@ NATIONAL BANK FOR AGRICULTURE AND RURAL DEVELOPMENT
MICRO CREDIT INNOVATIONS DEPARTMENT (mCID)

NB.mCID/ 1986/SHG 1(POLICY) / 200607
Circular No.-19 / mCID -1/ 2007

26 February 2007
All Scheduled Commercial Banks (Including Regional Rural Banks)

Dea Sir,

Schemefor Capital/ Equity Support to Micro-Finance I nstitutions (MFIs) from MFDEF

Please refer to ou Circular Ref. No.NB.MCID/ 257/ SHG — 1 (Policy) / 200607 dated 24
May 2006. The scheme has been modified and the revised version is enclosed. The adowve
mentioned circular dated 24May 2006may be treaed as withdrawn.

2. The overall objedive of the Scheme is to promote linkages between banks and MFIs
so that the poar can have better accessto financial services. It is envisaged that the provision
of capital /equity suppat will enable mFIs to leverage the accesof commercial |oans from
banks.

3. The MFIs have been broadly grouped under two heads viz:- Micro Finance
Organisation (mFOs) and Micro Finance Ingtitution — Non Banking Financial Companies
(mFI-NBFCs). The scheme envisages the provision d cgpital suppat to mFOs in the form of
soft loan repayable over aperiod d seven yeas and equity suppat to mFI-NBFCsin the form
of preference shares. Salient feaures of the scheme, digibility norms for various institutions
and format of applicaionform are enclosed herewith.

4, We request you to give wide pubicity to the scheme anong MFls.
Yours faithfully
(A. Ramanathan)

Chief General Manager
Encl. —asabove

Plot No. C-24, "G" Block 2nd Floor, "E" Wing, Bandra Kurla Complex
P.B. No. 8121, Bandra ( East), Mumbai - 400 051, India
Phone- 91-22-2653 9244 Fax : 91-22-2652 8141 E-mail nabmcid@vsnl.com



SCHEME FOR CAPITAL/EQUITY SUPPORT TO MICRO FINANCE INSTITUTIONS
(mFIs) OUT OF mICRO FINANCE DEVELOPMENT AND EQUITY FUND (mFDEF)

. Backdrop:

The SHG-Bank Linkage Programme implemented through the formal banking system has not
only gained momentum but has also taken rapid strides forward in recent yeas. Ason 31 March
2006, 22.38 lakh SHGs comprising 3.3 crore poor rural families have been credit-linked by the
banks. During 2005-06, bank lending to SHGs was of the order of Rs.4,499 crore. In order to
further aacelerate the availability of banking services in rura areas and leverage the eisting
Micro Finance Institutions, the Union Budget for 2005-06 contained the following measures as
enunciated:

“At present, micro finance institutions (mFIs) obtain finance from banks aacording to guidelines
issued by RBI. MFIs seek to provide small scde credit and other financial services to low
income households and small informal businesses. Government intendsto promote mFIsin abig
way. The way forward, | believe, is to identify MFIs, classfy and rate such institutions, and
empower them to intermediate between the lending banks and the beneficiaries. Commercial
banks may appoint MFIs as “banking correspondents’ to provide transaction services on their
behalf. As MFIs require infusion of new capital, | propose to re-designate the eisting Rs.100
crore Micro Finance Development Fund as the “Micro Finance Development and Equity Fund”,
and increase the @rpus to Rs.200 crore. The fund will be managed by a Board consisting d
representatives of NABARD, commercial banks and professonals with domain knowledge. The
Board will be asked to suggest suitable legislation, and | exped to introduce adraft Bill in the
next fiscal yea.”

. Objective:

The overall objedive of the Scheme is to promote linkages between banks and mFIs © that the
poor can have better accessto financial services by MFIs. The spedfic objectives of the Scheme
are: to provide @pital/equity support to micro Finance Institutions (mFIs) so as to enable them to
leverage capital/equity for accessing commercial and other funds from banks, for providing
financial services at an aff ordable st to the poor, and to enable mFIs to achieve sustainability in
their credit operations over aperiod of 3-5 years.

