi Jan Seva Nidhi Trust RJ N
19 Micro Enterprises & Sustainable Projects Sec 25 Co JH E
20 New Life Society TN S
21 NIDAN Microfinance Foundation Sec 25 Co BR E
22 Orissa Rural Infrastructure Development Association Society OR E
23 Pahel Livelihoods Sec 25 Co UP C
24 Pragati Society OR E
25 Prayas Juvenile Aid Centre Society DL N
26 Rural Education And Action Development Society TN S
27 SAADOW Society TN S
28 Samarthan Weakling Development Foundation Sec 25 Co JH E
29 Samruddhi Welfare Development Foundation Sec 25 Co MH W
30 Social Action for Rural Community Society OR E
31 Srijan Foundation Trust JH E
32 Support Trust JH E
33 Suraje Society BR E
34 Surbhi Women Multipurpose Cooperative Society Co-operative RJ N
35 Trust Microfin Network Trust BR E
36 Youth Council for Development Alternatives Society OR E
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(B) List of MFIs with Loan Portfolio between ` 1 and < 10 Crore

S.No. Name of the MFI Legal Form State Region

1 Adhikar Society OR E
2 Ajagar Social Circle Society AS NE
3 Ajiwika Society Sec 25 Co JH E
4 Anjali Microfin Pvt. Ltd. NBFC WB E
5 Apex Abishek Finance Ltd. NBFC TN S
6 Aprajita Mahila Sakh Sahakarita Maryadit Co-operative MP C
7 Arth Micro Finance Pvt. Ltd. NBFC RJ N
8 Bagnan Mahila Bikash Co-op. Credit Society Ltd. Co-operative WB E
9 Bal Mahila Vikas Samiti Society MP C
10 Balaji Sewa Society UK C
11 Banki Anchalik Adibasi Harijan Kalyan Parisad Society OR E
12 Barasat Anweshan  Society WB E
13 Barasat Sampark Society WB E
14 Belghoria Janakalyan Samity Society WB E
15 Bengal Women Welfare Association Sec 25 Co WB E
16 Bharatiya Micro Credit Sec 25 Co UP C
17 Camel Mahila Mutually Aided Cooperative Thrift Society Ltd. Co- operative AP S
18 Centre For Development Orientation & Training Society BR E
19 Chaitanya Institute for Youth and Rural development Trust KA S
20 Destiny Finco. Pvt. Ltd NBFC WB E
21 Development Organization for Village Environment Society AP S
22 Dhosa Chandaneswar Bratyajana Samity Society WB E
23 Dibakar Society WB E
24 Disha India Micro Credit Sec 25 Co UP C
25 Drishtee Foundation Society UP C
26 Duttapukur Institute for social Advancement Society WB E
27 Ecumenical Church Loan Fund of India Sec 25 Co TN S
28 Guardian Sec 25 Co TN S
29 Guidance Society For Labour Orphans & Woman Society TN S
30 Hindusthan Microfinance Pvt Ltd. NBFC MH w
31 Hope Integrated Rural Development Society Society AP S
32 Human Development Centre Society WB E
33 Humana People to People India Sec. 25 Co DL N
34 Indur Intideepam MACS Federation Ltd. Co-operative AP s
35 Innovative microfinance for poverty alleviation and Sec. 25 Co TN S

Community transformation (IMPACT)
36 Institute of Rural Credit & Entrepreneurship Development Society MH W
37 Kalighat Society for Development Facilitation Society WB E
38 Karpaga Ganapathi NBFC TN S
39 Liberal Association for Movement of People Society WB E
40 Lok Biradari Trust Trust MP C
41 Mahashakti Foundation Trust OR E
42 Nav Bharat Jagriti Kendra Society JH E
43 Navachetna Microfin Services Ltd. NBFC KA S
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S.No. Name of the MFI Legal Form State Region
44 Nirantara Community Services Society KA S
45 Oazoane Society TN S
46 Parama Mahila Samitee Society WB E
47 People's Action For Transformation Trust TN S
48 Planned Social Concern Sec 25 Co DL N
49 Prayas Trust GJ W
50 Priyasakhi Mahila Sangh Society MP C
51 Prochesta Society AS NE
52 Pushtikar Laghu Vyaparik Pratishtan Bachat & Sakh Co-operative RJ N

Sahakari Samiti Ltd.
53 Rors Finance Pvt. Ltd. NBFC KA S
54 Saija Fianance Pvt. Ltd. NBFC BR E
55 Samagra Gram Vikas Sanstha Society MH W
56 Sambandh Finserve Pvt.Ltd. NBFC OR E
57 Sampada Trust Trust MH W
58 SATRA Society AS NE
59 Seba Rehara Society WB E
60 Siri Micro Fin Society Society AP S
61 Sripur Swami Vivekananda Welfare Society Society WB E
62 Swanirvar Society WB E
63 Swayamsampurna Trust WB E
64 The Saath Savings and Credit Cooperative Society Ltd. Co-operative GJ W
65 Uttrayan Financial Services Pvt. Ltd. NBFC WB E
66 Virutcham Microfinance Ltd. NBFC TN S
67 WSDS- Institute of Innovative Technology Transfer and

Environment Society AS NE
68 Yuva Chetna Kendra Society UP C
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(C) List of MFIs with Loan Portfolio between ` 10 and < 50 Crore

