NATIONAL BANK FOR AGRICULTURE
AND RURAL DEVELOPMENT

Ref. No.NB.DPD.FS.481/92-A/91-2 Circular NDPD/104

26 February 1992
07 Phalgunal913(Saka)

To,
All Commercial Banks

Guidelinesfor the Pilot Project for
linking bankswith Self Help Groups

The Reserve Bank of India hasisaied a Circular Ref. RPCD.No. Plan.BC.13PL-09-22/90-91
dated 24 July 1991 to commercial banks advising them to adively participate in the pil ot
projed for linking Self Help Groups (SHGs) with banks. The RBI, while giving generd
diredions regarding financing of informal groups in the drcular, has aso advised that the
detail s of the pilot schemes will be evolved by the National Bank in consultation with banks.
Accordingly, after consultation with banks and vduntary agencies (VAs, adso cdled
nongovernmental organisations or NGOs) the National Bank has finalised the foll owing
guidelines.

2. The guidelines have been deliberately kept flexible to enable participating banks and field
level banks to innovatend contribute to building and strehgning the project concept.

Objective
3. The poject aims at the following objectives.

i. toevolve supde supdementary credit strategies for meding the aedit needs of the poa
by combining the flexibility, sensitivity and resporsivenessof the informal credit system
with the strength of technicd and administrative caoabiliti es and financial resources of
the formal credit institutions.

il. to build mutual trust and confidence between the bankers and the rural poor.

iii . to encourage banking adivity, bah onthe thrift as well as credit sides, in assessnent of
the popuation that the formal financiahsititutionsusually find difficult to cover.

Backaround

4. Despite the vast expansion d the formal credit system in India, the dependence of the rural
poa on money lenders continues in some aeas espedaly for meding emergent landess
labourers petty traders and rural artisans belonging to the socially and econamicdly badkward
classes and the tribal popuation particularly in the resource-poa areas. For various reasons
the aedit flow to these sedions of the popuation for meding their full credit requirements
has not come to be ingtitutionalised. Some of the major causes lie in the difficulties in
deding effedively and econamicdly with a large number of small borrowers who require
credit frequently and in small quantities, limitations imposed by the legal framework on their



operations and also due to the bank's perceptions of the risks and credit worthiness of these
borrowers.

5. The aedit neals of the rural poa are determined in a cmplex socio-econamic milieu
where it is difficult to adopt projed lending approac as followed by banks and where the
dividing line between credit for consumption and productive purpose is blurred. Under the
circumstances a nonformal agency of credit supdy to the poa, in the form of Self Help
Group d the poa could emerge & a promising partner of the formal agencies. In many
instances the poa have demonstrated their potential for self help to seaure greaer exconamic
and financia strenght and many such self-help groups have @me into existence
sportaneously or with the adive involvement of voluntary agencies or official development
agencies. Such SHGs have been formed generally aroundspedfic isaues confronting the poar
or spedfic production adivities and dten they have mohili sed savings among their members
who would namally nat be expeded to have any savings and used such resources to met the
emergent credit neads of members of the group. The democratic functioning of the successul
SHGs, their adroitnessin assessng and appraising the aedit needs of members, their business
like functioning and efficiency in regycling the funds often with repayment rates neaing cent
per cent are alditional welcome feaures that the bankers may like to utili se for serving the
credit needs of the poor.

6. A recognition by the formal credit structure of the self management cgpabiliti es of the poar
through the SHGs and alink up between the two is expeded to result in speafic advantages
to bah the systems. Under linkage projed the main advantage to the banks would be
externalisation of a part of the work items of the aedit cycle-assesanent of credit needs,
appraisal, disbursal, supervision and repayment-reduction in the formal paper work aso in the
margins would lead to wider coverage of the target group. A larger mobili sation of small
savings would be equally advantageous. For the groups the alvantages liein the accesto a
larger quantum of resources as compared to their meager corpus generated through thrift,
accessto better tedindogy and skill upgradation through dfferent schemes of the banking
sedor and a general improvement in the nature and scde of operations that would accéerate
eonomic development.

Basic elements of the pilot project

7. The oncened bank, the NGO, if any, in the aea ad the National Bank together will
identify the groups to be covered under the project.