[11.  Definitions:

(@ “Company” means a mmpany as defined in section 3 of the Companies Act, 1956 (1 of
1956), and includes a foreign company within the meaning of sedion 591 of the Act and
section 25 Company all owed to be registered without the addition of the words “Limited”
or “Private Limited” at the end of its name;

(b) “Cooperative society” means a society as defined in the Principal Act and includes
cooperative societies registered under any State enadment for mutually aided or mutual
benefit cooperatives or under the Multi State Cooperative Societies Act, 2002;



(c) “Micro Finance Ingtitution” means an entity whose principal object or principal business
isthe provision o micro finance services to eligible dients and comprises Micro Finance
Organisations (mFOs) and MFI-NBFCs;

(d) 'mFI-NBFC' means a Non-Banking Financial Company as defined in the Reserve Bank of
India Act, 1934 and regulated by Reserve Bank of India and whose principal object or
principal businessisthe provision of micro finance services;

(e) “micro Finance Organisation (MFO)” means an entity registered in any of the following
legal forms whose principal object or principal businessis the provision of micro finance
services and are not regulated by Reserve Bank of India:

(i) asociety registered under the Societies Registration Act, 1860,

(i) aPublic Trust registered under the Indian Trust Act, 1880 ar any state enadment
governing religious or charitable public trusts;

(iif) a company registered under Section 25 of the Companies Act, 1956 and
spedficdly exempted from registration by the Reserve Bank;

(iv) a moperative society registered under the provisions of the State Cooperative
Societies Act or under the Mutually Aided or Mutual Benefit Cooperative
Societies Act or Multi- State Cooperative Societies Act, 2002 or under any other
law relating to Cooperative Societiesin forcein Indig;

V. Salient Features of the Scheme:

1 Type of mFIsto be supported: MFOs and MFI-NBFCs are digible for capita / equity
support from the Micro Finance Development and Equity Fund (MFDEF).

2. M ode of Support: The mode of Capital/equity support to the MFIsis as under:

21 mFOs:

a. Capita support would be provided in the form of soft loan. mFOs would be charged an
interest of 3.5% on thisloan bu it would be subject to change from time to time.

b. Loan tenure would be for aperiod of seven yeasinclusive of initial moratorium of two yeas.
Loan isto berepaid in five anual installments.

c. The maximum capital support avail able for mFOs under the scheme is linked to the outreach
and / or amount of |oan outstanding (as under) subjed to a clling of Rs. 1.00 crore.

Outreach L oan amount Outstanding Capital Support

(No. of clients)

2,500 - 10000 | Lessthan Rs.2 Crore Maximum Rs.25 lakh
10001 - 20000 | Lessthan Rs.4 Crore Maximum Rs.50 lakh
20001 - 30000 | Lessthan Rs.6 Crore Maximum Rs.75 lakh
30001 - 50000 | Lessthan Rs.10 Crore Maximum Rs.1.0 Crore

2.2. mFI-NBFCs:
a. Equity Support would be provided in the form of Cumulative Redeemable Preference shares
with coupon rate of 3.5% but the coupon rate would be subjed to change from time to time



b. The equity support would be restricted upto 10 per cent of the total paid up capita of the
entity with a celing of Rs. 2.00 crore.