S.No. Name of the MFI Legal Form State Region

1 Adhikar Microfinance Pvt. Ltd. NBFC OR E
2 Annapurna Mahila Co-op Credit Ltd. Co-operative MH W
3 Asomi Finance Pvt. Ltd. NBFC AS NE
4 Aware  Macs Ltd. Co-operative AP S
5 Bharat Sevak Samaj Society KR S
6 CDC Microfinance Pvt. Ltd. NBFC TN S
7 Chaitanya India Fin Credit Pvt. Ltd. NBFC KA S
8 Cresa Financial Services Private Ltd. NBFC AP S
9 Dar Credit and Capital Ltd. NBFC RJ N
10 Gram Utthan Society OR E
11 Grameen Sahara Society AS NE
12 Growing Opportunity Finance (India) Pvt. Ltd. NBFC TN S
13 Hand in Hand Trust TN S
14 Hope Microcredit Finance (India) Pvt. Ltd. NBFC KR S
15 Jagaran Microfinance Pvt. Ltd. NBFC WB E
16 Kaveri Credit India Pvt. Ltd. NBFC KA S
17 Khandagiri Madhyamika Mahila Samabaya Sangha Ltd. Co-operative OR E
18 Mahasemam Trust TN S
19 Margdarshak Financial Services Ltd. NBFC UP C
20 Mimoza Enterprises Finance Pvt. Ltd. NBFC UK C
21 Network of Entrepreneurship & Economic Development Society UP C
22 Pahal Financial Services Pvt. Ltd. NBFC GJ W
23 Peoples Forum Society OR E
24 Pragathi MAC Credit & Marketing Fedetaion Ltd. Co-operative AP S
25 Rashtriya Seva Samithi Society AP S
26 Saadhana Microfinance Society AP S
27 Sahara Uttrayan Society WB E
28 Sarala Women Welfare Society Sec 25 Co WB E
29 Sarvodaya Nano Finances Ltd. NBFC TN S
30 Shalom Microfinance Ltd. NBFC KR s
31 Shikhar Microfinance Pvt. Ltd. NBFC DL N
32 Society for Model Gram Bikash Kendra Society WB E
33 Sreema Mahila Society WB E
34 Star Microfinance Service Society Society AP S
35 Swayamshree Micro Credit Services Sec 25 Co OR E
36 Swayanshree Mahila  Samabaya Ltd. Co-operative OR E
37 The Payakaraopta Women’s Mutually Aided Co-operative

Thrift and Credit Society Ltd. Co-operative AP S
38 UNACCO Financial Services Pvt. Ltd. NBFC AS NE
39 Vedika Credit Capital Ltd. NBFC JH E
40 Vivekananda Sevakendra -O-Sishu Uddyan Society WB E
41 WESCO CREDIT NBFC KR S

Annexure
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(D) List of MFIs with Loan Portfolio between ` 50 and <100 Crore

S.No. Name of the MFI Legal Form State Region
1 Arohan Financial Services Ltd. NBFC WB E
2 Asirvad Microfinance Pvt.  Ltd. NBFC TN S
3 BWDA Finance Ltd. NBFC TN S
4 IDF Financial Service Private Ltd. NBFC KA S
5 Krishna Bhima Samruddhi Finance Ltd. LAB AP S
6 S. V. Credit line Pvt. Ltd. NBFC HR N
7 Sahara Utsarga Welfare Society Society WB E
8 Sanghamithra Rural Financial Services Sec 25 Co KA S
9 Sewa Mahiola Shakari Bank Co-opeartive GJ W
10 Suryoday Micro Finance Pvt. Ltd. NBFC MH W
11 Swadhaar Finserve Pvt. Ltd. NBFC MH W
12 SWAWS Credit Corporation India Pvt. Ltd. NBFC AP S

(E) List of MFIs with Loan Portfolio between ` 100 and <500 Crore

S.No. Name of the MFI Legal Form State Region
1 ASA International India Microfinance Pvt. Ltd, NBFC WB E
2 Bharat Integrated Social Welfare Agency Society OR E
3 Bhartiya Samruddhi Finance Ltd NBFC AP S
4 BSS Microfinance Pvt. Ltd. NBFC KA S
5 Cashpor Micro Credit Sec 25 Co UP C
6 ESAF Microfinance & Investments Pvt. Ltd. NBFC KR S
7 Future Financial Services Ltd. NBFC AP S
8 Grameen Financial Services Pvt. Ltd. NBFC KA S
9 Janalakshmi Financial Services Pvt. Ltd. NBFC KA S
10 Madura Microfinance Ltd. NBFC TN S
11 North East Region Finservices Ltd. NBFC MN NE
12 RGVN (North East) Microfinance Ltd. NBFC AS NE
13 Satin Creditcare Network Ltd. NBFC DL N
14 SMILE Microfinance Ltd. NBFC TN S
15 Sonata Finance Pvt. Ltd. NBFC UP C
16 Trident Microfin Pvt. Ltd. NBFC AP S
17 Village Financial Services Pvt. Ltd NBFC WB E

