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Executive summary

The uniqueness of the micro finance through SHG is a partnership based approach which encouraged NGOs to undertake not only social engineering but also financial intermediation especially in areas where banking network was not satisfactory. Relationship building and need based funding are the uniqueness of mFIs. The rapid progress achieved in SHG formation, which has now turned into an empowerment movement for women across the country, laid the foundation for emergence of mFIs in India.

The estimated number of mFIs in India which were actually undertaking lending activities was 800. The outreach of mFIs in India was 2.5 crore beneficiaries with a loan portfolio of about Rs.12500 crore as on 31 March 2009. Presently, mFIs are  providing microfinance to the tune of 5.21 percent of the estimated demand of Rs. 240000 crore. Over 41 Micro Finance institutions (mFIs) are operating in Bihar. Out of 41 mFIs operating in the state, 6 hve headquartered outside the state and can be termed as multistate mFIs. The outreach of mFIs in Bihar was about Rs.207 crore spread over 13.32 lakh beneficiaries as on 31 March 2009. The 8% of the population of the country (Bihar) was getting only 1.66% of microfinance extended by mFIs in the country. There was an urgent need to scale up microfinance activities by mFIs in the country and especially in Bihar.
The objectives of the present study were to study the various cost structures, capital requirements, sustainability of mFIs, besides their MIS and HR issues including leadership and to find out the ways for scaling up the activities of mFIs. 

Major findings: 

· 41 mFIs were working in Bihar as on 31 March 2009. Out of these 6 were multistate mFIs. The coverage of mFIs in Bihar as on 31 March 2009 was 13.32 lakh beneficiaries with loan portfolio of Rs.207 crore. Annual disbursement of loan by mFIs in the state was Rs.287.51 crore. 8% of population of country (Bihar’s population) was getting only 1.66 percent share of microfinance extended by mFIs in the country. 

· Majority of mFIs (58.54%) were following the SHG pattern for financing. However, 21.95% mFIs were following JLG pattern. 14.63% of mFIs were following SHG and JLG pattern both. A miniscule portion of clients was financed on individual basis.
· Only 8.7% mFIs were offering complete range of products to the beneficiaries. 

· Tenure of the loan varied from 4-24 months. In majority of the cases tenure was 12 months. 
· Majority (56.5%) of the mFIs were following monthly repayment schedule. Rest were following weekly and daily repayment schedule.  
· In 65.2% mFIs recovery was ranging from 98% to 100%. 
· 69.6% mFIs were charging flat rate of interest varying from 12% to 18% and remaining mFIs were charging interest on reducing balance varying from 15% to 27%. Charging processing fee, service charges, non interest bearing cash security etc along with flat rate of interest rendered the real cost of borrowing non – transparent and exorbitant.
· Return on fund varied from 3.21% to 28.76%. There were wide variation in cost of fund also and it varied from 1.11% to 13.45%. 
· Financial margin was positive in case of all sampled mFIs and it varied from 0.87% to 15.31%.
· Risk cost varied from zero to 1.7%. Only SMCS, Gram-utthan, Ajiwika and Mass Care International were having risk costs more than 1%. 

· Net Financial Margin was also positive in case of all the mFIs except Saija Finance and four SMBTs and it varied from 0.87% to 14.94%.

· Transaction cost of some of the mFIs (Saija Finance Pvt Ltd. – 28.75%, Jeevan Jyoti Kala Kendra – 24.36%, Nidan – 19.99%, Bihar Development Trust – 17.64% and Cashpor Micro Credit -14.67%) was exceptionally high. These organizations should try to reduce their transaction cost. 
· The net margin varied from -4.01% to 8.27%. Net margin was negative in case of four federations of SNFL and Saija Finance. These organizations should endeavor to make net margin positive in order to achieve sustainability.   
· Cost per unit of money lent varied from 2.14% to 40.24%.  

· Debt ratio varied from 0% to 99.18%. 

· Capital adequacy ratio was more than 10% in case of 69.6% of the mFIs. 
· Interest coverage ratios were more than 100% for all mFIs except 4 federations of SNFL and SKS microfinance.

· Financial sustainability was more than 100% in case of all mFIs except 4 federations of SNFL and Saija Finance Private Limited. 

· Only four mFIs like BISWA, SMCS, Gram-utthan, and Ajiwika had bad debt to portfolio more than 1%.
· Apart from adequate funding microfinance sector needed appropriate human resource policy and technology to scale up the operation.

· Only 69.6% of the mFIs were having adequate staff. Other mFIs were facing problem of paucity of experienced and qualified staff. Staffs were not willing to work in rural areas.
· In case of 8.69% of mFIs attrition rate were above 20% while in case of 8.69% mFIs attrition rate varied from 11% to 20%. In case of 21.75% mFIs attrition rate was 6% to 10%. 

· In case of 65.22% mFIs computerization level was 100%. 
· In case of only one mFI, viz SMCS, 100% staff were computer skilled.

· Some mFIs had created HR cell/HR Development Department/grievances redressal cell. 

· Most of the mFIs were organizing training/exposure visits for capacity building of their staff and developed system of guidance/ counseling/ internal promotion /Incentive.

· Primary role of leaders of mFIs was acting as change agent, setting vision for the organization, directing efforts to achieve vision, predicting revenue and profitability, reducing risk of organization and making them sustainable. 
· The most important suggestion for development of leadership was exposure to different mFIs /financial institutions, training and capacity building and developing 2nd line of leadership in the organization from beginning.

· Out of 23 sampled mFIs, 18 (83.8%) mFIs had either developed their software or they were using software developed by other support institutions. Many of the mFIs (26.0%) were maintaining management information system in EXCEL. Major software used by the different mFIs  were Community Banker (8.7%), Trace Account (8.6%), Bijli (4.3%), FAMIS developed by BASIX (4.3%), FIMO software from Jayam, Hyderabad (4.3%), BRAC supported software, Bandhan software (4.3%),  LMS-Loan Management System (4.3%), Matrix Software developed by Elistser IT Hyderabad (4.3%). None of the mFIs, bankers, and local NABARD officials was aware regarding “NABYUKTI” software.
· Some mFIs felt that software used by them was not able to generate proper report. Many of the software’s were not customized to the need of the mFIs. Some of the software were in the old version. Many of the mFIs were not having skilled staff to operate the MIS software, which hampered the adoption of MIS software. MFIs desired to have web based software. 
· Due to lack of awareness and high cost, microfinance institutions in Bihar were not able to adopt the technology based delivery channels.
· Systems and procedures were not standardized and different mFIs followed different systems and procedures.
· The mFIs were facing problems of getting funds, management of funds, remittance of funds, developing suitable MIS, legal problems, rating related issues, mobilizing equity support, creating awareness, formation of SHGs/JLGs, Financing of SHGs/JLGs, Capacity building of  SHGs/JLGs, Graduating to micro enterprises, and introducing standard systems & procedures.
· Microfinance has helped the woman beneficiaries a lot in decision making.  

· In majority of the cases (72.5%) the loan amount ranged between Rs.1000 to Rs.10000. 

· The share of loan for income generating purposes (92.2%) was significantly higher than non income generating activities. Consumption oriented loan was replaced by production oriented loan.   

· The income level, social status, confidence level of the borrowers improved significantly after availing finance.

· For scaling up the activities of microfinance sector following suggestions were given by beneficiaries.

· 86.2% of beneficiaries were of the opinion that loan amount per beneficiary should be increased.  

· 32.4% beneficiaries suggested simplification of loan process. 

· 25.5% beneficiaries indicated that purpose of the loan should be widened.  

· 23.5% beneficiaries suggested for improving repayment schedule by giving some gestation period and tagging repayment with income accruing period and making periodicity as monthly.

Recommendations 

· mFIs should enlarge their coverage in the state. 

· Only 8.7% mFIs were offering complete range of products to the beneficiaries. All the mFIs should make endeavor to provide full range of financial services.  

· Interest rate should be made transparent. Upfront payment components should be merged in the interest rate structure only.

· Repayment of loan should be tagged with the accrual of income.
· Present average loan amount per borrower of Rs.2155 should be increased to enable members to graduate into microenterprises. 
· Attempt should be made to gradually reduce the transaction cost to the level of 4% to 6% by adopting area based concentrations, increasing loan amount per borrower, increasing volume of the business and adopting innovative mode of operation by using appropriate technology.

· Risk cost should be brought down to below 1%.

· 7 mFIs had capital adequacy ratio of less than 10%. They should make endeavor to raise their capital adequacy ratio at least upto 10%.

· 4 mFIs who had bad debt to portfolio of more than 1%, should endeavor to bring it below 1%.

· Interest coverage ratio for SKS microfinance,  SNFL and its four federations was less than 100%. They should try to improve interest coverage ratio.

· Financial sustainability ratio of the organization should be more than 100%. Saija Microfinance Pvt. Ltd and four federation of SNFL were having financial sustainability much less than 100%. Moreover the financial sustainability must show an increasing trend. In case of Bandhan, BISWA, Gram-utthan, Saija, Nidan and TMS financial sustainability showed declining trend. They should make endeavor to check the declining trend. 

·  mFIs should develop suitable human resource policy to check high attrition rate. 

· 100% computerization should be achieved within a phased period of 3 years and staff should be given computer training to make them computer savvy. 

· mFIs should develop 2nd and 3rd line of leadership in their organization from the very beginning. Leadership should be developed through delegation, training  and exposure visits.
· A copy of NABYUKTI may be sent to all regional offices of NABARD and 25 to 30 big size mFIs and their opinion should be invited regarding the shortcomings in this software for wider adaptability by mFIs, and accordingly the software may be modified. Common software will help in generating uniform returns/statements and at the same time would reduce the cost of software used.

Different stakeholders should initiate the following steps for scaling up of microfinance activities: 

mFIs Initiatives

· mFIs should provide full range of financial services to their clients by acting as business correspondents/business facilitators.

· mFIs should reduce the rate of interest to affordable level by reducing costs of delivery and make interest rate transparent by merging all other  components in interest rate structure.

· A common manual for operation, accounting and auditing should be developed.
· mFIs should also invest in capacity building, financial literacy and access to technology. For this purpose mFIs can seek help from microfinance development fund from NABARD.
· mFIs should increase the loan amount per borrower and try to check multiple borrowing.

· Technology can help in reducing operational cost, lending cost and availability of   correct data. mFIs should introduce innovative schemes for technology development from technology innovation fund available with NABARD. 

· mFIs may build up loan reserves or do adequate provisioning to take care of loan losses. To begin with it should be 0.25% of the standard assets. 
Banks Initiatives
Banks should simplify loaning procedure to mFIs and make it hassle free to provide adequate and timely credit to mFIs on the basis of quality book debt at affordable rate.  Debt equity ratio norm for granting loan and capital adequacy norms should be relaxed by banks at least for not – for – profit mFIs.  Banks may establish microfinance cell in regional office/zonal office and develop operational manual for financing mFIs. 
NABARD Initiatives
NABARD may consider pilot project for refinancing to accredited mFIs and help in capacity building, financial literacy campaign, and technology adoption, develop common manual for operation, accounting and auditing, develop comprehensive  training module etc. mFIs’ lending programme should also  be included in PLP. NABARD should provide liberal equity support especially for non-profit mFIs in order to leveraging fund from banks.  

SIDBI initiatives

SIDBI should finance mFIs liberally in Bihar and provide capital assistance / equity support for leveraging the fund from banks, SIDBI should help mFIs  of Bihar in capacity building, developing standard systems and procedures and adoption of technology. SIDBI may also start pilot project for refinancing of mFIs.  

Reserve Bank of India Initiatives
RBI should consider mFI financing as financial inclusion and entrust refinancing work to NABARD/SIDBI. Uniform guidelines for bank financing to mFIs may be issued to all banks.  Separate category of NBFCs with entry level capital of 25 lakh may be created. RBI should also permit deposit mobilization by mFIs not exceeding Rs.5000 per depositor.   RBI should also reduce risk weightage of mFIs portfolio to 30 to 40 percent from prevalent rate of 100 percent. Banks may be permitted to hold equity in mFIs/NBFCs to be capped at 10%. RBI should consider including the credit plan of mFIs in the district credit plan. RBI may allow remittance operation of small ticket size to mFIs.
Central Government Initiatives

Regulatory gap for not for profit mFIs may be plugged by passing Microfinance Development Bill pending at the Parliament. As regards to capital, to encourage more flow of donations/contributions, donors to be exempted from income tax under section 11C of the IT Act. Section 80 G status should be available to mFIs for accessing donation and grants. 40 percent of the tax may be exempted to mFIs under section 36 (1) (vii) of IT Act for providing services to the poor. Government should waive service tax on all microfinance products including micro insurance to make them affordable.  Interest subvention scheme for the mFIs financing may be thought of by the Government of India to reduce the cost of fund.

State Government Initiatives
The State Government should waive stamp duty on all debt issuance of mFIs. Application of State Moneylenders Act may be rationalized. Sporadic problems associated with local administration regarding applicability of the above Act to mFIs poses problems, which may be resolved. A co-ordination committee with NABARD as convener may be constituted till formal decision is taken by the Government of India regarding regulatory authority. Mainstreaming of mFIs has not been attempted. They do not participate in SLBC meeting and their performance goes unnoticed. A common format for the reporting should be developed and 2-3 persons representing mFIs should be invited in SLBC meetings.

CHAPTER 1
INTRODUCTION

The uniqueness of the micro finance through SHG is a partnership based approach which encouraged NGOs to undertake not only social engineering but also financial intermediation especially in areas where banking network was not satisfactory. Relationship building and need based funding are the uniqueness of mFIs. The rapid progress achieved in SHG formation, which has now turned into an empowerment movement for poor women across the country, laid the foundation for emergence of mFIs in India.

Currently a range of institutions in both the public sector and private sector offer micro finance services in India. Such institutions are broadly categorized into two categories, namely formal institutions and non formal institutions. The former category comprises of apex development financial institutions, Commercial Banks, Regional Rural Banks, and Co-operative Banks that provide micro finance services in addition to their general banking activities. The informal institutions that undertake micro finance services as their main activities are referred as micro finance institution. Although both public and private ownership are found in formal financial institutions offering micro finance services, the mFIs are mainly found in private sector.  There are three types of mFIs - not for profit mFIs, mutual benefit mFIs and for profit mFIs. For profit mFIs are defined by their legal form which allows them to pay out profit to share holders/investors. Not for profit mFIs ploughs back all surpluses into their operation and not permitted to pay out profit to shareholders/investors. Although there is no authentic data on mFIs operating in the country, the total number of mFIs is estimated to be around 800. The estimated number includes only those mFIs, which are actually undertaking lending activity. 

Presently there is no unified regulatory mechanism in place for mFIs. While NBFCs are regulated by the Reserve Bank of India, NGOs – mFIs, nonprofit companies and mutual benefit mFIs are regulated by the specific Act under which they are registered. As such, they are not subjected to minimum capital requirements and other prudential norms.

The estimates of mFIs in India according to its legal form are as under:

Table 1.1: Legal forms of mFIs in India

	Type of mFIs
	Estimated Number
	Legal Acts Under Which Registered

	1.Not for profit mFIs

	   NGOs – mFIs
	400-500
	Societies Registration Act,1860 or similar provincial Acts,  Indian Trust Act,1882

	Non profit Companies
	30
	Section 25 of Indian Companies Act, 1956

	2. Mutual Benefit mFIs

	Mutually Aided Co-operative Societies (MACS)  and similarly set up institutions
	200-250
	Mutually Aided Co-operative Societies Act enacted by State Governments.

	3.  For profit mFIs

	Non- Banking Financial Companies (NBFCs)
	40
	Indian Companies Act.1956, Reserve Bank of India Act.1934

	Total
	700-800
	


Source: NABARD and Sa-Dhan web site

Out of these 800 estimated mFIs, only 20 mFIs had outreach of more than 1 lakh active borrowers. 
Sa-dhan collected the outreach data from 233 mFIs of the country for the year 2008-09.According to which they had the following no. of active borrowers as on 31st March 2009.

Table 1.2:  No. of Active Borrowers as on 31st March 2009

	Sr. No.
	Active borrowers as on 31st March 2009
	No. of mFIs
	Percentage of mFIs

	1.
	Less than 1000 active borrowers
	44
	18.90%

	2.
	1000 to less than 5000 active borrowers
	66
	28.30%

	3.
	5000 to less than 10,000 active borrowers
	34
	14.60%

	4.
	10,000 to less than 20,000 active borrowers
	20
	8.60%

	5.
	20,000 to less than 25,000 active borrowers
	7
	3.00%

	6.
	25,000 to less than 50,000 active borrowers
	24
	10.30%

	7.
	50,000 to less than 1,00,000 active borrowers
	18
	7.70%

	8.
	Above 1,00,000 active borrowers
	20
	8.60%

	           Total                                                        
	233
	100%


Source: Bharat Microfinance Report – Quick Data 2009 by Sa-Dhan

It appeared from above table that 61.8% of the mFIs had client outreach of less than 10,000 borrowers, while only 8.60% of the mFIs had client outreach of more than 1 lakh borrowers. Roughly 73.4% of mFIs had client base of was less than 25000. 26.6% of mFIs had clients ranging between 25,000 to 1,00,000. As on 31 march 2009 the total outreach of mFIs in the country was 2.5 crore beneficiaries with loan portfolio of more than Rs.12,500 crore against the estimated demand of 2,40,000 crore (achievement level – 5.21%).  
Loan portfolio wise classification of 233 mFIs is as under:-
Table 1.3: Loan portfolio wise classification

	Sr. No.
	Loan outstanding as on 

31March 2009
	No. of mFIs 
	Percentage of mFIs

	1.
	Less than 1 crore
	72
	30.90%

	2.
	1 crore to less than 5 crore
	69
	29.60%

	3.
	5 crore to less than 50 crore
	65
	27.90%

	4.
	50 crore to less than 100 crore
	9
	3.90%

	5.
	100 crore to less than 200 crore
	8
	3.40%

	6.
	200 crore to less than 500 crore
	5
	2.10%

	7.
	500 crore to less than 1000 crore
	2
	0.90%

	8.
	Above 1000 crore
	3
	1.30%

	          Total
	233
	100.00%


Source: Bharat Microfinance Report – Quick Data 2009 by Sa-Dhan

About 60.5% mFIs were having loan outstanding of less than 5 crore in the country, while only 7.7% mFIs were having loan outstanding of more than 100 crore. 3 mFIs were having loan outstanding of more than 1000 crore. Out of these 3 mFIs, one mFI namely SKS microfinance was having outstanding of more than 2000 crore. However, as per Sa-dhan report mFIs client outreach grew by 60% and outstanding portfolio by 97% during 2008-09. In spite of such a growth rate mFI sector in India is in nascent stage and a big push is required to scale up their activities to reach financially excluded people and to remove regional disparity. Half of the benefited mFIs clients of India were from southern states. Although microfinance client outreach in eastern and northern region has shown considerable expansion during 2008-09, a lot more are to be done for this region. 
The first and foremost financial challenge before the nation is to cover huge number of financially excluded families. As per National sample survey data (59 rounds) 51.4% households in the country are still excluded. Only 27% of farmer households in the country have access to formal source of credit. In Bihar the position is still worst. 67% of farmer households are financially excluded in Bihar. Out of 33% indebted households in Bihar, institutional finance accounts for only 23% and rest are from other sources. As per planning commission, 1 out of 6 poor in the country are from Bihar. Although there is a lot of controversy, the present estimate of BPL families in Bihar is 1.33 crore (Rural 1.25 crore and urban 0.08 crore). SHG movement during last 15 years could credit link only 0.83 lakh SHGs (about 17 lakh beneficiaries) as on 31 March 2009 in Bihar, the details of which are as under:

Table 1.4: SHGs financing in Bihar
(Rs. in crore)
	Date /  Banks
	CB
	RRB
	Total

	
	Account
	Amount
	Account
	Amount
	Account
	Amount

	As on 31st March 08
	40667
	254.7
	33083
	130.84
	73750
	385.55

	As on 31st March 09
	49155
	280.06
	34289
	174.76
	83444
	454.83

	Growth
	120.87
	109.96
	103.65
	133.57
	113.14
	117.97


Source: Annual report, NABARD, 2009

Bihar government is having supportive policy for micro-finance. Besides SGSY scheme, Bihar government had also set up Bihar Rural Livelihood Project (BRLP) popularly known as Jeevika to form SHGs and their nurturing. They had formed 3000 SHGs in 6 districts of Bihar as on 31st March 2009. Bihar government had established women development corporation (WDC) and they were also engaged in SHG promotions. WDC had formed 12000 SHGs as on 31st March 2009. Other apex institutions like RGVN, RMK, SIDBI are also supporting microfinance development in Bihar. Bihar government had also given assignment to ACCESS for preparing vision documents on microfinance in Bihar. They had projected formation of 35 lakh SHGs by the end of 2013 in their vision document.
About 13.32 lakh beneficiaries have been covered by mFIs in the state. It means 103 lakh BPL families are still to be covered, which is a gigantic task and is not possible through formal financial sources only. Hence the mFIs have to scale up their activities in the country to supplement the effort of formal financial system especially in State like Bihar. Similar is the situation in eastern, north-eastern and western region. 

One of the burning issues in microfinance sector is the rate of interest being charged by the mFIs in the country. Generally the rate of interest is being decided by adding fund cost, transaction costs (management cost), risk cost, and reasonable profit.  Sa-dhan has reported that portfolio yield and total cost ratio for 168 mFIs (who reported relevant data) worked out to be 24.80% and 20.50% percent respectively. The cost of borrowing and operational cost are almost equal. The urgency is to reduce operational cost and search innovative way to reduce the fund cost.  Hence, it is essential to study various cost complexities in different types of mFIs and its effect on scaling up activities. Keeping this aspect in view the present study “Cost structures and other complexities in scaling up of operation of small mFIs” was taken up.

The objectives of the present study were to study the various cost structures, capital requirements, sustainability of mFIs, besides their MIS and HR issues including leadership and find out the ways for scaling up the activities of mFIs in Bihar.
CHAPTER 2

REVIEW OF LITERATURE 

Scaling up microfinance 

NABARD (2009) In addition to promotional programme and capacity building for scaling up of microfinance program, NABARD has taken special initiative such as Rajiv Gandhi Mahila Vikas Pariyojna in UP, Microfinance Vision 2011 for Arunachal Pradesh, and State Support Project on SHG designed by Tripura Government. 

NABARD (2009) has been selectively supporting mFIs for on lending to the unreached poor through revolving fund assistance. Capital/equity support, rating support to mFIs, and capital support to start up mFIs seek to enable mFIs to leverage capital/equity for accessing commercial and other fund from banks for promoting financial services at an affordable costs to the poor and achieve sustainability in credit operation over 3-5 years.
Sa-Dhan (2009) in Bharat Microfinance Report 2009, pointed out that in 85 percent of all mFIs were registered under not-for-profit legal forms, they served 38 percent of all mFIs clients with 25 percent of the microfinance portfolio. 62 percent of mFIs clients were serviced with 75 percent of the loan portfolio by the remaining 15 percent of mFIs which were registered under for profit legal forms. Not-for- profit mFIs accounted only 18 percent of all mFIs Net Owned Fund (NOF) as on 31 March 2009, whereas profit mFIs accounted for 82 percent of all mFIs NOF. As on 31st march 2009, profit mFIs borrowed Rs. 7100 crore from banks for on lending to clients, equivalent to 72 percent of all borrowings of mFIs from banks. This equal to leverage factor of 6.8 for not-for-profit mFIs, compared to a leverage factor of 3.8 for profit mFIs. Hence, for profit mFIs have scope to increase leverage within prudent lending principles. The capacity of not- for- profit mFIs to expand client outreach and portfolio is constrained by low net owned funds. Even higher leverage does not offset this constraint. Furthermore, higher leverage would be perceived as increasing risk, hence draw increasing rates of funding. Therefore, many mFIs were looking for option of transforming towards for profit legal forms, usually Non Banking Finance Company (NBFC). However, many of them may not be able to transform in the near future, due to various constraints like legal, financial, IT, HR. etc.   Alternatively, NOF should be infused into these mFIs. The options are:
i. Long term finance/quasi equity, which would have to come in innovative lending / investing approaches.  

ii. Additional equity support from apex organizations like NABARD / SIDBI etc. to scale their operations.
iii.  Relax requirements of BC/BF model to encourage wider implementation. 

SKS (2008) SKS Microfinance Limited worked on three interlinked principles to scale microfinance. This included using a for profit methodology to access capital, drawing on best practices, from business world to speed the growth and deploying technology to overcome high delivery cost. 

SKS (2008) SKS Microfinance Limited pointed out three constraints to scale up microfinance – capital, capacity and costs. Scalable processes from business world, deploying technology to automate and reducing transaction costs and a profit oriented model to access commercial capital helped SKS Microfinance Limited. The profit oriented approach has attracted $ 55 million (Rs.217 crore) in equity which leveraged to disburse more than $ 550 million (Rs.2200 crore) as loan.
Bandhan (2008) advocated cost effectiveness, simplicity, exemplary   governance, accountability, professionalism, discipline, integrity, effective team work, commitment, and respect for all, for scaling up of microfinance activities. It also advocated strong monitoring, effective internal control system, extensive capacity building of staff, healthy work environment, rapid problem identification and participatory decision making.

Savita Shankar (2007) stated that transaction cost was a major contributor to high interest rates on microcredit loans. The purpose of her study was to examine the composition of transaction costs to be able to draw implications on how lending rates in microcredit could be reduced in a sustainable manner. The results of the study indicated that the key drivers of direct transaction costs were field worker compensation and number of groups handled per field worker. Collection activity were the single largest contributor. It was suggested that mFIs, in order to reduce direct transaction costs, increase the number of groups per square kilometer. In order to reduce indirect costs, mFIs should minimize the number of layers of fixed costs in their system and examine alternative revenue-generating activities that can be undertaken with minimal incremental costs. Policymakers need to take into account transaction costs when examining the interest rates charged by mFIs. The regional variation in transaction costs that the study had found, was an important factor that suggested that no uniform view can be taken on the rates charged by mFIs in different regions. 

Rosic Arminio (2005) reported that in order to scale up, the Serbian legislator should not bother with unlicensed NGOs or unlicensed commercial company lending. Instead, the legislator should concentrate on removing legal and regulatory obstacles which impede scaling-up the microfinance industry through the formal financial sector. These obstacles related to collateral pledging, compulsory reserves with the National Bank, foreign exchange positions, high costs of court registration taxes and similar. Also, the Central Register of pledges as well as Credit Dossiers for companies, entrepreneurs and individuals should be introduced. The addressing parties to these issues were the National Bank of Serbia and the Ministry of Finance as well as other competent state authorities which were in charge of the commercial law reform.

Cost Structure and Microfinance 

Sa-Dhan (2009) in Bharat Microfinance Report 2009, mentioned that total costs ratio of 168 mFIs who had reported that relevant data worked out to 20.3%. The cost of borrowing and operational cost were almost equal.  

Heidhues F., Belle-Sossoh D., Buchenrieder, G. (2009)  in their paper empirically tested the widely accepted hypothesis that transaction costs in group lending were lower than those in individual lending. The transaction costs of two organizations, Fonds d'Investissement des Micro-réalisations Agricoles et Communautaires (FIMAC) and Crédit Agricole du Cameroun (CAC)) that applied  different approaches to group lending in Cameroon were investigated and compared with that of the Cameroonian Cooperative Credit Union League (Cam-CCUL), which catered primarily to individual clients. Results indicated that FIMAC had transaction costs of 50% per unit of credit lent and recovered. However, FIMAC had a relatively good loan recovery rate of 86%. On the other hand, the CAC had low transaction costs of 1.5%, but it experiences a poor loan recovery rate of only 22%. Cam-CCUL, which lent directly to individuals, had unit transaction costs of 1.5% and a loan recovery rate of 86%. It was concluded that microfinance organizations applying direct lending to individuals perform better than those using groups to extend credit or collect savings.

Cull Demirguc-Kunt and Morduch (2009) stated that microfinance institutions in Nigeria could provide reliable banking services to poor customers. Drawing on data covering 346 of the world's leading microfinance institutions and nearly 18 million active borrowers, they found a remarkable success in maintaining high rates of loan repayment. However, they also found that investors looking to maximize profits would have limited interest in those institutions that focus on the poorest customers and women. 

United States Federal Reserve Board (2009) observed that the interest rates charged to borrowers of micro-loans were quite high. According to the United States Federal Reserve Board, the average interest rate charged by commercial banks for a 24-month personal credit loan was 12.22% in the third quarter of 2005. The average annual percentage rate charged on credit card debt was only slightly higher at 12.48% for Q3 05; yet the average interest rate charged for a typical loan by microfinance institutions (mFIs) in India ranged from 20% to 40% in 2003. In lesser developed nations such as Indonesia or the Philippines rates reached up to 80%. These rates were quickly and errantly decried as exorbitant and usurious, when, in fact, they were the product of some of the most fundamental principles of economics and were advantageous not only for the lender, but the borrower as well. 