3. Eligibility Norms

3.1 The broad €eligibility norms for providing capital / equity support to mFls would be as
under:

a. mFl should be aregistered body. The Memorandum of Association and bye-laws of the MFI
should have explicit powers: to raise loans from banks and financial institutions, to offer seaurity
for loans raised from banks and financial institutions in such form as may be required by the
lender, and to carry on micro finance ativities.

b. mFl should have atrack record of having undertaken micro finance operations at least for a
minimum period o two years. It should have requisite experience in financing SHGs or
individuals asits clients.

c. mFl should have been rated by an accredited rating agency under the NABARD's "Scheme
for financial asgstance to banks for rating of Micro Finance Institutions (mFls)" circulated to
Scheduled Commercial Banks including RRBs vide our Circular No. 73/ MCID 1/ 2006 dated
15 May 2006. Only those MFIs having obtained a rating above the cut-off level prescribed by
NABARD would be mnsidered eligible for capital / equity support.

d. mFl should have formulated a redistic businessplan for the next 3 — 5 yeas demonstrating
the financial sustainabili ty of its operations.

e. mFl should be well governed and well managed. It should maintain a satisfadory and
transparent aacounting system, Management Information System and appropriate internal &
external audit systems. It should be broadly conforming to the foll owing parameters :

(1) mFI should not have on its Executive Committee or Board of Diredors, any member whois
currently holding apolitical office.

(2) mFI should have conducted at least one AGM within aperiod of six months from the d ose of
aacounting year.

(3) All eectionsin the mFl for various posts viz Chairman, Committeg Secretary etc. must have
been held in the manner specified in the bye-laws and the provisions of law as applicableto
them.

(4) 1t should have got its acocounts audited by qualified Chartered Accountant during last two
years and placel the audited financia statements before its General Body within a period o six
months from the dose of relevant acwunting year.

(5) It should have filed annual returns before the statutory authorities in aacordance with the
provisions of relevant laws.

(6) It should maintain core caital including donated funds to a minimum extent of 20% of its
loan as<ets during the previous yea.

(7) 1t should have minimum repayment performance of 90% of loan assetsin performance
caegory as a the end d previous acounting yea.

(8) It should not be dharging usurious rate of interest on their loans to individual / SHGs. All
chargeslike aedit delivery charges, group nurturing charges, security deposit, margin money,
loan monitoring fee éc. should be mentioned clealy on the loan application of the mFl.



(9) It should have made adequate provision against NPAs (on loan d/s.) onthe following basis:
- For loans overdue between 90-120 days - 25%.
- For loans overdue between 120-180 days - 50%.
- For loans overdue for more than 180 days - 100%

3.2.  Further, agency wise digibility normswould be afollows:

A. mFOs:

0] Non Govt. Organisations/ Co-oper ative Societies Trustsregistered under any
relevant State or Central enactment and Not-for Profit Companiesregistered under Section
- 25 of the Companies Act 1956 :

1. It should have sufficient professonal steff to ded with the issues relating to microFinance.
2. It should have gproval of duly audited acounts in annual general meding.

3. Board Mesetings should have been conducted on regular basisin previous two yeas. The
discusson at such meetings should have structured agenda and the minutes of the discusson
should have been recorded properly.

4. It should not be acepting deposits from public in contravention to the RBI Act.

(i)  SHG Federations
1. Federations should have SHG or its members as its constituents. Only Primary Federations
are digible.

2. It should have its audited accounts duly approved in annual general meding.

3. Board Mesetings should have been conducted on regular basisin previous two yeas. The
discusson at such meetings should have structured agenda and the minutes of the discusson
should berecorded properly.

4. It should have mobilised the share apital in full from the members/ SHGs and there should
be no arrearsin its coll edion.

5. It should have mobilised member savings at 90% of the pre-determined amount.

B. mFI-NBFCs

1. Board Mestings sould have been conducted on regular basisin previous two years. The
discusson at such meetings $ould have structured agenda and the minutes of the discusson
should berecorded properly.

2. It should maintain aliquidity reservein required percentage of the deposits mobili sed from
public in acardance with the prevaili ng law/ RBI Act.

4. Application for Capital/Equity Support:
Application for seeking capital / equity support should be submitted in the prescribed format
(please see Annexure | ) together with necessary enclosures, to the Officer-in -Charges of the



concerned Regional Offices of NABARD. mFl should get itself rated orly after it receives
intimation from NABARD.



