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Sundramma

Sundramma is a SAG member since 5 years,
living with her husband and two children in Holalkere of
Chitradurga district. The family was landless and lived in

a rented house in front of which they set up a small
provision shap. She and her husband also worked as
agricultural labourers. After 6 months of regular savings
Sundramma asked for and got a loan of Rs.5,000 from
her group to expand her provision shop. After repaying
this loan she took another of Rs.10,000 of which she
used Rs.5,000 to further improve her shop and Rs.5,000
to buy a cow. She then took a third loan to buy 6 sheep
which soon expanded to a flock of 12. She sold 7 sheep
Jor Rs.10,000 which she invested in a chit fund since she
still owed some money to the SAG and was not yet
elegible for a fourth loan. With the chit amount she
purchased a small house site and also took a 2 acre
coconut plot on lease for one year. Her husband started
selling tender coconuts. By then she settled ber earlier
SAG loan and 8ot another loan of Rs.15,000 of which
she used Rs.5,000 to buy a buffalo, Rs.5,000 to Jurther
expand her provision store, and Rs.5,000 to purchase
wholesale bakery items which her busband then started
selling along with the tender coconuts. §he continues to be
a responsible SAG member and her Jamily now has
assets worth Rs.1 lakh.
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are nevertheless gaps in rvices within the
disaggregated poverty matrix.

to grow by a further two billion, with an
emphasis on countries in the developing world. The ‘Millennium Development

Goals’ (MDGs) powered by the UN is a comprehensive agenda for reducing the
causes and manifestations of poverty by 2015 and encompasses micro finance

as one of the means for fostering social development and eradicating extreme
poverty.

InIndia, we stand at a critical crossroad in the evolution of the micro finance
effort. A variety of experiments have taken place in various parts of the
country to provide micro finance to the poor. This book is about one such
institution established for demonstrating that the 'poor are bankable”. T have
known the author for over a decade and have been an admirer for much longer.
He and his team at Myraba have been at the forefront of experiments in
micro finance. They were innovators when the term was not fashionable and
have inevitably chosen to travel the path of maximum challenge.

Establishing micro finance institutions of excellence is not always an easy
task. Innumerable issues require attention and Mlurphys law operates af fﬁs
severest. In such a context this book serves as a I:EGdY-MGEiri rEfeLen;fhe?;
ies instituti | ter the arena. The book g
agencies and institutions that would lulfe toen .
Tge experiences of institutional building by the gu’rhor and his mg?thg :sg
this reason will prove of value and worth to policy makers, resea
practitioners alike.

Y.S.P. Thorat
E,GTEd: ﬂ uneb2i.!, 2004 Managing Director
ace: umbai
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INTRODUCTION

SANGHAMITHRA —
A Micro FiNaNCE InsTiTUTION WITH A DIFFERENCE
By

Aloysius P. Fernandez

Introduction:
The decision to name the micro finance institution (MFI) “SANGHAMITHRA”

was welcomed by all those who were involved in setting it up. Sanghamithra was
the daughter of Emperor Ashoka who sent her to Sri Lanka on a mission; the MFI
also has a Mission - to ensure that the poor have easy, quick and transparent
access to all their credit needs. The name also projects the core strategy of the
MFI, namely, to build a relationship of trust directly with the Self-Help Affinity
groups — “Sangha” means group and “Mithra” a friend.

This booklet traces the growth of Sanghamithra Rural Financial Services (SRFS)
from the time it was conceived till the fourth year of operations. However the
process of setting up the MFI during the preparatory period between 1993 to 1999
has been described more in detail than the performance of the MFI after 1999
when it became operational. The reasons for this are that this booklet is written in
response to several requests for guidance on how to start an MFI. Further, the
process of formation has not been documented by outside rating agencies and
evaluators who are all concerned with Sanghamithra’s performance after 199%
these documents are available. If Sanghamithra’s performance has been above par

this writer is of the opinion that the major reason is the effort that went in©
preparation between 1993 and 1999,

Further, the lessons that can be drawn from a study of the preparatory period 3
more .uscful (and perhaps unique) than those which emerge from a study of the
experience post 1999 when it began to function along the lines of MFIs of whi¢

It‘here are several examples and studies. However. even though the Chapters or
Sang,fhamithra’s performance between 1999 lan(i 2004 may not provide all the
details of Sanghamithra’s experiences, they are adequate to provide evidence that
the MFI is moving along the path to sustainability and towards achieving the
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objectives it set for itself. To he
performance draw he
commissioned by fin

3

Chapters on Sanghamithra’s
by outside consultants and
hat supported Sanghamithra, [t may be,

firm conclusions in these areas. Briefly, this booklet
attempts to provide insights into g unique experiment in the micro finance sector.

1t has important lessons on how an intermediary organisation can be structured,

on the impact it could have on the banking system and on its own growth
sustainability” (M.S. Sriram! ¥

seen to be objective, the
avily on studies conducted

ancial institutions
however, too early to draw

and

Sanghamithra was incorporated

! as a not-for-profit company in February 1995,
under Section 25 of the Indian C

ompanies Act of 1956.
The broad objectives of Sang
objectives were refined an
given in Chapter 4):

L.

hamithra initially agreed to were the following (these
d elaborated during 1993-95 and the final version is

To work with the poor and to build on and reinforce their efforts to rise and
remain above the poverty line.