Steven B. Caudill and Daniel M. Gropper (2006) in their paper presented the first systematic statistical examination of the performance of mFIs operating in Eastern Europe and Central Asia. A cost function was estimated for mFIs in the region from 1999-2004. Microfinance institutions were important, particularly in developing countries, because they expanded the frontier of financial intermediation by providing loans to those traditionally excluded from formal financial markets. First, the presence of subsidies was found to be associated with higher mFIs costs. When output was measured as the number of loans made, it was observed that mFIs became more efficient over time and that mFIs involved in the provision of group loans and loans to women had lower costs. However, when output was measured as volume of loans rather than their number, this last finding was reversed. This might be due to the fact that such loans were smaller in size; thus for a given volume more loans were given. 

Valentina Hiratsuka et al (2006) in their paper presented the first systematic statistical examination of the performance of mFIs operating in Eastern Europe and Central Asia. A cost function was estimated for mFIs in the region from 1999-2004. First, the presence of subsidies was found to be associated with higher mFIs costs. When output was measured as the number of loans made, they found that mFIs become more efficient over time and that mFIs involved in the provision of group loans and loans to women have lower costs. However, when output is measured as volume of loans rather than their number, this last finding was reversed. This may be due to the fact that such loans were smaller in size; thus for a given volume more loans must be made.
BIRD (1996) conducted the study on impact of SHG financing on performance of Banks under Maharashtra Rural Credit project and concluded that due to SHG intermediation, the transaction cost of advances of rural branches of commercial banks could be brought down considerably and the benefit could be maximized if the number of SHG per branch and loan amount per SHG were increased. 

Girija Srinivasan and Rao DKS (1996) in their study on identifying policy and operational issues involved in financing SHGs by banks stated that it was essential to evaluate transaction costs and risk costs to banks whenever they financed large number of groups. The impact of SHG lending on such costs of banks was not visible to many branch managers as most of them had linked only one or two SHGs. Such evaluation would help to convince the banks about the efficiency of the route of financing the poor through SHGs.
Sustainability in Microfinance 

Crabb P. (2008) studied the relationship between the success of microfinance institutions and the degree of economic freedom in their host countries. Many microfinance institutions were currently not self-sustaining and research suggested that the economic environment in which the institution operated was an important factor in the ability of the institution to reach this goal, furthering its mission of outreach to the poor. The sustainability of the micro lending institutions was analyzed using a large cross-section of institutions and countries. The results showed that microfinance institutions operate primarily in countries with a relatively low degree of overall economic freedom and that various economic policy factors were important to sustainability. 
Cyril (2008) explained that microcredit was an activity that must consist in lending to the poor for a productive investment that found solvent openings, with a return higher than the loan cost, for some beneficiaries who had managerial and technical skills. He also added a complicated but exciting reflection on the proper balance between sustainability of the model and the taking into account of some "social” efficiency criteria.
Greeley Martin (2006) in his Working Paper indicated that microfinance could contribute to several millennium development goals (MDGs), but that to do so in ways that make a real difference would involve a significant scaling-up of microfinance service provision. The paper argued for client-level assessment by mFIs that can both ensure that poor households were targeted and that microfinance impact on their poverty status can be monitored. Developing a social performance monitoring system based on client assessment was the principal way in which mFIs impact on the MDGs can be established and maintained.
Hume and Mosley (1996) in their work, “Finance against poverty”, made a comparative analysis of thirteen microfinance institutions in developing countries. The study found that market rate of interest, intensive loan collection, saving facilities, and incentive to pay made loaning to the poor sustainable, both in individual and group based scheme.[image: image22.emf]
CHAPTER 3

METHODOLOGY

Keeping the broad aspects of the study, careful sampling and appropriate care for other aspects related to methodology of the study were taken into account.

We deployed a four-step methodology for the study, as shown in Exhibit 1:

Exhibit 1: The four-step methodology for study


The highlights of the methodology outlined above were:

· A detailed strategy was formulated and accordingly relevant data was collected. 

· Meeting was held with officials of Stakeholders, viz. RBI, NABARD, RGVN, SIDBI, banks, and microfinance institutions, to get first hand information regarding the issues.
· Three different sets of questionnaires were developed each for mFIs, bankers /LDMs/NABARD officials and beneficiaries. 

· Pre testing of questionnaires/schedules were done in Bhagalpur and Jamui     districts. Based on the pre-testing, questionnaires/schedules were modified.

· We conducted periodic intermediate validations and consistency/accuracy checks of the field data to ensure that the field data could be error free and thereafter in-depth data analysis was undertaken.
Reference Period: 
The data pertained to the year 2008-09 with 31 March, 2009 as reference date. 
Developing directory of mFIs working in Bihar: 

The list of mFIs working in Bihar was collected through visiting and discussions with the different organizations e.g. NABARD, SIDBI, Sa-dhan, RGVN, WDC etc.  The directory of mFIs was prepared with the help of primary and secondary data available with above organizations and is enclosed in annexure I. 
Stakeholder Meeting: 
We organized meeting on “Scaling up of Micro Finance activities in Bihar” on 4th July, 2009, at NABARD conference hall to identify the issues. The meeting was attended by 50 participants representing RBI, NABARD, SIDBI, Banks, RGVN and various Microfinance institutions (mFIs) and issues were identified.
Development of Questionnaire: 
Following three different sets of questionnaires were developed each for mFIs, bankers / NABARD officials and beneficiaries. 

· For microfinance institutions (mFIs)

· For officials of RBI, NABARD, SIDBI, RGVN.

· For beneficiaries.

The above questionnaires are enclosed as annexure II, III, IV respectively. 
Pretesting: 
Pretesting of questionnaire was done by taking 10 samples of different stakeholders in Bhagalpur and Jamui districts. Questionnaires were revised with the help of opinions and suggestions made by different stakeholders.

Sampling: 
Samples were selected purposively. Total sample size was 189. The samples constituted mFI, Bankers, SIDBI, NABARD, RGVN and beneficiaries.

The break-up of samples was as under

mFIs
-
23

Staff of mFIs         -
45

Bankers
-
5

SIDBI officials
-
1

NABARD officials
-
5

DDMs
-
5

LDMs
-
2

RGVN official
-
1

SHG beneficiaries
-
102



189

Method for data collection 

Both primary and secondary data were collected.

a. Collection of balance sheets: Balance sheets (2008-09) of different mFIs were collected.  

b. Interview: Two to three rounds of discussions with different officials of banks, and mFIs were made. Sampled respondents were interviewed with the help of questionnaires and data were collected.

Following exhibit depicts the data collection methodology.  
Exhibit 2: Data Collection Method and Approach

Tabulation, Analysis and Comparison: 

The data collected were tabulated to facilitate easier sharing, referencing and analysis. The balance sheets were analyzed in detail to workout various costs and financial ratios to understand the financial health of the different mFIs.

Calculations of Various Costs and Ratios: 

The following concepts were used to calculate various costs and financial ratios which have been worked out using following formulae.

	i. Return on Fund = 
	Income earned from loan portfolio
	x 100

	
	Average working fund
	


Returns on fund have been calculated on the basis of income earned from the loan portfolio during the year with respect to working fund.

	ii. Cost of Fund = 
	Interest paid on borrowed fund
	x 100

	
	Average working fund
	


Cost of Fund has been worked out on the basis of interest paid on borrowed fund corresponding to the working fund.
iii. Financial Margin = (Return on fund – Cost of fund)
Financial Margin is the net of return on fund and costs of fund.

	iv. Risk Cost to Working Fund= 
	Provision for incremental bad debt during the year
	x 100

	
	Average working fund
	


Risk Cost to the working fund was calculated considering the incremental bad debts and provision for bad debts and doubtful debts during the year with respect to working fund.

	v. Other Income to Working Fund = 
	Income other than credit business
	x 100

	
	Average working fund
	


Other income includes all income other than credit business and has been calculated with respect to working fund.

vi. Net Financial Margin= Financial Margin – Risk Cost + Other income

Net financial margin is the excess of financial margin over the risk costs and other income.

	vii. Transaction Cost = 
	Operating Cost
	x 100

	
	Average working fund
	


Transaction Cost includes salaries and establishment costs and the same has been worked out with respect to working fund.

viii. Net Margin= (Net financial margin – Transaction cost)
Net margin means excess of income over expenditure subject to tax liability which has been worked out with respect to working fund. Alternatively the same may be worked out subtracting transaction cost from net financial margin. 

	ix. Cost per unit of money lent = 
	Total operating cost
	x 100

	
	Loan outstanding before write off
	


Cost per unit of money lent has been worked out considering the operating costs with respect to loan outstanding before write off.

	x. Debt Ratio = 
	Loan fund (Short term + Long term)
	x 100

	
	Average working fund
	


The ratio has been worked out on the basis of loan fund (short term + long term) with respect to total working fund.

	xi. Interest Coverage Ratio = 
	Profit before depreciation and tax
	x 100

	
	Financial cost paid during the year
	


Interest coverage ratio has been worked out on the basis of profit before depreciation and tax including interest paid on loans with respect to financial costs paid during the year.

	xii. Capital Adequacy Ratio = 

	Net worth
	x 100

	
	Risk weighted assets
	


Capital adequacy ratio has been worked out on the basis of calculation of net worth to risk weighted assets.

	xiii. Financial Sustainability = 
	Total income
	x 100

	
	Total expenses
	


It is the ratio showing relation between the total income and total expenses of the organization.

	xiv. Return on Assets = 
	Profit after tax
	x 100

	
	Average working fund
	


In order to work out return on assets profit after tax with respect to working fund has been considered.
	xv. Yield on Portfolio = 
	Financial income earned during the year
	x 100

	
	Total loan asset before write off
	


Yield on portfolio has been calculated on the basis of financial income earned during the year with respect to total loan assets before write off.

	xvi. Bad Debts to Portfolio = 
	Bad debts during the year
	x 100

	
	Loan assets
	


This has been calculated on the basis of bad debts during the year including provision for bad and doubtful debts with respect to loan assets.

	xvii. Risk Weighted Assets to Working Fund = 
	Risk weighted assets
	x 100

	
	Average working fund
	


Considering the latest concept of providing risk weightage (Basel II) to the assets of the organization, this ratio has been worked out with respect to working fund.
xviii. Working Fund

Working fund has been taken as total assets minus fictitious assets, debit balance of profit/loss account and preliminary expenses not written off.

Statistical Techniques

Descriptive statistics were calculated with the help of SPSS. For policy analysis the different stakeholders’ (from NABARD and bank officials, mFIs officials) views were taken and analyzed to prepare the policy matrix.

Software

We deployed SPSS as the basic software for storing and submitting the basic/raw data collected during the study.
Limitations:

The study suffered from the following limitations:  

i. Many mFIs were reluctant to disclose the financial data. 

ii. In calculating the costs and various ratios, average data should have been taken. Since these data were not available, they had given only the balance sheet data (as the average data) which do not present the true picture at many times.

iii. As the data was self reported, there were some limitations regarding consistency and comprehensiveness of the data.  
iv. Small mFIs face challenges which are rooted in their MIS and corresponding availability of human resources.
Chapter IV

Status and outreach of Micro-finance in Bihar
4.1.1: Over 41 Micro Finance institutions (mFIs) were operating in Bihar. Out of 41 mFIs operating in the state, 6 were headquartered outside the State and can be termed as multistate mFIs. They were SKS Microfinance Limited, Bandhan Financial Service Limited, Cashpor Microcredit, Sarvodaya Nano-finance Limited, BISWA and Ajiwika. Although Gram-utthan and SMCS were not having presence in the State, they were considered for study for comparison purpose. The rest 35 mFIs were local entities. 
The legal status of these 41 mFIs working in Bihar is as under:

Table 4.1.1: Legal Status of mFIs working in Bihar
	Sr. No.
	Legal Status
	No. of mFIs
	Percentage

	1
	Registered under Society Act
	27
	65.85

	2
	Trust Act
	6
	14.63

	3
	Section 25 Company
	4
	9.76%

	4
	NBFC
	4
	9.76

	
	Total 
	41
	100.00


Source: primary survey 

Graph 4.1.1: Legal Status of mFIs working in Bihar
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4.1.2: Outreach
The details of financing by various mFIs in Bihar are presented below in table 4.1.2:
Table 4.1.2: Outreach of Micro-financing Institutions as on 31 March 2009(Rs. In lakh)

	Sr. No.
	Name of mFIs
	In Country
	Bihar
	Loan accounts per staff
	Outstanding per  borrower(In lacs)

	
	
	No. of Staff
	No. Of Members Financed
	Amount Disbursed
	Amount Outstanding
	No. Of Members Financed
	Amount Disbursed
	Amount Outstanding
	
	

	1
	Ajiwika
	102
	14701
	1207.43
	705.00
	700
	45.00
	34.86
	144
	0.05

	2
	Aman Micro Finance
	5
	1296
	17.25
	15.68
	0
	0.00
	0.00
	259
	0.01

	3
	Sarvodaya Nano finance Ltd. (SNFL)
	1247
	575914
	11715.00
	9178.00
	51264
	900.00
	480.00
	462
	0.02

	4
	Bandhan Financial Service Pvt. Ltd.
	4114
	1439344
	77045.00
	66965.00
	33818
	3363.00
	1882.00
	350
	0.05

	5
	Bihar Development Trust (BDT)
	15
	1217
	70.00
	49.00
	1217
	70.00
	49.00
	81
	0.04

	6
	BISWA
	2880
	550570
	59654.28
	19057.84
	3320
	27.53
	12.32
	191
	0.03

	7
	Cashpor Micro Credit
	1571
	319861
	22230.00
	18230.00
	977024
	6052.19
	4053.19
	204
	0.06

	8
	C-DOT
	30
	2967
	297.00
	183.00
	2967
	297.00
	183.00
	99
	0.06

	9
	Creation Welfare Society 
	7
	614
	34.58
	25.48
	614
	34.58
	25.48
	88
	0.04

	10
	Gramin Jan Kalyan Parishad
	20
	8000
	81.55
	26.90
	8000
	81.55
	26.90
	400
	0.003

	11
	Gram-utthan 
	250
	66503
	4203.00
	3288.00
	 
	 
	 
	266
	0.05

	12
	Gramoddhar Swein Sahayata Samuh Vikash
	10
	135
	15.00
	1.55
	135
	15.00
	1.55
	14
	0.01

	13
	Jan Jagriti Prayas Sansthan
	3
	Financing not yet started

	14
	Jeevan Jyoti Kala Kendra
	8
	1037
	87.00
	41.00
	1037
	87.00
	41.00
	130
	0.04

	15
	Mahila Ashram Bal Vikas Kendra
	3
	Financing not yet started

	16
	Mass Care International
	10
	1575
	38.55
	12.66
	1575
	38.55
	12.66
	158
	0.01

	17
	Nidan Micro-Finance Foundation (NMFF)
	106
	7954
	171.00
	104.00
	7954
	171.00
	104.00
	75
	0.01

	18
	Nirdesh
	10
	1275
	30.00
	22.00
	1275
	30.00
	22.00
	127
	0.02

	19
	Saija Finance Pvt. Ltd
	32
	2554
	350.00
	113.19
	2554
	350.00
	113.19
	80
	0.04

	20
	Samadhan Kendra
	6
	305
	15.00
	13.00
	305
	15.00
	13.00
	51
	0.04

	21
	SKS Microfinance. Ltd.
	820
	4200000
	350000.00
	245600.00
	210624
	16062.00
	12929.00
	5122
	0.06

	22
	SURAJE
	6
	602
	39.26
	14.00
	602
	39.26
	14.00
	100
	0.02

	23
	Swayam Shree Micro Credit Services (SMCS)
	51
	75559
	2000.00
	1903.00
	 

Not financing  

 
	1482
	0.03

	24
	Trust Microfin Services 
	15
	2580
	233.93
	118.71
	2580
	233.93
	118.71
	172
	0.05

	25
	Arunabhashree Society
	4
	1423
	47.50
	30.00
	1423
	47.50
	30.00
	356
	0.02

	26
	Batika
	2
	200
	6.50
	4.00
	200
	6.50
	4.00
	100
	0.02

	27
	Centre for promoting sustainable livelihood (CPSL)
	7
	10000
	45.00
	55.00
	10000
	45.00
	55.00
	1429
	0.01


	Table 4.1.2: (Continued) Outreach of Micro-financing Institutions as on 31 March 2009

(Rs. in lakh)

	Sr. No.
	Name of mFIs
	In Country
	Bihar
	Loan accounts per staff
	Outstanding per  borrower (In lacs)

	
	
	No. of Staff
	No. Of Members Financed
	Amount Disbursed
	Amount Outstanding
	No. Of Members Financed
	Amount Disbursed
	Amount Outstanding
	
	

	28
	Harijan Adivasi Shikshan Prashikshan Kalyan Sansthan
	2
	500
	3.50
	2.00
	500
	3.50
	2.00
	250
	0.004

	29
	Jan Vikas Samiti
	1
	22
	0.70
	0.52
	22
	0.70
	0.52
	22
	0.02

	30
	Mansi
	3
	115
	1.90
	1.20
	115
	1.90
	1.20
	383
	0.01

	31
	Nav Bharat Jagriti Kendra (NBJK)
	10
	9570
	513.40
	312.00
	9570
	513.40
	312.00
	957
	0.03

	32
	Prayas JAC
	4
	949
	112.00
	72.00
	949
	112.00
	72.00
	237
	0.08

	33
	Samajik Vikas Sansthan
	3
	100
	10.00
	4.80
	100
	10.00
	4.80
	33
	0.05

	34
	Samta Jan Kalyan Parisad (SJKP)
	2
	205
	6.80
	4.50
	205
	6.80
	4.50
	103
	0.02

	35
	Matadeen Mahila Manch, Muzaffarpur, Bihar
	2
	160
	8.00
	5.20
	100
	8.00
	5.20
	80
	0.03

	36
	Reshma Gramin  Vikas Sangh, Devi Mandir road, Patna 
	6
	200
	25.00
	6.00
	200
	25.00
	6.00
	33
	0.03

	37
	Institute of Khadi Agriculture & Rural Development IKARD, Bhatgain Dist. Saran Bihar
	5
	270
	10.80
	8.32
	270
	10.80
	8.32
	54
	0.03

	38
	Gramudhar Kalyan Samity, Bhagalpur
	2
	100
	2.80
	1.55
	100
	2.80
	1.55
	50
	0.02

	39
	Jan Jagaran Sansthan, Nalanda
	2
	105
	4.00
	2.88
	105
	4.00
	2.88
	53
	0.03

	40
	Nalanda Pragati Manch, Bihar Sharif (Nalanda)
	3
	208
	8.00
	5.32
	208
	8.00
	5.32
	69
	0.03

	41
	Nav Bihar Samaj Kalyan Prathisthan, Pawapuri, Bihar Sharif (Nalanda)
	3
	305
	12.00
	8.94
	305
	12.00
	8.94
	102
	0.03

	42
	Nav Jagriti, Saran, Bihar
	2
	203
	8.00
	6.23
	203
	8.00
	6.23
	102
	0.03

	43
	Swayamsiddha Mahila Vikas Swalambi , Katihar,
	3
	312
	12.20
	8.54
	312
	12.20
	8.54
	104
	0.03


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar

The aggregate loan outstanding of mFIs in Bihar as on 31st March 2009 was estimated to be over Rs.20654.86 lakh and the total number of clients being served by them was over Rs.13.32 lakh. The annual disbursement of mFIs in Bihar was Rs.28750.69 lakh. If compared to all India figures, the State of Bihar having 8% of the population of the country was getting only 1.66% share of microfinance extended by the mFIs in the country. Similarly share in percentage of beneficiaries covered was only 5.21%. The mFIs should try to enlarge their coverage in the State. However, with the penetration of some big mFIs like Asmitha, Share, Ujjivan, Spandan and  BASIX during 2009-10, the outreach of mFIs are likely to increase subsequently.

The survey also revealed that although mFIs activities were more concentrated in relatively well banked areas, the mFIs services were most accessed by the marginalized and vulnerable section of society. Majority of the clients in Bihar were women, who needed the comfort of working in groups rather than operating individually. Most of the beneficiaries preferred mFIs to banks. The reasons cited for preference for transacting with mFIs were door step delivery, tailor made service, accessibility in odd hours, hassle free process, simple documentation and no need of security (collateral), margin money etc. Beneficiaries were of the opinion that since every work was done at door step, they were not required to stop the work and visit the office of mFIs, and hence transaction cost of getting loan is almost nil while it was very high in case of banks.
4.1.3 Mode of Financing by mFIs: 
The various model followed by the 41 mFIs operating in Bihar were collected and presented below:
Table 4.1.3: Mode of Financing by mFIs
	Sr. No.
	Mode of Financing
	No. of mFIs
	Percentage to Total

	1
	SHG
	24
	58.54%

	2
	JLG
	9
	21.95%

	3
	SHG & JLG
	6
	14.63%

	4
	SHG, JLG and Individual
	1
	2.44%

	5
	JLG & Individual
	1
	2.44%

	
	Total 
	41
	100.00


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
Graph 4.1.3:     Mode of Financing by mFIs
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Most of the mFIs (58.44%) in Bihar followed SHG model with 10 to 20 members in the group. 9 mFIs (21.95%) were following JLG pattern with three to five members per group. 14.63% of mFIs were following SHG and JLG pattern both. A miniscule portion of clients of mFIs stands alone as individual. However, most of the mFIs in Bihar disbursed loan directly and maintain individual member wise loan accounts and recovery schedule. A few mFIs disbursed loans to the groups for lending to members.

4.1.4: Financial Service Offered by mFIs
Very few mFIs (8.70%) operating in Bihar were providing complete range of financial services, such as saving, credit, insurance, remittance and financial advice. The financial services offered by 23 mFIs (Sample) out of 41 mFIs were collected and presented below in table 4.1.4:

Table 4.1.4:   Financial Services offered by mFIs
	Sr. No. 
	Financial Services  Offered 
	No. of mFIS
	Percent

	1
	Credit only 
	11
	47.83%

	2
	Credit  and  insurance
	2
	8.70%

	3
	Credit  insurance and financial advice
	1
	4.35%

	4
	Saving and  credit
	5
	21.74%

	5
	Saving, credit, financial advice
	1
	4.35%

	6
	Saving, remittance, credit
	1
	4.35%

	7
	Credit, Saving, Insurance, remittance & financial advice 
	2
	8.70%

	 
	Total
	23
	100%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
Graph 4.1.4: Financial Services offered by mFIs
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It appears from the table that majority of mFIs (47.83%) were providing only credit facilities, while 21.74% mFIs were providing saving and credit facilities both. The mFIs should endeavor to provide full range of financial services to their clients.
It had been observed that mFIs were able to reach the poor effectively mainly because they have designed products and channels, which were friendly and suitable to the need of the poor. However, mFIs outreach was limited in comparison with the mainstream financial institutions because of the shortage of financial and human resources.

4.1.5 Size of Loan

The mFI-wise average loan outstanding per borrower varied widely amount-wise and ranged from Rs. 300 in case of Gramin Jan Kalyan Parishad to Rs. 8000 in case of Prayas JAC. The average outstanding loan per borrower during 2008-09 worked out to Rs. 3341 only and average loan disbursement during same period amounted to Rs. 2155 only. 

4.1.6: Tenure of Loan, Repayment Periodicity and Recovery Performance  

The tenure of the loan, repayment periodicity and recovery performance of mFIs were collected during study and are given below in table 4.1.6:
Table 4.1.6: Tenure of Loan and Recovery Performance
	Sr. No.
	Name of mFIs
	Tenure of loan
	Repayment periodicity
	% of recovery during 2008 – 09

	1
	Ajiwika 
	18 months
	Monthly
	97%

	2
	Aman Micro Finance
	12 months
	Monthly
	98%

	3
	Biswa 
	12 months
	Weekly
	99%

	4
	Bandhan Financial Service Pvt. Ltd
	45 weeks- 52 weeks
	Weekly
	100%

	5
	Bihar Development Trust
	52 weeks
	Weekly
	99%

	6
	BOARD 
	12 months 
	Weekly 
	98.6% 

	7
	Cashpor Micro Credit
	12 months
	Weekly
	98%

	8
	C-DOT
	12 months 
	Monthly
	100%

	9
	Creation Welfare Society 
	4 - 8 months, monthly - JLG, 6 - SHG 
	Monthly
	95%

	10
	Gram-utthan 
	12 months 
	Monthly
	97%

	11
	Jeevan Jyoti Kala Kendra
	18 months
	Monthly
	99%

	12
	Mass Care International
	12 months
	Weekly
	97%

	13
	Nidan Micro-Finance Foundation (NMFF)
	6-12 months
	Weekly, Monthly
	99%

	14
	Saija Finance Pvt. Ltd
	Business- 4 months, others - 50 weeks
	Business- daily , others- weekly
	100%

	15
	Samadhan Kendra
	6 months
	Weekly
	90%

	16
	SKS Microfinance. Ltd.
	50 weeks
	Weekly
	100%

	17
	SNFL
	12 months
	Monthly
	99%

	18
	SMBT (DEOGHAR)
	12 months
	Monthly
	98%

	19
	SMBT, KHAIRA
	12 months
	Monthly
	98%

	20
	SMBT, JAMUI
	12 months
	Monthly
	95%

	21
	SMBT, MOHANPUR
	12 months
	Monthly
	97%

	22
	Swayam Shree Micro Credit Services (SMCS)
	12- 24 months
	Monthly
	95%

	23
	Trust Microfin Services 
	12  months
	Monthly
	99%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
4.1.6.1:
Tenure of loan
The tenure of loans (mFI-wise) varied from 4 months to 24 months. Majority of mfis had adopted 12 months tenure while some of them fixed 18 month and 24 months. Some of the mFIs had fixed tenure of 50 to 52 weeks which was equivalent to 12 months. Some of them had fixed separate tenure for SHG and JLG. Saija Finance Pvt. Ltd had fixed purpose-wise tenure i.e. 4 months for business purpose and 50 weeks for others. Thus, it was observed that there was wide diversity in fixation of loan tenure depending upon the type of loan. While 12 months tenure was fixed for short term loans comprising consumption or crop loan in majority of cases, in cases of medium term loans like dairy/housing loans longer tenure of 24-36 months were observed to have been adopted. Fixation of tenure should have been done according to purpose and repaying capacity of loanees to facilitate repayment on time.