(F) List of MFIs with Loan Portfolio above 500 Crore

S.No. Name of the MFI Legal Form State Region
1 Asmitha Microfin Ltd. NBFC AP S
2 Bandhan Financial Services Pvt. Ltd. NBFC WB E
3 Equitas (Singhivi Investment) NBFC TN S
4 Grama Vidiyal Microfinance Ltd. NBFC TN S
5 S.E. Investments Ltd. NBFC DL N
6 Share Microfin Ltd. NBFC AP S
7 Shri Kshethra Dharmasthala Rural Development Project Trust KA S
8 SKS Microfinance Pvt. Ltd. NBFC AP S
9 Spandana Sphoorty Financial Ltd. NBFC AP S
10 Ujjivan Financial Services Pvt. Ltd. NBFC KA S
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AnnexuresMicrofinance - Outreach, Products and Services

RBI CIRCULARS
Annexure 3

RESERVE BANK OF INDIA
www.rbi.org.in

RBI/2010-11/505
RPCD.CO.Plan BC. 66 /04.09.01/2010-11 May 3, 2011

The Chairman/Managing Director/ Chief
Executive Officer
(All Scheduled Commercial Banks)

Dear Sir/ Madam,

Bank loans to Micro Finance Institutions (MFIs) – Priority Sector status

We invite a reference to paragraphs 92-93 of the Annual Policy Statement for the year 2011-12.

2. It has been decided to regulate microfinance sector by the Reserve Bank  as  a separate category. In this
connection, we  advise that bank credit to Micro Finance Institutions  extended on, or after, April 1, 2011
for on-lending to individuals and also to members of SHGs / JLGs will be eligible for  categorisation as
priority sector advance under respective categories viz.,  agriculture, micro and small enterprise, and
micro credit   (for other purposes),  as indirect finance, provided not less than 85% of total assets of MFI
(other  than cash, balances with banks and financial institutions, government securities and money market
instruments) are in the nature of “qualifying assets”.   In addition, aggregate amount of loan, extended for
income generating activity, is not less than 75% of the total loans given by MFIs.

3. A “qualifying asset” shall mean a loan disbursed by MFI, which satisfies  the following criteria:

(i) The loan is to be extended to a borrower whose household annual income in rural areas does not
exceed Rs.60,000/- while for non-rural areas it should not exceed  Rs.1,20,000/-.

(ii) Loan does not exceed Rs.35,000/- in the first cycle and Rs.50,000/- in the subsequent cycles

(iii) Total indebtedness of the borrower does not exceed Rs.50,000/-.

(iv) Tenure  of  loan  is  not  less  than  24  months  when  loan  amount  exceeds Rs.15,000/- with
right to borrower of prepayment without penalty.

(v) The loan is without collateral.

(vi) Loan is repayable by weekly, fortnightly or monthly installments at the choice of the borrower.

4. Further, the banks have to ensure that MFIs comply with the following caps  on margin and interest rate as
also other ‘pricing guidelines’, to be eligible to classify these loans as priority sector loans:

[A]
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(i) Margin cap at 12% for all MFIs. The interest cost is to be calculated on average fortnightly balances
of outstanding borrowings and interest income is to be calculated on average fortnightly balances
of outstanding loan portfolio of qualifying assets.

(ii) Interest cap on individual loans at 26% per annum for all MFIs to be calculated on a reducing
balance basis.

(iii) Only three components are to be included in pricing of loans viz., (a) a processing fee not exceeding
1% of the gross loan amount, (b) the interest charge and (c) the insurance premium.

(iv) The processing fee is not to be included in the margin cap or the interest cap of 26%.

(v) Only the actual cost of insurance i.e. actual cost of group insurance for life, health a n d
livestock   for   borrower   and   spouse   can   be   recovered; administrative charges to be
recovered as per IRDA guidelines.

(vi) There should not be any penalty for delayed payment.

(vii) No Security Deposit/ Margin are to be taken.

5. The banks should obtain from MFI, at the end of each quarter, a  Chartered Accountant’s Certificate
stating, inter-alia, that (i) 85% of total assets of the MFI are in the nature of “qualifying assets’’, (ii) the
aggregate amount of loan, extended for income generation activity, is not less than 75% of the total loans
given by the MFIs, and (iii) pricing guidelines are followed.

6. The guidelines relating to categorization of (i) investment by banks in securitised assets originated by
MFIs and (ii) outright purchase of loan portfolios of MFIs as priority sector advances in the books of the
banks would be issued in due course. In the meantime, fresh assets would qualify for priority  sector
treatment only if they satisfy  the  criteria  of  qualifying  assets  and  adhere  to  the  pricing  guidelines
as specified above.

7. Bank loans to MFIs, which do not comply with above conditions and bank loans to other NBFCs, will not
be reckoned as priority sector loans w.e.f April 1, 2011. The bank  loans  extended  prior  to  April  1,
2011  classified  under  Priority  Sector  will continue to be reckoned under Priority Sector till maturity of
such loans.

8. We   are   in   the   process   framing   regulatory   guidelines   on   the    other recommendations of the
Malegam Committee.  Micro Finance Institutions to be included in the above regulatory framework have
to initiate requisite organisational capacity building exercise so as to enable them to conform to the above
guidelines. Banks which are lending to MFIs will be one of the important pillars of the new regulatory
framework and, hence, they need to build up necessary criterion of due diligence while processing loan
applications from MFIs. This process should be initiated immediately to ensure that MFIs availing finance
from them are capable enough to put up the systems in terms of Corporate Governance, Human Resource
Management, Customer Protection and other aspects of the proposed regulatory framework, so as to
ensure that once the new regulatory framework is in place, Micro Finance Institutions can carry out their
operations without any major disruption.