2. To provide credit to groups of

poor persons who come together on the basis of
affinity, with

the support of self help group promoting institutions.

To create replicable models in the area of financial services for the economically
poor and socially exploited sections of society.

4. To mobilise initially from other sources and later from its own resources, all
types of support and linkages which the poor can use to promote and sustain
their livelihoods, build the institutional capacity of their institutions, develop
their skills and increase the level of self reliance and empowerment in order
to overcome poverty of all kinds (economic poverty, poverty of values and
poverty of relationships with people and organisations)

5. To work with the Government, Banks, Financial Institutions and NGOs to
bring about changes in public policies and practices in favour of the poor and
deprived, particularly in the area of rural finance and livelihoods.

Several questions were raised during the course of forming Sanghamithra. Why
separate it from MYRADA? Why register it as a not-for-profit entity? Will it address
the needs of the poorer sectors? Is the model replicable? How large will
Sanghamithra grow? Some of these questions will be considered and perhgps
answered satisfactorily in the following Chapters. But there are one or two which

need to be highlighted here.

SREFS has been kept distinct from MYRADA since Myrapa did not want to enter
directly into lending transactions. MYRADA has consistently held the position civ;f
the past 10 years that lending operations should not be L}H'ltlllk" ted by. N(‘JL S
managing development programmes; it shoulq be lett. to E‘{lElIFICItll Instltu‘uons
including Companies set up for this purpose. Further, it SRFS is to demonstrate

M.S Sriram: “Building Bridges between the Poor and the Banking System” - A study OF SRES.
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that Banking with the
distinct institution sO that
avoided.’

poor is indeed profitable and sustainable, it has to function as 5
cross subsidisation — which is often well hidden — can be

Sanghamithra is registered under Section 25 of the Indian Cr’)r‘npanics Act. Its
n\ar;ngcnwnt, however, is not satisfied with the degree of supervision that this Act
cnvisages. Regular, preferably monthly monitoring of Sanghamithra’s performance
is considered critical for its healthy functioning. Alongside this concern is the
vision of the management that Sanghamithra should not grow beyond a loan
portfolio of Rs.25 crores. Instead, other similar MFIs should be started in different
parts of the State and elsewhere where there is need and potential. To meet this
concern and to work towards the vision, the management plans to set up a Fund
Management Company which will promote new MFIs, supervise all of them, raise
resources and allocate them, monitor their performance and support them to build
their institutional capacity. This would meet the concern of the management that
it is critical for financial institutions to be monitored regularly. Unfortunately, a
follow up project which was under consideration by the Canadian International
Development Agency (which helped to start Sanghamithra) and which included
a component to set up a Fund Management Company and a loan to Sanghamithra
returnable to the Fund Management Company for on lending to other MFIs did
not materialise. Plans, therefore, have been on hold.

Sanghamithra will endeavour to target the poor. The primary responsibility of
organising the poor into affinity based self help groups devolves on the NGO.
Sanghamithra makes its own assessment prior to lending to ensure that the SAG
members are poor. But what is the definition of poor? Many of those on the “below
the poverty line” list of the Government are not considered to be “poor” by others
in the community and many, in fact, earn an income way above the poverty line.
The Government of India brought out a Statewise “Poverty Line” benchmark in
1996-97. According to this, families of five below the poverty line are those with
annual incomes of less than Rs.12,960 (Andhra), Rs.15,300 (Karnataka) and
Rs.16,140 (Tamil Nadu). However, this list did not gain wide acceptance by the
States. The World Bank considers all those who earn less than US 1 § per day ©
be below the poverty line; at purchase power parity (December 2002), 1 UsSh =
Rs.13.47. This means that a family of five with an annual income of less than
Rs.24,582 is below the poverty line. People, however, have their own assessment:
A family with two sick or disabled children may earn above the figures quoted bt
is considered poor because of the extra expenditure incurred. Families with
unsteady incomes, with livelihoods which are at high risk coupled with
C.Ompamtive'\’ high expenditure are often considered poor. Besides, several i}uniﬁt‘-“
:::01?3 i;‘“hil;{:;:t tgt. puverty‘line deP‘Cndiﬂg on the annual status ut‘thci_r }11}2‘;‘5
od source. Sanghamithra does take the income per capit® !

consi i it als ' ‘ . A0 .
be 51d§rat1011, but it also balances this with the opinions of the SAG membe"
fore it lends to a group.

: F 1 u .
or more on. this, refer to “Is Micto Credit Leading to a Macro Mess” (1999) by the Author
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Many members in the SAGs also rise and remain above poverty within a few years, yet
they decide to remain in the SAGs. Should Sanghamithra continue to lend to such
groups where a majority are in this category? Or should it continue to explore areas
where the Banks have not reached and where poverty is evident? This has to be
debated, but at present, the thinking veers towards the latter position.

One concern arising from focusing on the poor and moving continuously to neglected
areas is that the costs of transactions will rise and remain high. The implications,
therefore, have to be analysed and a balance maintained between achieving the
objective of sustainability and that of being ready to fill gaps. Sanghamithra’s
Management is aware that even in these market-obsessed times, an MFI that has social
objectives cannot be run entirely like a business enterprise. Maintaining a balance may
imply that the rate of growth is slower than what could have been achieved if
Sanghamithra operated like a pure business enterprise; this has to be factored into its
long-term strategy. One reason, among others mentioned later, for the decision to opt
to be a “not-for-profit” company is because of the concern to strike this balance.