4.1.6.2: Repayment Periodicity

As was observed in case of tenure of loan the repayment periodicity too varied from daily to monthly. In majority of cases (56.50%) repayment periodicity was fixed at monthly rests followed by weekly (43.5%). Generally, the pattern of fixation of repayment periodicity was analogous to tenure of loan. Those mFIs who had fixed tenure in months they had fixed repayment periodicity in months. Those who had fixed tenure in weeks, they had fixed repayment periodicity in weeks. In case of Saija finance they had fixed daily for business loans and weekly for other loans. Repayment periodicity should be fixed according to the accrual of income from the activity financed. 
4.1.6.3: Recovery Performance 

In case of 65.2 % mFIs recovery were ranging from 98% to 100%. Only 1 mFI, out of 23 mFIs was having recovery less than 95%. Close follow up coupled with peer–pressure was found to be the mantra for high recovery rates. Management of loan at group level was observed as one of the reasons of high recovery performance. Moreover, their desire to get loan further acted as an incentive for timely repayment.
4.1.7 Interest Rate and Other Charges levied by mFIs

The interest rate structure and other charges levied by mFIs were collected and presented in table 4.1.7 below:
Table 4.1.7:  Interest Rate Structure

	Sr. No.
	Name of mFIs
	Legal Form
	System of charging interest rate (Flat/Reducing balance)
	Rate of interest
	Processing fee
	Interest free deposit as security
	Other charges

	1
	Ajiwika
	Section-25-Company
	Reducing 
	24.00%
	NIL
	10% of loan 
	RS. 10,  as registration fees

	2
	Aman Micro Finance
	Trust 
	Flat 
	12.00%
	NIL
	Nil
	NIL

	3
	Biswa 
	Society 
	Reducing
	20.00%
	*
	NIL
	NIL

	4
	Bandhan Financial Service Pvt.
	NBFC
	Flat
	12.50%
	Rs. 20
	10% of loan 
	NIL

	5
	Bihar Development Trust (BDT)
	Trust
	Flat
	18.00%
	NIL
	NIL
	NIL

	6
	BOARD 
	Society 
	Flat 
	15%
	1.5 % 
	Nil 
	1% service charge 

	7
	Cashpor Micro Credit
	Section-25-Company
	Reducing
	27.00%
	NIL
	NIL
	NIL

	8
	C-DOT
	Society
	Reducing
	18.00%
	NIL
	NIL
	NIL

	9
	Creation Welfare Society 
	Society
	Flat
	18.00%
	NIL
	NIL
	1 % insurance

	10
	Gram-utthan 
	Society 
	Reducing
	24.00%
	0.50%
	NIL
	1 % solidarity fund

	11
	Jeevan Jyoti Kala Kendra
	Society
	Flat
	18.00%
	1.50%
	NIL
	NIL

	12
	Mass Care International
	Society
	Reducing
	15.00%
	NIL
	NIL
	NIL

	13
	Nidan Micro-Finance Foundation (NMFF)
	Section-25-Company
	Flat
	15.00%
	NIL
	NIL
	NIL

	14
	Saija Finance Pvt. Ltd
	NBFC
	Flat
	18%
	1%
	NIL
	NIL

	15
	Samadhan Kendra
	Society
	Flat
	15%
	1%
	NIL
	NIL

	16
	SKS Microfinance. Ltd.
	NBFC
	flat 
	15%
	3%
	NIL
	RS. 50  life membership 

	17
	SNFL
	NBFC
	Flat
	13.00%
	NIL
	Nil
	NIL

	18
	SMBT (DEOGHAR)
	Trust
	flat 
	13%
	1%
	10 % of loan 
	nil

	19
	SMBT, KHAIRA
	Trust
	flat 
	13%
	1%
	10 % of loan 
	nil

	20
	SMBT, JAMUI
	Trust
	flat 
	13%
	1%
	10 % of loan 
	nil

	21
	SMBT, MOHANPUR
	Trust
	flat 
	13%
	1%
	10 % of loan 
	nil

	22
	Swayam Shree Micro Credit Services (SMCS)
	Section-25-Company
	reducing 
	18% + 3% service Charge
	1%
	10 % of loan 
	nil

	23
	Trust Microfin Services 
	Trust 
	Flat
	18%
	2%
	Nil
	nil 


*< Rs. 15000-  Rs. 120, Rs. 15001- 50000-  0.9 %, 50001 - 1 LAKH - 0.8 %,  1 LAKH TO 1.5 LAKH- 0.7 %, 1.5 TO 2 LAKH-- 0.6 %, MORE THAN 2 LAKH - 0.5 %
Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
4.1.7.1: Analysis of Interest Rate Structure  

It may be observed from the above table that the system of charging interest rate followed by the mFIs was either flat rate or on reducing balance basis. While 16mFIs were changing flat rate, the rest of mFIs were charging on reducing balance basis. Among 16 mFIs, 5 mFIs were charging flat rate of interest @18%, 4 were charging @15%, 5 were charging 13%, 1 was charging @12.5% and the rest 1 was charging @12%. Other 7 mFIs were charging interest ranging from 15 to 20% on reducing balance. It may be concluded that there was no uniformity in fixation of rate of interest by mFIs as cost of funds and transaction cost varied from mFIs to mFIs. 

4.1.7.2: Other charges levied by mFIs. 
Other charges levied by mFIs were broadly of three types: 

· Processing /  service charges as a fixed percent of loan

· Taking 10% of loan as interest free deposit i.e as cash security

· Other miscellaneous charges. 

4.1. 7.2.a: processing / service charges 

It may be observed from above table that there was no uniformity in levying processing fees. Out of 23 mFIs,  9 mFIs were not taking any processing fee. Others had fixed certain percentage of loan as processing fees ranging between 0.5% to 3%.  One of them namely Bandhan had pegged at Rs. 20 only as processing fee. BISWA had fixed variable rate based on size of loan. Only one mFI namely SMCS was taking 3% service charge. Thus there was no uniformity in applying processing fee/ service charges. It appeared that there was no rational basis for fixing such charges. 

 4.1.7.2.b: Interest free deposit as cash security 

Out of 23 mFIs only 7 mFIs were taking 10 % of loan as interest free deposit in the form of cash security. Taking such deposits was not commensurate with the nature of functioning of mFI and appeared to be even more irrational. These arbitrary practices point to the need for regulation of mFIs operation. 

4.1. 7.2.c: Other miscellaneous charges 

Other miscellaneous charges include registration fee, membership fee, insurance fee, and charge for creation of solidarity fund. Out of 23 mFIs only 5 mFIs had levied such charges. These nominal charges may be considered to be useful, if these accounts for certain services to be rendered to beneficiaries by mFIs. Otherwise these charges also defy any rational. 

4.1. 7.3: Conclusion 

Flat rate of interest reduces the transparency and creates a false notion of softer rates than actually charged. Charging processing fee, service charges, non interest bearing cash security etc. along with flat rate of interest render the real cost of borrowing   non–transparent and exorbitant to common man. 

High rate of interest was mainly due to high transaction cost. All sorts of efforts should be undertaken by mFIs to bring down the cost of various components of transaction cost so as to render interest rate structure affordable to vulnerable sections of society. 

Transparency is the future requirement of the microfinance sector. There is no doubt that microfinance should be a profitable business but it should also change the real economic sector and contribute to the livelihood of the poor. Interest rate should be affordable and include the cost of fund, cost of delivery and reasonable profit. Price paid by the customer should not be different than the publicized price. Method of charging various other charges, security deposits, service charges makes the real price non transparent. In order to have transparency interest should be charged on reducing balance and all upfront payment components should be included in the interest rate structure only. 
Chapter V

Ratio Analysis of mFIs operating in Bihar
5.1: The analysis of financial statements is a process of evaluating the relationship between component parts of financial statements to obtain a better understanding of an organization’s position and performance. Ratio analysis is one of the widely accepted tools to analyze the financial statement, so that the strengths and weaknesses of institution as well as its historical performances and current financial condition can be determined. Being unique and dynamic tools of financial analysis, it is very important for judging financial health of an organisation. During the course of analysis we had considered financial statements of 19 mFIs and 4 federations of SNFL. All the ratios relating to mFIs and federations were considered to evaluate the trend analysis and inter mFIs comparison. The calculation of ratios had been done on the basis of data given in the financial statements of all mFIs and 4 federations of SNFL, which in some cases restricted the analysis to the extent of availability of data. Various types of ratios had been calculated for the year 2007-08 and 2008-09. The various costs and ratios have been broadly classified into following three heads:
i. Capital Structure Ratios.
ii. Cost and Profitability Ratios.
iii. Efficiency and Growth Ratios.
5.1.1 Capital Structure Ratio

	Sr. No.
	Name of mFIs
	Cost per unit of money lent
	Debt Ratio
	Capital Adequacy Ratio
	Return on Assets
	Risk Weighted Assets to WF

	1
	Ajiwika
	14.48%
	98.04%
	1.85%
	0.11%
	100.59%

	2
	Aman Micro Finance
	Not Available
	
	
	
	

	3
	BISWA
	1.97%
	67.84%
	32.78%
	0.53%
	98.73%

	4
	Bandhan Financial Service Pvt. Ltd.
	5.36%
	68.87%
	18.70%
	4.62%
	163.90%

	5
	Bihar Development Trust (BDT)
	145.55%
	56.44%
	63.60%
	0.60%
	31.71%

	6
	BOARD
	Not Available

	7
	Cashpor Micro Credit
	9.23%
	96.05%
	3.91%
	1.35%
	96.78%

	8
	C-DOT
	Not Available

	9
	Creation Welfare Society 
	77.60%
	92.95%
	16.38%
	0.34%
	34.84%

	10
	Gram-utthan
	3.86%
	94.63%
	4.74%
	2.36%
	112.16%

	11
	Jeevan Jyoti Kala Kendra
	Not Available
	
	
	
	

	12
	Mass Care International
	Not Available

	13
	Nidan Micro-Finance Foundation (NMFF)
	14.40%
	79.24%
	26.45%
	5.51%
	77.68%

	14
	Saija Finance Pvt. Ltd.
	69.32%
	0.00%
	893.51%
	2.61%
	10.53%

	15
	Samadhan Kendra
	

	16
	SKS
	Not Available
	
	
	
	

	17
	Sarvodaya Nano finance Ltd. (SNFL)
	2.16%
	84.68%
	41.19%
	0.43%
	87.09%

	18
	SMBT (DEOGHAR)
	3.50%
	59.10%
	41.14%
	-0.09%
	57.64%

	19
	SMBT, KHAIRA
	3.00%
	30.29%
	73.31%
	0.82%
	30.59%

	20
	SMBT, JAMUI
	2.61%
	40.76%
	65.18%
	1.14%
	42.01%

	21
	SMBT, MOHANPUR
	6.19%
	40.19%
	61.01%
	0.63%
	41.01%

	22
	Swayam Shree Micro Credit Services (SMCS)
	3.55%
	96.72%
	3.45%
	1.45%
	95.31%

	23
	Trust Microfin Services
	0.33%
	99.18%
	2.37%
	0.29%
	33.76%


Capital Structure Ratios are the significant analysis in order to judge the soundness of a mFI on the basis of the long term financial strength measured in term of its ability to pay the interest regularly as well as repay the installments on due dates. We had also considered the ratios indicating the quality of the assets and lending cost in the context of mFIs. To make the analysis in depth and comprehensive, cost per unit of money lent, debt ratio, capital adequacy ratio, return on assets and risk weighted assets to working fund were considered. Above ratios are presented ahead in table 5.1.1 A (2007-08) and table 5.1.1 B (2008-09):
Table 5.1.1 A: Capital Structure Ratio 2007-08

Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
Table 5.1.1 B: Capital Structure Ratio 2008-09
	Sr. No.
	Name of mFIs
	Cost per unit of money lent
	Debt Ratio
	Capital Adequacy Ratio
	Return on Assets
	Risk Weighted Assets to WF

	1
	Ajiwika
	6.99%
	97.73%
	2.32%
	1.08%
	97.70%

	2
	Aman Micro Finance
	2.53%
	89.38%
	8.04%
	4.66%
	95.56%

	3
	BISWA
	4.21%
	78.88%
	25.81%
	0.00%
	51.02%

	4
	Bandhan Financial Service Pvt. Ltd.
	8.29%
	87.32%
	20.24%
	4.09%
	59.61%

	5
	Bihar Development Trust (BDT)
	20.58%
	80.80%
	20.18%
	1.02%
	63.32%

	6
	BOARD
	8.32%
	89.69%
	10.38%
	1.63%
	96.75%

	7
	Cashpor Micro Credit
	16.11%
	95.89%
	1.06%
	0.30%
	81.86%

	8
	C-DOT
	8.58%
	94.39%
	8.02%
	1.09%
	61.63%

	9
	Creation Welfare Society 
	18.98%
	80.08%
	24.61%
	1.78%
	75.93%

	10
	Gram-utthan
	5.68%
	100.00%
	6.32%
	1.10%
	94.12%

	11
	Jeevan Jyoti Kala Kendra
	5.35%
	89.48%
	10.65%
	5.33%
	80.67%

	12
	Mass Care International
	22.27%
	60.26%
	41.66%
	8.64%
	156.16%

	13
	Nidan Micro-Finance Foundation
	26.91%
	63.80%
	46.46%
	2.47%
	74.28%

	14
	Saija Finance Pvt. Ltd.
	34.87%
	60.23%
	28.09%
	-15.13%
	82.44%

	15
	Samadhan Kendra
	40.24%
	90.86%
	51.94%
	7.96%
	14.12%

	16
	SKS 
	5.29%
	75.08%
	33.19%
	3.0%
	70.96%

	17
	Sarvodaya Nano finance Ltd. (SNFL)
	2.14%
	82.58%
	19.59%
	0.10%
	87.52%

	18
	SMBT (DEOGHAR)
	9.00%
	80.28%
	20.69%
	-4.20%
	76.65%

	19
	SMBT, KHAIRA
	7.24%
	46.15%
	53.76%
	-0.47%
	49.39%

	20
	SMBT, JAMUI
	9.41%
	63.49%
	36.71%
	-1.98%
	68.95%

	21
	SMBT, MOHANPUR
	8.10%
	67.35%
	32.45%
	-2.48%
	67.87%

	22
	Swayam Shree Micro Credit Services (SMCS)
	2.89%
	94.24%
	5.32%
	2.59%
	109.26%

	23
	Trust Microfin Services
	6.33%
	93.97%
	6.80%
	1.58%
	70.20%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
5.1.1.1: Cost per unit of money lent 

Cost per unit of money lent represents the operational cost of the organization for services and maintenance of loan portfolio i.e. gross loan assets. Cost per unit of money lent had been worked out considering the operating costs with respect to loan outstanding before write off.  
Data in respect of 7 mFIs was not available for the year 2007-08. However, data was available for all 23 mFIs for the year 2008-09. According to data for the year 2008-09, mFIs may be grouped category-wise as under:

	Category (%)
	No. of mFIs
	% of mFIs

	0 to < 9
	15
	65.22%

	9 to < 20
	3
	13.04%

	20 to < 30
	3
	13.04%

	> 30
	2
	8.70%

	Total
	23
	100.00%


From the above grouping it may be observed that only 15 (65.22%) mFIs were in the range of 0 % to less than 9% (optimum level). Other 8 (34.78%)  mFIs were above that range.

During the year 2008-09, SMCS, Saija finance, BDT, Ajiwika and Creation Welfare Society had reduced their cost per unit of money lent. Saija and BDT had reduced it significantly from 69.32% to 34.88% and 145.55% to 20.58% respectively.In the normal and optimum level of operation it should be in the range of 5% to 8% which had been achieved by 15 (65.22%) mFIs out of 23 mFIs. But the ratio was still higher and alarming in case of Saija microfinance (34.87%). Some mFIs, like Cashpor and Nidan microfinance, had almost doubled the cost per unit of money lent in the year 2008-09. The mFIs which showed the increasing trend in the cost of money lent will have to work on control mechanism for the reduction of cost of delivery, monitoring and recovery of loan portfolio. 

Cost per unit of money lent in case of Bandhan, BISWA, Cashpor, Nidan, TMS had gone up by more than 60% in 2008–09 in comparison to the year 2007–08. Cost per unit of money lent was exceptionally high in case of Samadhan Kendra (40.24%), Saija Finance (34.87%), Mass Care International (22.27%), Nidan (26.91%), Creation Welfare Society (18.98%), BDT (20.58%) and Cashpor (16.11%) during 2008-09. During 2007-08, the cost per unit of money lent in case of BDT was exceptionally high due to initial establishment cost and other development expenditure incurred by the BDT in their initial year. During the year (2007-08) the operating cost of BDT was Rs.5.52 lakh on a meager loan asset of Rs.3.79 lakh. Such organizations should make effort to reduce cost per unit of money lent. However, if compared to the figure of 2007-08, 3 mFIs viz Saija, BDT and Creation Welfare Society had improved their position by reducing the cost per unit of money lent which was exorbitant in the previous year. Due to high cost per unit of money lent, the mFIs were forced to charge high rate of interest from beneficiaries. Attempt should be made to bring it between 4% to 6% in order to strengthen the operational margin and to lent at reasonable rate to the beneficiaries.

5.1.1.2: Debt Ratio 

Debt ratio is indication of fund raised from outside agencies to the extent of the total working fund. 

According to data for the year 2008-09, mFIs may be grouped category-wise as under:

Category (%)



No. of mFIs    % of mFIs  
Up to 85% (optimum level)

12                   52.17          

Above 85%




11                   47.83     

Total                                                   23                   100.00               

From the above categorization it may be observed that 12 (52.17%)mFIs were having debt ratio below 85% which is considered as ideal ratio. Rest 11 (47.83%) mFIs were beyond that range.

During 2008-09 debt ratio was highest in case of Gram-utthan (100.00%) followed by Ajiwika (97.73%), Cashpor (95.8%), C-DOT (94.39%) and SMCS (94.24%) and TMS (93.97%). Debt ratio of Bandhan Financial Services, SNFL, Jeewan Jyoti kala Kendra, BDT, BOARD, Creation Welfare Society and Aman Microfinance were 80% to 90%. In case of Bandhan, Biswa, SMBT Deoghar debt ratio had increased significantly in the year 2008-09 from 68.88% to 87.32%, 66.84% to 78.88% and 59.10% to 80.28% respectively.

Debt ratio in case of SMCS, Gram-uthan, Cashpor, C-DOT, TMS, Ajiwika, and Bandhan had reached above the level of 90% indicating higher dependency on loan fund and they should try to reduce the same. The ideal debt ratio should be 85%. However it may not be possible to reduce the debt ratio quickly. They should gradually try to reduce the ratio by generating their own fund by way of attracting capital from apex institutions like SIDBI and NABARD as well as ploughing back the profit in the organization.

Higher debt ratio restricted raising of fund to mFIs from bank for lending. Lower the debt ratio mFIs can take more loan from financial institutions at a cheaper rate. Generally SBI finance upto 5 times of the capital of mFIs. Indian Banks finance 10 times of the capital of mFIs. Thus, higher the capital of mFIs, higher the capability to raise fund from financial institutions.

5.1.1.3: Capital Adequacy ratio

Capital adequacy ratio indicates the coverage of risk weighted assets through the net worth of the organization. 

According to data for the year ended 2008-09, mFIs may be grouped category-wise as under:

Category (%)
No. of mFIs         % of mFIs 
Up to 10%

7                             30.43

Above 10%

16                           69.57      

 Total 


23                          100.00           

From the above categorization it may be observed that out of 23 sampled mFIs 16 (69.57%) mFIs had achieved capital adequacy ratio of more than 10% which was the minimum to be attained as per Basel Norm. 7 (30.43%) other mFIs were yet to achieve this level.

During year 2008-09 capital adequacy ratio was highest in case of SMBT Khaira (53.76%) followed by Samadhan Kendra (51.94%). All SMBTs had high capital adequacy ratio in spite of reduction in comparison to the year 2007-08.  

Capital adequacy ratio of Cashpor Microfinance Limited had come down from 3.91% to 1.06% in the year 2008–09. The institution being a company required to raise own capital in order to increase the coverage of the risk weighted assets. Increase in capital adequacy ratio was observed in case of SMCS (3.45% to 5.32%), Gram-utthan (4.74% to 6.32%), TMS (2.37% to 6.80%) and Ajiwika (1.85% to 2.32%) during the year 2008–09, which was much below the acceptable level. Therefore, efforts are required to improve the same. In the sampled cases capital adequacy ratio was more than 20% in case of Bandhan, Biswa, Saija, Nidan, BDT, Mass Care International, Creation welfare, Samadhan Kendra and SMBTs. During 2008-09, capital adequacy ratio of 7 mFIs was inadequate. It meant risk bearing capacity of these mFIs was inadequate. It should be at least 10%. The mFIs having capital adequacy ratio of less than 10% were Cashpor (1.06%), Ajiwika (2.32%), SMCS (5.32%), Gram-utthan (6.32%), TMS (6.80%), Aman Micro Finance (8.04%). However, if compared to the figure of 2007–08, the capital adequacy ratio of Ajiwika, SMCS, Gram-utthan and TMS had improved during 2008-09, but the capital adequacy ratio of Cashpor had declined. The above organization should try to build up capital adequacy ratio of at least 10% to attract fund from financial institutions. It also appeared that the above mFIs having insufficient capital adequacy, were either registered under section-25- Company Act or Society or Trust Act. Hence, they cannot attract investors for equity support. Only alternative left to them was to obtain capital fund from NABARD/SIDBI to improve their capital adequacy or to plough back the profit in the organisation.

Capital adequacy ratio also showed declining trend during 2008-09 as compared to 2007-08 in case of BISWA, Cashpor, SNFL, BDT, Saija Finance and SMBTs. Particularly in the case of Saija and SNFL the ratio had declined drastically from 894%and 41.19% to 28.09% and 19.59% respectively. It had taken place because of raising the loan portfolio by these institutions during the year 2008-09. However, CAR showed increasing trend in case of Bandhan, SMCS, Gram-utthan, Nidan Microfinance, TMS, Ajiwika, Creation Welfare Society etc during 2008-09, which was a positive development. At the same time Ajiwika, SMCS, Gram-utthan, TMS still needed more efforts to improve their capital adequacy ratio in spite of positive trend in the year 2008-09. Capital adequacy ratio in case of Saija was exceptionally high during 2007-08 due to underutilization of capital fund which was 30.77 lakh. whereas the risk weighted assets were only 3.44 lakh.

Lower capital adequacy ratio restricted leverage of fund from financial institution. Higher the capital adequacy ratio, higher the capacity of mFIs to bear risks and thus more fund could be availed from Banks for lending. Generally SBI finance upto 5 times of the capital of mFIs. Indian Banks finance 10 times of the capital of mFIs.
5.1.1.4: Return on assets (ROA)
In order to work out return on assets, profit after tax with respect to working fund had been considered. ROA gave an idea as to how much efficient an organization is at using its assets to generate earnings. 

As per the data for the year ended 2008-09 mfis may be grouped category-wise as under:

Category (%)

No. of mFIs  % of mFIs
Less than 4.87%

20                  86.96          

Above 4.87%


3                    13.04  

Total                              23                   100.00

From the above categorization it may be observed that 20(86.96%)mFIs had return on assets below country average i.e. 4.87% as worked out by Sa-Dhan for the year 2008-09. Only 3 (13.04%) mFIs, viz Jeevan Jyoti Kala Kendra, Mass Care International and Samadhan Kendra had surpassed the country average.

Return on assets varied from 0.1% in case of SNFL to 8.64% in case of Mass care international. Return on assets was highest in case of Mass Care International (8.64%) followed by Samadhan Kendra (7.96%) and Jeevan Jyoti kala Kendra (5.33%). Return on assets was negative for Saija Finance (-15.13%) and four SMBTs of SNFL. However, SNFL and the federation of SMBTs had just managed to keep its ratio (0.10%) positive during 2008-09. Sa-Dhan had calculated return on assets based on data of 195 mFIs and had observed that average return on assets stood at 4.87% during 2008-09. If compared to this average return on assets only 5 sampled mFIs namely Bandhan, Jeewan Joyti Kala Kendra, Aman Microfinance, Mass Care International and Samadhan Kendra were having return on assets ranging from 4.09% to 8.64%. Other mFIs were having return on assets less than the country average. The mFIs like SNFL, Cashpor and BISWA need to increase return on assets by evolving mechanism of reduction in cost of maintaining loan portfolio and loan recovery process. The return on assets of 11mFIs declined during 2008-09 in comparison to 2007-08, which was again in contrast with the national figure. However, return on assets had increased during 2008-09 in case of SMCS, TMS, BDT, Creation welfare society and Ajiwika, but still remained below the acceptable level.  
Return on assets in case of Saija Finance Pvt. Ltd and 4 SMBTs, was negative in the year 2008–09. These mFIs are required to review their income from the assets and idle assets should be reinvested in more productive manner. As per CGAP benchmark, return on asset was 0.9% in case of mFIs in India. Thus, out of 23 MFIs, 9 MFIs had less return on asset as on 31 March 2009.

5.1.1.5: Risk weighted assets to working fund 

Risk weighted assets is indicative of the financial strength of an organization in terms of involvement of working fund towards risk weighted assets. Where Risk Weighted Assets was more than 100%, it denoted that the total owned fund and loan from the financial institutions were fully involved in risk weighted assets (SMCS and Mass care International). During the year 2008-09, Risk Weighted Assets was highest at 156% in case of Mass care International. According to data for the year ended 2008-09 mFIs may be grouped category wise as under 

Categories        Number of mFIs   % of mFIs 
Less than 80%               13           56.52
Between 80 to 90 % -      4            26.09        
Above 90 % -                 6             17.39

Total                              23           100.00
From the above categorization it may be observed that 13 (56.52%) mFIs had less than 80% risk weighted assets to working fund which was considered   below optimum level of   80% to 90 %. 6 (17.39%) mFIS had above 90 % risk weighted assets to working fund which was considered above optimum level. Only 4 (26.09%) mFIs had optimum level of risk weighted assets e, g. between 80% to 90 % which meant that they had utilized their working fund optimally.  

During the year 2008-09, Risk Weighted Assets had ranged from 156% in case of Mass care International to 14.12% in case of Samadhan Kendra. In both the cases, ratio indicated that either the utilization of working fund increased up to alarming stage or it is underutilized.  The risk weighted ratio in case of Cashpor, SNFL, Saija Finance, Jeevan Jyoti kala Kendra, had ranged from 80% to 90% during 2008-09, which may be considered as optimum and acceptable. Below this range, the institutions should take the loaning process aggressively and above this range organisation should take precaution to bring down the ratio under the acceptable range. Some of the institutions like Bandhan, Biswa, Gram-uthan and Cashpor had shown notable improvement in comparison to previous year 2007-08 by reducing the level of ratio. During the year 2007-08 it was  164%, 99%, 112%, 97% in case of Bandhan, BISWA, Gram-utthan and Cashpor which had been reduced to 60%, 51%, 94% and 82% respectively in 2008-09. Risk weighted assets in the year 2008–09 in case of Swayam Shree Micro Credit Services were 109%. It was more in comparison to the year 2007–08 and crossed the alarming limit of 1:1 ratio with working fund. SMCS required to take the step to bring down the risk weighted assets. Risk weighted assets of SMCS and Mass Care International during 2008-09 were exceptionally high. In case of SMCS risk weighted asset was 1901.10 lakh, while the working fund was 1741.15 lakh. Similarly in case of Mass Care International risk weighted asset, was 23.19 lakh, while working fund was 14.85 lakh.

5.1.2 Cost and Profitability Ratios: 
In cost and profitability ratios, we considered mainly returns on fund, cost of fund, financial margin, risk cost, net financial margin, transaction cost, other income and net margin. The above ratios for various mFIs are presented in table 5.1.2 A and 5.1.2 B.