9. Kindly acknowledge receipt of this circular.

Yours faithfully,

(Deepali Pant Joshi)
Chief General Manager-in-Charge
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RESERVE BANK OF INDIA
www.rbi.org.in

RBI/2011-12/290
DNBS.CC.PD.No. 250/03.10.01/2011-12 December 02, 2011

To
All NBFCs(excluding RNBCs) Dear Sir,

Introduction of New Category of NBFCs - ‘Non Banking Financial Company-Micro Finance
Institutions’ (NBFC-MFIs) - Directions

As indicated in the Second Quarter Review of Monetary Policy in November 2010, a Sub-Committee of the
Central Board of the Reserve Bank (Chairman: Shri Y. H. Malegam) was constituted to study issues and concerns
in the MFI sector. The Committee submitted its report in January 2011. In the Monetary Policy Statement 2011-
12, it was announced that the broad framework of regulations recommended by the Committee has been
accepted by the Bank.

2. Creation of a Separate Category of NBFC-MFI

It has been decided to create a separate category of NBFCs viz; Non Banking Financial Company-Micro Finance
Institution (NBFC-MFI).  Consequently there would be following categories of NBFCs:

i. Asset Finance Company (AFC)

ii. Investment Company (IC)

iii. Loan Company (LC)

iv. Infrastructure Finance Company (IFC)

v. Core Investment Company (CIC)

vi. Infrastructure Debt Fund- Non- Banking Financial Company (IDF-NBFC)

vii. Non-Banking Financial Company - Micro Finance Institution (NBFC-MFI)

3. The Sub-Committee had recommended a role for industry associations in monitoring of compliance by
NBFC-MFIs with the regulations.  Separate guidelines in this regard will follow.

4. The Notification DNBS.PD.No.234 CGM(US) 2011 dated December 02,  2011 containing  the  regulatory
framework  for  NBFC-MFIs,  the  amending   notifications DNBS.PD.No.235/CGM(US)  2011 dated
December  02, 2011  amending  the  Non-Banking Financial (Non-Deposit accepting or holding)
Companies Prudential Norms (Reserve   Bank)   directions,   2007   and    DNBS.PD.No.236/CGM(US)2011
dated December  02, 2011 amending  the  Non-Banking Financial  Companies Auditor’s  Report (Reserve
Bank) Directions, 2008 are enclosed for meticulous compliance.

Yours faithfully

(Uma Subramaniam)
Chief General Manager in Charge

[B]
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Notification DNBS. PD.No.234 / CGM(US)-2011 dated December 02, 2011

The Reserve Bank of India having considered it necessary in the public interest and being satisfied that for the
purpose of enabling the Bank to regulate the credit system to the advantage of the country, it is necessary to give
the directions set out below, hereby, in exercise of the powers conferred by sections 45JA, 45K,  45L and 45M
of the Reserve Bank of India Act, 1934 (2 of 1934), and of all the powers enabling it in this behalf, hereby gives
the Directions hereinafter specified.

PART-I
PRELIMINARY

1. Short title and commencement of the Directions

i. These Directions shall be known as the Non-Banking Financial Company -Micro Finance Institutions
(Reserve Bank) Directions, 2011.

ii. These Directions shall come into force with immediate effect.

2. Extent of the Directions

These Directions shall apply to every Non Banking Financial Company-Micro Finance Institution (NBFC-
MFI) as defined in these Directions.

3. Definition of NBFC-MFI

An NBFC-MFI is defined as a non-deposit taking NBFC (other than a company licensed under Section 25 of the
Indian Companies Act, 1956) that fulfils the following conditions:

i Minimum Net Owned Funds of Rs.5 crore. (For NBFC-MFIs registered in the North Eastern Region
of the country, the minimum NOF requirement shall stand at Rs. 2 crore).

ii. Not less than 85% of its net assets are in the nature of “qualifying assets.”

For the purpose of ii. above,

“Net assets” are defined as total assets other than cash and bank balances and money market instruments.

“Qualifying asset” shall mean a loan which satisfies the following criteria:-

a. loan disbursed by an NBFC-MFI to a borrower with a rural household annual income not exceeding
Rs. 60,000 or urban and semi-urban household income not exceeding  Rs. 1,20,000;

b. loan amount does not  exceed Rs. 35,000 in the first cycle and Rs. 50,000 in subsequent cycles;

c. total indebtedness of the borrower does not  exceed Rs. 50,000;

d. tenure of the loan not to be less than 24 months for loan amount in excess of Rs. 15,000 with
prepayment without penalty;

e. loan to be extended without collateral;

f. aggregate amount of loans, given for income generation, is not  less than 75 per cent of the total
loans given by the MFIs;

g. loan  is repayable on weekly,  fortnightly  or  monthly  instalments  at  the choice of the borrower

ii. Further the income an NBFC-MFI derives from the remaining 15  percent of assets shall be in
accordance with the regulations specified in that behalf.

iii. An NBFC which does not qualify as an NBFC-MFI shall not extend loans to micro finance sector,
which in aggregate exceed 10% of its total assets.
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4. Regulatory Framework for NBFC-MFIs

A. Entry Point Norm

As stated above, all new NBFC-MFIs except those in the North Eastern Region of the country should have a
minimum Net Owned Funds (NoF) of Rs 5 crore; those located in the North eastern region  should have a
minimum NoF of Rs. 2 crore for purposes of registration. The existing NBFCs to be classified as NBFC-MFIs will
be required to comply with this norm w.e.f April 01, 2012.