8.Criteriafor selection of SHGs

a. The group should have been in active existencatfeasta period of six months.

b. The group shoud have successully undertaken savings and credit operations from its
own resources.

c. Democratic working of the groupwherein all members fed that they have asau shoud be
eivdent.

d. The group is maintaining proper accounts/records.

e. The banker shoud be convinced that the group hes not come into existence only for the
sake of participation in the projed and availi ng benefits thereunder. There shoud be a
genuine need to help each other and work together among the members.

f. TheSHGsmembers should preferably have homogeneous background and interest.



g. Theinterest of the NGO or the self help promoting institution (SHPI) concerned, if any,
in the group is evident and the ayency is helping the SHG by way of training and aher
support for skillupgralationand proper functioning.

Project location and selection criteria

9. For the convenience of implementing and monitoring the projed, it would be preferable to
launch the projedsin clusteres of blocks or districts rather than in a scattered manner over the
entire territory. Initially, when the projeds are being launched with the invavement of SHPIs
and existing SHGs this would be fadlit ated becaise most SHPIs and SHGs operate in a few
seleded dstricts. The Regional Office of the National Bank and the banks may identify
NGOs/SHPIsand also the areas based on their experience.

10. Where NGOs/SHPIs and SHGs are drealy operating and are chosen to be wvered unde
the pil ot projed the branch in whaose service aeathe SHGs operate would participate in the
project.

Size of group

11. The groups shoud be preferably between 10 and 25 members to enable dfedive
individual participation in the grougs deliberations. Existing larger groups could aso be
considered for linking if the bank is convinced abou their democratic and participatory
conduct of business and suitability otherwise.

Linkage Programmme

12. The mncerned bank may dedde on the suitability of including particular branches under
the projed. Once the SHGs and kranches are identified the linkage programme can start.
The likely linkage could be in the following manner.

13. The bankers is expeded to provide aedit in buk diredly to the group which may be
informal or informal (i.e. registered). The groupin turn would undertake on-lending to the
members. The quantum of credit given to the group shoud be propation to the savings
mobilised by the group. The propation d savings to loan could vary from 1:1 to 1,4
depending on the assessment ofSkks by the bank.

14. In case of SHGs where the locd bank branch dces not have adequate wnfidence in
lending to them or in case where SHGs for various reasons are not willing to be linked
diredaly with the bank, the bank may finance such SHGs through the VA or SHPI that has
promoted the SHG, if it is willi ng to barower from the bank and the bank is aso prepared to
lend to thevVA/SHPI. In such cases bulk financing\6As could be considered.

15. Where bulk financing to VAS/SHPIs is resorted to, the @ncerned bank branch shoud
closely observe the working of SHGs by attending their medings and in ather ways © that
the branch may develop the necessary confidence in the SHG and link upwith it diredly at
the end of the bulk financing arrangements with

16. In cases of members of SHGs require large loan than that could be cvered unde the
savings related loaning, the SHG could apprai se the requirement and recommend the propasa



to the bank for dired lending by the bank to the cncerned member. In such cases the SHGs
shoud be willi ng to accept the resporsibility for proper credit utili zation and repayment by
the member and for monitoring the same. In some caes the SHGs might apply to the bank
for creaing common service fadliti es or for certain group adivities. The lending in such
cases to the individual members of the SHGs or to the SHG for common adivities would be
subjed to the usual terms and condtions of lending adopted by banks and the refinance
facilities would also be on usual terms.,

17. The pdicy guidelines Pelt out in this circular are goplicable only to the situations Pelt
out at paragraphs 13 and 14above. The other detail s regarding the linkage programme are
discussed in the following paragraphs.

18. The purpose for which the group will | end to the members shoud be left to the ammmon
wisdom of the group.

19, Assessment of credit : It would be necessary that the group prepares a aedit plan for its
members and an aggregate of that is submitted to the bank. To ensure flexibility in the
lending operations of the group this document would have to be simple giving only an
indication of the proposed credit requirements.

20.Rate of interest: The rate of interest on the bank loan to the SHG would be 11.5% per
annum and the National Bank refinance would be & 6.5% per annum where bulk financing

of VAs s considered, the VA need to be compensated for the work dore. For this purpose

the bank may out of its 5% margin avail able on refinance from the National Bank , share the
margin with thevVA. The rate of interest to be charged at different levels could be as under.

Banks toVA 8.5% p.a.
VA to SHG 11.5% p.a.
SHGto Members  As decided bySHG

Asthe RBI hasindicaed in the ealier referred circular, the SHG would be freeto dedde on
the interest to be chared to its members provided the rate of interest is not excessive. Usualy,
the SHGs have been olserved to charge rates of interest between 24to 36 percent.These rates
are also purpose dependent.