Table 5.1.2 A:  Cost and Profitability Ratio Year (2007-08)

	Sr. No.
	Name of mFIs 
	 Return on Fund
	Cost of Fund
	Financial Margin
	Risk Cost to WF
	Net Financial  Margin
	Transaction Cost to WF
	Other Income to WF
	Net Margin to WF

	1
	Ajiwika
	21.38%
	10.02%
	11.37%
	0.00%
	11.37%
	14.56%
	3.30%
	0.11%

	2
	Aman Micro Finance
	Not Available

	3
	BISWA
	34.60%
	4.87%
	29.73%
	0.98%
	28.76%
	2.03%
	3.29%
	30.01%

	4
	Bandhan Financial Service Pvt. Ltd.
	22.79%
	4.17%
	18.62%
	1.73%
	16.89%
	8.91%
	0.06%
	8.04%

	5
	Bihar Development Trust (BDT)
	2.08%
	0.20%
	1.88%
	0.00%
	1.88%
	47.92%
	46.44%
	0.40%

	6
	BOARD
	Not Available

	7
	Cashpor Micro Credit
	19.66%
	8.90%
	10.77%
	0.75%
	10.02%
	9.47%
	0.38%
	0.93%

	8
	C-DOT
	Not Available
	

	9
	Creation Welfare Society
	20.63%
	3.48%
	17.15%
	0.00%
	17.15%
	36.89%
	20.07%
	0.34%

	10
	Gram-utthan
	16.68%
	9.16%
	7.53%
	1.42%
	6.11%
	6.16%
	1.36%
	1.31%

	11
	Jeevan Jyoti Kala Kendra
	Not Available

	12
	Mass Care International
	Not Available

	13
	Nidan Micro-Finance Foundation (NMFF)
	15.99%
	8.30%
	7.69%
	0.75%
	6.93%
	11.19%
	9.77%
	5.51%

	14
	Saija Finance Pvt. Ltd.
	5.19%
	0.00%
	5.19%
	0.00%
	5.19%
	7.30%
	5.27%
	3.16%

	15
	Samadhan Kendra
	Not Available

	16
	SKS 
	Not Available

	17
	Sarvodaya Nano finance Ltd. (SNFL)
	9.11%
	6.61%
	2.50%
	0.19%
	2.32%
	1.88%
	0.20%
	0.64%

	18
	SARVODAYA MBT(DEOGHAR)
	5.81%
	3.88%
	1.93%
	0.00%
	1.93%
	2.02%
	0.00%
	-0.09%

	19
	SMBT, KHAIRA
	4.47%
	2.74%
	1.74%
	0.00%
	1.74%
	0.92%
	0.00%
	0.82%

	20
	SMBT, JAMUI
	6.01%
	3.78%
	2.23%
	0.00%
	2.23%
	1.10%
	0.00%
	1.14%

	21
	SMBT, MOHANPUR
	8.39%
	5.41%
	2.98%
	0.00%
	2.98%
	2.54%
	0.19%
	0.63%

	22
	Swayamshree Micro credit Services (SMCS)
	11.27%
	6.02%
	5.25%
	0.62%
	4.62%
	3.39%
	0.21%
	1.44%

	23
	Trust Microfin Services
	0.93%
	0.77%
	0.17%
	0.33%
	-0.17%
	0.20%
	0.66%
	0.29%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
Table 5.1.2 B: Cost and Profitability Ratio Year (2008-09)

	Sr. No.
	Name of mFIs 
	Return on Fund
	Cost of Fund
	Financial Margin
	Risk Cost to WF
	Net Financial  Margin
	Transaction Cost to WF
	Other Income to WF
	Net Margin to WF

	1
	Ajiwika
	14.77%
	9.92%
	4.86%
	1.70%
	3.16%
	6.83%
	4.75%
	1.08%

	2
	Aman Micro Finance
	6.56%
	0.00%
	6.56%
	0.00%
	6.56%
	2.41%
	0.51%
	4.66%

	3
	BISWA
	13.30%
	3.85%
	9.45%
	0.81%
	8.64%
	2.27%
	0.58%
	6.95%

	4
	Bandhan Financial Service Pvt. Ltd.
	14.72%
	3.61%
	11.11%
	0.00%
	11.11%
	4.97%
	0.11%
	6.24%

	5
	Bihar Development Trust (BDT)
	9.32%
	4.63%
	4.69%
	0.22%
	4.47%
	17.64%
	14.19%
	1.02%

	6
	BOARD
	15.51%
	5.47%
	10.04%
	0.00%
	10.04%
	8.57%
	0.17%
	1.63%

	7
	Cashpor Micro Credit
	28.76%
	13.45%
	15.31%
	0.37%
	14.94%
	14.67%
	0.70%
	0.97%

	8
	C-DOT
	10.87%
	6.91%
	3.96%
	0.00%
	3.96%
	6.25%
	6.05%
	3.77%

	9
	Creation Welfare Society 
	16.87%
	6.00%
	10.87%
	0.47%
	10.39%
	22.36%
	13.74%
	1.78%

	10
	Gram-utthan
	17.96%
	9.41%
	8.55%
	1.19%
	7.36%
	8.18%
	1.05%
	0.23%

	11
	Jeevan Jyoti Kala Kendra
	11.08%
	9.39%
	1.70%
	0.00%
	1.70%
	24.72%
	28.36%
	5.33%

	12
	Mass Care International
	26.43%
	11.22%
	15.21%
	1.48%
	13.73%
	41.62%
	33.80%
	5.91%

	13
	Nidan Micro-Finance Foundation (NMFF)
	15.87%
	12.11%
	3.76%
	0.00%
	3.76%
	19.99%
	18.70%
	2.47%

	14
	Saija Finance Pvt. Ltd.
	14.15%
	1.25%
	12.90%
	0.00%
	12.90%
	28.75%
	1.09%
	-14.76%

	15
	Samadhan Kendra
	3.21%
	1.11%
	2.10%
	0.00%
	2.10%
	5.68%
	11.54%
	7.96%

	16
	SKS 
	16.70%
	7.35%
	9.35%
	0.02%
	11.14%
	2.87%
	1.81%
	8.27%

	17
	Sarvodaya Nano finance Ltd. (SNFL)
	11.14%
	8.76%
	2.38%
	0.30%
	2.08%
	1.88%
	0.04%
	0.25%

	18
	SMBT(DEOGHAR)
	7.71%
	6.52%
	1.18%
	0.00%
	1.18%
	6.90%
	1.70%
	-4.01%

	19
	SMBT, KHAIRA
	5.87%
	4.31%
	1.56%
	0.00%
	1.56%
	3.57%
	1.54%
	-0.47%

	20
	SMBT, JAMUI
	10.38%
	7.48%
	2.90%
	0.00%
	2.90%
	6.49%
	1.68%
	-1.91%

	21
	SMBT, MOHANPUR
	7.62%
	6.75%
	0.87%
	0.00%
	0.87%
	5.49%
	2.15%
	-2.48%

	22
	Swayam Shree Micro Credit Services (SMCS)
	16.65%
	9.19%
	7.46%
	1.39%
	6.07%
	4.13%
	0.65%
	2.59%

	23
	Trust Microfin Services
	14.47%
	8.86%
	5.61%
	0.00%
	5.61%
	4.98%
	0.95%
	1.58%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
5.1.2.1: Return on fund

Returns on fund have been calculated on the basis of income earned from the loan portfolio during the year with respect to working fund. 

According to data for the year 2008-09 mFIs may be categorized as under:

Category (%)

No. of mFIs                % of mFIs 
Less than 10


 6                                  26.09

Between 10 to 35

17                                73.91

Total                              23                                 100.00             

From the above categorization it may be observed that 6 (26.09%)  mFIs had less than 10% return on funds which were considered below ideal level of 10%. 17 (73.91%)  mFIs had return on funds between 10% to 35% during 2008-09.

In 2008-2009 return on fund was highest in case of Cashpor (28.76%) followed by Mass Care International (26.43%), Gram-utthan (17.96%) Creation Welfare Society (16.87%), SKS (16.70%),   Nidan (15.87%).  Return on fund was more than 10% in case of 16 mFIs which might be considered ideal.  It appeared from the table that return on fund was below 10% for 6 mFIs (Samadhan Kendra-3.21%, Aman Micro Finance-6.56%, Bihar Development Trust-9.32%, and three federations/cluster of SNFL) during 2008-09 and thus they had just retained their net margin or could not even meet operational expenses to reach the break even point. These institutions should endeavor to increase return on fund in order to meet expenses. If compared to 2007–08, the return on fund had increased during 2008–09 in case of SMCS, SNFL, SAIJA, Gram-uthan, Cashpor, TMS, BDT, which was positive indication. The ratio had declined only in case of Bandhan Financial Service Pvt. Ltd., BISWA, Ajiwika, SMBT Mohanpur. In case of Saija the return on fund had increased more than two times as compared to year 2007-08 i.e. from 5.11% in the year 2007-08 to 14.15% in the year 2008-09. Contrary to this in case of Biswa the ratio had declined more than two times from 34.60% to 13.30%.  
They should examine the reason for reduction in return on fund and should initiate the steps to improve the return on fund by improving the quality of advances and speedy repayment procedure.  
5.1.2.2:  Cost of Fund 

Cost of Fund has been worked out on the basis of interest paid on borrowed fund corresponding to the working fund.
According to data for the year 2008-09, mfis may be categorized as under:

Category(%)
No. of mfis   % of mFIs 
Less than 10%

20                86.96

Between 10% to 14%
3                  13.04





23                100.00

From the above categorization it may be observed that 20 (86.96%) mFIs had cost of fund less than 10% while 3 (13.04%) mFIs had cost of funds between 10% to 14%, which was considered high.

Cashpor had highest cost of fund followed by Gram-utthan, and Nidan. Cost of fund in case of Cashpor Micro Credit was 13.45%, which was considered as high. The high cost of fund was due to high rate of interest paid by organizations in arranging fund for lending and meager owned fund. Due to expansion of their business they had borrowed at commercial rate of interest and could not increase their capital. Other mFIs had cost of fund less than 10%. Particularly, in case of Saija and Samadhan Kendra it was less than 1.5% mainly due to availability of owned fund and less loan. However, it was acceptable in case of Bandhan (3.61%), BISWA (3.85%), CDOT (6.91%), BDT(4.63%), Creation Welfare Society (6%) and BOARD (5.47%). mFIs having cost of fund more than 10%, required a lot of exercises to create high class loan portfolio and influence the borrower for repayment speedily for faster rotation of fund. Equity support and revolving fund at cheaper rate of interest should also be explored. Reduction in cost of fund will help mFIs to reduce rate of interest charged to the SHGs/JLG members and will help in business expansion, outreach and sustainability.

Compared to 2007-08, cost of fund of Bandhan, Biswa, had decreased. In case of Cashpor Microcredit, SNFL, Nidan, TMS, BDT, Creation Welfare, SMBT. Swamshree Microfinance Services (SMCS), the cost of fund had increased during 2008-09. In case of TMS and BDT the ratio had increased from 0.77% to 8.86% and 0.20% to 4.63% respectively. Since cost of fund had reflection on rate of interest charged to ultimate borrowers, attempt should be made to keep it low by arranging cheap fund and by becoming operationally efficient.

5.1.2.3:  Financial Margin

Financial margin is the difference of return on fund and cost of fund expressed in % term. 

According to data for the year 2008-09 of mFIs may be categorized as under:

Category (%)

No. of mFIs   % of mFIs 
Up to 10%


17                     73.91          

More than 10%

6
               26.09

Total                               23                     100.00            

From the above categorization it may be observed that 17 (73.91%) mFIs had financial margin up to 10% while 6 (26.09%) mFIs had financial margin more than 10%.

In 2008-09, financial margin was highest in case of Cashpor Microcredit followed by Mass Care International. Bandhan Financial Services, Saija, and BOARD had financial margin more than 10%. Gram-uthan, SKS, SMCS, SNFL, Jeevan Jyoti Kala Kendra and Ajiwika had financial margin in the range of 7-10%. During the year 2008-09 Gram-utthan had successfully kept the level of cost of fund almost same with increase in return on fund from 16.68% to 17.96%. Consequently the financial margin had increased from 7.53% to 8.55% resulting into higher credit offtake. All SMBT had financial margin in the range of 0.87% to 2.90%, which was not sufficient to meet the operational cost and hence they were in loss.

As compared to 2007-08, financial margin had decreased in 2008-09 in case of Bandhan (18.62% to 11.10%), Biswa (29.72% to 9.45%), Nidan (7.69% to 3.76%), Ajiwika (11.37% to 4.86%) and SMBTs, Creation Welfare Society (17.15% to 10.87%). Incase of Biswa the financial margin had come down drastically from 29.72% to 9.45% because of reduction in interest income from Rs.34.26 crore to Rs.24.75 crore and increased working capital due to long term borrowings by the institution from Rs.78.53 crore to Rs.185.37 crore. Institutions needed to analyze the reason for reduction in income in spite of increase in working fund. Financial margin had increased in case of Cashpor from (10.77% to 15.31%) and TMS from (0.17% to 5.61%). All mFIs should try to increase their financial margin for long term sustainability and profitability.

5.1.2.4:  Risk Cost to Working Fund

The ratio has been worked out considering the provision for loss of assets during the year with respect to working fund. 

According to data for the year 2008-09 mfis may be categorized as under:

Category (%)

No. of mFIs  % of mFIs 
Less than 1%

19                    82.61          

Between 1% to 2%

4                     17.39       

Total                                23                  100.00                

From the above categorization it may be observed that 19 (82.61%)mFIs  had risk cost less than 1% while  4 (17.39%) mFIs had risk cost above 1%.

It was highest in case of Ajiwika (1.70%) followed by Mass Care International and SMCS (1.39%), Gram-uthan (1.19%) during 2008-09. Rest of mFIs had risk cost to working fund less than 1%. mFIs who had high risk cost to working fund (>1%) should try to reduce it. As compared to 2007-08, Bandhan and Nidan could reduce their risk cost to working fund drastically from 1.73% and 0.75% respectively to 0% in 2008-09 as there was no provision for bad and doubtful debts. mFIs like Saija Finance Pvt. Ltd., C-DOT, NIDAN Microfinance foundation, TMS, Jeevan Jyoti Kala Kendra, Aman Micro Finance, Samadhan Kendra, BOARD and four SMBT had zero risk cost during 2008-09 as they had not made any provision for bad debts during 2008-09. These institutions must review the quality of their loan assets so that bigger provision may be avoided in subsequent years. Risk cost to working fund had increased in case of SMCS from 0.62% to 1.39% during 2008-09. It had also increased in case of Ajiwika from 0% to 1.70%.

5.1.2.5:  Net Financial Margin

Net financial margin is excess of financial margin over risk costs together with other incomes. 

According to data for the year 2008-09 mFIs may be categorized as under:

Category (%)

No. of mFIs    % of mFIs

Less than 10%

16                       69.57        

Between 10% to 15%
7                        30.43%     

Total                               23                       100.00               

Net financial margin was highest in case of Cashpor (14.94%) followed by Mass Care International (13.73%), Saija Finance (12.90%), SKS (11.4%), Bandhan (11.11%), Creation Welfare Society (10.33%) and BOARD (10.04%) during 2008-09. Rest of mFIs had net financial margin less than 10%.

As compared to 2007-08, net financial margin had decreased in case of Bandhan financial Services, BISWA, Ajiwika. In case of Creation Welfare Society it was decreased from 17.15% to 10.39%. In case of Cashpor it had increased from 10.02% to 14.94%, Saija from 5.19% to 12.90%, TMS from -0.17% to 5.61%, BDT from 1.88% to 4.47% during 2008-09. mFIs should try to enhance their net financial margin for future viability and sustainability of their business. mFIs should critically review quality of loan assets and provisions thereon.
5.1.2.6:  Transaction cost
Transaction cost includes operating cost and establishment cost and the same had been worked out with respect to working fund.

According to data for the year 2008-09 mFIs may be categorized as under:

Category (%)

No. of mfis       % of mFIs
Less than 6%

10                       43.48  

Between 6% to 45%
13                       56.52        

Total                               23                       100.00       
From the above data it may be observed that 10 (43.48%)  mFIs had transaction cost less than 6% while 13 (56.52%)mFIs had transaction cost between 6% to 45%

 Transaction cost should not exceed 4% to 6% ideally but it was even 41.62% in case of Mass Care International and 28.75% in case of Saija Finance Pvt. Ltd. High transaction cost had resulted in high total cost and consequently high rate of interest to the borrowers. The transaction cost of five mFIs had increased during 2008–09. The reasons for increase in transaction cost was induction of professional staff, increase in staff strength and salary structure. Transaction cost of some of the mFIs (Saija Finance Pvt. Ltd.–28.75%, Jeevan Jyoti Kala Kendra–24.36%, Nidan–19.99%, Bihar Development Trust–17.64% and Cashpor Micro Credit-14.67%) during 2008-09 was exceptionally high. Due to higher transaction cost mFIs  charged high rate of interest. Salary was major component of transaction cost. Salary component of transaction costs in case of Cashpor, Saija and NIDAN was 75%, 77% and 77% respectively, while it was 42% in case of BDT and 41% in case of Jeevan Jyoti Kala Kendra. Salary component was higher not due to high salary structure but due to poor productivity resulting from low level of business per employee, lesser number of accounts served per employee coupled with lower loan amount per borrower. Fourteen mFIs were having loan accounts less than 200 per staff. To reduce transaction cost it was essential to increase productivity per staff and per branch.
5.1.2.7: Other Income 

Other income includes mainly grants in aids and incomes from other than microfinance activity.

According to data for the year 2008-09, mFIs may be categorized as under:

Category (%)


No. of mFIs        % of mFIs
Less than 10%


17                   73.91

Between 10% to 35%

6                     26.09

Total                                         23                  100.00          

From the above categorization it may be observed that 17 (73.91%) mFIs had other income less than 10% while 6 (26.09%) mFIs had other income between 10 to 35%.

The high ratio of other incomes should not be considered for the main operation of micro financing. However, it does affect net financial margin/ net margin positively raising the profitability. Nidan Micro Finance foundation, BDT and Jeevan Jyoti Kala Kendra just managed to keep its profitability track positive because of the other income in both the years i.e. 2007-08 and 2008-09.  

5.1.2.8: Net Margin

Net margin is the indication of profitability/financial soundness of an organisation. It also indicates overall cost effectiveness of the mFIs. 

According to data for the year 2008-09 mFIs may be categorized as under:

Category (%)

No. of mfis             % of mFIs               
Less than 3%

15                             65.22

Between 3% to 15%
8                               34.78

Total                               23                             100    
From the above categorization it may be observed that 15 (65.22%) mfis had net margin less than 3% while 8 (34.78%) mFIs had net margin between 3% to 15%.

Saija Finance and all four SMBTs had negative net margin. It meant these organizations were in loss. Other mFIs numbering 18 were having positive net margin. But this positive margin of about 50% mFIs was due to other income. If other income were not accounted for the 10 mFIs out of 19 would have negative margin. In case of 7 mFIs like Bandhan, Biswa, SNFL, Saija finance, Nidan microfinance and 4 SMBTs, the net margin during 2008-09 had reduced in comparison to 2007-08. In case of BISWA and Saija finance the net margin had declined drastically from 30.01% to 6.95% and 3.16% to -14.76% respectively during year 2008-09 as compared to 2007-08.  One of the reasons for reduction in net margin in case of BISWA was reduction in interest income. In case of Saija the reason for reduction was increase in staff strength, salary of the professionals and opening of new branches. These mFIs should control declining trend by reducing transaction cost and risk cost and by increasing the return on funds.

5.1.2.9: It may be concluded that cost of fund for 3 mFIs (Cashpor Micro Credit–13.45%, Nidan Micro-Finance foundation–12.11% and Mass Care International–11.22%) was higher and they should try to reduce cost of fund. Risk Cost of the four mFIs (Ajiwika–1.70%, Mass Care International–1.48%, SMCS–1.39% and Gram-utthan–1.19%) was also higher. Every effort should be made by these mFIs to reduce their risk cost.
Per borrower outstanding of mFIs varied from Rs.1000 to Rs.6000. The same should be increased to an average of at least Rs.6000.  To achieve current viability, the transaction cost should be reduced and brought in the range of 4%–6%. This can be achieved by adopting area based concentration and increasing loan amount per borrower. Minimum loan account to be handled by each staff should be standardized and followed. The other alternative was to adopt innovative method of keeping staff on commission basis.

5.1.3: Efficiency and Growth Ratios
Efficiency ratios were considered for measuring the efficiency in the asset management of an institution, which were reflected through the increase or decrease in return on assets. At the same time growth ratios were utilized for the purpose to determine the internal growth rate and sustainable growth rate when external financing was used. In Efficiency and Growth Ratios, we attempted to work out return on fund, risk cost to working fund, interest coverage ratio, financial sustainability, return on assets, yield on portfolio and bad debts to portfolio. The various ratios are presented in table 4.2.3 A (2007-08) and table 4.2.3 B (2008-09).

Table 5.1.3 A:  Efficiency and Growth Ratio 2007-08
	Sr. No.
	Name of mFIs
	Return on Fund
	Risk Cost to WF
	Interest Coverage Ratio
	Financial Sustainability
	Return on Assets
	Yield on Portfolio
	Bad Debts to portfolio

	1
	Ajiwika
	21.38%
	0.00%
	101.05%
	100.43%
	0.11%
	21.26%
	0.00%

	2
	Aman Micro Finance
	Not Available

	3
	BISWA
	34.60%
	0.98%
	717.38%
	481.05%
	0.53%
	35.05%
	0.99%

	4
	Bandhan Financial Service Pvt. Ltd.
	22.79%
	1.73%
	292.62%
	154.30%
	4.62%
	13.91%
	1.05%

	5
	Bihar Development Trust (BDT)
	2.08%
	0.00%
	400.50%
	101.26%
	0.60%
	6.57%
	0.00%

	6
	BOARD
	Not Available

	7
	Cashpor Micro Credit
	19.66%
	8.90%
	10.77%
	0.75%
	10.02%
	9.47%
	0.38%

	8
	C-DOT
	Not Available

	9
	Creation Welfare Society 
	20.63%
	0.00%
	135.85%
	100.83%
	0.34%
	59.21%
	0.00%

	10
	Gram-utthan
	16.68%
	1.42%
	129.50%
	115.05%
	2.36%
	14.88%
	1.26%

	11
	Jeevan Jyoti Kala Kendra
	Not Available

	12
	Mass Care International
	Not Available

	13
	Nidan Micro-Finance Foundation (NMFF)
	15.99%
	0.75%
	166.43%
	127.24%
	5.51%
	20.58%
	0.97%

	14
	Saija Finance Pvt. Ltd.
	5.19%
	0.00%
	0.00%
	143.32%
	2.61%
	49.26%
	0.00%

	15
	Samadhan Kendra
	Not Available

	16
	SKS 
	Not Available

	17
	Sarvodaya Nano finance Ltd. (SNFL)
	9.11%
	0.19%
	109.98%
	107.39%
	0.43%
	10.46%
	0.21%

	18
	SMBT (DEOGHAR)
	5.81%
	0.00%
	97.72%
	98.50%
	-0.09%
	10.08%
	0.00%

	19
	SMBT, KHAIRA
	4.47%
	0.00%
	129.85%
	122.35%
	0.82%
	14.62%
	0.00%

	20
	SMBT, JAMUI
	6.01%
	0.00%
	176.74%
	123.29%
	1.14%
	14.31%
	0.00%

	21
	SMBT, MOHANPUR
	8.39%
	0.00%
	111.66%
	107.94%
	0.63%
	20.45%
	0.00%

	22
	Swayam shree micro credit services (SMCS)
	11.27%
	0.62%
	123.99%
	114.41%
	1.45%
	11.82%
	0.65%

	23
	Trust Microfin Services
	0.93%
	0.33%
	139.38%
	122.24%
	0.29%
	2.76%
	0.99%


Source: Primary survey, Cost Structures and Other Complexities in scaling Up of Operation of Small Microfinance Institutions in Bihar.  

Table 5.1.3 B:  Efficiency and Growth Ratio 2008-09

	Sr. No.
	Name of mFIs
	Return on Fund
	Risk Cost to WF
	Interest Coverage Ratio
	Financial Sustainability
	Return on Assets
	Yield on Portfolio
	Bad Debts to portfolio

	1
	Ajiwika
	14.77%
	1.70%
	130.80%
	105.87%
	1.08%
	15.12%
	1.74%

	2
	Aman Micro Finance
	6.56%
	0.00%
	NA 
	292.98%
	4.66%
	6.86%
	0.00%

	3
	BISWA
	13.30%
	0.81%
	261.80%
	113.34%
	0.004%
	26.08%
	1.59%

	4
	Bandhan Financial Service Pvt. Ltd.
	14.72%
	0.00%
	274.40%
	138.11%
	4.09%
	24.70%
	0.00%

	5
	Bihar Development Trust (BDT)
	9.32%
	0.22%
	122.00%
	104.52%
	1.02%
	14.72%
	0.35%

	6
	BOARD
	15.51%
	0.00%
	129.80%
	111.62%
	1.63%
	16.03%
	0.00%

	7
	Cashpor Micro Credit
	28.76%
	0.37%
	107.20%
	101.66%
	0.30%
	35.13%
	0.45%

	8
	C-DOT
	10.87%
	0.00%
	115.80%
	106.88%
	1.09%
	17.64%
	0.00%

	9
	Creation Welfare Society 
	16.87%
	0.47%
	134.40%
	106.16%
	1.78%
	22.22%
	0.62%

	10
	Gram-utthan
	17.96%
	1.19%
	115.00%
	106.16%
	1.10%
	19.08%
	1.26%

	11
	Jeevan Jyoti Kala Kendra
	11.08%
	0.00%
	156.80%
	115.63%
	5.33%
	13.74%
	0.00%

	12
	Mass Care International
	26.43%
	1.48%
	182.60%
	113.99%
	8.64%
	16.92%
	0.95%

	13
	Nidan Micro-Finance Foundation (NMFF)
	15.87%
	0.00%
	128.00%
	107.70%
	2.47%
	21.37%
	0.00%

	14
	Saija Finance Pvt. Ltd.
	14.15%
	0.00%
	NA
	50.68%
	-15.13%
	17.16%
	0.00%

	15
	Samadhan Kendra
	3.21%
	0.00%
	814.70%
	217.06%
	7.96%
	22.73%
	0.00%

	16
	SKS microfinance limited
	16.70%
	0.02%
	58.23%
	128.85%
	3.0%
	35.22%
	0.72%

	17
	Sarvodaya Nano finance Ltd. (SNFL)
	11.14%
	0.30%
	103.09%
	102.28%
	0.10%
	12.73%
	0.34%

	18
	SMBT (DEOGHAR)
	7.71%
	0.00%
	37.50%
	69.15%
	-4.20%
	10.05%
	0.00%

	19
	SMBT, KHAIRA
	5.87%
	0.00%
	89.20%
	94.07%
	-0.47%
	11.89%
	0.00%

	20
	SMBT, JAMUI
	10.38%
	0.00%
	74.50%
	85.91%
	-1.98%
	15.06%
	0.00%

	21
	SMBT, MOHANPUR
	7.62%
	0.00%
	64.90%
	79.77%
	-2.48%
	11.23%
	0.00%

	22
	Swayam shree micro credit services (SMCS)
	16.65%
	1.39%
	128.60%
	117.58%
	2.59%
	15.24%
	1.27%

	23
	Trust Microfin Services
	14.47%
	0.00%
	118.70%
	111.40%
	1.58%
	20.61%
	0.00%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
5.1.3.1: Interest Coverage Ratio

Interest coverage ratio expresses satisfaction to the lenders whether the business will be able to earn sufficient profits to pay interest on long term loans. This ratio also indicates that how many times the profit covers the interest. It measures the margin of safety for the lenders. Higher the number more secure the lender is in respect of periodical interest.
According to data for the year 2008-09 mFIs may be categorized as under:

Category (%)

No. of mFIs   % of mFIs               
Less than 110%

7                   30.43
Between 115% to 815%
16                 69.57
       Total                        23                100.00

From the above categorization it may be observed that 7 (30.43%) mFIs had interest coverage ratio less than 10% while 16 (69.57%) mFIs had interest coverage ratio between 115% to 815%.

During 2008-09, interest coverage ratio was more than 100% on case of all mFIs except SMBTs and SKS. Interest coverage ratio during 2008-09 was highest in case of Samadhan Kendra (814.7%) followed by Bandhan Financial Services (274.40%) and Biswa (261.80%). Four SMBTs and SKS had interest coverage ratio below 100%. It ranged from SMBT Deoghar (37.50%) to SMBT Khaira (89.20%). Lower 

interest coverage ratio was an indication of limited capacity of the mFIs to pay interest regularly.
Interest coverage ratio in the year 2008–09 had drastically reduced in case of BISWA from 717.38% in the year 2007–08 to 261.80%. Ideally interest coverage ratio should range
between 110% to 115%, which had not been achieved by Cashpor Micro Credit Ltd, SKS and Sarvodaya Nano Finance Limited in the year 2008–09. In case of SMBTs and SKS,  it was less than 100%.

If compared the figure of 2007–08, the interest coverage ratio showed improvement in case of SMCS and Ajiwika in 2008–09.
5.1.3.2: Financial Sustainability

Financial sustainability is the ratio showing relation between the total income and total expenses of the organisation. It should be more than 100%. As per CGAP benchmark, the average financial sustainability ratio was 104.7% for Indian MFIs as on 31 March 2009. Financial sustainability is the most significant ratio to evaluate the micro financing business.

According to the data for the year 2008-09 mFIs may be categorized as under:

Category (%)


No. of mFIs           % of mFIs               

Less than 105%


8                               34.78
Between 105% to 295%

15                            65.22

Total                                         23                           100.00        
From the above categorization it may be observed that 8 (34.78%) mFIs had sustainability ratio less than 105% while 15 (65.22%) mFIs had sustainability ratio between 105 to 295%.

Financial Sustainability of all mFIs except Saija and 4 SMBTs were more than 100%. Financial Sustainability was highest in case of Aman Finance followed by Samadhan Kendra (217.06%) and Bandhan Financial Services Limited (138.11%). Financial sustainability of Saija Finance (50.68%) and SMBTs were below 100%. These organizations should try to improve their financial sustainability.

Financial Sustainability of the organization must exhibit the increasing trend in the subsequent year. Contrary to this in case of Bandhan, BISWA, Gram-utthan, Saija, Nidan and TMS, it had come down. The organization should have to take every effort to stabilize by augmenting its income and reducing expenses. 

5.1.3.3: Yield on Portfolio

Yield on portfolio has been calculated on the basis of financial income earned during the year with respect to total loan assets before write off. As per CGAP benchmark, the average yield on portfolio was 25.1% for Indian mFIs as on 31 March 2009.

According to data for the 2008-09 mFIs may be categorized as under:

Category (%)

No. of mfis         % of mFIs               
Less than 25%

20                   86.96
Between 25% to 36%
3                     13.04

Total                              23                    100.00               

From the above categorization it may be observed that 20 (86.96%)mFIs had yield on Portfolio less than 25% while only 3 (13.04%)mFIs had yield on Portfolio between 25% to 36%.

Yield on portfolio was highest in case of SKS (35.22%) followed by Cashpor Microcredit (35.13%),  BISWA (26.08%), Bandhan Financial Services (24.70%), Creation Welfare Society (22.22%) and Trust Microfinance Services (20.61%) during 2008-09. In case of Gram-utthan, SMCS, Saija Finance, Ajiwika, BOARD and SMBT Jamui had yield on portfolio verifying between 15% to 20%.Other mFIs had yield on Portfolio less than 15%.