B. Prudential Norms

a. Capital Requirement

All new NBFC-MFIs shall maintain a capital adequacy ratio consisting of Tier I and Tier II Capital which shall
not be less than 15 percent of its aggregate risk weighted assets. The total of Tier II Capital at any point of time,
shall not exceed 100 percent of Tier I Capital.   The risk weights for on-balance sheet assets and the credit
conversion factor for off-balance sheet items will be as provided in para 16 of the Non-Banking Financial (Non-
Deposit Accepting or Holding) Companies Prudential Norms (Reserve bank) Directions 2007.

Note:

i. Among the existing NBFCs to be classified as NBFC-MFIs, those with asset size less than Rs. 100
crore will be required to comply with this norm w.e.f April 01, 2012.  Those with asset size of Rs.
100 crore and above are already required to maintain minimum CRAR of 15%.

ii. The CRAR for NBFC-MFIs which have more than 25% loan portfolio in the state of Andhra Pradesh
will be at 12% for the year 2011-2012 only. Thereafter they have to maintain CRAR at 15%.

b. Asset Classification and Provisioning Norms:

With effect from April 01, 2012 all NBFC-MFIs shall adopt the following norms(till then they shall follow
the asset classification and provisioning norms as given in the Non- Banking Financial (Non-Deposit
accepting or holding) Companies Prudential Norms (Reserve Bank) Directions, 2007).

Asset Classification Norms:

i. Standard asset means the asset in respect of which, no default in repayment of principal or payment of
interest is perceived and which does not disclose any problem nor carry more than normal risk attached
to the business;

ii. Nonperforming asset means an asset for which, interest/principal payment has remained overdue for a
period of 90 days or more.

Provisioning Norms:

The aggregate loan provision to be maintained by NBFC-MFIs at any point of time shall not be less than  the
higher of a) 1% of the outstanding loan portfolio or b) 50% of the aggregate loan instalments which are overdue
for more than 90 days and less than 180 days and 100% of the aggregate loan instalments which are overdue
for 180 days or more.

c. All other provisions of the Non-Banking Financial (Non-Deposit  accepting or holding)  Companies  Prudential
Norms  (Reserve  Bank)   Directions,  2007  will  be applicable to NBFC-MFIs except as indicated therein.

C. Other Regulations

a. Pricing of Credit

i. All NBFC-MFIs shall maintain an aggregate margin cap of not more than 12%.
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The interest cost will be calculated on average fortnightly balances of outstanding borrowings
and  interest  income  is  to  be  calculated  on  average  fortnightly balances of outstanding
loan portfolio of qualifying assets.

ii. Interest on individual loans will not exceed 26% per annum  and calculated on a reducing
balance basis.

iii. Processing  charges  shall  not  be  more  than  1  %  of  gross  loan  amount.

Processing charges need not be included in the margin cap or the interest cap.

iv. NBFC-MFIs shall recover only the actual cost of insurance for group, or livestock, life, health
for borrower and spouse.   Administrative charges where recovered, shall be as per IRDA
guidelines.

b. Fair Practices in Lending

I. Transparency in Interest Rates

a. There shall be only three components in the pricing of the loan viz., the interest charge, the
processing charge and the insurance premium (which includes the administrative charges in
respect there of).

b. There will be no penalty charged on delayed payment.
c. NBFC-MFIs shall not collect any Security Deposit/ Margin from the borrower.
d. There should be a standard form of loan agreement.
e. Every NBFC-MFI should provide to the borrower a loan card reflecting

(i) the effective rate of interest charged

(ii) all other terms and conditions attached to the loan

(iii) information which adequately identifies the borrower and

(iv) acknowledgements by  the  NBFC-MFI  of  all  repayments  including instalments
received and the final discharge.

(v) All entries in the Loan Card should be in the vernacular language.

f. The effective rate of interest charged by the NBFC-MFI should be prominently displayed in all
its offices and in the literature issued by it and on its website.

II. Multiple-lending, Over-borrowing and Ghost-borrowers

a. NBFC-MFIs can lend to individual borrowers who are not member of Joint Liability Group(JLG)/Self
Help Group(SHG) or to borrowers that are members of JLG/SHG.

b. a borrower cannot be a member of more than one SHG/JLG.
c. not more than two NBFC-MFIs should lend to the same borrower.

d. there must be a minimum period of moratorium between the grant of the loan and the due date of
the  repayment of the first instalment.The moratorium shall not be less than the frequency  of repayment.
For e.g.: in the case of weekly repayment, the moratorium shall not be less than one week.

e. recovery of loan given in violation of the regulations should be deferred till all prior existing loans
are fully repaid.

f. All sanctioning and disbursement of loans should be done only at a central location and more than
one individual should be involved in this function. In addition, there should be close supervision of
the disbursement function.

III. Non- Coercive Methods of Recovery

• NBFC-MFIs shall ensure that a Code of Conduct and systems are in place for recruitment, training
and supervision of field staff.  The Code of Conduct should also incorporate the Guidelines on Fair
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Practices Code issued for NBFCs vide circular CC No.80 dated September 28, 2006 as amended
from time to time.