The significant features that identify Sanghamithra are the following: (a) its client is
only the SAGs; it lends to the SAG as an institution and not to individuals in the SAG;
(b) the client profile is overwhelmingly women (98%); (c) the initial contact and the
training of the SAGs is done by the NGO with its own funds — SRFS has provided
financial support to NGOs to train SAGs, especially those formed under various
Government programmes; (d) the appraisal of the SAG prior to extending a loan is
done by the SRFS Credit Manager; (e) the instrument of Credit Disbursement and
repayment is always a cheque — never cash; (f) the interest rate to the SAG is 12% on
a declining balance — the SAGs on-lend at rates which they decide in each case —
SRFS also levies a service charge of 2% on the loan amount with a ceiling of Rs.200; (g)
the repayment is done through post-dated cheques — at any time there are two
cheques with SRFS; (h) the frequency of repayment is monthly and the repayment
terms are 1/10 of the principal per month for a one year loan, 1/20 of the principal per
month for a two year loan and 1/30 of the principal per month for a 3 year loan; the
additional instalments cover the interest; (i) SRFS has one major loan product — a
general purpose loan product to the SAG. It does not offer any savings product to its
clients. However, the SAGs have the practice of regular savings; their performance in
the regularity of savings is an important parameter in assessing their performance. The
group decides on the amount of savings. SRFS does not have an insurance product;
however, it recognises the value of such a product and encourages the Resource
Centres’ to mobilise insurance coverage both for people and livestock; as the Resource
Centres earn a commission on this product, they are actively engaged in promoting it.
SRES has also introduced a housing loan product which runs concurrently with the
general service loan to SAGs.

7 One Resource Centre supports 100-150 CBOs, including SAGs and Watershed f\ssm‘i:l[iulns which pay a monthly
fee for membership, as well as for all services rendered. Membership is open to CBOs tormed by any NGO or
institutions but they are assessed by the Management Committee of the RCs before they are accepted; they are also
rated annually. Each RC has its own Management Committee comprising representatives from the CBOs, an office
with a computer, an RC Manager and Community Resource Persons.

s ———— S T



[T -2=m

. A MicrO FINANCE INSTITUTION WiTH A DIFFERENCE

Sanghamithra hasa curr?ulatlwti I}TD I;Sé;fi:?t;‘:zg:ﬁ: 6.1
Ason March 3 l'.2-004‘- ;d 37.944 horrowers. Ninety el? Ipethe sy 2r(s) g
crores (Rs.161 mlllli’f“)l“; is il,icreaSi“E Witevery oyt 69'1111 ans from Rs.50,00; i
women. The size ntlt? J?anged from 0 - Rs.50,000; 2 d 1201 ans from RS.ZOE) 0'01‘[(J
e r;":‘:::frlm‘n Rs.100,001 to Rs.200,000/- an 0 200,001 ¢,
Rs.100,000/-; 94 lo

Rs.300,000/-.

ies and ratings indicate that the performance Oflieasnagﬂdmrl:t}il;a jl}ilrm
Finally, all studies an been consistently good. These stu es an g have
the past four years -ha[s in Chapter 6 since assessments by this writer may appeq
been quoted exFensWi y l?thra has-achieved dhis high Jevel of performance, the
to be biased. If San,cig amembeTS of the Board who have Spent' hours tfo keep
credit must go to nli lt“ the tiwo CEOyand their sl &5 t.he gl{xdanlce of Banks
Sanghamith_ra e 011 to the SAGs who managed their affairs with 4 degree
3?d D{isji;i:;;z?::c(lwceo;rhitment that is difficult to emulate.
of profess

SRES in 2002 and to NABARD for the initial guidance and support
support
between 1993 and 1999.

——-_'-'F_\
has two Programme

in
. SManaged : Anprnt e
Bangalore which started with assistance fron?M ndeDe”denﬂY' andsubn
loan from SIDBI ang the Ry

ok d
it "s.Rohini Nilekani and subseque?‘:ﬁgs with
' rO v . . . i
assmtapce from ¢ anadian Intgrrgg*:;rg & with its Head Office in Mysore which s

With loans from BARD 3

. ue
nal Development Agency and thereafter “’ngr
€ Canara Bank This booklet is about the Rur
rogramme only, which is th

€ major one. /’/




CHAPTER 1

THE BIrTH OF AN IDEA - 1993

How did the Sanghamithra ideq originate? From a high profile Financial Expert? From
a creative Working Group? These questions are oft

en asked by visiting Micro Finance
Experts. It really originated over an everyday lunch - not a high profile power one - in
the MyraDA office in mid 1993 when two senior Programme Officers reported, with a
degree of pain and frustration, that the Banks were very slow in establishing links with
the Self-help Affinity Groups (SAGs)!. What a let down! And like the lunch, which
is shared by staff from five different communities bringing five different cuisines, the
original suggestions to fill the gap, created by the reluctance of the Banks, were diverse.
By the time lunch was over,

there were two camps. The first stressed that MYRADA’s
strategy over the past 8 years had been to open the path for Banks to link up with the

SAGs as part of their corporate strategy. MYRADA should continue with this effort
instead of starting a Financial Institution; attempts to do so would compromise MyRADA’s
position. This writer was a part of this group. The second emphasised the situation on
the ground where Banks were raising several objections to link with well performing
groups, in spite of the efforts of MYRADA; if these groups of the poor were being deprived
of credit which they needed in the short run, the group argued, MYraDA should be

open to an alternative strategy even if it required a new Financial Institution. The
second group won the day.