Yield on portfolio had increased in 2008-09 in case of Bandhan (13.91% to 24.70%), SMCS (11.82% to 15.24%), SNFL (10.46% to 12.73%), Nidan (20.58% to 21.37%), TMS (2.74% to 20.61%), BDT (6.57% to 14.72%). It had decreased in case of Biswa (35.05% to 26.08%). If compared to 2007–08, the yield on portfolio have improved in case of six mFIs namely SMCS, Gram-utthan, SNFL, Nidan, TMS and BDT. Rest sampled mFIs showed declining trend. Thus, except SKS, BISWA and Cashpor Micro Credit all 20 mFIs are required to improve their yield on portfolio when compared to Indian average.
5.1.3.4: Bad Debt to Portfolio
This has been calculated on the basis of bad and doubtful debt with respect to total loan assets. This ratio indicates the extent of provisions made by the mFIs. In 2007-08, bad debt portfolio was highest in case of Gram-utthan (1.26%), followed by Bandhan Financial Services (1.05%), Biswa (0.99%), Nidan microfinance (0.97%). During 2008-09, bad debts portfolio was highest in case of Ajiwika (1.74%), followed by BISWA (1.59%), Gram-utthan (1.26%), and SMCS (1.27%). 

According to data for the year 2008-09 mFIs may be categorized as under:

Category (%)

No. of mFIs                         % of mFIs               
Less than 1%

19                                         82.61%
Between 1% to 2%

4                                          17.39%    

Total                               23                                        100.00      

From the above categorization it may be observed that 19 (82.61%) mFIs had bad debt to portfolio less than 1% while 4 (17.39%) mFIs had bad debt portfolio between 1 to 2%.

If compared to 2007–08, all the four mFIs had added bad debts in their portfolio during 2008–09. Bandhan, Saija, C-DOT, Nidan Microfinance,  TMS, Jeevan Jyoti Kala Kendra, Aman Micro Finance and Samadhan Kendra, BOARD and all SMBTs had bad debt to portfolio zero percentage. These organizations should critically review their bad debts to avoid larger provision in coming year. The mFIs should make full provision as per prudential norms. As the size of mFIs increases bad debt to portfolio also increases. The mFIs should try to reduce bad debt portfolio by close monitoring of their clients.  

5.1.3.5: Cost function analysis
Cost function analysis of transaction cost was done taking into consideration the factors like loan amount disbursed, number of members financed, amount outstanding, and amount disbursed per borrower, number of staff, loan accounts per staff, amount outstanding, outstanding per borrower and types of organization.
Transaction cost = f (loan amount disbursed, number of members financed, amount outstanding, amount disbursed per borrower, number of staff, loan accounts per staff, amount outstanding, outstanding per borrower and types of organization).
In cost function analysis linear regression analysis was done. Coefficient of determination (R2), β coefficient, t value, level of significance were calculated and analysis of variance (ANOVA) was done to predict the model. 
Regression analysis includes techniques for modeling and analyzing several variables, when the focus is on the relationship between a dependent variable and one or more independent variables. It helped in understanding how the typical value of the dependent variable changes when any one of the independent variables varied, while the other independent variables were held fixed. It was also of interest to characterize the variation of the dependent variable around the regression function in regression analysis, which can be described by a probability distribution.

Linear regression model
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Where, for the ith case, Yi is the response variable, [image: image5.png]


 were p regressors, and [image: image6.png]


is a mean zero error term. The quantities [image: image7.png]


were  unknown coefficients, whose values are determined by least squares. The coefficient of determination R2 is a measure of the fitness of the model. Specifically, R2 is an element of [0, 1] and represents the proportion of variability in Yi that may be attributed to some linear combination of the repressors (explanatory variables) in X.
Coefficient of determination, R2 is the proportion of variability in a data set that is accounted for by the statistical model. It provides a measure of how well future outcomes are likely to be predicted by the model.

A data set had values yi each of which has an associated modeled value fi (also sometimes referred to as [image: image8.png]


). Here, the values yi are called the observed values and the modeled values fi are sometimes called the predicted values.
The most general definition of the coefficient of determination is
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Whereas, 

SSerr = residual sum of square

SStot= total sum of square

The results of the analysis are presented in table below:

Table 5.1.3.5 A: Factors influencing transaction cost to working funds

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	Β
	Std. Error
	Β
	
	

	(Constant)
	35.95
	11
	
	3.268
	0.02

	No. of Staff
	-0.078
	0.038
	-8.286
	-2.050*
	0.1

	Types of organisation
	-3.042
	2.19
	-0.372
	-1.389
	0.22

	Number of Members Financed
	0
	0
	-4.592
	-3.270*
	0.02

	Amount Disbursed
	0.002
	0.001
	-4.142
	-1.379
	0.23

	Amount outstanding
	-561.12
	130.45
	-1.235
	-3.161*
	0.02

	Amount outstanding /borrower
	931.161
	255.59
	-1.347
	-3.643*
	0.15

	Amount disbursed /borrower
	-371.41
	131.55
	-1.132
	2.823*
	0.04

	Loan accounts /staff
	-0.08
	0.043
	-0.76
	-1.846
	0.12

	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	0.910
	0.829
	0.521
	8.22


It is obvious from the table that  transaction cost of MFIs depended upon number of staff, loan accounts per staff, loan amount disbursed, amount outstanding, types of organization, outstanding per borrower, amount disbursed per borrower, number of members financed. From t value it is clear that number of Staff, number of members financed, outstanding per borrower and amount disbursed per borrower were significant at 5 % level. It means that as the number of professional staff, number of members financed, amount outstanding, disbursement and outstanding per staff increased the transaction cost decreased.  

Impact of amount disbursed was negative but insignificant. Loan accounts per staff had negative impact on transaction cost but not significant. These may be due to small sample size. When the sample size will increase it would show significance.  Another cause may be due to increase in volume of business (amount disbursed) the mFIs had to enhance professionalism in staff by paying more salary and more investment in technology and branch up gradation. 

As the mFIs moves from registered society to NBFC the transaction cost reduces. t value shows the significance at 5% level. R2 values show that model explains 82.9 % variation.  
It may be concluded that transaction cost could be reduced by increasing client base, increasing volume of business per staff, and changing legal form of mFIs from non profit to profit. 

Analysis of Variance (ANOVA) :  

An ANOVA decomposes the variability in the response variable amongst the different factors. Depending upon the type of analysis, it may be important to determine: (a) which factors have a significant effect on the response, and/or (b) how much of the variability in the response variable is attributable to each factor.
The "variability" of the data set is measured through different sums of squares:
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the total sum of squares (proportional to the sample variance);
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the regression sum of squares, also called the explained sum of squares.
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the sum of squares of residuals, also called the residual sum of squares.

In the above, [image: image13.png]


is the mean of the observed data.
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where n is the number of observations
Table 5.1.3.5 B: Analysis of variance 
	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	Regression
	1637.3
	9
	181.92
	2.689
	.144a

	Residual
	338.28
	5
	67.656
	
	

	Total
	1975.6
	14
	
	
	


The overall significance of ANOVA is 0.144 which shows high significance and thus goodness of fit of the model.
Chapter VI
Human Resource Issues
6.1: The purpose of Human Resource Management was to help mFIs maximize the potential of their staff to enable them to contribute to the success of the institution. People are one of the biggest assets of microfinance institutions and are also a large part of the operating budget. In order to be effective, mFIs need to ensure that this asset is well-managed. The key to managing staff effectively are Human Resource Management systems and tools appropriate for the specific mFI. 

Even by conservative estimates, the annual demand for micro finance in India is to the tune of Rs.2, 24,000 crore. With such a big market for micro finance products catering to the poor, the need for dedicated manpower to manage the sector cannot be over emphasized. As of now the mFIs were not having enough human resources to manage this sector. One of the factors hindering the growth of the micro finance sector was that the professionals in this sector had little formal education in financial planning, accounting, portfolio management and delinquency analysis of micro finance projects.
Under human resource issues we studied number of staff available in the mFIs, adequacy of staff, competence, attrition rate, and arrangement for capacity building, status of computerization and computer skilled staff. The Summary of response received from the mFIs are tabulated (see annexure II) 
6.1.1: Adequacy of Staff

From above table it may be concluded that 69.6% of mFIs were having adequate staff. Only 30.4% of mFIs were not having adequate staff. In case of Ajiwika, Bandhan, C-DOT, Creation welfare society, Jeewan Jyoti Kala Kendra, SMBT Jamui,  and SKS Microfinance number of staff were not adequate. These organizations were in great need to increase number of staff to expand their business. Further there was urgent need to increase the number of professional staff in microfinance sector. 

Graph 6.1.1: Adequacy of Staff
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mFIs also indicated that they were facing following problems in getting qualified staff:

· Experienced and Qualified staff was not available.

· Especially trained/oriented staff for mFI sector was not available.

· Qualified staff was not willing to work in rural areas.

· Most of the mFIs were unable to pay desired salary.

· There was high expectation and less dedication amongst the qualified personnel. 
Considering the demand for a committed workforce in the micro finance sector, SKDRDP and SIDBI have come together to form SKDRDP-SIDBI School for Micro Finance Training (SSSMFT). The school's aim is to devise an exclusive course for managing micro finance institutions and to impart training in accounting and technical aspects to those entering this sector. There should be more such kind of institutions.
6.1.2: Level of Competency

Level of competency amongst the mFIs staff can be summarized in the following table 6.1.2:
Table 6.1.2: Level of Competency

	Particular
	No. of mFIs
	% of mFIs

	Competent Staff
	12
	52.17  

	Lack Competency
	11
	47.83

	Total 
	23
	100.00


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
It can be seen that 11 mFIs(47.83%) were not having competent staff. 12(52.17  %) mFIs were having competent staff. Competency level varied with work to work and staff to staff, even in the same organization. It is advisable that competency level of the staff should be re-oriented according to work with regular capacity building and exposure visit.
Training and capacity building remain the single biggest challenge for micro finance institutions worldwide. Leaders of micro finance institutions reported that there was no regular supply of trained manpower either at the grassroots level or at the management level. As a result, they were forced to rely on adhoc in-house training methods, which do not yield the professionalism and competencies needed to build strong and effective mFIs. Many organizations practicing micro finance institutions in India still need a cadre of high quality technical service providers to train and service the sector in the future.
6.1.3: Attrition Rate

Attrition rate of mFIs given in table 6.1.3 has been summarized below:-
Table 6.1.3:    Attrition Rate of mFIs Staff

	Sr. No.
	Attrition Rate
	No. of mFIs
	% of mFIs

	1
	0%
	6
	26.09%

	2
	1 to 5%
	6
	26.09%

	3
	6 to 10%
	5
	21.74%

	4
	11 to 20%
	2
	8.70%

	5
	Above 20%
	2
	8.70%

	6
	Data Not Available
	2
	8.70%

	
	Total 
	23
	100%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
It appeared from the above table that 2 mFIs (Cashpor Micro Credit–40%, Mass Care International 65%) were having attrition rate above 20%. The reason for high attrition rate in above two organizations was tough training schedule in rural area and qualifying in examination after training. Hence most of the staff left their jobs during training only. Second reason for high attrition rate was poor salary and service condition in most of the mFIs and as and when staff got better opportunity they left the organization. Third reason was poaching by other mFIs. 
Graphical presentation of attrition rate is as under:

Graph 6.1.3:  Attrition Rate of mFIs Staff
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Professionalizing HR systems within organizations will do wonder for those struggling to retain employees. Even if the sector gains momentum in attracting candidates, retention will become more difficult without a clearly defined organizational structure, career planning, clear job descriptions and regular performance appraisal systems in place. With the emergence of new economic order, micro finance is poised for a great leap in the coming decades. Some good mFIs were hiring graduates from good business schools to contribute in strengthening strategic HR, Finance and Operation management backed by strong IT support. The pay and perks were competitive with the best in industry. The enormous potential of growth in this sector will definitely attract the best of professionals in coming days.
6.1.4: Level of Computerization

Level of computerization has been summarized in the following table 6.1.5:-

Table 6.1.4:  Level of Computerization in mFIs
	% of computerization
	No of mFIs
	% of mFIs

	100%
	15
	65.22%

	80%
	2
	8.70%

	70%
	1
	4.35%

	60%
	2
	8.70%

	50%
	1
	4.35%

	40%
	0
	0.00%

	25%
	1
	4.35%

	20%
	1
	4.35%

	Total
	23
	100.00%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
100% computerization was observed in case of 15 mFIs (65.22%). In case of 8  (34.78%)  mFIs level of computerization was 80% or below. Cost was the major hurdle in achieving 100% computerization. All the mFIs should try to achieve 100% computerization in a time bound period. 
6.1.5: Level of Computer Skilled Staff

The level of computer skilled staff is presented below in table 6.1.6:
Table 6.1.5:  Level of Computer Skilled Staff

	Sr. No.
	% of Computer Skilled Staff
	No. of mFIs
	% of mFIs

	1
	10 to 20%
	6
	26.09%

	2
	21 to 40%
	4
	17.39%

	3
	41 to 50%
	7
	30.43%

	4
	60 to 70 %
	3
	13.04%

	5
	80%
	2
	8.70%

	6
	100%
	1
	4.35%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
In case of 17 mFIs (74.92%) computer skilled staffs were less than 60%, which can be termed as unsatisfactory. Every effort should be made to make the staff computer literate. Cost was coming as hurdle. A time bound program for making all the staff computer literate should be chalked out. 

6.1.6: Capacity Building

Capacity building of mFIs refers to both financial and non-financial capacity. Financial capacity building is essential for an mFI to absorb and manage increased funds for loan disbursement, an increased number of loans, clientele base, and savings, etc. Non-financial capacity building primarily focuses on institutional and human resources of an mFI - in terms of networking and partnership for training, skill development, information management systems, etc. 

In a very broad sense, capacity building also involves advocacy and networking, where the viability and suitability of microfinance for poverty alleviation is demonstrated, in order to gain better acceptance and involvement from the larger civil society. 

Only 1 (4.35%) namly Jeewan Jyoti Kala Kendra was not having any arrangement for capacity building. Rest mFIs had either own arrangement of capacity building or deputing their staff to the training centre of apex Bank/Institutions or in other mFIs. However various institutes followed different curriculum. A common standardized curriculum had not yet been developed for the capacity building. There was need to develop common standardized curriculum, which can be used by various institutes/organization with location specific requirement.

6.1.7: Human Resource (HR) Development Initiative by mFIs
The mFIs have initiated the following steps for HR Development in their organization.

i. Medium and big mFIs had created HR cell/HR Development Department in the organization for focused attention on HR issues.

ii. Training/exposure visits were being organized by most of mFIs for capacity building of their staff.

iii. System of guidance/ Counseling/Internal Promotion/Incentive had been started by big /medium size mFIs.

iv. Internal talent management is being attempted by mFIs.

v. Some mFIs have established grievance redressal cell.

vi. HR manual was being attempted by many mFIs.

The mFIs and their staff gave number of suggestions for Human Resource Development, which were as under:-

i. Course curriculum for capacity building of mFIs staff should be developed and standardized by NABARD/Consultant appointed by NABARD.

ii. Financial help for capacity building of staff should be provided from the Financial Inclusion Fund available with NABARD.

iii. Various training establishments of RBI, NABARD, SIDBI, RMK, Sa-Dhan should organize specialized course for training senior executives/officers of mFIs.

iv. RUDSETI established in most of the districts should train the staff of mFIs and beneficiaries/potential beneficiaries of mFIs.

v. Specialized course for micro finance should be started for ensuring adequate availability of personnel for Micro Financing Institution.

vi. Development of common HR manual for mFIs should be attempted by Sa-dhan with financial help from NABARD.
It may be concluded that mFIs should concentrate effort in capacity building of the staff and their clients. Microfinance institutions continuously need to hire best HR talent, retain, train them, and design appropriate compensation and incentive structure and succession planning for effectively reaching out to poor people in remote areas (Microfinance focus, 2010).
6.1.8: Leadership in Micro Finance institutions

Leadership is needed to steer their institutions during this period of rapid change and commercialization. It also supports high-performing microfinance providers in improving their team and staff to optimize performance.
We examined the leadership role and qualities for the successful operation of mFIs activities. About 90.91% of the respondents indicated that role of leadership was crucial and most important for the organization. The response received regarding the leadership role is presented below in table 6.1.8:

Table 6.1.8:  Role of Leadership

	Sr. No.
	Role of leadership 
	Frequency
	Percent

	1
	Act as change agent
	81
	92.05%

	2
	Crucial and most important 
	80
	90.91%

	3
	Arranging fund for lending 
	80
	90.91%

	4
	Guidance, Counseling and Motivation to the employees
	66
	75.00%

	5
	Team Building
	66
	75.00%

	6
	Development of organization 
	54
	61.36%

	7
	Constant monitoring 
	54
	61.36%

	8
	Set the vision and mission for the organization
	48
	54.55%

	9
	Delegation of power
	46
	52.27%

	10
	Development of credit culture
	40
	45.45%

	11
	Making the linkage with the poor
	40
	45.45%

	12
	Analyze the opportunities and threat 
	20
	22.73%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
The most important role of leadership as per the respondents was acting as change agent. A leader is first and last a change agent. Leader’s responsibility / role was to raise the aspirations of his people to make them more confident, energetic, enthusiastic, hopeful and determined to seek a glorious future for the community and organization. Other role of leaders were arranging fund for lending (90.91% respondents). 75% of respondent felt that leadership should be able to provide constant guidance, counseling and motivation to the employees and should be able to build up a team of dedicated workers. 61.36% of respondents opined that leadership role is development of organization and constant monitoring. 54.55% respondents suggested that leaders should develop credit culture and make linkage with the poor. Only 22.73% respondents felt that leader’s role is to analyze the opportunity and threat before setting goal.
First most important task of a leader is organizing his employees and community. It is creating a grand vision – a purpose which is noble, lofty and inspirational. It is a dream that could excite and energize everybody in the community or organization. The leader has to craft and articulate a vision in which everybody sees a better future for himself. A leader has to define a vision which transcends the mundane day to day challenges to get the best out of his people.

Leader’s role is to create an inclusive environment. An inclusive system enhances the self esteem, enthusiasm, energy, confidence and hope of everyone in organization. Such a system helps people to deal with their fellow colleagues with respect, dignity and affection. Praise in public and criticize in private is the mantra to be followed.

Thus primary role of leaders of mFIs is to act as change agent, setting vision for the organization, directing efforts to achieve vision, predicting revenue and profitability, de-risking organization and making them sustainable.
6.1.9: Quality of Leaders:

A number of suggestions / Opinion were given regarding the quality of leaders. The respondents expressed that leader should be courageous, motivator, visionary, passionate, well qualified, technically skilled, hard working, energetic, enthusiastic, confident, humble, knowledgeable, disciplined, dedicated and committed, honest, innovative, simple, transparent, professional, accountable, vibrant and effective with good knowledge of mFIs. Leader should set example of exemplary governance. The response of the respondents on quality of leadership is tabulated below in table 6.1.9: 
Table 6.1.9: Quality of Leadership

	Sr. No 
	Quality of leader 
	No. Of Respondents 
	% of total respondent

	1
	Courageous
	40
	45.45%

	1
	Motivator
	40
	45.45%

	2
	Inspiring
	32
	36.36%

	3
	Knowledgeable
	30
	34.09%

	4
	Humbleness 
	30
	34.09%

	5
	Equip with Current Market Scenario and participate
	28
	31.82%

	6
	Dedication / Commitment
	27
	30.68%

	7
	Visionary
	25
	28.41%

	8
	Passionate
	25
	28.41%

	9
	Trust worthy
	23
	26.14%

	10
	Well qualified
	22
	25.00%

	11
	Well versed in Grass Root level
	18
	20.45%

	12
	Having good knowledge of mFIs
	15
	17.05%

	13
	Respect for poor
	15
	17.05%

	14
	Disciplined and innovative minded
	14
	15.91%

	15
	Simplicity 
	13
	14.77%

	16
	Transparent and openness
	13
	14.77%

	17
	Integrity and character
	12
	13.64%

	18
	Professionalism
	12
	13.64%

	19
	Exemplary governance 
	12
	13.64%

	20
	Accountable
	11
	12.50%

	21
	Vibrant 
	10
	11.36%

	22
	Effective 
	10
	11.36%

	23
	Intention for working with people
	5
	5.68%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
Leader should be trust worthy. If leaders want that people follow them, then the leaders should demonstrate commitment to vision and values through leadership by example.

Once replying about the quality of leaders Narayan Murthy also pointed out that courage is the first attribute of great leader. He pointed out that courage is required, if anyone want to walk the untreaded  path, to dream big, to take risks, to have conviction, to go against conventional wisdom and to take tough and unpopular decision. According to Narayan Murthy, hard work, commitment, energy, enthusiasm and confidence made Infosys as most respected company, the best employer and the best managed company. The most important qualities of a good leader are integrity, character and judgment.
6.1.10: Development of Leadership

The response of respondents regarding development of leadership is summarized below in table 6.1.10:

Table 6.1.10: Development of Leadership

	Sr. No 
	Development of leadership 
	No. Of Respondents
	Percentage

	1
	Exposure in different mFIs and Finance institutions
	60
	68.18%

	2
	Developing 2nd / 3rd line of leadership
	45
	51.14%

	3
	By Training and capacity building 
	23
	26.14%

	4
	By analysis of  Current Market Scenario
	22
	25.00%

	5
	By making liaison amongst Group leaders
	18
	20.45%

	6
	Internal motivation by delegation 
	15
	17.05%

	7
	By actively participating in meeting/seminars
	14
	15.91%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  

Leadership development initiatives to the microfinance sector through workshops, coaching and support are very important for organizational change.
The respondents suggested various modes for development of leadership. The most important suggestions were exposure to different mFIs/financial institutions, training and capacity building, developing 2nd line of leadership in the organization from beginning. Other suggestions offered were actively participating in meeting/ seminar, liaison with group leaders and internal motivation by delegation.
Chapter VII
Management Information System (MIS) followed by different micro financial institutions
7.1: Management information system was an essential part for operation of micro finance institutions as the number of clients and products offered by mFIs continued to grow. A large part of mFIs operations were process oriented and repetitive in nature. Microfinance, like all other forms of finance, is an information business. Yet, many microfinance institutions (mFIs) face serious challenges as they seek to identify their information needs and install appropriate systems to meet those needs. It helps in capturing data and using information for decision making, Portfolio/Deposit-tracking/Accounting/Human resource management, developing institutional action plans, project preparation; information needs analysis and business process analysis.  
Computer software can be used to automate the critical process of mFIs. There was need to maintain the various accounts in a systematic way and to transmit different types of information to divisional/zonal office/head office, in form of weekly, fortnightly, monthly and quarterly returns for constant monitoring and taking policy decision. Preparing various types of return was a time consuming process. Software used for this purpose may solve major problem and at the end can also generate various return/statement including trial balance. Out of 23 sampled mFIs, 18 (83.8%) mFIs were either had developed their own software or they were using software developed by other support institutions. Many mFIs (26.0 %) were maintaining management information system in EXCEL. Other major software used by the different mFIs were Community Banker (8.7%), trace Account (8.6%), Bijli (4.3%), FAMIS Developed by BASIX (4.3%), FIMO software from Jayam, Hyderabad (4.3%), BRAC supported software, Bandhan software (4.3%), LMS-Loan Management System (4.3%), Matrix Software developed by  Elitser  IT Hyderabad (4.3%), Tally ERP for accounting and Micro-Save software for Projections. The software used by various organizations is presented below in table 7.1.1:

Table 7.1.1: Software used in Management Information System in mFIs
	Sr. No.
	Software Used
	No of mFIs Using software
	Percentage

	1
	MIS is maintained in Excel
	6
	26.00%

	2
	Community Banker
	2
	8.70%

	3
	Trace Account
	2
	8.60%

	4
	BIJLI
	1
	4.30%

	5
	BRAC supported software
	1
	4.30%

	6
	Developed own software
	1
	4.30%

	7
	FAMIS Developed by BASIX
	1
	4.30%

	8
	FIMO software from Jayam, Hyderabad
	1
	4.30%

	9
	LMS-Loan Management System
	1
	4.30%

	10
	Matrix Software developed by  Elitser IT,  Hyderabad
	1
	4.30%

	11
	Tally ERP for accounting, and Microsave for Projections 
	1
	4.30%

	12
	Software not used
	5
	4.30%

	Total
	23
	100.00%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
It is apparent from the table that there was no common software used by the mFIs.  Hence, the format for return/statement also varies. There was no benchmark for MIS software. While most of the mFI liked to automate their operations, cost of the software was biggest hurdle. Also, computerization usually takes time to stabilize and involves intensive training as well as the refinement of the same process. 
Although software named NABYUKTI has been developed with the assistance from NABARD, none of the sampled mFIs was aware regarding the software. Even bankers and NABARD officials were not aware. 
Major problems in maintaining management information system by mFIs were the followings: 

i. Some mFIs were facing the problem that software was not able to generate proper report. 

ii. Many of the software were not customized to the need of the mFIs. 

iii. Some of the softwares were in the old version. 

iv. Many of the mFIs were not having skilled staff to operate the MIS software. It hampered the adoption of MIS software and maintaining proper records and generating reports.

v. Except few big mFIs, most of them were operating in small scale. Beyond a certain scale of operations, however it may make sense to use software for management information system and automate their operations. 

vi. This is likely to reduce the time spent by the staff in manual process and increase the accuracy of the report. If data is web linked and available for public, transparency of operation of mFIs can be ensured.

Suggestions for improvement of management information system (MIS)
i. A copy of NABYUKTI may be sent to all regional offices and 25 to 25-30 big size mFIs and their opinion should be invited regarding the shortcomings in this software for wider adaptability by mFIs, and accordingly the software may be modified. Common software will help in generating uniform return/statement at the same time would reduce the cost of software used.   

ii. It should be highly customized to the needs of mFIs and should generate critical information.

iii. There was need for skill development for MIS operators.

iv. The MIS software should be able to capture important data and produce multiple reports.

v. There was need of investing in MIS software for capturing and producing multiple reports.
7.1.2: Technology
Modern technology based solution proves proficient in enabling micro financing institutions to conceptualize, develop and operate projects for financial inclusion. It supports sector initiatives, which are aimed at enabling rural and remote un-banked areas to enjoy the benefits of formal financial products and services. The entry of technology has opened more options in the field of finance that lead to lower costs, greater efficiency, real time information and better customer service. The need remains, however, to examine the use of various technology products and channels in the delivery of micro finance in India. Micro finance offers a great, largely untapped, market for modern technology and a chance to make a big difference in outreach, sustainability and the impact of Micro finance. The solution lies with new delivery channel that makes innovative use of information and communication technology to inexpensively process of large volumes of small transactions and deliver a wide range of financial services.  In Bihar use of technology based delivery channels was not practiced by the mFIs. One of the main challenges was that of integration and consolidation. It is essential that the back office MIS should have the flexibility to integrate with such system. The back office MIS had received little attention within the microfinance sector.  Due to lack of awareness and high cost, microfinance institutions in Bihar were not able to adopt the technology based delivery channels. Mobile phones connect as a point of sales device and it can serve as suitable measures for micro finance in rural areas.
7.1.3: System and procedure followed by different mFIs
We have analyzed system and procedures followed by sample mFIs in terms of well defined system and procedure, availability of loan application forms, standardization of maintenance of various books and accounts, check list, manual and standardization of returns/statements. The response collected thereon from the respondents was presented in the table 7.1.3 below:

 Table 7.1.3:    System and Procedure followed by different mFIs
	Sr. No.
	Particulars
	Yes 
	% of mFIs
	No
	% of mFIs

	1
	System & procedure  and loaning operation are well defined
	20
	87%
	3
	13%

	2
	Availability of Loan Application form 
	18
	78%
	5
	22%

	3
	Availability of Processing / Appraisal Form
	21
	91%
	2
	9%

	4
	Standardization of various books of accounts and their maintenance
	18
	78%
	5
	22%

	5
	Check List
	19
	83%
	4
	17%

	6
	Manuals
	19
	83%
	4
	17%

	7
	Standardization of Returns / Statements
	16
	70%
	7
	30%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
87% of mFIs responded that their system & procedures and loaning operations were well defined. Loan applications were available with 18 (78%) mFIs. Processing and appraisal form were available with 91% mFIs. Only 78% of mFIs were having and maintaining standardization of various books and accounts. Checklists and manuals were available with 83% mFIs. Returns and statements were standardized and maintained by 70% of the sample mFIs. All operating mFIs are required to tone up their system and procedures and have utmost transparency therein to instill confidence among various stakeholders.
Chapter VIII
Problems Faced By Microfinance Institutions (mFIs) And Possible Remedies

8.1: Major problems faced by microfinance institutions were adequate and timely availability of getting funds for lending, management of Funds, remittance of funds, developing suitable MIS, legal problems, rating related issues, problems in mobilizing equity support, creating awareness, formation of SHGs/JLGs, Financing of SHGs/JLGs, Capacity building of SHGs/JLGs, graduating to micro enterprises, and introducing standard systems & procedures including MIS.