• Recovery should normally be made only at a central designated place.

Field staff shall be allowed to make recovery at the place of residence or work of the borrower only
if borrower fails to appear at central designated place on 2 or more successive occasions.

• All other elements of the Fair Practices Code issued for NBFCs vide CC No 80 dated September
28, 2006 as amended from time to time shall be adhered to.

c. Corporate Governance

The Master Circular issued for NBFCs on Corporate Governance vide CC No. 187 dated July 01, 2011
shall be applicable to NBFC-MFIs also.

d. Improvement of Efficiency

NBFC-MFIs shall review their back office operations and make the necessary investments in Information
Technology and systems to achieve better control, simplify procedures and reduce costs.

e. Others

All NBFCs may refer to the circular RPCD.CO.Plan BC. 66 /04.09.01/2010-11 dated May 3, 2011
issued by the Rural Planning and Credit Department of RBI titled  “Bank loans to Micro Finance Institutions
(MFIs) – Priority Sector status” issued to banks with regard to guidelines on priority sector.

4. Existing NBFCs that satisfy the above conditions may approach the Regional Office in the jurisdiction of
which their Registered Office is  located, along with the original  Certificate  of  Registration  (CoR)  issued
by  the  Bank  for  change  in  their classification  as  NBFC-MFIs.  Their  request  must  be  supported  by
their  Statutory Auditor’s certificate indicating the asset (loan) pattern as on March 31, 2011. The onus of
including only eligible assets for the purpose of classification as NBFC-MFI shall be that of the company
concerned. The change in classification would be incorporated in the Certificate of Registration issued by
the Bank as NBFC-MFI.

5. In terms of paragraph 15 of the Non-Banking Financial (Non-Deposit accepting or holding) Companies
Prudential Norms (Reserve Bank)  Directions, 2007 all NBFCs are required to submit Statutory Auditors
Certificate with reference to the position of the company as at end of the financial year ended March 31
every year. For an NBFC-MFI, such Certificate will also indicate that the company fulfils all conditions
stipulated to be classified as an NBFC-MFI in this circular.

6. Non-compliance with these Directions shall invite penal provisions under the  RBI Act, 1934.

Yours sincerely

(Uma Subramaniam)
Chief General Manager-in-Charge
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RESERVE BANK OF INDIA
www.rbi.org.in

RBI/2012-13/161
DNBS (PD) CC.No.300 /03.10.038/2012-13  August 03 , 2012

All NBFCs

Dear Sir,

‘Non Banking Financial Company-Micro Finance Institutions’ (NBFC-MFIs)
– Directions – Modifications

Please refer to the Directions issued vide RBI(PD)CC.250 dated December 02, 2011 wherein a new category of
NBFCs, viz., Non Banking Financial Company- Micro Finance Institution (NBFC-MFI) was created along with a
regulatory framework governing the same.    The Bank has been receiving representations from NBFCs that are
primarily into micro financing, conveying difficulties in complying with the framework.  In the light of this, it has
been decided to make certain modifications in the Directions issued on December 02, 2011. The modifications
are under the following sub-heads.

Para No. Particulars

2 Capital requirement – Entry Point Norms
i. Existing NBFCs
ii. New Companies

3 Qualifying Assets
4 Multiple Lending and Indebtedness
5 Ensuring Compliance with Conditionalities
6 Pricing of Credit
7 Capital Adequacy, Asset Classification and Provisioning Norms
8 Geographical Diversification
9 Customer Protection Initiatives

10 Formation of SRO
11 Monitoring of Compliance
12 Application for Registration as NBFC-MFIs

2. Capital requirement – Entry Point Norms

i. Existing NBFCs

a. All registered NBFCs intending to convert to NBFC-MFI must seek registration with immediate
effect and in any case not later than October 31, 2012, subject to the condition that they shall
maintain Net Owned Funds (NOF) at Rs.3 crore by March 31, 2013 and at Rs.5 crore by

[C]
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March 31, 2014, failing which they must ensure that lending to the Microfinance sector i.e.
individuals, SHGs or JLGs which qualify for loans from MFIs, will be restricted to 10 per cent of
the total assets.

b. In order to provide encouragement to NBFCs operating in North Eastern Region, the minimum
NOF is to be maintained at Rs.1 crore by March 31, 2012 and at Rs.2 crore by March 31,
2014.

ii. New Companies

All new companies desiring NBFC-MFI registration will need a minimum NOF of Rs.5 crore except
those in the North Eastern Region of the country which will require NOF of Rs.2 crore till further
notice, as hitherto and would comply from the beginning, with all other criteria laid out in the
following paragraphs.

3. Qualifying Assets

i. NBFC-MFIs are required to maintain not less than 85 per cent of their net assets as Qualifying Assets.
In view of the problems being faced by NBFCs in complying with this criteria on account of their
existing portfolio, it has been decided that only the assets originated on or after January 1, 2012 will
have to comply with the Qualifying Assets criteria.  As a special dispensation, the existing assets as
on January 1, 2012 will   be reckoned towards meeting both the Qualifying Assets criteria as well as
the Total Net Assets criteria.  These assets will be allowed to run off on maturity and cannot be
renewed.

ii. NBFC-MFIs were also required to ensure that the aggregate  amount of loans given for income
generation is not less than 75 per cent of the total loans extended.   On reconsideration, as the target
clientele  is predominantly at the subsistence  level  and  basic  human  requirements  stand  to  gain
priority  over income  generation  activities,   it   has  been  decided  that  income  generation activities
should constitute at least 70 per cent of the total loans of the MFI so that the  remaining 30 per cent
can be for other purposes such as housing repairs, education, medical and other emergencies.