Sanghamithra did not start in a formal planning situation, with a clinically defined
problem tree or situation analysis; it was created from the bias in MyRADA’s approach
to let the real situation where the poor needed quick access to credit on their
terms takes precedence over MYRADA's ‘ideology’, at least in.the short to medium
term, until the SHG-Bank linkage programme gained wider acceptance aqd
momentum. The commitment of MYRADA to support a financial environment in
which the poor have access to credit, easily and quickly, from financial institutions has

i i vjects in 1984, largely as a result of the
: inity groups emerged in MYRADA projects in ) : .
gse:rzatzszesggl;;ez grgafnised by MYRADA, in its rehabilitation projects, breaking dmyn, they
werl:: called Credit Management Groups. The focus was on the management of credit fﬁth}:‘r
than on its provision. When MYRADA entered into an agredemde&t with T{??AR]? t:} ilaulr:i:.&7 tf:;
initiati roups — NABARD provided MYRaDA Rs.1 mi ion in 7 for
Rh{issLD ———y gzlizenieti;?ifaﬁgedpm Self-Help Groups. However, MYRADA Ctﬂ'ltll‘l'ilﬁf:l tuj: htli'-:".‘sa
Ehatliﬁzp?:;n;birs should be linked by affinity (mutual tI‘Lll.St jndhsu[épHog) and n]‘;[‘gggr:; (I; t:ér
ise s were bei
igi iciaries. After 1999 when MYRADA realised that s we beirig prom
‘ﬁﬁ eltglbrlie l?:f}?:::f::?:r?;sr affinity and with little or no training to build rhur. m;;t}lrroutll:mngl
cs: a;u ?V&’RADA changed the name of the groups it promoted to Self-help Afﬁnh ity : refel:: o
SAPG win this document the term SAGs will be used thruughout‘ except where
“SHGS’:Bank Linkage Programme” of NABARD and in quotations.
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1 decrensed. Sanghamithra, therefore, wis i gutzrespois from MYRADA staff wit),
not decreased. Dangi s e wi th o caeal [ 4 )
long \lwlivm'v-.ﬂ!hvmmph‘xilit'ﬁlllHI the poor have to cope with in the rural Situatiop
ﬂll!““‘ J 1 1 . y ' ! A ‘ s | F
where stratepies which Took *pre fessional’ in o workshop atmosphere have to make v

HY
1 some situations to meet the needs of the people.

lo add toits lowly origing, the first two hackground 11‘:“‘-‘1 Whi:'h appear below fu||
tar short of what major development :ml'nt‘i&‘_-“: t‘“llﬁid}"' proper’. Are 'I'(f “Illd resulty
of this poor and diverse heginning any different from "l‘“""‘-‘_-. "lh“t' originate in g
speciatised and often ‘pressure S :.l-mnspl'wrclf No definite answer can he
given after only four years of Sanghamithras operations; but the "C"'“YCWUHTS of
;“:'.\ngh:lmhhr:l at this point have been analysed and evaluated by high profile
Consultants and a Rating Agency, (M-CRIL), commissioned by Banks and donors
before agreements were signed. These assessments are quoted liberally in this
Jdocument to balance the built-in bias of this writer who is closely involved with
Sanghamithra; they indicate that Sanghamithra has achieved what it set out ro
do within the first 3-4 years of its operations. What the future will hold is difficult
to foresee, but the institution has learned much through experiencing the pains of
growth, while responding to emerging situations in a constructive manner - many
of which normally would have been categorised as ‘threats’. It is, therefore,
reasonable to assume that it will manage to survive and to achieve the goals it sets
for its own growth and health in the future.

An overview of the process that began in 1993 till 2004, when this booklet was
written, indicates that it could be divided broadly into three periods or time slots,
the defining instrument of division being the major thrusts that were pursued during
a particular slot. Within this framework the major thrust between 1993 and 1996
was to develop a conceptual base as well as the guidelines of a strategy which
clarified how MYRADA could start a separate financial institution. If it started a
separate financial institution, what would be the nature of this institution — for
profit or not-for-profit? How would MyRADA balance and promote both the SAG
Bank Linkage Programme as well as an independent financial institution? The
consequences of promoting a financial institution like Sanghamithra would be
that it would enter into competition with the Banks in lending to SAGs. Could
MY“’“‘“I’A‘S engagement with Sanghamithra still keep a space open for it also ©
:‘I'{T;flfﬂ Ctllnmitth to the SAG-Bank Linkage approach so that both Banks and
;{tmﬁ]zl’“ll_‘i l”;”l‘f‘d’“ qlf‘_ll,il'yiﬁ':‘r?’ices ul) SA(}.S? TI:ICSC issues, some of which Wt'"";
v troubling, were debated during this period by the staff in MyRADA Wh
::?F‘{kcm on promoting both approaches. A critical mass in MYRADA comprisit®
" l:h:f?:l ﬂ:i?d{)l:ll:;j::(f}?: S1‘1‘1:ljtir‘Pr(')jt;:ct:s debated these issues and cuntr;b_ll‘l:;:
Mansgement vy o, : : i:z‘ng mmn-hr.u would eventually adopt. Why u“f ole
and short ancwnn o o1 oA TEsources to involve a critical mass? Well, the St
.ot answer is that is in keeping wi h M s stvle of functioning:
implications of (he ¢ PIng with MyrADA's style of func LS
namely a Not-for-Profit Section 25 ComP