8.1.1: Sources of funds:  Most (80%) of the mFIs responded that availability of adequate fund was the major problem. They required adequate fund to enlarge their activities and increasing loan amount per borrower to help them in graduating to micro enterprises. Timely availability of the fund was also a problem faced by most of the mFIs. Sanction of the loan to the mFIs by the banks and other financial institutions took long time and its procedure was also lengthy. Higher rate of interest charged by banks was a major problem faced by many mFIs. There should be financial and operational transparency, while providing the funds to micro finance institutions. 

The respondent officials of NABARD/SIDBI were unanimous in their views that rate of interest charged by banks was high and RBI / NABARD / SIDBI should come out with some flexible and transparent mechanism to make available low cost funds to mFIs with a precondition to make available funds to groups at a cheaper rate. 
8.1.2: Management of Funds:  Most of the mFIs stated that management of fund was not a problem for them. However, some of the mFIs were facing problem in fund planning. Some times in order to increase their outstanding, funding agency dump their funds at the end of financial year. Better fund planning was required and possible help from various support agencies was required. 

The respondent’s officials of NABARD/SIDBI were of the opinion that mFIs in general lacked acumen to handle their funds properly. It lacked transparency. They opined that capacity building of mFIs for this purpose may be thought of by NABARD/SIDBI/RBI and financing banks. Further, while releasing funds by financing agencies, terms and conditions may be incorporated for proper accounting and book keeping of funds availed by them with necessary disclosures. 

8.1.3: Developing suitable MIS: Majority of mFIs were maintaining their MIS in excel sheets or MIS software provided by other organizations. Some mFIs had developed their own software. Thus there was no uniformity either in software use or in various return/statements. The cost of MIS software was very high and not affordable by small mFIs. Power cuts hamper computerization work. Alternative arrangement of supply of power was required which increased the cost of mFIs.
The respondent officials of NABARD/ SIDBI stated that the mFIs did not maintain proper MIS and data lacked authenticity. Therefore, they suggested that a consortium of mFIs, NABARD, SIDBI, RBI and other participating banks may be formed and suitable MIS format (web based) may be developed to maintain uniformity of data and real time access to the web based data base. The software should developed may be made available to mFIs on an affordable cost. As availability of power is erratic other cheap renewable sources of energy may be used by the mFIs for interrupted power supply. 

8.1.4: Legal problems: Because most of the mFIs were working as society, trust and section 25 companies, they were not legally allowed to accept the public deposit. There was no uniform legal structure for mFIs. It hampered mFIs to raise the funds and attract investors. Moreover, not for profit mFIs could not draw equity from investors. This problem prohibited them in getting equity and finally their capital adequacy was affected. Realization of default from borrowers was  a bit too arduous and expensive and yet not unfailing. There is no applicable law, as the Micro Finance Bill is yet to be enacted.

For sorting out legal problems all bank officials including NABARD /SIDBI were unanimous that setting up of an independent regulatory authority is the crying need of the hour and the government of India must act to address this issue without any delay. 
8.1.5: Rating related issues: Rating was done only on the financial parameters. Social and other indicators were not taken into consideration. Rating norms were generally high and was suitable for Non Banking Finance Companies (NBFCs) only. There were no separate rating norms for society and trust. 

The respondents including officials of NABARD/ SIDBI were unanimous that MFIs separate rating norms for small mFIs may be developed as the existing norms were stringent which did not suit them. Further the rating fees were too high. The financing agencies may provide rating fee to mFIs making it a part of loan recoverable in easy installments. 
8.1.6: Problems in mobilizing equity support: Not for profit mFIs were mainly experiencing this problem of mobilizing equity support. It was opined by NABARD/ SIDBI officials that not for profit mFIs may be provided more equity support from MFDEF maintained at NABARD level. Equity funds may also be created at various banks level and the assistance from fund may be treated as “priority sector advances”. 
8.1.7: Problem in Creating Awareness: Awareness creation cost was very high. mFIs were not able to raise fund for awareness creation out of their profits. They required support from funding agencies/apex development institutions for awareness creation and financial literacy. The respondents were of the views that cost of awareness creation and financial literacy may be reimbursed to the mFIs as grant by NABARD/ SIDBI. 
8.1.8: Formation of SHGs/JLGs: Formation cost for SHG/JLG was too high for mFIs. They were not getting any support for this purpose from any agencies.

The respondent officials of NABARD/SIDBI stated that in order to have quality groups, capacity building of mFIs was very much required and NABARD/ SIDBI should come forward to help mFIs in awareness creation.  Besides capacity building the cost of formation of groups may be reimbursed to mFIs by NABARD/ SIDBI to reduce the transaction cost of mFIs. 

8.1.9: Problem in Capacity building of SHGs/JLGs: Capacity building curriculum for mFIs was not standardized. There were only few organization/training establishment providing capacity building/training to mFIs staff. Trained instructors in the field were not available. The cost of capacity building was high, which most of the mFIs could not afford. The respondents suggested that the capacity building cost of SHG/ JLG may be provided by NABARD/ SIDBI. 

8.1.10: Graduating to micro enterprises: Micro enterprise development program was not organized regularly by mFIs. Training and capacity building was required to update self help groups to graduate them into microenterprises. Marketing of the product was the biggest problem for micro entrepreneur that hampered the scope of SHGs in graduating to Micro Enterprises. Brand building was another area of concern. Moreover, availability of fund was also a constraint in graduating to microenterprise.  Many SHGs could not graduate to micro enterprises, as they were not provided adequate fund due to paucity of fund with mFIs.

The respondent officials of NABARD/ SIDBI opined that capacity building of groups and adequate financing to SHG /JLG and marketing arrangement for their products are essential for them to graduate to microenterprises and therefore, NABARD/ SIDBI should prepare well comprehensive programme conducive to development of microenterprises. 
8.1.11: Introducing standard systems & procedure: Small mFIs were facing problem of standardizing of system and procedure. The system and procedure of various mFIs were different. Uniform manual for system and procedure viz. account and auditing etc were required.

The respondent officials of NABARD/ SIDBI were unanimous that small mFIs were facing problems in introducing standard systems and procedures. Further there was need for uniform standardization of systems and procedures. They opined that NABARD may use the services of consultants for preparing uniform accounting and auditing manual. The cost of the same may be borne from MFDEF.  

8.2: Possible Remedies:
The possible remedies to problems faced by mFIs emerged out of discussions with them were as under:

1. Public sector banks should view micro finance sector positively. Timely, cheap, hassle free and adequate availability of fund to mFIs should be ensured. NABARD and SIDBI should provide adequate equity support to not for profit mFIs, as they could not draw equity from investors. RBI may think of stipulating some target for the banks for financing to mFIs. To start with it may be 5% to 10% of their lending.

2. The loaning process should be simplified. Separate type of loan application form should be developed for small and big mFIs.

3. Development of standard system and procedure, common software for MIS, common operation manual including manual for accounting/auditing may be attempted by giving the work to renowned consultants and the cost for the same should be borne from microfinance development fund available with NABARD.

4. NABARD/SIDBI should intensify their bulk lending/revolving fund assistance to mFIs to enable mFIs to come out of the fund crunch.

5. Awareness creation, financial literacy and capacity building should be promoted with the help of micro finance development fund.

6. Separate rating norms should be developed for small mFIs. Social aspects should also be included in rating matrix. NABARD and SIDBI may liberalise their norms for providing funds for rating.

7. NABARD may consider bearing the promotional cost of SHGs/JLGs and capacity building of beneficiaries in the line of helps being provided by it to self help group promoting institutions.

8. RUDSETI developed in most of the districts by banks may also train the beneficiaries of mFIs.

9. Since the mFIs clients were poorest amongst the poor, the banks may consider providing them fund at cheaper rate of interest.

10.  Course curriculum of training to mFIs staff may be developed by using the services of renowned consultants.  

8.3: Meeting funding requirements 

Ranking by respondents for funding requirements of microfinance institutions were done. The response of respondents is presented below in table 8.3: 

Table 8.3: Ranking of financial institutions to meet the funding requirement
	Particulars 
	Ranking 
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	Weighted average 
	Priority 

	Lending by banks to mFIs
	Numbers
	25
	20
	12
	15
	6
	3
	7
	0
	0
	0
	12.91
	II

	
	% of Respondents
	28.41
	22.73
	13.64
	17.05
	6.82
	3.41
	7.95
	0.00
	0.00
	0.00
	 
	 

	Bulk lending to mFIs by SIDBI / NABARD
	Numbers
	28
	16
	15
	12
	6
	8
	3
	0
	0
	0
	13.02
	I

	
	% of Respondents
	31.82
	18.18
	17.05
	13.64
	6.82
	9.09
	3.41
	0.0
	0.0
	0.00
	 
	 

	Bank - mFIs partnership model
	Numbers
	10
	20
	45
	3
	2
	3
	2
	3
	0
	0
	12.82
	III

	
	% of Respondents
	11.36
	22.73
	51.14
	3.41
	2.27
	3.41
	2.27
	3.41
	0.00
	0.00
	 
	 

	Securitization of portfolio of mFIs
	Numbers
	8
	3
	2
	2
	35
	10
	6
	12
	2
	8
	8.53
	IV

	
	% of Respondents
	9.09
	3.41
	2.27
	2.27
	39.77
	11.36
	6.82
	13.64
	2.27
	9.09
	 
	 

	Refinance mode by banks
	Numbers
	6
	6
	6
	28
	20
	10
	0
	0
	0
	12
	9.82
	V

	
	% of Respondents
	14.77
	14.77
	14.77
	14.77
	14.77
	14.77
	14.77
	14.77
	14.77
	14.77
	 
	 

	Banking correspondence model
	Numbers
	5
	6
	3
	6
	6
	24
	12
	0
	18
	8
	7.60
	VI

	
	% of Respondents
	5.68
	6.82
	3.41
	6.82
	6.82
	27.27
	13.64
	0.00
	20.45
	9.09
	 
	 

	Financing of tire 2 and 3 mFIs by tire 1
	Numbers
	2
	5
	4
	8
	10
	0
	20
	22
	13
	4
	7.07
	VII

	
	% of Respondents
	2.27
	5.68
	4.55
	9.09
	11.36
	0.00
	22.73
	25.00
	14.77
	4.55
	 
	 

	Relaxation of norms of equity support of SIDBI / NABARD
	Numbers
	2
	10
	1
	5
	0
	6
	18
	10
	12
	24
	6.05
	VIII

	
	% of Respondents
	2.27
	11.36
	1.14
	5.68
	0.00
	6.82
	20.45
	11.36
	13.64
	27.27
	 
	 

	Relaxation of rating norms of SIDBI / NABARD
	Numbers
	2
	2
	0
	9
	3
	24
	20
	11
	0
	17
	6.71
	IX

	
	% of Respondents
	2.27
	2.27
	0.00
	10.23
	3.41
	27.27
	22.73
	12.50
	0.00
	19.32
	 
	 


Source: Primary survey, Cost Structures and Other Complexities in scaling Up of Operation of Small Microfinance Institutions in Bihar.  
Lending by banks to mFIs were rated first by 28.41 % of the mFIs. 28 (31.82 %) respondents rated first for bulk lending to mFIS by SIDBI and NABARD directly. Bank- mFIs partnership model was rated first by 10 (11.36%) respondents and securitization of portfolio of mFIs were rated first by only 8 (9, 09%) respondents. Refinance mode by banks rated first by 14.77 percent respondents. 
It can be concluded that the preferences for getting fund in order of preference were as under:

· Bank mFIs partnership model
· Bulk lending to mFIs by NABARD/SIDBI

· Lending by banks to mFIs

· Refinance mode by NABARD/Bank
Chapter IX
Respondent Suggestions on Scaling Up of Microfinance Activities in Bihar
9.1: Respondent suggestions on scaling up of microfinance activities in Bihar: We had taken suggestions of different stakeholders for scaling up of micro finance activities in Bihar and action to be initiated by different stake holders viz:  mFIs, banks, NABARD, RBI, SIDBI, State Government and Central Government. Respondents from officials of RBI, NABARD, SIDBI, RGVN and mFIs, had offered/ suggested their views. The collective perception of the different stakeholders for scaling up of microfinance activities in Bihar are summarized below. Figures in the parenthesis are number of respondents and their percentage. 
9.1.1: mFIs Initiatives

1. Vision and mission of mFIs should be well defined 70 (79.54%)

2. mFIs should provide full range of financial services to their clients. Microfinance products according to need of local clientele should be designed by mFIs. Presently mFIs were mostly concentrating on loan product. Micro insurance, remittance and other financial services should also be given due attention. mFIs should also provide micro-savings products to their clientele. For providing micro saving products mFIs can act as business facilitator/ correspondent of banks till RBI permit them to accept small deposits. 32 (36.36%)
3. There was an urgent need for streamlining system and procedure for mFIs. For this purpose a common manual for process and system, accounting and auditing should be prepared by hiring well qualified professionals. This activity can be funded from microfinance   development   fund available with NABARD. 56 (57.95%)

4. mFIs may try to reduce rate of interest to affordable level by expanding their business and cost cutting specially in transaction cost. 20 (22.73%)

5. mFIs should also invest in capacity building, financial literacy and access to technology. Continuous capacity building and training is the need of hour. For this purpose mFIs can seek help from microfinance development fund from NABARD. 30 (34.90%)

6. mFIs should also increase ceiling of loan amount per borrower to help them to graduate into micro-enterprise level. 30 (34.90%)

7. Technology can help in reducing operational cost, lending cost and availability of correct data. mFIs should introduce innovative scheme for technology development with the help of Technology Innovation Fund available with NABARD. 12 (13.64%)

8. Levying of additional charges e.g. upfront administrative/processing charges, non-interest bearing cash security, compulsory recurring deposits etc. along with flat rate of interest render the real cost of borrowing non- transparent and misleading to common man. This should be stopped forthwith. 32 (36.36%)

9. There was unhealthy competition and lack of transparency amongst microfinance institutions. mFIs should act as change agents with transparency. The financial statements are required to be produced in standard format with adequate transparency and disclosures. 51 (57.95%)

10. Hassle free loan from mFIs had increased unnecessary demand at the ground level resulting in excess borrowing and multiple financing in some cases. mFIs may exercise necessary precaution to check multiple financing. 10 (11.36%)

11. mFIs should be encouraged and supported to go for campus recruitment from recognized management institutes to infuse professionalism in microfinance sector. 45 (51.14%)

12. mFIs may build up loan reserves or do adequate provisioning to take care of loan losses. To begin with it should be 0.25 % of the standard assets. 40 (45.45%)

13. Small mFIs may depute staff dealing with microfinance to well run mFIs/banks and vice versa for cross learning. 20 (22.73%)

14. Avoid delay in loaning process once the groups fulfill the eligibility criteria. The members start losing interest due to delay. 12 (13.64%)

15. mFIs should quickly identify the problems, if any and try for immediate conflict resolution by participatory approach. 10 (11.36%)

16. Marketing of products of mFIs’ beneficiaries may be attempted by identification of products, cluster development, huge production and networking. Help from market intervention fund or cluster development fund of NABARD may be utilized for this purpose. 10 (11.36%)
9.1.2: Bank’s Initiatives
1. Timely and adequate availability of funds was a major concern for mFIs and key to scaling. mFIs were facing problems of uneven playing grounds. They did not have recourse to low cost fund (as they do not take deposits). Due to higher rate of interest their cost of funds had increased.  Banks should finance mFIs liberally to ensure adequate availability of fund in time at affordable rate to enable mFIs to do on lending at cheaper rate.  72 (81.82%)
2. Banks should simplify loaning procedure to mFIs. Moratorium period of 3 to 6 months should be considered by the banks 78 (88.60%).
3. Debt equity ratio norm for granting bank loan should be relaxed.  56 (63.64%)
4. One of the conditions of the bank loan is 15% - 20% capital adequacy ratio. It should not be more than 7%. Relaxation may be allowed in case of not for profit mFIs. 75 (85.22%)
5. Collateral from small mFIs should not be insisted upon, as it raises their cost of fund. Quality book debt can be the basis of lending. 56 (63.64%)
6. Banks may prepare operational manual for branch staff for efficient and hassle free appraisal of mFIs loan. 30 (34.90%).
7. Each bank should at least open one specialized branch in Bihar for microfinance on the line of Indian Bank, which has done good work in the field of microfinance. 20 (22.73%).
8. Each bank may establish an exclusive microfinance cell to design strategies of the bank and creating enabling environment to develop microfinance as core business. 12 (13.64%).
9. Banks and mFIs may enter into strategic relationship where the mFIs may be the originator of loans and deposits. However, portfolios are financed/ refinanced and deposits may be serviced by banks. 50 (56.82%).
10. Banks may partner mFIs to offer third parties banking (like mFIs collecting deposits on behalf of banks without additional investments and permit flexibility in terms of location and service timings). The deposit collected by mFIs on behalf of banks as banking correspondents may be treated as notional equity while financing. 50 (54.82%).
11. Banks may depute staff dealing with microfinance to well run mFIs and vice versa for cross learning. 46 (52.27%).
9.1.3: NABARD Initiatives
1. Availability of adequate capital in time will help mFIs in scaling up their activities. NABARD should refinance rated mFIs. 76 (86.36%).
2. Some specialized institutes dedicated towards capacity building of mFIs staff should be identified. Presently some courses for mFIs staff can be run in BIRD, NB Staff College, NB staff training centers, College of Agriculture Banking, Pune etc. 72 (81.82%).
3. Properly designed training module may be put in place for the mFIs professionals. The cost of running the course should be subsidized with the assistance from by the Micro Finance Development and Equity Fund of NABARD. 59 (67.05%).
4. There is urgent need to improve financial literacy of clientele. This can be done by 

i. RUDSETI may run some specialized course for mFIs clients. Cost may be borne by MFDEF of NABARD. 40 (51.65%).
ii. mFIs should also organize some programme with help of experts and their cost may be subsidized with assistance from MFDEF of NABARD. 35 (45.19%).
5. Equity norms for not for profit mFIs should be liberalized .39 (44.32%).
6. Commercial banks/RRBs may provide 10 percent of their loans to mFIs as grants for capacity building and these grants should be reimbursed by  NABARD from the MFDEF. 36 (40.90%).
7. Assistance for rating, equity contribution, revolving fund extended by      different agencies should be relaxed and streamlined for proper delivery to small mFIs. 35 (39.77%).
8. Technology can help in reducing operational cost, lending cost and availability of correct data. mFIs should introduce innovative scheme for technology development from technology innovation fund available with NABARD. 30 (34.09%).
9. A rating matrix may be devised by RBI/NABARD for lender to assess small mFIs. The rating exercise to be repeated every year to ensure no slippage in rating. Rating by the accredited agencies is suggested in case of mFIs with outstanding loan portfolio of more than Rs.10 crore. 27 (30.68%).
10. Institutions of Chartered Accountants of India to be involved in developing an effective audit mechanism for mFIs. NABARD should take lead in this direction. 16 (18.18%).
11. Progress under micro insurance was very slow. The main reason for the slow progress was the current claim settlement process. It should move towards a community based process. Adequate marketing channels were also not available for micro insurance. There was need for awareness creation, but nobody was willing to support this development cost. NABARD should help in awareness creation from its MFDEF. 10 (11.36%).
12. NABARD while preparing Potential Linked Plan (PLP) for the districts should also assess potential for financing by mFIs. 27 (30.68%).

9.1.4: SIDBI initiative 

1. SIDBI should finance mFIs liberally in Bihar to remove regional imbalances. 70 (79.55%)
2. SIDBI should provide liberal equity support to non-profit mFIs. 50 (56.82%)
3. SIDBI should help mFIs of Bihar in capacity building; develop standard system and procedures and adoption of technology. 52 (59.05%)
4. SIDBI may think refinancing of mFIs. 32(36.36%)

9.1.5: Reserve Bank of India Initiatives
1. mFIs financing to the poor should be considered as financial inclusion. 82 (93.18%)
2. RBI should setup refinancing institutions for mFIs. This responsibility can be given to NABARD. 81 (92.05%)
3. Uniform guidelines for bank financing to mFIs should be developed. RBI should familiarize banks with the nature of mFIs business and issue detailed guidelines to banks for evaluating mFIs, appraisal of mFIs loan etc to avoid delay in sanction of loan and overcome present cumbersome process. RBI should initiate necessary action in this regard. 76 (86.36%)
4. A separate category of NBFCs be created for attending to microfinance business with entry level capital requirement of 25 lakh. RBI may look into these aspects. This may be included under Microfinance Development bill. 70 (79.55%)
5. mFIs are not having access to any saving product. RBI may permit deposit mobilization by mFIs not exceeding Rs.5000 per depositor and all such deposits may be covered by the guarantee of Deposit Insurance and Credit Guaranteed Corporation scheme. Deposits accepted by mFIs should not exceed loan exposure at the enterprise level. This provision may also be included under Microfinance Development Bill for not for profit mFIs. 62 (70.45%)
6. Remittance by mFIs has not been recognized by RBI as financial product. mFIs should be allowed to do remittance operation of small ticket size within their area of operation, as they can provide door to door service. 56 (63.64%)
7. The ceiling of financing to a member should be fixed at a maximum of Rs. 50,000. For dwelling units the ceiling should be raised to Rs. 2.5 Lakh respectively. There should not be any ceiling for financing to SHGs. RBI may consider issuing revised instructions. 52 (59.09%)
8. RBI should constitute a permanent working group on microfinance constituting members from formal financial institutions, government, NABARD, NGOs, and mFIs to monitor and review the progress on allocation of resources and undertaking capacity building. 50 (56.82%)
9. There was a need of establishing credit bureau for sharing information among the financial institutions to avoid multiple financing. RBI may look into these aspects. 32 (36.36%)
10. Lack of clarity on the legal and operational structure of the mFIs hampers their ability to effectively play the role of financial intermediaries.  RBI should issue detailed guidelines. 29 (32.95%)
11. Reduce risk weightage of mFIs portfolio to 30 to 40 percent from prevalent rate of 100 percent. 28 (31.18%)
12. mFIs should also be allowed to do the work as a business correspondent of banks. 25 (28.41%)
13. Banks should be allowed to hold equity in mFIs/NBFC to be capped at 10%. 24 (27.27%)
14. RBI may consider including the credit plan of mFIs in the district credit plan prepared by lead bank. 25 (28.41%)
15. RBI may stipulate that bank should finance 5 to 10 % of their total lending to mFIs at prefixed rate of interest. 32 (36.36%)

9.1.6: Central Government Initiatives
1. Regulatory gap for not for profit mFIs may be plugged by passing Microfinance Development Bill pending at the Parliament. 72 (81.82%)
2. As regards enhancing capital base of mFIs and to encourage more flow of donations/contributions, donors to be exempted from income tax under section 11C of the IT Act. Section 80 G status should be available to mFIs for accessing donation and grants. 56 (63.63%)

3. In order to mitigate risk and incentive for financing to poor, mFIs should get some concessions under income tax. 40 percent of the tax may be exempted to mFIs under section 36 (1) (vii) of IT Act which was also recommended by Dr. Rangarajan Committee Report. 55 (62.50%)
4. Provisioning by mFIs on their NPAs be treated as tax deductible expenditure. 50 (56.82%)
5. mFIs were worst hit when debt relief was announced. While announcing debt relief, mFIs financing should also be considered. 
6. Regulatory mechanism for mFIs should be placed urgently. NABARD may be assigned this role. 45 (51.13%)
7. To reduce the cost of fund, interest subvention scheme for the mFIs financing may be thought of by the Government of India. 24 (27.27%)
8. Central government should setup a credit guarantee fund to promote growth of the mFIs sector. 18 (20.45%)
9. Government should waive service tax on all microfinance products including micro insurance to make them affordable. 35 (39.77%)
10. Rated mFIs should be allowed to access external commercial borrowings. 20 (22.73%)
11. Government should consider giving clearance for time of long term guarantee to mFIs.   12 (13.64%)
12. Government may consider providing capital to accredited mFIs. Dividend on capital should be invested for development of the society.  Such capital will increase the eligibility of the mFIs for taking loan from bank. 10 (11.36%)

9.1.7: State Government Initiative:
1. Government should waive stamp duty on all debt issuance of mFIs. 51 (57.95%)
2. Application of State Moneylenders Act needs clarity. Sporadic problems associated with local administration regarding applicability of the above Act to mFIs create irritants, which may be clarified. 24 (27.27%)   

3. A co-ordination committee with NABARD as convener may be constituted till formal decision is taken by Government of India regarding regulatory authority. 35 (39.77%)
4. Mainstreaming of mFIs has not been attempted. They do not participate in SLBC meeting and their performance goes unnoticed. A common format for the reporting should be developed and 2-3 persons representing mFIs should be invited in SLBC meeting. 21 (23.86%)  

5. mFIs are also facing the problem of identification/ identity of clientele as many of them are not having driving license, passport, ration card, election identity card, etc. State government should help in such situations. 10 (11.36%)
Chapter X
Beneficiaries Response
10.1: We tried to understand the beneficiary’s views on various aspects of micro financing. 102 beneficiaries of various microfinance institutions were interviewed through specially designed questionnaires. The response thereof was summarized below:

10.1.1:  Facilities provided by mFIs
It was observed that mFIs were providing facilities of loan, awareness creation, insurance, technical advice, marketing etc. The intensity of assistance/help varied amongst various facilities provided by the mFIs. The table below provides an indication regarding the various facilities provided by the mFIs. 

Table 10.1.1: Facilities provided by the mFIs to the beneficiaries
	Sr. No.
	Items
	No of beneficiaries
	Percentage

	1
	Credit 
	102
	100.00%

	2
	Awareness creation 
	44
	43.10%

	3
	Savings 
	48
	47.10%

	4
	Financial advice 
	38
	37.30%

	5
	Insurance 
	46
	45.10%

	6
	Remittance 
	4
	3.90%

	7
	Technical advice 
	17
	16.70%

	8
	Marketing 
	9
	8.80%

	9
	Legal services 
	2
	2.00%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
It appeared that insurance facilities were being availed by 45.1% beneficiaries, while remittance was being provided to only 3.9 percent beneficiaries. Similarly financial advice and technical advice were being availed by only 37.3% and 16.7% beneficiaries respectively. Apart from credit,  mFIs were required to concentrate on insurance, remittance, financial and technical advice in order to provide entire range of financial services.
10.1.2: Satisfaction level of beneficiaries on various facilities

We tried to judge the satisfaction level of beneficiaries on various facilities. Their response of beneficiaries is summarized below in the table 10.1.2:
Table 10.1.2: Satisfaction level of beneficiaries on various facilities.
	Sr. No. 
	Items
	Very good
	Good
	Ordinary 
	Un Satisfactory 

	1
	Credit 
	48

(47.10)
	38

(37.30)
	5

(4.90)
	11

(10.70)

	2
	Awareness creation
	7

(15.91)
	16

(36.36)
	9

(20.45)
	12

(27.27)

	3
	Saving
	40

(83.33)
	5

(10.42)
	3

(6.25)
	0.00%

	4
	Financial advice 
	25

(65.79)
	5

(13.16)
	5

(13.16)
	3

(7.89)

	5
	Insurance 
	40

(86.96)
	5

(10.87)
	1

(2.17)
	0.00%

	6
	Remittance 
	4

(100.00)
	0.00%
	0.00%
	0.00%

	7
	Technical advice 
	10

(58.82)
	4

(25.53)
	3

(17.65)
	0.00%

	8
	Marketing 
	6

(66.67)
	3

(33.33)
	0.00%
	0.00%

	9
	Legal services 
	0
(0.00%)
	0

0.00%
	2

(100.00)
	0.00%


         (Figures in parenthesis % of the beneficiaries)
Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
10.7 percent beneficiaries rated the credit facilities provided by mFIs as unsatisfactory, while 84.40 percent rated credit facilities as very good and good. Out of total 44 respondents, 27.27% had rated awareness creation as unsatisfactory and 20.45 % as ordinary. Similarly out of 38 respondents 13.16 % and 7.89 % respondents had rated financial advice as ordinary and unsatisfactory respectively. Most of the beneficiaries (96%) covered under insurance were satisfied with the insurance facilities.  It appeared from the above table that there is need to improve the awareness creation facilities, technical advice and financial advice to satisfy the beneficiaries. 