Annexurel

APPLICATION FORMAT FOR SEEKING ASSISTANCE UNDER THE SCHEME FOR
CAPITAL/EQUITY SUPPORT TO MICRO FINANCE INSTITUTIONS

A. Organisational Particulars

1. Name of the MFI:
2. Postal Address
3. Phone & Fax No with STD Code:
4. E-mail:
5. Website:
6. Detail s of Registration/Incorporation (enclose apies):
Act/s under which Date & Placeof Registration No Validity Period
registered registration

7. Whether Registered urder Foreign Contribution (Regulation) Act, 1976 (FCRA)? Y/N.
If yesindicate detail s of FCRA No. (enclose acopy)

8. Whether exemption dotained under 12A of IT Act 19617 Y/N. If yesindicae detail s (enclose
a opy)

9. Whether Permanent Acocount Number (PAN) obtained from Competent Authority? Y/N. If
yes indicae details. (enclose a opy)

B. Objectives

1. Main Objedives of the organisation as given in bye-laws, Memorandum of Association,
Articles of Association, etc. ((enclose acopy ead)

2. Whether thereis a provision in the bye-laws to undertake borrowing/ lending activities
C. Management

1 Composition of Governing Body/ Board of Trustees/ Board of Directors

Name | Designation| Address| Occupetion | Educdiona Detail s of
qualifications association

and | with any other
experience institution




2. Details of medings held in last two years

Year | No. of meetings held

Average atendance

3. Profile of Chief Exeautive Officer:

Name Designation | Qualificati | Experience Date of Detail s of
ons appointment | asociation with

any other
institution

D. Staffing pattern

1. Please give details of organisational structure :

2. Staff details (givefor last two yeas)

Y ear Office Staff Supervisory Staff Field Staff Tota Staff (No)

(No) (No) (No.)

3. Indicate the detail s of staff trained in micro finance during the last two yeas:

E. Detailsof infrastructure available:

Type of infrastructure

Description

Whether creaed

through grant support

If yes, source of grant

F. Branch Network:
1. Areaof Operation

2. Detail s of branch network

G. Microfinance Operations
(Enclose anual reports and audited accounts together with schedules for the last two yeas)

1. Whether savings srvices offered to the dients? Yes/No.
If no, how the dients are meding their savings need -




2. Indicate the lending methodol ogy

Self Help Group —

Grameen group -

Individual lending -

Others (spedfy) —

3. Detail s of lending products:

Purpose

Loan
Amount

Rate of
Interest per
annum

Flat rate or
Reducing
balance
method

Repayment No. of
period Instalments

4. Indicae item-wise details of non-interest service darges levied onthe dients:

5. Loan autreach achieved: (give detail sfor last two yeas)

Y ear

Loan disbursed

No. of clients

Loan

Outstanding

No.Of clients

6. Give details of loan reavery performancefor the last two years:

Y ear Loan

rate

Gross Loan

recovery | Outstanding

Of which amount overdue for Provision Loan

more than made written
against off
overdues
30 1-90 | 1-180 | Over
days | days days 180
days

7. Whether micro insurance services are off ered? Y es/No. If yes indicate the detail s including the
agency arrangements, if any.

H. Business Plan for thenext 3to5 Years:
1. Enclose a detail ed businessplan for the next 3 to 5years. The detail ed plan should, among

others, cover actual (for 2 years) and projeded (for 5 yeas) income & expenditure, balance sheet,
cash flow statement and financial ratio analysis




2. Indicate the detail s of bank loan required for achieving the projected businessplan

3. Furnish detail s of bank loan applied for

|. Indicate List of Enclosures attached

We hereby certify that the information furnished by usis correct. In the event of any of the

information furnished by usisfoundto be false, we may be liable for any adion under the law of
the Land.

Place Signature
Date: Sed Name & Designation