inal choice
were also analysed i ; ’ !
analysed in relation (o Reserve Bank of India (RBI) and Incom® k

regulations,
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Once these issues were resolved, the next period from 1997 to 2000 was devoted to
setting up the support structure, clearing policy hurdles and raising resources. A CEQ
was recruited, the institution registered, clearances were obtained from Income Tax
and RBI, a Manual of Operations and Software developed and a donor was identified
to finance the start-up. From 2000 to 2004 all efforts were focused on recruiting,
training and positioning staff, negotiating with Banks to mobilise resources and to
streamline credit operations, starting and expanding lending operations (the first loan

was given on February 25, 2000), moving from grants to loans, and breaking even as
soon as possible.



CHAPTER 2

ThEe IpEA TAKES SHAPE

: i ithra originated over lunch, but it hy ts
As already mentlo:exei; t}{-}?tlc[lil OthSigi: gfif:;er. Of the two ba§kgr0und papers, hoth,
B g dm.\ A %l; ; (pnd‘ reproduced below), one is from the writer and the other from
D e 1dh' fa NABARD, who at that time was based in Bangalore. The latter’s
gfﬁtﬁ:ﬁ? rlglif at the inception was not accic.le-ntal. NABAI({}D’S ;(riwlcg:emept with
MyRrADA in leading the strategy to obtain recog.nmon of the SAG m Re&D ganin 1987
;vhen NABARD provided a grant of Rs. 1 million to MYRADA foran . Pfogr_arnn.le
related to credit groups. This was the first research project that led to a pilot project in

1992 involving several NGOs and finally to mainstreaming the Bank-SHG Linkage
Programme in 1996.

Groups, initially called Credit Management Groups, emerged in MMA in
?;gﬂg?and dFr)ew the :ttention of NABARD in 1986 when M@@A apphed )
NABARD for a Research and Development Grant of Rs.1 million which was
sanctioned in October 1987 (Annexure 1); it was used for institutional capacity
building of SAGs, and to match the groups’ savings. The credit for this dec1§10f1 to
support MYRADA’s R&D initiative in a formal manner and for leading negotiations
with various Banks and the Reserve Bank of India (RBI) between 1987 and 1991
goes to Shri P]. Nayak, the then Chairman and Managing Director of NABARD,
and his team at the NABARD Head Office. Between 1987 and 1991, NABARD

: : , ’ o its
was involved with MyraDA in assessing the SAG R&D initiative, supported by
grant,

) ) sell
and in several meetings with the RBI and major Commercial Banks to s
the idea and to influence chang

e in official policy. These changes inclgded Ehf
following:- to allow the Banks to: a) lend to groups (and not only to indivndual; 1r:
groups), b) lend without asking for the ultimate purpose in advance and c) lenc }23
groups which, even though not formally registered, functioned according to the
norms of a registered institution. These were the three structural features of te<
SAG-Bank Linkage model and required policy, institutional and attitudinal chang®
to be intro,

duced in the financial system and operationalised.
Interestingly,

‘ _ , ast three year
a perusal of books and articles emerging during the past three ¥
from well known institutions

ut
and experts engaged in micro finance 163IVelelJct,
completely the efforrs between 1987 and 1990-91 to change official policy- i hing
I's notificatio 24,1991 and NABARD's launcvefﬂ
of the SHG.R in 1992, were P'eceded o Sec '
years of analy s R&D initiative with Myrapa, (which start

n related to SAGs dated July

ank Pilot Linkage Programme
sis of NABARD'
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1987), as well as by sev 11

eral meetings iy
A tings in NARB
Officers of Commerci

al Banks where hurdles
loans to groups were discussed. This

by Shri PR.Nayak, Chairman of NA

ARD and with the RBJ

| and Senior
that came in

the way of e '
' xtending
writer remembers one meeting presided over

: BARD and attended by sever. ; :
of NABARD and Commercia] Banks which was hel(; ti-n |i:‘~1"5(3; I:?rlif;r ?fﬁcers
‘ 1c Lanara

Bank Headquarters in Bangalore concerning three

i o | N S € 1
(and not to individuals in groups) b) ssues: a) lending to groups

L l gl

31;?2‘3;2?;3;?;3%2‘;@2 rﬁzoups; these were the three issues that met with a great
: . ers even though NABARD Officials
in the light of the feedback f h initiati s i
cherefore, et st i reotty dmr'n t l61: R&D initiative. Major policy changes,
NABARE) e uring the pt?rlod 1987 to 1991. After 1992, when
\BARD la pilot SHG-Bank Linkage Programme and after the major
policy directives related to the above three basic or structural issues from RBI and
NABARD were in place, the focus changed to training the bankers and on
continuously removing administrative and attitudinal obstacles in banking practice
to the growth of the SHG-Bank Linkage Model. During this period Shri Kotaiah
and later, Shri. Y.C. Nanda, both Chairmen and Managing Directors of NABARD
and other officials like Mr.Prakash Bakshi (CGM, Micro Credit Innovations
Department) played a major and leading role in collaboration with an increasing
circle of NGOs and, during the past four years, with MFIs and micro-finance
supporting institutions which have sprung up in several parts of the country.