21. Repayment Period : Depending on the negoitations with the group the banker may
prescribe an appropriate period d repayment for the loan to SHG. In case the banker deades
to fix along repayment period, depending on the rolling over of funds by the SHG, he may
like to prescribe @lledion d interest on the loan at shorter intervals of quarterly or half
yearly rests and appropriatestalmentdor the capital.

22. The SHG would be freeto prescirbe appropriate repayment period and terms for loans to
members as determined by the group.

23. Security: The SHG would na be apasition to offer any coll ateral seaurity other than the
groupsavings. The RBI vide their circular referred to ealier, has relaxed the seaurity norms
under the pilot projeds. The documentation to be submitted by the SHG to bank for availi ng
the loan may be dedded by the banks acaording to their convience Keeoing in view the
spirit and objedivies of the pilot projeds the documentation reeds may be kept at the



minimum and simple. Like in all other matters concerning the pil ot projed, experiencein
regard to documentation, could be poded between dfferent banks during the periodic
workshops to berganised.

24. A spedmen of the document adopted by the Corporation Bank for lending to SHGs is
enclosed aAnnexurel.

Branch M anager to have decision making powers

25. One of the kept concepts in the SHG Bank Linkage projed is the need for flexibility in
meding credit needs of the poa. It is, therefore, necessry that the deasion making levels
within the banking sedor shoud be & close to the SHG members as possble. Therefore,
most of the dedsions regarding financing the SHGs shoud be taken at the level of the Branch
Manager. In cases where the concerned Branch Manager do nd have such powers the banks
may have to delegate such powers to the Branch Managers for the spedfic purpose of this
project.

Training pre-requisities

26.Animportant step in launching the linkage programme with a particular bank would be to
depute the concrened staff of the branch for an exposure programme with the concerned
NGO/SHPI and SHGs. In case the moncened staff is transferred midstrean the new
incumbent may also bdeputedor an exposurprogrammeat the earliest opportunities.

27.1f the bank manager so desires after an assesanent of the SHG functioning seleded dffice
beas'members of the SHG shoud be given a short duration training book leging
maintenance of reards and financial discipline. Such training can be organised by the
concerned bank with the involvement of tH€O/SHPL

Support from the National Bank

28. The participating banks may like to avail themselves of suppat from the National Bank
on the following aspects.

Refinance support

29. The banks may like to avail themselves of refinance from the Nationa Bank for all
lending undertaken through the SHGs under the pilot projed.. Other than the usual
conditions, refinance will be available on the following terms

Rate of refinance : 100 per cent
Interest rate on refinance :6.5% p.a.

30.Bankswill be sanctioned aterm loan for lending to SHGs or VA s repayable over a period
of 3to 10yeas depending uponthe requirements of ead case. The refinance provided bthe
National Bank should namally be mvered by the banks outstanding with SHGs and VAs at
any point of time. It is likely that when short loan maturities are prescribed by the bank to
the SHG there auld be ashort period d time, between the date of repayment of the previous



cycle loan and the sanction and dsbursement of a fresh loan to the SHG, when the loan
outstanding does not cover the refinance provided by the National Bank.. The banks oud
ensure that, in general, there should be no gap between the ealier loan repayment and fresh
sanction to the SHGs found to be working satisfadorily so that they are assured o the
necessary credit.

31.Procedurefor drawl of refinance
The procedure fadrawalof refinance will be advised separately.

Exposur e and awar eness programmes for Branch Managers

32. The Nationa Bank will help in organising exposure and awareness programme for
participating branch managers and field staff as also for senior officers of the banks. Such
programmes could be organised with the help o NGOs/SHPIs who have undertaken SHG
activities on a significant scale.

Workshops

33. In cooperation with the participating banks, the National Bank would be interested in
organising periodic workshops at locd, regional and retional levels of NGO/SHPI and SHG
personrel, participating bankers and senior bank exeautives to share experience from the pil ot
projeds and gain insights of institutionalizing the methoddogy of poa oriented lending
through theSHGs.

Documenting experiences

34. The oncearned bank staff may be encouraged to dacument their experience in the pil ot
linkage projeds by way of case studies and papers. The National Bank would be happy to
circulate selected papers/case studies to other bankers as well as interest parties.