10.1.3: Different modes of the financing 

The mFIs were adopting different mode of financing which could be seen from the table 10.1.3:

Table 10.1.3: Different mode of financing by mFIs.
	Mode of finance 
	Number  of beneficiaries
	% of total

	Self help group 
	57
	(55.90%)

	Joint liability group
	35
	(34.30%)

	Individual 
	10
	(9.80%)

	Total 
	102
	(100.00%)


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
More than half (55.9%) of the beneficiaries were organized as SHGs for availing assistance. More than one third (34.3%) of the beneficiaries were availing assistance as joint liability group (JLG) and only 9.8% of the beneficiaries were availing credit facilities as individuals.
10.1.4 Decision making process regarding credit

It appeared that decision of beneficiaries regarding group formation, availing credit, choosing microenterprises, repayment of loan, and spending loan amounts were influenced by self motivation, motivation by family members, mFI staffs, and group members jointly, and by others. The response of beneficiaries is presented in table 10.1.4 below:
Table 10.1.4: Decision making process regarding credit

	Activities 
	By self 
	By staff of mFI
	Family 
	Group members 
	Others 

	Decision to form Group 
	27

(29.35)
	30

(32.61)
	4

(4.35)
	31

(33.70)
	-

	Decision to take loan 
	22

(21.6)
	5

(4.9)
	20

(19.6)
	48

(47.1)
	7

(6.9)

	Decision  to chose microenterprises
	24

(23.5)
	10

(9.8)
	23

(22.5)
	37

(36.3)
	8

(7.8)

	Decision to repay the loan 
	14

(13.7)
	10

(9.8)
	15

(14.7)
	52

(51.0)
	11

(10.8)

	Decision for spending the loan amount 
	17

(16.7)
	10

(9.8)
	16

(15.7)
	47

(46.1)
	12

(11.8)


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
Table 10.1.4 gives the frequency distribution of the decision making activities on each head. Group members together counted 33.7% to 51% on various decision making activities.  13.7 % to 29.35 % beneficiaries took decision themselves on various activities. About 9.80% beneficiaries were guided by mFI staff on various decision making activities except decision to form group where 32.61% of the beneficiaries acted on the advice of mFIs staff. Family members also influenced decision on various aspects like decision to form group (4.35%), decision to take loan (19.6%), decision to choose enterprises (22.5%) decision to repay the loan (14.7%) and decision to spend loan amount (15.7%). It can be concluded that micro financing is helping women borrowers to some extent in decision making process.
10.1.5: Frequency of distribution of loan taken by beneficiaries 
The frequency of distribution of loan taken by 102 beneficiaries was given below in the table 10.1.5: 
Table 10.1.5: Frequency of distribution of loan taken by beneficiaries
	Frequency 
	No of beneficiaries
	Percentage

	Once 
	39
	38.30%

	Twice 
	29
	28.40%

	Three times 
	9
	8.80%

	More than three  times
	25
	24.50%

	Total 
	102
	100.00%


Source: Primary survey, Cost Structures and Other Complexities in Scaling Up of Operation of Small Microfinance Institutions in Bihar.  
Graph 10.1.5: Frequency of availment of loan
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It appeared from the above table that 61.7 % beneficiaries had availed the credit more than once, while 38.3 % beneficiaries were first time borrower. 24.5 % of the beneficiaries had availed credit more than three times.
10.1.6: Classification of the beneficiaries on the basis of loan amount

The classification of the beneficiaries on the basis of first loan amount and present loan amount was given in the table 10.1.6:

Table 10.1.6: Classification of beneficiaries on the basis of loan amount

	Loan amount
	First loan amount
	Present

	
	No. of Beneficiaries
	Percentage
	No. of Beneficiaries
	Percentage

	Rs. 1000-5000
	38
	37.30%
	33
	32.20%

	Rs. 5000-10000
	36
	35.20%
	29
	28.50%

	Rs. 10000 to 20000
	6
	5.80%
	16
	15.70%

	Rs. 20000 to 50000
	20
	19.70%
	11
	10.80%

	More than 50000
	0
	0.00%
	13
	12.80%

	Total 
	102
	100.00%
	102
	100.00%


It appeared from the table that gradually beneficiaries are getting increased amount of loan. While in the first loan only 5.8 % of beneficiaries were getting loan amount ranging between Rs.10000 and Rs.20000, presently 15.70% of beneficiaries came into this category. Similarly, in the first loan amount only 19.70% of beneficiaries were in the loan amount range of Rs. 20000 to Rs. 50,000. Now 23.6% beneficiaries were getting loan more than Rs. 20,000. 

10.1.7: Purpose of loan 

 The purpose wise loan taken by beneficiaries is given below in the table 10.1.7:    

Table 10.1.7: Purpose wise loan taken by beneficiaries

	Purpose 
	No of beneficiaries 
	Percentage

	Income generating purpose 

	Microenterprise
	94
	92.20%

	Out of which Agriculture 
	15
	14.70%

	Non-income generating purpose 

	Marriage 
	0
	0.00%

	Education 
	1
	1.00%

	Consumption 
	1
	1.00%

	Medical 
	6
	5.80%

	Total
	102
	100.00%


Graph 10.1.7: Purpose wise loan taken by beneficiaries
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The purpose of loan availed by the sample beneficiaries were classified into two categories. The income generating activities included agriculture, vegetable cultivation, milch cattle rearing and milk selling, grocery shop, petty trade and others nonfarm activities. Consumption loan, loan for marriage, medical treatment was classified under non income generating purpose.
It was observed that 92.2% of the beneficiaries had taken loan for microenterprises while only 7.8% of the beneficiaries had availed loan for education, consumption and medical purposes. It appeared from the above table that beneficiaries were concentrating more on income generating activities. The share of loans for income generating purpose was significantly higher than non income generating activities.  

10.1.8: Different activities taken by the beneficiaries
The activity wise distribution of the beneficiaries is given below in the table 10.1.8:
Table 10.1.8: Different activities taken by the beneficiaries

	Purpose 
	No. of Beneficiaries 
	Percentage

	Agriculture and allied activities
	13
	12.70%

	Animal rearing
	2
	1.00%

	Processing
	1
	1.00%

	Vegetable shop
	3
	2.90%

	Coaching
	1
	1.00%

	Saloon
	1
	1.00%

	Medicine shop
	5
	4.90%

	Manihari
	1
	1.00%

	Vending
	1
	1.00%

	Furniture
	3
	2.90%

	Business/Kirana shop
	29
	28.40%

	Spices shop
	1
	1.00%

	Milk selling
	21
	20.60%

	Pan shop
	2
	2.00%

	Rikshaw buying 
	1
	1.00%

	Auto rikshaw  buying 
	1
	1.00%

	Tailoring/stitching  
	3
	2.90%

	Garbage business 
	2
	2.00%

	Dhaba  
	1
	1.00%

	Tea stall
	1
	1.00%

	Education 
	1
	1.00%

	Medical 
	6
	5.90%

	Consumption 
	1
	1.00%

	Total 
	102
	100.00%


It can be concluded from the above table that 28.4 % beneficiaries availed loan for grocery shop   (grocery shop), 20.6 % for milch animal and milk selling and 12.7% for agriculture. There was perceptible change in the loaning pattern, as consumption oriented loans were replaced by production oriented loan.   

10.1.9: Rate of Interest 

Rate of interest paid by the beneficiaries is as under in table 10.1.9:        

Table 10.1.9:    Rate of interest paid by beneficiaries to microfinance institutions

	Rate of interest 
	No of beneficiaries
	Percentage

	12% 
	47
	46.10%

	13 % to 18%
	51
	50.10%

	18 % to 24%
	2
	1.90%

	More than 24 % 
	2
	1.90%

	Total
	102
	100.00%


Graph 10.1.9: Rate of interest paid by beneficiaries to microfinance institutions
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While 46.10% of the beneficiaries were being charged 12% flat rate of interest, 50.10% beneficiaries were charged 13% to 18% (mostly 18%) rate of interest on reducing balance. In case of 1.9% beneficiaries rate of interest charged ranged from 18% to 24% on reducing balance. Again 1.9% of beneficiaries were charged interest rate more than 24%. Levying additional charges, e.g. upfront administrative/processing charges, non interest bearing cash   security (10% of the loan amount) along with flat rate of interest  render the real cost of borrowing non transparent and exorbitant to common man. For the better transparency the mFIs should adopt a transparent mode of interest rate i.e. simple interest rate on reducing balance without any upfront charges. All these elements should be included in the interest rate structure. 

10.1.10: Repayment periodicity 

Various mFIs were adopting different repayment periodicity such as daily, weekly, monthly and yearly. The repayment periodicity response was given in the table – 10.1.10:
Table 10.1.10: Repayment schedule of the loan

	Repayment schedule
	No of beneficiaries
	Percentage

	Daily
	26
	25.49 %

	Weekly
	23
	22.55 %

	Monthly
	50
	49.02 %

	Yearly
	3
	2.94 %

	Total
	102
	100 %


Graph 10.1.10:  Repayment Schedule of the Loan 
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49.02% of beneficiaries were repaying loan installment and interest on monthly basis, while 25.49% and 22.55% beneficiaries were subjected to daily and weekly repayment periodicity. Only 2.94 % beneficiaries were repaying on annual basis.
10.1.11: Sources of Fund for Repayment
Sources of fund repayment are given below in the table 10.1.11:
Table 10.1.11: Source of Repayment of Loan

	Sr. No. 
	Purpose 
	No of Beneficiaries
	Percentage

	1
	By selling Agricultural produce
	18
	17.65%

	2
	By selling Vegetable
	7
	6.86%

	3
	Selling Processed product
	1
	0.98%

	4
	By tution
	1
	0.98%

	5
	From Saloon shop
	1
	0.98%

	6
	From Medicine shop
	5
	4.90%

	7
	Selling  Manihari goods
	1
	0.98%

	8
	Selling Furniture
	3
	2.94%

	9
	Income from Kirana Shop
	29
	28.43%

	10
	Income from Spices shop
	1
	0.98%

	11
	By Milk selling
	21
	20.59%

	12
	From Pan shop
	2
	1.96%

	13
	Income from riksha pulling
	1
	0.98%

	14
	Income from auto 
	1
	0.98%

	15
	Income from Tailoring/stitching
	3
	2.94%

	16
	Income from Garbage business
	2
	1.96%

	17
	Income from Dhaba
	1
	0.98%

	18
	Income from Tea stall
	1
	0.98%

	Total 
	102
	100%


Since 92.2% of the beneficiaries started microenterprises, the repayment of loan installment and interest were made out of the income generated from the ventures the beneficiaries had started.

10.1.12: Impact of credit
The economic and social impact of the credit was assessed on the basis of various variables. The responses of the beneficiaries are tabulated below in table 10.1.12:

         Table 10.1.12: Benefit of loan taken by beneficiaries from mFIs
	Particulars 
	No benefit
	Little benefit
	Very useful
	Total

	Increase in income 
	18

(17.65)
	44

(43.14)
	40

(39.22)
	102

(100.00)

	Enhancement in social status
	40

(39.22)
	46

(45.10)
	16

(15.69)
	102

(100.00)

	Prestige within family 
	54

(52.94)
	26

(25.49)
	22

(21.57)
	102

(100.00)

	Self confidence 
	33

(32.35)
	32

(31.37)
	37

(36.27)
	102

(100.00)

	Participation in different institutions
	52

(50.98)
	28

(27.45)
	22

(21.57)

	102

(100.00)

	New knowledge 
	42

(41.18)
	30

(29.41)
	30

(29.41)
	102

(100.00)

	Improvement  in level of food consumption 
	29

(28.43)
	52

(50.98)
	21

(20.59)
	102

(100.00)

	Improvement in health
	28

(27.45)
	50

(49.02)
	24

(23.53)
	102

(100.00)

	Improvement in children’s education
	31

(30.39)
	50

(49.02)
	21

(20.59)
	102

(100.00)

	Improvement in cleanliness 
	42

(41.18)
	44

(43.14)
	16

(15.68)
	102

(100.00)

	Help at the time of family distress situation 
	27

(26.47)
	25

(24.51)
	50

(49.02)
	102

(100.00)


There was remarkable improvement in social and economic empowerment as observed from increased income level, enhancement of social status, confidence level and prestige, improvement in health, cleanliness, help to family in distress situation and improvement in education. The feeling of beneficiaries in terms of their self worth such as confidence building and meeting financial crisis of the family were worth noting. The various activities during loaning resulted in improvement of decision making capacity of the beneficiaries.
10.1.13: Beneficiary’s suggestions regarding scaling up of mFIs activities 

Beneficiaries rated the various suggestions for scaling up of mFIs activities which was given in the table 10.1.13 below:
Table 10.1.13: Beneficiary’s suggestions for scaling up of mFIs
	Sr. No.
	Suggestions / Rating
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11

	1
	Increase Amount of loan
	88
	5
	9
	-
	-
	-
	-
	-
	-
	-
	-

	2
	Reduce rate of interest
	71
	6
	-
	-
	-
	-
	-
	1
	3
	1
	-

	3
	Improvement in repayment schedule
	24
	-
	5
	1
	-
	-
	-
	2
	4
	2
	-

	4
	Purpose of the loan should be widened
	26
	-
	2
	4
	-
	5
	2
	-
	1
	2
	-

	5
	Simplification loan process
	33
	3
	6
	1
	2
	1
	1
	1
	-
	-
	-

	6
	Less time in sanction and distribution of loan
	8
	-
	1
	5
	-
	-
	1
	1
	1
	2
	3

	7
	Help in input supply
	13
	1
	1
	1
	6
	4
	-
	1
	4
	-
	-

	8
	Assistance in market search/marketing
	19
	-
	-
	-
	3
	7
	3
	3
	1
	-
	-

	9
	Assistance in fund remittance
	13
	-
	-
	-
	-
	-
	1
	-
	1
	2
	10

	10
	Insurance facilities
	25
	-
	1
	5
	2
	1
	5
	5
	-
	1
	-

	11
	Financial  advice
	-
	-
	-
	-
	-
	-
	-
	-
	-
	-
	-


From the above table following conclusions were derived on the basis of first rating 

· 88 out of 102 beneficiaries were of the opinion that loan amount per beneficiary should be increased for scaling up. 

· 71 beneficiaries given first rating for the reducing rate of interest to make them affordable and economically viable. 

· 33 beneficiaries given the first preference for the simplification of loan process. 

· 26 beneficiaries indicated that purpose of the loan should be widened.
· 24 beneficiaries given  the first preference for improving repayment schedule by giving some gestation period and tagging repayment with income accruing period and making periodicity as monthly.
Chapter XI 

conclusions and recomMEndations
The objectives of the present study was to study the various cost structures, capital requirements, sustainability of mFIs, besides their MIS, and HR issues including leadership and also to find out the ways for scaling up the activities of mFIs.
Data were collected from mFIs heads, mFIs staff at different level, SIDBI officials, LDMs, NABARD officials, Bankers, RGVN official and SHG beneficiaries financed by different mFIs selected randomly. Total sample size was 189. Major findings and recommendations are as under:
Major findings: 

· 41 mFIs were working in Bihar. Out of these 6 were multi state mFIs. The coverage of mFIs in Bihar as on 31 March 2009 was 13.32 lakh beneficiaries with loan portfolio of 207 crore. Annual disbursement of loan by mFIs in the state was Rs. 287.51crore. The population of Bihar, which forms 8% of population of country has been getting only 1.66 percent share of microfinance extended by mFIs in the country. 

· Majority of mFIs (58.54%) were following the SHG pattern for financing. However, 21.95% mFIs were following JLGs pattern. 14.63% of mFIs were following the pattern of SHGs and JLGs both. A miniscule portion of clients of mFIs was financed on individual basis.
· Only 8.7 percent mFIs were offering complete range of products to the beneficiaries. Apart from credit, mFIs were required to concentrate on insurance, remittance, financial and technical advice in order to provide entire range of financial services.

· Tenure of the loan varied from 4-24 months. In majority of the cases tenure was 12 months. 

· Majority (56.5%) of the mFIs were following monthly repayment schedule. Rest was following weekly schedule and daily repayment schedule.  
· In 65.2 % mFIs the recovery ranged between 98 to 100%. Only 1 mFI, out of 28 mFIs, had recovery less than 95%. 

· 69.6% mFIs were charging flat rate varying between 12% to 18%. Remaining mFIs were charging interest on reducing balance varying from 15% to 27%. 
· Charging processing fee, service charges, non interest bearing cash security etc along with flat rate of interest rendered the real cost of borrowing non – transparent and exorbitant. 

· There were wide variations of return on fund. It varied from 3.21 % to 28.76%. The organizations having return on fund less than 10% should initiate steps to improve the same. There was wide variation in cost of fund also and it varied from 1.11% to 13.45%. In majority of the cases, the cost of fund ranged between 3.5% to 9.5%. High costs were observed in cases of Cashpor Microcredit (13.45%) and Mass Care International (11.22%). They should make earnest endeavour to bring it down.
· Financial margin was positive in all the sampled mFIs and it varied from 0.87% to 15.31 %. 

· Risk cost varied from zero to 1.7%. Only SMCS, Gram-utthan, Ajiwika and Mass Care International were having risk cost more than 1%. 

· Net Financial Margin was also positive in case of all the mFIs and it varied from 0.87% to 14.94 %.

· Transaction cost of some of the mFIs (Mass Care International-41.62%, Saija Finance Pvt Ltd.–28.75%, Jeevan Jyoti Kala Kendra–24.36%, Nidan–19.99%, Bihar Development Trust–17.64% and Cashpor Micro Credit-14.67%) was exceptionally high. These organizations should try to reduce their transaction cost. 
· Net margin was negative in case of four federations of SNFL and Saija Finance limited. However, SNFL as a whole had positive net margin. The net margin varied from -4.01% to 8.27%. mFIs having negative margin should improve their net margin by increasing yield on assets and decreasing cost of fund and transaction cost in order  to achieve sustainability.  

· Cost per unit of money lent varied from 2.14% to 40.24%.  

· Debt ratio varied from 0% to 99.1%. 

· Capital adequacy ratio was more than 10% in case of 69.6% of the mFIs. In case of 56.5% mFIs capital adequacy ratio were more than 20%. 

· Interest coverage ratio was more than 100% for all mFIs except 4 federations of SNFL and SKS microfinance.

· Financial sustainability were more than 100% in case of all mFIs except 4 federations of SNFL and SAIJA Finance Private Limited. 

· Only four mFIs like BISWA, SMCS, Gram-utthan, and Ajiwika had bad debt to portfolio more than 1%. 

· 69.6% of the mFIs were having adequate staff. In general, mFIs were facing problem of paucity of experienced and qualified staff. Staffs were not willing to work in rural areas.
· In case of 8.69 % of mFIs attrition rate were above 20% while in case of 8.69 % mFIs,  attrition rate varied from 11% to 20%. In case of 21.75% mFIs,  attrition rate was 6% to 10%. 

· In case of 65.22% mFIs computerization level was 100%. 

· In case of only one mFI, 100% staff was computer skilled.
· The mFIs had initiated following steps to strengthen their human resource base in their organizations.  

· Medium and big mFIs have created HR cell/HR Development Department in the organization for focused attention on HR issues.

· Training/exposure visits are being organized by almost all mFIs for capacity building of their staff.

· System of guidance/Counseling/ Internal Promotion/Incentive has been started by big/medium size mFIs.

· Internal talent management is being attempted by mFIs.

· Some mFIs have established grievance redressal cell.

· HR manual is being attempted.

· Out of 23 sampled mFIs, 18 (83.8%) mFIs had either developed their software or they were using software developed by other support institutions. Many of mFIs (26.0%) were maintaining management information system in EXCEL. Other major softwares used by the different mFIs were Community Banker (8.7%), Trace Account (8.6%), Bijli (4.3%), FAMIS Developed by Basix (4.3%), FIMO software from Jayam, Hyderabad (4.3%), BRAC supported software, Bandhan software (4.3%), LMS-Loan Management System (4.3%), Matrix Software developed by  Elistster  IT Hyderabad (4.3%).
· Some mFIs were facing the problem that software used by them was not able to generate proper report. Many of the software were not customized to the need of the mFIs. Some of the softwares available in the old version. Many of the mFIs did not have skilled staff to operate the MIS software, which hampered the adoption of MIS software and maintaining proper records and generating reports.mFIs desired to have web based software. 
· Primary role of mFIs leaders was to act as change agents, setting vision for the organization, directing efforts to achieve vision, predicting revenue and profitability, derisking of organization and making them sustainable. 
· Leaders should be courageous, motivator, visionary, passionate, well qualified, technically skilled, hard working, energetic, enthusiastic, confident, humble, knowledgeable, disciplined, committed, honest, innovative, simple, transparent, professional, dedicated, accountable, vibrant and effective. 

· The most important suggestion for development of leadership was exposure to different mFIs/financial institutions, training and capacity building and developing 2nd line of leadership in the organization from beginning.

· Modern technology based solution proves proficient in enabling micro financing institutions to conceptualize, develop and operate projects for financial inclusion. Due to lack of awareness and high cost, microfinance institutions in Bihar were not able to adopt the technology based delivery channels.
· System and procedures were not standardized and different mFIs followed different systems and procedures. There was need to develop common system and procedures and common operational manuals.

· The mFIs have been  facing problems of getting funds, management of funds, remittance of funds, developing suitable MIS, legal problems, rating related issues, problems in mobilizing equity support, creating awareness, formation of SHGs/JLGs, Financing of SHGs/JLGs, capacity building of  SHGs/JLGs, graduating to micro enterprises and introducing standard systems & procedures.

· Microfinance had helped a lot to the women beneficiaries in decision making process.
· In majority of the cases (72.5%) the loan amount ranged between Rs. 1000 to Rs. 10000. 

· The share of loan for income generating purposes (92.2%) was significantly higher than non income generating activities. Consumption oriented loans were replaced by production oriented loans.

· The majority of the cases repayment schedules were monthly. Repayment of loan installments and payment of interest were made out of income generated from the ventures.

· There were remarkable improvements in social and economic empowerment. The income level, social status, confidence level of the borrowers improved significantly after availing finance. 88% of beneficiaries were of the opinion that loan amount per beneficiary should be increased to address the issue of under financing. 

· 32.4 % beneficiaries have given first preference to the simplification of loan process. 

· 25.5% beneficiaries indicated that the purpose of the loan should be made wider. 

· 23.5% beneficiaries have given first preference to improving repayment schedule by giving some gestation period and tagging repayment with income accruing period and making periodicity as monthly. 
Recommendations
· mFIs should enlarge their coverage in the state. 

· Only 8.7 percent mFIs were offering complete range of products to the beneficiaries. All the mFIs should make endeavour to provide full range of financial services.  

· There was needed to make interest rate transparent by charging rate of interest on reducing balance. Upfront payment components should be merged in the interest rate structure only. 
· Repayment of loan should be tagged with the accrual of income.

· Average loan amount per borrower worked out to Rs 2155 only. Loan amount per borrower should be increased. 

· There was an urgent need to reduce the transaction cost as it was very high up to 41.62 %. Attempt should be made to gradually reduce the transaction cost to the level of 4-6 % by adopting area based concentrations, increasing loan amount per borrower, increasing volume of the business and adopting some innovative mode of operation by using appropriate technology. 

· Risk cost should be brought down below 1%. 

· 7 mFIs were having capital adequacy ratio of less than 10%. They should endeavour to raise their capital adequacy ratio at least upto 10%. 

· 4 mFIs were having bad debt to portfolio more than 1%. It should be brought down below 1%.

· Interest coverage ratio for SKS microfinance, SNFL, and its four federations were less than 100 %. They should try to improve interest coverage ratio.

· Financial sustainability ratio of the organization should be more than 100%. Saija Microfinance Pvt. Ltd and four federation of SNFL were having financial sustainability much less than 100%. Moreover the financial sustainability must have increasing trend. In case of Bandhan, BISWA, Gram-utthan, Saija, Nidan and TMS financial sustainability ratio showed declining trend.  They  should make endeavour to check the declining trend. 

· mFIs should develop suitable human resource policy to check high attrition rate. 

· 100% computerization should be achieved within a phased period of 3 years and staff should be given computer training to make them computer savvy. 

· mFIs should develop 2nd and 3rd line of leadership in their organization from the very beginning. Leadership should be developed through exposure visits.

· Attempt should be made to develop common software and MIS for the mFIs. 

Different stakeholders are recommended to initiate the following steps for scaling up of microfinance activities: 
mFIs Initiatives

· mFIs should provide full range of financial services to their clients by acting as business provider/business facilitators of the service provide.  
· mFIs should reduce the rate of interest to affordable level by reducing costs of delivery and make interest rate transparent by  merging other components in interest rate structure.

· A common manual for operations, accounting and auditing should be developed.
· mFIs should also invest in capacity building, financial literacy and access to technology. For this purpose mFIs can seek help from microfinance development fund from NABARD.
· mFI should increase the loan amount per borrower and try to check multiple borrowing.

· Technology can help in reducing operational cost, lending cost and availability of correct data. mFIs should introduce innovative scheme for technology development from technology innovation fund available with NABARD. 

· mFIs may build up loan reserves or do adequate provisioning to take care of loan losses. To begin with it should be 0.25% of the standard assets. 
Bank’s Initiatives
· Banks should simplify loan procedure and make it hassle free to provide adequate and timely credit to mFIs on the basis of quality book debt at affordable rate.  
· Debt equity ratio norm for granting loan and capital adequacy norms should be relaxed by banks at least for not – for – profit mFIs.  
· Banks may establish microfinance cell in regional office/zonal office and develop operational manual for financing mFIs.
NABARD Initiatives

· NABARD may consider starting pilot project for refinancing to accredited mFIs and help in capacity building, financial literacy campaign, technology adoption, developing common manual for operations, accounting and auditing, develop comprehensive training module etc. 

· mFIs lending programme should be included in PLP.

· NABARD should provide more liberal equity support especially for non-profit mFIs in order to leveraging fund from banks.  
SIDBI initiative
· SIDBI should finance mFIs liberally in Bihar and provide capital assistance/equity support for leveraging the fund from banks. 
· SIDBI should help mFIs of Bihar in capacity building; developing  standard system and procedures and adoption of technology. 
· SIDBI may also start pilot project for refinancing to mFIs.
Reserve Bank of India Initiatives
· RBI should consider mFIs financing as financial inclusion and entrust refinancing work to NABARD/SIDBI. 
· Uniform guidelines for bank financing to mFIs may be issued to all banks.  Separate category of NBFCs with entry level capital of 25lakh may be created. RBI may permit deposit mobilization by mFIs not exceeding Rs.5000 per depositor. 
· RBI should also reduce risk weightage of mFIs portfolio to 30 to 40 percent from prevalent rate of 100 percent. 
· Banks may be permitted to hold equity in mFIs/NBFC to be capped at 10%.
·  RBI should consider including the credit plan of mFIs in the district credit plan. RBI may allow remittance operation of small ticket size to mFI.
Central Government Initiatives

· Regulatory gap for not for profit mFIs may be plugged by immediate passage of Microfinance Development Bill pending at the Parliament. 
· As regards enhancing capital base and to encourage more flow of donations/contributions, donors to be exempted from income tax under section 11C of the IT Act. Section 80 G status should be given to mFIs for accessing donation and grants. 40 percent of the tax may be exempted to accredited mFIs under section 36 (1) (vii) of IT Act for providing services to poor. 