The background note from Dr. Puhazhendhi of NABARD given below on the
need for a financial institution was, therefore, part of the ongoing effort of
NABARD to develop a supporting framework for a system of micro-finance where
the SAGs play a major role in decision making and where Banks play a supportive
one. Shri. Subash Wadhwa, the Chief General Manager based‘ in NABARD
Bangalore during 1993-1995, which was the period when the idea of Sanghamithra
was taking shape, was very supportive of this initiative. I::’Jotb NABARD Bangalore
and MyraDA realised that a private micro-finance institution lending directly to
a role in the ongoing effort to create conditions where th.e poor
could continue to access credit at competitive rates m?d in a f_riendly or wm—\vﬁﬁ

ituation. If the Head Office of NABARD played a major role in changing .orhui\
Ao he SHG-Bank Linkage Model, then it must
policy during 19871951 releiel 2 52 | laved a similar role in
be said that the Regional Office of NABARD Bangalore played ¢ :

promoting Sanghamithra during 1993-1996.

hat attempted to put “some thou
circulated to a few st

k place before the note was
ion: Sanghamithra

groups could play

ghts” on paper are re produced
aff from MYRADA. During the
prepared, two possible
and GROFIN (Group

The first two notes t
below. These two notes Were
informal discussions that too ace
names emerged for the proposed institut

Finance).

shoimg g B
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Note 1.
A NotE oN Group FINANCE

(GROFIN/SANGHAMITHRA)

A Proposed Strategic [ntervention

MYRADA

August 20, 1993

As you are aware MYRADA 's strategy as outlined in its Mission Statement is
to support the emergence of appropriate institutions. The Credit Management
Groups (or Self-Help Groups) is one such example. Others are the Watershed
Management Groups and Village Forestry Committees.

This note refers to the CMGs/SHGs which have been moving towards self-
reliance and therefore need other sources of financing when MYRADA
withdraws. This is where the banks came into the picture and related
directly to the groups.
MyRADA’s mission of supporting the development of new institutions is one
part, the other is to help existing institutions (like Banks in this case) to
relate to the new institutions that emerge. Our effort to establish this linkage
has been going on for the past three years. NABARD supported this strategy
and made serious and sustained efforts to evolve policy changes that would
help to establish this linkage between Banks and the groups. As a result of
this effort, the RBI issued a circular dated July 24, 1991 and NABARD
followed it up with guidelines to all the Banks dated February 26, 1992
To acquaint Bankers with this new strategy, NABARD has organise
several workshops, some of which have been run by MYRADA on 07 projects:
[ have also written a Rural Management Series paper entitled, “Guidelines
for Linking Banks with CMGs”, which you should have gven £ ever)
Bank Manager in your area (revised on April 13, 1994 and numbered
RMS Paper 19). Inspite of this effort, the Banks have not Tespo ‘i
expected. So far only about 150 groups of MYRADA have been linked wlfh i
groups when there are at least 1500 groups out of our 2300 which cov
have been linked.

RADA

The need for another strategic intervention has therefore emerged. M,Y. Act
proposed to set up a Non-Banking Institution under the Comp4’ = );de;;
Section 25 to fill this role. This organisation would be an 1 .’.Tiumrf
one, though MYRADA staff would be involved with it at all levels i fa;lhi for
this intervention, on our request, NABARD deputed DrP uhazhe?

a period of 3 months to MYRADA. aré

’ jons
This proposed organisation has not yet been named; sugeest™  ing
welcome. Its primary ole however, will be to receive loans

institutions and on-lend directly to groups. I
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At a recent meeting with NABARD officials, they proposed that the RRBs
in the area where GROFIN s operating could also be involved possibly
through a window dedicated for this purpose. GR( )FIN, however will serve
not only MYRADA's groups but concerned groups of other NGOs that have

emerged and are operating well in the area.
The mechanics regarding the working of GROFIN are being worked out and
will be shared for discussion with all.

There are certain structural concepts however, which must be clarified at this
stage to avoid necessary doubts and the tendency to overload any organisation.

There are broadly, three areas of activities related to the CMG/SHG strategy;

these three areas are:

1. Formation of Groups: This set of activities can never become viable;
everal interventions over a 2 to 3 year

it cannot pay for itself. It involves s
s take over responsibilities and function

period in a declining profile as group
independently or with the support of Apex Groups. These interventions
therefore will have to be provided by NGOs with project funds or from other

sources. I cannot visualise the Banks undertaking any role in this area.

2. Training of Group Members: Once again this activity is not viable,
at least not in the first two years; though the groups should be encouraged to
pay for the training; but a start should be made. As I repeatedly say; it is
difficult to move from free service to Re.1: but it is easier to move from Re.
10 Rs.5. This cost of these activities will also have to be borne by the NGOs.

3. Financial Transactions: This involves
and recoveries. This could be a viable set of
GROFIN will undertake. If GROFIN succeeds and earns surp

could be ploughed into training activities or even into activities required to
form groups.
[ have divided these three sets of activities since it is imp

GROFIN.

There is another set of ac
audit and performance audit.

primanrily the funding of groups
interventions and this is what
lLuses, these

ortant not to overload

tivities which the groups require —namely financial

The financial audit is now done by MYRaDA staff; but gracually the groups

should be asked to pay for this service.
a responsibility which
s started i some projects

The performance audit is | have suggested the Apex
groups could perform; this | but it has not developed

into a clear strategy in MYRADA as yet.
Aloysius P. Fernandez

13
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Dated: October 5, 1993

Dear Mr.FernandeZ,

3.