4. Multiple Lending and Indebtedness

It is clarified that a borrower can be the member of only one SHG or one JLG or borrow as an individual.  He can
thus borrow from NBFC-MFIs as a member of a SHG or a member of a JLG or borrow in his individual capacity.
However, a SHG or JLG or individual cannot borrow from more than 2 MFIs.  Lending NBFC-MFIs will have to
ensure that the above conditions are strictly complied with.

5. Ensuring Compliance with Conditionalities

Lending MFIs will have to ensure compliance with, among others, conditionalities relating to annual household
income levels (Rs. 60,000/- for rural and Rs. 1,20,000/- for urban and semi urban households), total indebted-
ness (not to exceed Rs. 50,000/-), membership of SHG/JLG, borrowing sources (as stipulated in para 4 above) as
well as percentage of qualifying assets and percentage of income generating asset (as stipulated in para 3
above.)

Membership of Credit Information Companies will facilitate ensuring compliance with many of these conditionali-
ties.  Accordingly it is reiterated that every NBFC-

MFI has to be a member of at least one Credit Information Company (CIC) established under the CIC Regulation
Act 2005, provide timely and accurate data to the CICs and use the data available with themto ensure compliance
with the conditions  regarding  membership  of  SHG/  JLG,  level  of  indebtedness  and sources of borrowing.
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While the quality and coverage of data with CICs will take some time to become robust, the NBFC-MFIs may rely
on self certification from the borrowers and their own local enquiries on these aspects as well as the annual
household income.

6. Pricing of Credit

As per the Malegam Committee recommendations, the interest rate cap on loans given by MFIs has been fixed at
26 per cent, under guidelines issued on December 2, 2011.  However, since borrowing costs are dynamic and
may exceed the costs envisaged when the Committee recommendations were made, it may be difficult for MFIs
which are borrowing at rates higher than envisaged at that time to operate along viable lines, if interest rate is
capped at 26 per cent. Therefore, to allow for operational flexibility, NBFC-MFIs will ensure that the average
interest rate on loans during a financial year does not exceed the average borrowing cost during that financial
year plus the margin, within the prescribed cap.  Moreover, while the rate of interest on individual loans may
exceed 26%,the maximum variance permitted for individual loans between the minimum and maximum interest
rate cannot exceed 4 per cent.  The average interest paid on borrowings and charged by the MFI are to be
calculated on average monthly balances of outstanding borrowings and loan portfolio respectively.  It has also
been decided that the cap on margins as defined by Malegam Committee may not exceed 10 per cent for large
MFIs (loans portfolios exceeding Rs.100 crore) and 12 per cent for the others.   This measure will ensure that in a
low cost environment, the ultimate borrower will benefit, while in a rising interest rate environment the lending
NBFC-MFIs will have sufficient leeway to operate on viable lines.  The figures may be certified annually by
Statutory Auditors and also disclosed in the Balance Sheet.

7. Capital Adequacy, Asset Classification and Provisioning Norms

In view of the problems being faced by MFIs in Andhra Pradesh many of them have had to provide sizeable
amounts towards the non-performing assets in the state.  To reflect the true and fair picture of the financials of the
NBFC-MFI in the Balance Sheet, the provisioning made towards the AP portfolio should be as per the current
provisioning norms.   However, for the calculation of CRAR, the provisioning made towards AP portfolio shall be
notionally reckoned as part of NOF  and  there  shall  be  progressive  reduction  in  such  recognition  of  the
provisions for AP portfolio equally over a period of 5 years.  Accordingly 100 per cent of the provision made for
the AP portfolio as on March 31, 2013 would be added back notionally to NOF for CRAR purposes as on that
date.   This add- back would be progressively reduced by 20 per cent each year i.e. up to March 2017.  An
illustration of this has been provided in Annex-3. No write-back or phased provisioning is permissible.  Provisioning
for the non-AP portfolio will be as per the December 2, 2011 circular, with effect from April 1, 2013.  Capital
adequacy on non-AP portfolio and the notional AP portfolio (outstanding as on the balance sheet date less the
provision on this portfolio not notionally added back) will have to be maintained at 15 per cent of the risk weighted
assets.

8. Geographical Diversification

NBFC-MFIs may approach their Boards for fixing internal exposure limits to avoid any undesirable concentration in
specific geographical locations.

9. Customer Protection Initiatives

All elements of the Fair Practices Code issued by the Bank vide DNBS.PD.CC.No.286/03.10.042/2012-13
dated July 2, 2012 will need to be adhered to by the MFIs.  NBFC-MFIs must also ensure that greater resources are
devoted to professional inputs in the formation of SHG/ JLG and appropriate training and skill development
activities for capacity building and empowerment after formation of the groups.
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10. Formation of SRO

The Malegam Committee has recommended greater responsibility to be placed on industry associations for moni-
toring of regulatory compliance.  All NBFC-MFIs will have to become member of at least one Self-Regulatory
Organization (SRO) which is recognized by the Reserve Bank and will also have to comply with the Code of
Conduct prescribed by the SRO.  Guidelines on the SRO structure will follow shortly.