· Government should waive service tax on all microfinance products including micro insurance to make them affordable. Interest subvention scheme for the mFIs financing may be thought by the Government of India to reduce the cost of fund.
State Government Initiative
· The State Government should waive stamp duty on all debt issuance of mFIs. Application of State Moneylenders Act may be rationalized. Sporadic problems associated with local administration regarding applicability of the above Act to mFIs poses problems, which may be resolved. 
· A co-ordination committee with NABARD as convener may be constituted till formal decision is taken by Government of India regarding regulatory authority. Mainstreaming of mFIs has not been attempted. As yet, mFIs do not participate in SLBC meetings and their performance goes unnoticed.
· A common format for reporting should be developed and 2-3 persons representing mFIs should be invited to SLBC meeting.
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Annexure I
mFI Directory – Bihar

	Sr. No.
	Name of Organization
	Address
	Contact No.
	Email

	1
	Ajiwika
	Tanay Chakravarthy (Near SBI training center) Deoghar 
	9771402501 / 06432292782
	adnub@Ajiwika.org

	2
	Aman Micro Finance
	Shri. Jayendra Patel, Ahmad complex, first floor, Dr. Fakhulla road, Ranchi-834001, Jharkhand
	051-2351519, 9334703371
	www.amanindia.com

	3
	Sarvodaya Nano finance Ltd. (SNFL)
	Sarvodaya Nano Finance Ltd.
	06345-223663, 94312341168
	assefa_coc@yahoo.co.in

	4
	Bandhan Financial Service Pvt. Ltd.
	Shri. Chandra Shekhar Ghosh (CEO) Partha Pratiom Samanta-AGM operating,  Ltd. (BFSP)
	033-23347602, 09433035402
	ppsamanta@bandhanmf.com, aghosh@bandhanmf.com , www.bandhanmf.com

	5
	Bihar Development Trust (BDT)
	A-6, Professor Colony, Chitragupt Nagar, Kankarbagh, Patna-800020
	0612-3268682, 09334799490
	bihardev@gmail.com

	6
	BISWA
	At-Danipali, P.o- Budharaja, Sambalpur
	0663 6451237 / 09437056453
	kcm@biswa.org

	7
	BOARD 
	At & P.O: Shahjahanpur 
Dist.- Patna – 801 305, Bihar, INDIA

	Phone: +91 612 2445627 / 2682698+91 9835252736
	boardorg@rediffmail.com

	8
	Cashpor Micro Credit
	B-4, DiG Colony Varanasi, UP-11 districts
	0542-2505590/91/92, 09794452520 / 979453518 (Mr. Sharma)
	Headadmin@cashpor.in

	9
	CDOT
	607, Verma Centre, Boring road, Patna-800001
	0612-2540407, 09431004334
	Kalyan.rr@gmail.com

	10
	Creation Welfare Society 
	At-Rajapur, P.O-Dihuli, Dist-Muzaffarpur Pin-843104
	9470009990
	creationwelfaresoct@rediffmail.com

	10
	Gramin Jan Kalyan Parishad
	Registered Office-Sahebganj, PO-Kurnowl, Muzaffarpur, Bihar-843125, Head Office-House No.9A, Satpura Colony, Aghoriya Bazar, Muzaffarpur, Bihar-842002
	0612-2272004, 09334910454
	gikp2_maqbool@yahoo.com

	Sr. No.
	Name of Organisation
	Address
	Contact No.
	Email

	11
	Gram-utthan 
	Sri Ashok Mahanty SB-19, Sri Residency, Near Durga Bomikhal, Bhubneswar
	9437641241
	ashoka.mohanty@rediffmail.com

	12
	Gramoddhar Swein Sahayata Samuh Vikash
	Mohanpur, Goradih(Bhagalpur)-Manch
	9973649967
	GSSVM@Yahoo.com.

	13
	Jan Jagriti Prayas Sansthan
	Jay Prakesh Nagar (West) Patna-800001
	9334994220, 9708092869
	 

	14
	Jeevan Jyoti Kala Kendra
	Bhagwanpur Chatti, Rewa Road, Muzaffarpur (Bihar)
	0612-2251573, 9835080979
	info.jjkk@gmail.com

	15
	Mahila Ashram Bal Vikas kendra
	Jay Prakesh Nagar (West) Patna-800001
	9931858392
	 

	16
	Mass Care International
	62/Road no.1, Friends Colony, Ashiana Nagar, Patna
	09308127081  /  09955249123
	masscareint@gmail.com

	17
	Nidan Micro-Finance Foundation (NMFF)
	304, Maurya Tower, Maurya Lok, Fraser Road, Patna
	0612-2231677, 09386009691
	microfinance@nidan.in

	18
	Nirdesh
	Dr. Satyendra Kumar Singh (Secretary) Village: Majhaulia, P. O. Khabara  District: Muzaffarpur – 843 146  Bihar
	09471800335,  0621- 2251880,  09471800336
	Email: : nirdesh17@rediffmail.com, nirdesh@nirdesh.org

	19
	Saija Finance Pvt. Ltd
	S. R. Sinha 3rd Floor, UMA Complex, Fraser Rd. Patna
	0612-2616009
	rashmisinha@saija.in

	20
	Samadhan Kendra
	Lodipur, Hajipur
	9234781740, 9006317381
	samadhankendra@indiatimes.com

	21
	SKS Microfinance. Ltd.
	Coroporate office: Maruti Mansion, No.2-3-578/1, Kachi Colony Nallagutta, Minister Road, Secunderabad, AP-500003, India
	0612-2272700, 09934363503
	Deepak.jha@sksindia.com

	22
	SURAJE
	At & P.O: Karghar, Rohtas Pin-821107
	06184-266439, 9430240676
	suraje_2005@sify.com

	23
	Swayam shree micro credit services (SMCS)
	M/S-Samantavihar, Near Calco Chowk Bhuneswar
	 
	pnayaksmcs@gmail.com

	24
	Trust Microfin Services 
	North of Orient Club Amgola Road. Muzaffarpur, Bihar-842002
	0621-2244315, 09430918738
	trusttms@rediffmail.com

	25
	Arunabhashree Society
	Shri. Mukesh Prasad
	 
	www.bihardevelopment.org

	26
	Batika
	Smt. Renu Bharat
	 
	 

	27
	Centre for promoting sustainable livelihood (CPSL)
	Shri Sunil Choudhary, Secretary, At. Prakash Bhawan, 3rd Floor, Anishabad, Patna, Bihar
	612(2251518), 9431075488 / 9334953304
	cpslbihar@sify.com

	28
	Jan Vikas Samiti
	Shri Surendra Pd. Chaurasia Secretary, At. Hans Nagar Hussa Chapra, Dist. Saran, Bihar
	- 
	- 

	29
	Mansi
	Sri Alok ranjan Singh, secretary,  Village Dasauli, PO: Gataro,  District : Vaishali, 
	9431077313
	Alok_r_singh@hotmail.com

	30
	Nav Bharat Jagriti Kendra (NBJK)
	Shri. Girija Satish, Bahera, P.O. : Brindavan, Via :  Chaurapan, Hazaribag, JHARKHAND. 
	0-93080-91585, 0-93084-04134, 0-99393-10210, 06546-263332, 0-94311-40508
	nbjkco2@rediffmail.com,  www.nbjk.org

	31
	Prayas JAC
	Smt. Sujanti Dwivedi Secretary, At. Kanhari Hill Road, Near Forest Traning School, P.O. & Dist. Hazaribgh, Jharkhand
	9810624285. Telefax: 011-29955505, 29956244.
	rajib@prayaschildren.org, rajibhaldar@rediffmail.com,  www.prayaschildren.org

	32
	Samajik Vikas Sansthan
	Sri Rameshwar Mahto Secretary PO: Ramchandrapur, Via: Madhepur, District Madhubani 
	9431835173
	Svspure1957@indiatimes.com

	33
	Samta Jan Kalyan Parisad 
	Shri Promod Kr. Mishra
	 
	 

	34
	Matadeen Mahila Manch, Muzaffarpur, Bihar
	Smt. Maya Devi Secretary, Vill. & P. O. Ram Nagar Via Bouchaha Dist. Muzaffarpur, Bihar
	6212827241 / 9608007187 / 9905896628
	 

	35
	Name of Organization
	Address
	Contact No.
	Email

	36
	Reshma Gramin  Vikas Sangh
	Shri Krishna Pd. Secretary, At. Moti Mahal Raja Bazar, P.O. Jehanabad, Dist. Jehanabad
	9934007529 / 06114225465
	

	37
	Institute of Khadi Agriculture & Rural Development (IKARD)
	Shri Nagendra Pd. Singh Secretary, At. Sangrampur, P.O. Bhatgain, Dist. Saran
	9431423528
	 

	38
	Gramudhar Kalyan Samity
	Bhagalpur
	 
	 

	39
	Jan Jagaran Sansthan
	Nalanda
	 
	 

	40
	Nalanda Pragati Manch, Bihar Sharif
	Nalanda
	 
	 

	41
	Nav Bihar Samaj Kalyan Prathisthan, Pawapuri, Bihar Sharif
	Nalanda
	 
	 

	42
	Nav Jagriti
	Saran, Bihar
	 
	 

	43
	Swayamsiddha Mahila Vikas Swalambi
	Katihar,
	 
	 


Annexure II
         Staff Adequacy, Attrition Rate and Computer Skilled Staff

	Sr. No.
	Name of mFIs
	No. Of Staff
	Adequacy
Of staff
	Technical Competency
	Attrition rate
	Arrangement for capacity building
	Status of computerization
	%  computer skilled staff

	1
	Ajiwika
	102
	Not adequate
	Lack competence
	4%
	By Micro save/ own HR unit
	100%
	80%

	2
	Aman Micro Finance
	5
	Adequate
	Competent
	NIL
	Internal arrangement 
	80%
	40%

	3
	BISWA
	2880
	Adequate
	Competent
	1%
	Regular training program
	100%
	50%

	4
	Bandhan Financial Service Pvt.
	4114
	Not adequate
	Lack competence
	11%
	Separate training department.   Extensive in house capacity building program
	80%
	20%

	5
	Bihar Development Trust
	15
	Adequate
	Lack competence
	10%
	Weekly training in the office
	100%
	42%

	6
	BOARD 
	32
	Adequate 
	Lack competence
	12%
	No 
	20% 
	10%

	7
	Cashpor Micro Credit
	1571
	Adequate
	Competent
	40%
	Separate deptt. for training, 3 training centre,  Senior officer trained by BIG mFI
	60 % Branch - Manual, District-HO Fully computerized, Branches at interval of seven days visit district and their operation is computerized
	60%

	8
	C-DOT
	30
	Not adequate
	20 % competent 
	2%
	only half staff are getting training 
	70%
	15%

	9
	Creation Welfare Society 
	7
	Not adequate
	Competent
	NA
	Technical Support by Prime M2I
	50%
	15%

	10
	Gram-Utthan
	250
	Adequate
	Not fully competent
	10%
	Program are organized frequently
	100%
	10%

	11
	Jeevan Jyoti Kala Kendra
	8
	Not adequate
	Lack competence
	NA
	No arrangement 
	100%
	25%


	Table 6.1.1(Continued): Staff, Adequacy, Attrition Rate and Computer Skilled Staff

	Sr. No.
	Name of mFIs
	No. Of Staff
	Adequacy
	Technical Competency
	Attrition rate
	Arrangement for capacity building
	Status of computerization
	No. Of computer skilled staff

	12
	Mass Care International
	10
	Adequate
	Half staff not competent
	65%
	Training module is available with the organization. Pre-recruitment and on-the- job training is imparted by hired trainers.
	25%
	20%

	13
	Nidan Micro-Finance Foundation (NMFF)
	106
	Adequate
	Competent
	10%
	Conducting Regular Training Program
	100%
	42%

	14
	Saija Finance Pvt. Ltd
	32
	Adequate
	Competent
	5%
	Through induction training and continuous OJT and Classroom training
	100%
	40%

	15
	Samadhan Kendra
	6
	Adequate
	Lack competence
	10%
	In house training, trained by RGVN
	60%
	33%

	16
	SKS Microfinance. Ltd.
	820
	Not adequate
	Low to High depending upon the job requirement.
	3 - 5%
	Two months initial training, intermittent trainings (one in a quarter)
	100%
	80%

	17
	SNFL
	1247
	Adequate
	5% not competent 
	0%
	Regular training program
	100%
	60%

	18
	SMBT (DEOGHAR)
	6
	Adequate
	Competent
	NIL
	Internal  training arrangement 
	100%
	50%

	19
	SMBT, KHAIRA
	4
	Adequate
	Competent
	NIL
	Internal  training arrangement 
	100%
	50%

	20
	SMBT, JAMUI
	5
	Inadequate 
	Competent
	NIL
	Internal  training arrangement 
	100%
	50%

	21
	SMBT, MOHANPUR
	2
	Adequate
	Competent
	NIL
	Internal  training arrangement 
	100%
	50%

	22
	Swayam Shree Micro Credit services (SMCS)
	51
	Adequate
	Competent 
	5%
	Arrangement with BIRD,  Regular training provided,  Depute staff to sadhan, CAB, RMK
	100%
	100%

	23
	Trust Microfin Services 
	15
	Adequate
	Competent 
	6%
	By TMN/MICRO SAVE
	100%
	70%


Annexure III                                                                                                                                                                                              

For NGOs/mFIs
SUB  CENTRE for Micro-Finance Research

CHANDRAGUPT INSTITUTE OF MANAGEMENT PATNA 
STUDY ON COST STRUCTURE AND OTHER COMPLEXITIES IN SCALLING UP OF OPERATION OF 

SMALL mFIs

1. Name of NGO/mFI


:

    Address


:

                      Telephone No.                                       :

                      Mobile no.

                     Email address


 :              

2. Area of operation(State &District covered)

3. Year of establishment


:

4. Whether your organisation is working
: (Write1 for Yes, 2 for No)                  

As mFIs 

5. If no, whether your organisation is        

 planning to work as mFI                             : (Write1 for Yes, 2 for No)  

6. If yes, what steps your organisation

 have taken in this regard                            :   

7. What steps you will take within

 6 months for working as mFI                   :

8. What type of assistance is                           :

required for working as mFI    

9. Whether your organisation is

Registered


              : (Write1 for Yes, 2 for No)

10.  If yes, under what act

              :Write 1 for  Under Society Act 1860,

                                                                           2 for Indian Trust Act 1882, 
                                                                           3 for Section 25 Company Act 1956,           

                                                                           4 for Mutually Added Cooperative Societies,

                                                                           5 for Non Banking Finance Company

11. In your opinion, out  of 5  above

What is the best model for mFIs                 1 for  Under Society Act 1860,

                                                                           2 for Indian Trust Act 1882, 
                                                                           3 for Section 25 Company Act 1956,          

                                                                           4 for Mutually Added Cooperative Societies,

                                                                           5 for Non Banking Finance Company

12.  Please indicate the reasons why you        :----------------------------------------------------------------

 Consider them as best model                     ----------------------------------------------------------------

                                                                          -----------------------------------------------------------------

      13.  Whether financing is done by your           : (Write 1 for SHG, 2 for JLG& 3 for Individuals)

             Organisation by adopting SHG mode,

             JLG mode or individual beneficiaries

14.   Status of SHGs as on 31st Mar 2009           :
                                                          NO of groups             Total no
          Amount
         Source                         
                                                                                    of members                               Bank/mFIs          
(a) SHGs/JLGs Formed

(b) Saving Bank Linked

(c) Credit linked

15.   Total financing (as on 31st Mar 2009)  :

A.
mFI as a whole
a. No. Of groups

b. No. Of members

c. Amount (Rs. In lakh)

d. Outstanding (Rs. In lakh)

e. Recovery percentage

B.
 In Bihar State
a.    No. Of groups

b.    No. Of members

c.     Amount (Rs. In lakh)

d.    Outstanding (Rs. In lakh)

e.    Recovery percentage

16. Please indicate the structure of your  :

Organisations

17.   No. Of branches                                      :  

a) In country

b) In Bihar

18.   Staffing pattern of NGO/mFI               :   

a. Number

b. Adequacy

c. Technical Competency

d. Attrition Rate

e. Arrangement for capacity

Building

f. Status of computerization

g. No. Of computer skilled staff

h. Step initiated for HR Development

i. Problem being faced in getting qualified staff

j. Problem being faced in retention of staff

k. Problem faced in capacity building

l. How  are you planning to sort out HR issues

19.  Fund position/requirement of mFIs                     :

     


               Present

     Proposed
    How to meet/Source

                                                   (As on 31st Mar 2009) (By March 2012)


Own fund:           



Equity:



Reserve:



Borrowing:

                             Others

                             Total

20. Please indicate different type of costs   : (As on 31st Mar 2009)

                                                                                                                           Amount      % of Working Fund

a. Start up cost-                                    

1. Survey

2. Registration

3. Stationery

4. Passbook

5. Computer

6. Software

7. Others (indicate)

8. Sub Total

b. Advocacy/Promotion Cost  : (Cost for 12 months)

(Please indicate the items)

c. Transaction cost (Cost for 12 months)

( Staff, building rent, stationery, transport  

 telephone, fax, electricity, tax, insurance etc.)               

d. Risk cost   (Provision for bad debt)

e. Fund cost

· Interest paid on borrowed money in a year

· Dividend paid for owned /others money 

f. Any other cost please indicate

                                 TOTAL

21. Interest    spared    

a. On what rate you are getting funds-

b. On what rate you are giving 

fund to NGOs/middle tier

c. At what rate fund is received by SHGs/JLGs

d. At what rate SHGs/JLGs is lending 

amongst members.

22. Sources of income /Yield on asset

of your organisation (As on 31st Mar 2009)                      

                                                                                         Amount (Rs)                      % of working fund

a. Interest received from loan during 08-09

b. Interest on investment-08-09

c. Other income (Please indicate)


23. Weather your organisation is in profit/ loss : (Write1 for Yes, 2 for No)

24. Indicate the profit/loss for the last 3 years     :

                                 (Amount in Rs)

                        2006-07

                        2007-08

                        2008-09

25. Do you feel that rate of interest is high         : (Write1 for Yes, 2 for No)

 at ultimate borrowers  level

26. If yes, why it is high?

27. What help you require to reduce rate of      :

             Interest

28. How dose mFIs should source their funds from given options

(1 for debt, 2 for equity, 3 for both, 4 for others)

29. Whether you have introduced technology         : (Write 1 for Yes, 2 for No)

         based products for wider coverage in 

        short duration

30. What type of technology based solution 

         has been introduced                                               :

31. What is the yearly cost of technology                  :

               Introduction/Implementation

32. What problem are you  facing in introducing     :

 Technology based solution

33. How these problems can be sorted out                          

(Including help from other organisation)

34. What problems you are facing in                          :

	S.N.
	ITEMS
	Problems
	Possible Remedies

	I.
	Sourcing of funds
	
	

	2

2.
	Management of Funds
	
	

	3.
	Remittance of funds


	
	

	4.
	Developing suitable MIS


	
	

	5.
	Legal problems
	
	

	6.
	Rating related issues
	
	

	7.
	Problems in mobilizing equity support
	
	

	8.
	Creating Awareness
	
	

	9.
	Formation of SHGs/JLGs
	
	

	10
	Financing of SHGs/JLGs
	
	

	11.
	Capacity building of  SHGs /JLGs
	
	

	12.
	Graduating to micro enterprises
	
	

	13.
	Introducing standard systems & procedures
	
	

	14.
	Others


	
	


35. In your opinion what should be the                        

             minimum business level for sustainability

             of your organisation                                                  :

36. Rate/arrange the following in order of merit for                     

meeting funds requirements                                    :

a. Lending by bank to mFIs

b. Bulk landing to mFIs by SIDBI/NABARD             

c.    Bank Partnership model

d.   Securitization of portfolios of mFIS 

e. Refinance mode by bank

f.    Banking correspondent model

g.  Financing of tire 2 & 3 mFIs by tire 1 

                   mFIs in the beginning with capacity building

h. Relaxation of norms for equity support of SIDBI/NABARD

i.   Relaxation of rating norms by NABARD/SIDBI 

j.   Others (please specify)

37. What relaxations should be done in rating norms :

a.

b.

c.

38. What relaxations you want for equity support       :

a.

b.

c.

39. Please indicate different type of                              

               MIS you are following                                                :   

	S.N.
	Monthly
	Quarterly
	Half yearly
	Yearly

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


   Please enclose a copy of format

40. What is the level of computerisation                       

 in your organisation                                                   :

41. Have you developed any software                                

for MIS/various returns                                              :

42. If yes whether the same has been                                                

operationalised                                                            :

43. If not, what problems you are facing                :

44. What is your suggestion for                                       

 improving MIS                                                              :

45. Systems and procedures                                                

a. Whether system and procedure of working , loaning operation have been well defined (Write1 for Yes, 2 for No)

b. Whether the following have been standardised

I. Loan application form  (Write1 for Yes, 2 for No)                                                                

II. Processing/Appraisal form  (Write1 for Yes, 2 for No)                                                         

III. Various types of books of accounts/registers to be maintained 

(Write1 for Yes, 2 for No)

IV. Check list   (Write1 for Yes, 2 for No)                                                                                      

V. Manuals    (Write1 for Yes, 2 for No)    

VI. Returns/Statements   

c. Whether you are making annual business plan. If yes at what level 

(Write1 for Corporate level, 2 for Branch level)

d. How loan proposal is collected

e. Please indicate the eligibility criteria for loaning 

f. How are you  appraising loan proposals

g. How  are you appraising clients

h. What is the average loan amount per borrower 

i. What is the ceiling of loan

j. Who is sanctioning the loan 

k. How loan amount is decided

l. What is the system of disbursement of loan

m. Please indicate the system for verifying utilization of loan

n. Please indicate the system of follow up and recovery

o. Entire loaning process takes how many days

p. Whether your system is rigid or flexible

q. How much your system is flexible to deal with different situations

46. What are the different type of products :    I. Saving

          you are offering to your members               II. Remittance

         (Please tick the appropriate answer)            III. Loan

                                                                                      IV. Insurance

                                                V. Financial advice

47. Is there a system of internal                     : (Write1 for Yes, 2 for No)

              Audit /statutory audit

48. Whether you are preparing                       : (Write1 for Yes, 2 for No)

              and publishing balance sheet

49. Whether you are preparing annual report : 

               if yes please enclose the copy of it

50. What are the different types of products   :

              you are offering to borrowers

51. What are the different types of                   :

              activities for which you have financed

52. Are the financing is done to activity           :

based groups

53. What are the different types of                  :

              activity based groups you have 

             extended finance


54. Are the above activities are                      : (Write1 for Yes, 2 for No)

              need based/demand based

55. What sort of skills are possessed by ME

             Clients?

56.  Whether they need appropriate skills      :  (Write1 for Yes, 2 for No)  

               to run the enterprises? 

57.   Are there any facilities to train them       : (Write1 for Yes, 2 for No)  

                and impart skills  ?

58. Whether adequate marketing 

                 arrangement are there? 

59. If not are you going to create needed

              marketing structure

60. What is the role of leadership in                 :

              development of mFIs

61. What should be the quality of leaders       :

              for equitable and sustainable 

            development of mFIs

62. How leadership quality in mFIs could         :

               be strengthened?

63. What steps  are required for scaling up      

               the micro-finance activities in Bihar          : 

	S.N.
	By government
	By banks
	By NABARD/ SIDBI/ RBI
	By mFIs

	1.
	
	
	
	

	2.
	
	
	
	

	3.
	
	
	
	

	4.
	
	
	
	

	5.
	
	
	
	


64. Whether mature SHGs have started               

             graduating to micro-enterprises.

               What action is required in this direction?    :

65. Do you feel the need for common system

             & procedure and guidelines                           :

66. If yes up to what extent

67. Do you feel the need for regulatory authority/ coordinating authority at  central/state level                                             :

68. If yes who can be given such

             type of responsibilities

69.  Any other suggestions                                      :

Annexure IV
 For Banks, LDMs, DDMs,

                                                                                                                                                   NABARD, SIDBI etc
SUB  CENTRE for Micro-Finance Research

CHANDRAGUPT INSTITUTE OF MANAGEMENT PATNA 
STUDY ON COST STRUCTURE AND OTHER COMPLEXITIES IN SCALLING UP OF OPERATION OF 

SMALL mFIs

1. Name of respondent  :

Designation
          :

Organisation
          :

Address

          :


Telephone No.              :                                

             Mobile no.
         :

             Email address
         :

             

2. Whether your bank have financed to mFI: (write 1 for Yes, 2 for No)

                       Or 

Whether in your Districts mFIs have been financed 

3. If financed to mFIs,the details of mFIs financed

Name of mFI       No. of Borrowers     Amount Financed     Repayment Schedule     Recovery %

                       Financed

4.  In your opinion, out  of 5  type of mFIs

which is the best model                              : Write 1 for  Under Society Act 1860,

                                                                           2 for Indian Trust Act 1882, 3 for Section 25           

                                                                           Company Act 1956, 4 for Mutually Added 

                                                                           Cooperative Societies, 5 for Non Banking Finance 

                                                                                        Company

5. Why you consider the particular model as best     :

6. What is the prevailing rate of interest        

the mFIs are charging from borrowers   :

             At which rate you are financing mFIs  

7. Do you feel that rate of interest is high  : (write 1 for Yes, 2 for No)

 at ultimate borrowers  level

8. If yes why it is high?

9. What help you and other can render to :

reduce rate of Interest  

10. How mFIs can raise resources, select one option
               (1 for debt, 2 for equity, 3 for both, 4 for others)                         

11. Reasons for above options                         :

12. What problem mFIs are facing in and what are possible remedies :
	2
	ITEMS
	Problems
	Possible Remedies

	I

1
	Sourcing of funds
	
	

	2

2
	Management of Funds
	
	

	3

3
	Remittance of funds
	
	

	4

4
	Developing suitable MIS


	
	

	5

5
	Legal problems


	
	

	6

6
	Rating related issues


	
	

	7

7
	Problems in mobilizing equity support
	
	

	8

8
	Creating Awareness
	
	

	9

9
	Formation of SHGs/JLGs
	
	

	2

10
	Financing of SHGs/JLGs
	
	

	1

11
	Capacity building of  SHGs /JLGs
	
	

	1

12
	Graduating to micro enterprises
	
	

	4

13
	Introducing standard systems & procedure
	
	

	14
	Getting qualified staff
	
	

	15
	Capacity building of staff
	
	

	1

16
	Staff retention
	
	

	17
	Introducing and implementing technology based solution
	
	

	5

18
	Others
	
	


13. In your opinion what should be the               :

minimum business level for sustainability

     of mFIs

a. No. of borrowers/clients

b. Business level  (Rs in crore)

14. Rate/arrange the following in order of preference for         :    

meeting funding requirements of mFIs

k. Lending by bank to mFIs

l. Bulk landing to mFIs by SIDBI/NABARD             

m. Bank Partnership model

n. Securitization of portfolios of mFIS 

o. Refinance mode by bank

p.   Banking correspondent model

q. Financing of tire 2 & 3 mFIs by tire 1 

                            mFIs in the beginning with capacity building

r. Relaxation of rating norms by NABARD/SIDBI 

s.  Relaxation of norms for equity 

                              support of SIDBI/NABARD

15. What relaxation should be done in rating norms      :

a.

b.

c.

16. What relaxation should be done for equity support :  

a.

b.

c.   

17. What type of MIS mFIs are following    :

	S.N.
	Monthly
	Quarterly
	Half yearly
	Yearly

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


18. What is the level of computerisation                     :

 in mFIs 

19. Have mFIs have develop any software                 :

for MIS/various return

20. If yes whether the same has been          
             :                    

operationalised 

21. If not what problems you are facing                     :

In getting various return

22. What is your suggestion for                                    :

             improving MIS

23. What is the system of internal                               :

audit/audit in mFIs

24. Whether mFIs are preparing                                  :

and publishing balance sheet

25. Whether mFIs are preparing annual report        : 

If yes whether you are getting the same

26. What are the different types of products             :i.Saving

mFIs are offering to beneficiaries                             ii.Loan


(Please tick correct answer)                                     iii.Fund remittance

                                                                                                     iv.Insurance

                                                                                                     v.Financial Advice

27. What is the role of leadership in                           :

 development of mFIs

28. What should be the quality of leadership           :

for equitable and sustainable 

development of mFIs

29. How leadership quality in mFIs could                   :

 be strengthen

30. What step is required by different organisations :

      for scaling up the micro-finance activities of mFIs

	S.N.
	By government
	By banks
	By NABARD/ SIDBI/ RBI
	By mFIs

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


31. Whether mature SHGs /JLGs have started              :

 graduations to micro-enterprises.

What action is required in this direction?

32.    Any other suggestions                                                :
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Step I





Prepare





Step II





Observe











Developed detailed project


Plan including sampling.


Organized meeting with mFIs, SIDBI, RGVN, NABARD, Bankers etc. to identify issues.


Finalize data collection     format and mechanism for capturing information.


Pretesting of questionnaire in Bhagalpur and Jamui Districts.











 

















Conducted field interviews.


Collection of balance 


sheets and their Analysis.


Collected field data as per questionnaires. 


Monitored field data periodically for accuracy and consistency.


Conducted periodic process checks and verifications. 


Converted field data into desired soft format.





 











  





   





Step III





Analyze





Summarized field data.


Conducted detailed data analysis with specialized tools like SPSS.


Worked out various costs and financial ratios of various mFIs.























  











Step IV





Report





Developed detailed analysis reports and summary.


Prepared recommendations and policy measures for Scaling up of microfinance institutions.























Data collection planning


 








Data Collection Template








Field Visit for data collection











Pre-testing of Data Collection templates / questionnaires.











Data Validation and Approval











Interviews / Discussions with 


Officials of RBI, NABARD, RGVN, Banks, microfinance institutions and beneficiaries.











Physical observation of resources, systems and documents.





Periodic physical and numerical verification of collected data.














Accuracy and Consistency check











Outlier and Boundary value check 








Data Collection Methodology
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