With warm regards,
Yours sincerely,

NABARD Letter Head, Bangalore

may discuss the modalities and other procedures for launching the institution.

. . i 5 : ng“
- When the Grameena Bank model established in Bangladesh is widely discussed, | stro

: ith the poo'
feel that we should also come out with the acceptable model for banking with t
under Indian conditions.

lam expecting your initial reaction at the earliest.

V. Puhazhendhi, NABARD

~r

- Tt i
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Need for a separate Financial Service:

. 525 il.re if Tt. i f‘fmJ ts taken by NABARD, the brogress of financing of Self-Help Grow
an .\.tslmt et slow. Inadequate staff strength, lack of motivation by the e
managers, 1igid lending norms and their the branch

past experience in group lending mi

nane e . e might be

some (;f gu. {/cllumrs which restrict the Banks to finance SHGs Many Self h:lp ( ?rrmps
om 2 ' " 2 s .
formea by MYRADA have attained the stage of maturity in terms of age of the group

savings, financial strength, etc. Hence, Myrana proposes to gradually withdraw their
support from such groups. Apex group concept has been introduced by Myrapa t;
take care of the interest of the Self-help Groups in the absence of MYRADA's invol'-uement)
Ti‘w withdrawal proposal of MYRADA is on the assumption that the financing Bank
wl.ll take care of the requirements of the groups in terms of credit support. However,
this does not seem to be forthcoming at present. For example, out of 1500 g“roup.;

which are mature enough to absorb credit only less than 200 groups have received
credit support from Banks.

4. The above discussion brings out the fact that if MYRADA withdrew from the SHGs,
the commercial Banks, as at present may not be able to support the groups in full.
Hence, it is very much essential that a separate financial institution needs to be
established for the benefit of the Groups, which were formed with the strenuous efforts
of MYRADA. This specialised institution would help the groups to take care of their
savings and also help for group sustainability at a long run.

5. Conceptually the proposed financial service is not adding more tiers in the financial
structure. The existing institutional credit ~ —
structure will be effectively used by the Sunanda & Seshadri

financial services an d only the loaning Chartered Accountants - Letterhead

operation will be undertaken by this | gef:No.165/93

financial services. The Executive Director
MYRADA
sd/- Bangalore 560 071.

V. PUHAZHENDHI,

. Dear Sir,
NABARD, Bangalore Office sub: Non Banking Financial Institution

Thesbove o s n st 0| SR s
objectives of the proposed institution, 19:10-1993

the legal implications and the

Operational aspects. Since this note With reference to the above we enclose a

: g ' the viability and draft
o the c of note, warking on
played a key role in the formaton memorandum and articles of association in

Sanghamithra, it 1s rcproduced in full duplicate for the discussion on 28-10-1993
in Annexure 2. at 11:30 am.

Apart from these two background T
notes, Myraba also requested Ms. Yours faithfully,
Sunanda and Shri Sheshadri, o
Chartered Accountants who had S sl

~

15

experience of working with MYRADA .ﬁ}r AT
over 10 years, to advise the organisation
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. slications for MYRADA i [aunching such an initialtive;iTheY }SImeltted dNote
dminpeet 993. Among other insights, the note pomt.e out that (a) MYRADA}
on October 27{ 11 . ;L:it‘['y registered under the Societies Registration Act., wou‘ld lose
bEi.l e chil.ﬂt_ﬂ :{t*l: ytion ifif invested by loan or equity in the pr()posed mlcro-fman%
e m come mi\)ctltn }t‘[embers of the Governing Body of MYRADA should preferably Tot
msntu?..:%t(l ld 01; the broposed institution. Several other helpful A e related g
t\lt;:‘zt::‘m; institution which was at that time viewed as a potential Non Bankmg

Financial Company were also made.

The two notes and the advice from the Chartered Accountagts segve(‘:lz gs 11;)3;3 of the
acenda for a Meeting of MYRADA Programme ﬁtafli held on Jcto ’erl ], k' The
njeeﬁng decided to name the proposed institution Sanghamithra’. t alsoas ed for
further clarifications regarding the nature and scope of the pr(?posed institution and
the alternatives legally available from which the most appropriate could be selected,
The choices were (a) an NBEC, (b) a Not-for-Profit Company and (c) a Mutual
Benefit Society.

- \
On Myrapa Letter Head

Ref: 15-1.54/93-06 Dated: October 11, 1993

Dr. V.Puhazhendhi, NABARD, Bangalore
Mr. Aloysius P. Fernandez

Mr. A.K.Shivaraja

Mr. William D'Souza

Ms. Yasmin Master

Ms. Vidya Ramachandran

Ms. Chandra Singh

R 2 el

Sub: Non Banking Financial Institution for Self-Help Groups

The discussion with regard to establishing a separate Non Banking Financial Institution for
Self-Help Groups will be held on 28th October, 1993 at 10:30 a.m. at this office. Kindly make
it convenient to attend the same.