11. Monitoring of Compliance

The responsibility for compliance to all regulations prescribed for MFIs lies primarily with the NBFC-MFIs them-
selves.  The industry associations/SROs will also play a key role in ensuring compliance with the regulatory
framework.  In addition, banks lending to NBFC-MFIs will also ensure that systems practices and lending policies
in NBFC-MFIs are aligned to the regulatory framework.

12. Application for Registration as NBFC-MFIs

All existing NBFCs intending to be registered as NBFC-MFIs must seek registration with immediate effect as
stipulated in

para 2(i)(a) in the enclosed format  (Annex-1)  to  the  Regional  Office  in  the  jurisdiction  of  which  their
registered  office  is  located  along  with  the  original  Certificate  of  Registration (CoR) issued by the Bank for
change in their classification as NBFC-MFIs.  The change in classification would be incorporated in the CoR as
NBFC-MFI.  New companies will need to provide additional information, as given in Annex – 2 in hard copy, while
applying on-line for registration as NBFC-MFI.

13. The notifications in this regard amending the existing  notifications viz; DNBS.PD.No.234/CGM(US)2011
titled “the  Non-Banking  Financial Company - Micro Finance Institutions (Reserve Bank) Directions, 2011”
dated December 2011 and DNBS.201/DG(VL)-2008 titled “Non-Banking Financial Companies Auditor’s
Report (Reserve Bank) Directions, 2008.” dated   September 18, 2008 will follow.

Yours sincerely,
(Uma Subramaniam)
Chief General Manager-in-Charge

Encl: as above
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Annex-1

Details to be submitted by the NBFCs existing as on ……. for applying for re-classification as
NBFC-MFI ..............................................................................................

A. Net Owned Funds as on the date of application:

B. Capital Adequacy(CRAR) maintained  as on March 31, 2012:

C. Loan Asset Profile as on the date of application:

     Category No. of accounts Amount outstanding

  (1). Total Loans outstanding as on the date of application

i. Of the item (1). above, loans sanctioned on or after Janu-
ary 01, 2012 for amounts of Rs. 15, 000 and below

i.i. Of the item at i. above, loans for tenure exceeding 1 year:

ii. On the item (1). above, Loans sanctioned on or after Janu-
ary 01, 2012 with amount exceeding Rs. 15,000/-

ii.i. for loans at item ii. above, loans for tenure less than 24
months

iii. Loans extended towards income generation

iv. Loans where the annual income of the household is

iv.i. more than Rs. 60,000(for rural areas)

iv.ii. more than Rs. 1,20,000 (for semi urban and urban areas)

v. where the borrower has borrowed from more than 2 MFIs

vi. where the borrower is member of more than 1 SHG/JLG

vii. where the borrower has availed loans in individual capac-
ity as also as member of SHG/JLG

D. Pricing:

a. Average interest cost of borrowings of the NBFC-MFI as on March 31, 2011 and 2012
b. Average interest charged by the NBFC-MFI on advances extended as on March 31, 2011 and 2012

E. Of the item C (1) above, Number and amount of loans outstanding in the state of Andhra
Pradesh as on March 31, 2012:

F. Amount of provisions, if any, held against loans in the state of Andhra Pradesh as on
March 31, 2012:

G. Name  of  the  Credit  Information  Bureau/Company  the  applicant company is accred-
ited to:

Name: Signature: Date:



95

Annexures

Annex-2

Details to be Submitted by New Companies Applying for Certificate
of Registration as NBFC-MFI

————————--———————-—————————-———————-———————

A. Net Owned Funds as on the date of application:

B. Projected business plan for 3 years indicating the following (year wise):

i. Amount of loan assets to be originated

ii. Amount of loan assets to be extended for income generation

iii. Break up of amount of assets to be originated in rural areas and semi-urban and urban areas

iv. Activities the company intends to support in rural and semi-urban areas and urban areas

v. Projected profits

vi. Average cost of borrowings

vii. Average Return on Assets(ROA)

viii. Expected capital expenditure in

a) land and buildings and

b) IT resources

ix. Locations where the company intends to operate

x. Allocation of resources to training and skill development of SHGs/JLGs

Name: Signature: Date:
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Annex - 3

Calculation of CRAR after making provisions on AP portfolio

Provisions made and the AP portfolio added back and gradually reduced

1 2 3 4 5 6 7 8 9

InitialPosition 0 30 100 100

2012-13 -100 -70 100 30 30 0 100 100

2013-14 -70 80 10 27 17 100 80

2014-15 -53 60 7 24 17 100 60

2015-16 -36 40 4 21 17 100 40

2016-17 -19 20 1 18 17 100 20

2017-18 -2 0 -2 15 17 100 0

2018-19 15 0 15 15 0 100 0
Total 85

For the sake of simplicity, the above illustration is based on a few assumptions as given below:

a) The AP portfolio comprises 50% of total portfolio of the NBFC-MFI.

b) The entire AP portfolio is taken as loss asset

c) The portfolios have remained stagnant over the next five years.

Year
Loss onaccount
of provisions Capital Provisions

Added back
NetCapital

(3+4)

Required
Capital (@15%)

Capitalinfusion
required

Non-AP AP
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