35. Thedetail s given in this circular are mainly to serve & general guidelines. The banks are
expeded to innovete the help in the development of more models of linkages. The National
Bank would welcome if depending uponlocd requirements and situations, the bank, develop
different strategies for the linkages programmes. The National Bank's refinance suppat
would be initialy available on the lines of model discussed in this circular. However, the
banks may approacd the national bank with aternative proposals'models which could also be
considered by us and if found suitable adopted under the Pilot Project.

Yours faithfully

Y.C. Nanda
General Manager



Annexurel
FORMAT OF ARTICLESOF AGREEMENT FOR USE WHILE FINANCING
SELF-HELP GROUPS

This articles of Agreement is made and executed by and beMesen - - - - - - - an

unregistered association of persons/individuals having its office at and is represented by its
Presidenshri - - - - and its hereinafter called the "borrower" which expression shall, unless
repugnant to the subject or context thereof, mean and include members of the unregistered
association of the one part and Corporation Bank, a body corporate constituted under the
Banking Companies Acquisition and Transfer of Undertakings Act, 1980 having its Head
Office atMangaloadeviremple RoadPandeshwaiyiangalore-575001 ad brancheteralia

one at - - - - and represented®dyri------------- Principal Officer, power of attorney
holder of the bank, hereinafteallled "Bank" which expression shall, unless repugnant to the
sulject or context thereof, mean and include its successors and assignees of the second part.

Whereas, the borrower is an unregistered association of persons whotbseagreed to
self help each other as a self -help group with a view to degelmp-economicondition of
the members and their respective families.

Whereas having formed the assticia as a self-help group the borrower as per the
application dated ------------ requested the bank to finance by extending credit fackisy of
------- /up to the limited oRs.--------------- (RUpees---------------=----mnooemmmeemeeeee————-) ONly
to promote the econdm social development activity of the members and the family of
borrowers.

And whereas bank hasragd terms into writing.

Now, therefore, this agreemenitnessthas follows:

1) The bank has agreed to grant and the borrower has agreed to borrow by way of

overdraft/cash cretd(clean)uptothe limit ofRs. ----------- (Rupees )/Demand
LoanTermLoan (Clean) oRs. ------------------- (Rupees ----------------- ) and the bank has
opened (SPECIFY THE KIND OF LOAN) A/c No. ------------- of date --------- in the name of

the borrower in its book of accounts.

2. In case the facility availed is overdraft/cash the Borrowers will operate the OD/CC account
satisfactorily and within the limit and thedoower shall repay the outstanding liability in the
account inclusive of interest and other charges debited from time to time on demand without
demur.

3. In case loan availed is Demand Loan, without prejudice to theofigiie bank to recall the
loan on demand the Borrower uniddges to repay the loan with interest and other charges
within the period stipulated in terms of sanction.

4. In case the credit facility availed by the borrower is a term loan the same shall beleepayab
in instalmentsn the manner specified here below in the repayment schedule. Besides, the
borrower will pay interest at the rates that may be payable as per the Banks lending rates that
is in force for the time being and applicable to term loans.



5. It is clearly undestood by and between the parties hereto that in the event of the borrower's
failure toutilise the proceeds of the facility for the purpose for which the same has been made
available by the bank to the borrawthe borrower, shall repay immediately on demand

without demur together with interest at the Bank's highest lending rate.

6. The Borrower shouldtilise the proceeds of the credit facility exclusively for the purpose
of lending to its members for the identified economic activity/income generating activity to
promote thesocioand economic condition of its members and members families.

7. The borrower shall repay the credit facility availed together with interest payable as per the
Bank's lending rate that may be fixed by the bank from time to time as applicable to the type
of facility depending upon the size and or purpose for which the facility is sanctioned by the
bank and availed by the Borrowers. The Borrowers shall be liable to paljuevaterest in

the event of failte to repay the facility availed in the stipulated manner and or failure to pay
interest as stipulated.

8. The borrower shall be liable to repay the facility on demayether with the inteest and
other charges payable by the borrower to the bank in accordance with the rules of the Bank.

9. The bank shall be entitled to vary/change the rate of interest from time to time and charge
at sich rate as is applictbto the facility availed by the borrower within the terms or

directives ofRBI or determined by the bank at its discretion, without any further reference or
notice to the borroweand the rate that the bank may decide to charge to the leorsball

be deemed to be agreed as the rate of interest for the purpose of fleis afragreement.
REPAYMENT SCHEDULE

In witness whereof the parties hereto have affixed their signature on the date ------- month and
year ----------- above writing.

for association for Corporation Bank.
1. PRESIDENT MANAGER

2. SECRETARY