With best wishes,

Yours sincerely

Harry D'Souza, Chief Accounts Officer

N

S

Nambiar and Associates for advice LHY
Mutual Benefit Society. The a““ﬁw_ﬁ
n of forming a Mutual Benefit Financ®
panies Act 1956) in which every 5

MYRADA requested its statutory auditors M/s.
the option to incorporate Sanghamithra as a
submitted a note on Nov 9, 1993 on the optio
Company (under Section 620A of the Com
would become a member of the Company b
Company. The note suggested that a Mutual

institution; accordingly this option was dropped
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( From: N

MAE K. B Nambiar & Associates

Dated: November 09, 1993

Kind Attn.: Mr.A. P Fernandez

Dear Sirs,

Sub: Non-Banking Financial Institution for Self-Help Groups (SAGs)

This has reference to your letter dated October 19, 1993 seeking our comments on the above
mentioned subject.

We have gone through the note on SAGS sent by you along with your letter. Our opinion in this
regard are given in the enclosed note.

We shall be glad to furnish any further details you may require in this regard.
Thanking You,

Yours faithfully,
for K.B.Namsiar & AsSOCIATES
Partner

\_ _/

i
- :g}?;-_'_'—r i

4 o’ A

A L

VPP TURTIFRYT
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CHAPTER 3

1994 To 1996 - SEARCHING FOR A Wy

I he penod 1994 1990 was dm-uwd to the following activities: (1) To arry the e

i independent Financial Institution to the staff of some of MYRADA'S project s
e SHG - Rank Linkage Programme had developed, like Holalkere, Challakere ithr
Talavadi and Kamasamudram with a view to elicit their reactions and to worlk Xita
«rateey whereby both approaches could flourish and ‘compete” with one another

'.T‘.".'.“.'\‘I\'t‘ etficiency and to provide better service to the poor; (i) to train staff B
S eheithras i) to finalise the type/nature of the institution; (iv) to start the price
for meorporation; (v) to obtain the required clearances from RBI, Income Ty
Department: and (vi) to raise financial support. Some of these objectives were achieve:
athers were started but took time — even up to 1999 — toreach a conclusion. Examples

v the latter zre the search for a Donor and the clearances from the RBI and [T
Deparmment.

-
LWQO

issues were decided rather rapidly; these were: (i) whether MYRADA itselt should
get mto the business of lending or start a separate financial institution, and (i1) whetner
if it decided to starr a financial institution, it would be for-profit or not-for-profir. A
regards the first, a clear stand had been taken since the late 1980s by this writer that
NGO engaged in other types of development activity cannot be in the business
lending, as its culture and systems do not support a ‘lending’ portfolio. Several financi
nstitutions have offered Myrapa loans which it was expected to on-lend througt

wide rural network which covered over 3,700 villages. Myrana has consistently refused

Ihe only option, therefore, would be to start a separate financial insticucion.

The second issue was more easily resolved since the MyRanA statt, who wete deef?
involved in the process, all opted to start a not-for-profit institution. They realised th
the implications of l'lu\'ing such a hudy could in some cases retard the mpid g
the organisation, but given its close proximity to MYRADA, it should share ot :“l
profit character. M.S Sriram, (Professc i, 1M, Ahmedabad), who studied Sillle‘il“"lumli
identified the reasons, in his opinion, why the decision was taken to sttt 0 v

profit company. To quote the relevant part of his study:

srowth !

. Q : " i o anere O
Why was Sanghamithra se up as @ not-for-profit company if it were

demonstrate profitability and sustainability? The answer possibly is i@ mixof
the following factors:

)



A MIicrRO FINANCE INSTITUTION WiITH A DIFFERENCE 19

L. Legally MyraDA could not invest in the equity of Sanghamithra. Therefore
capitalising the project would have been cliﬂ:imlif, as a fm—j;mﬁz‘ cnu'-t T 'h;
people who conceived this institution were people who had spent a h‘jﬁ:um
in working in the non-profit sector and therefore did not want to iricest theit
personal resources in this company, as they were not looking for retwrms in
any way. No external private investor would be intevested in investing in a

demonstration model, unless of course, the larger plan was to rapidly grow in
this direction in the future.

to

Following from the above, funding was sought from developmental rather
than commenrcial sources both for capitalisation and grr;wth.' Donor money
could only flow in to not-for-profit entities. Sanghamithra was incorporated
with zero equity — the liability of the entity limited by the guarantee provided
by the it)ronwter members' as against investment of even a token amount of
capital.

3. Since this was conceived as a demonstration model, there would be no
pressure on aggressive growth plans. Therefore growth ates fuelled by internal
accruals were sufficient. The need to access capital markets for growth was
not there.

4. Keeping it as a not-for-profit entity avoided a possible strategic drift in the
future, where the organisation having tasted early success wants to grow
rapidly as a proper financial institution, thus losing the initial developmental
orientation. The basic objective of MyRADA was only to demonstrate and
encourage existing players to participate in banking with the poor; not create
parallel systems.

5. The thinking during that time also indicates this: “if the project succeeds and
earns surpluses, these could be ploughed into training activities ot even nto
activities required to form groups”.? This statement turned out to be
providential, as the urban programme of Sanghamithra now pays partner
NGOs an amount of Rs.5000/- for promotion and linking of these SHGs.*

Prof. M.S.Syiram, [IM, Ahmedabad in
“Byilding Bridges between the Poor and the Banking System

d but did not get resolved — namely
to SAGs or to individuals as
lending only to SAGs since

There was one more issue which was raise
whether the financial institution should lend only
well. There was a strong and major lobby to restrict

d in the microfinance sector. Usually it refers to borrowers
cases, borrowers who have been registered by the MFL
ally means a sharcholder who has
since there is no capital, all the
When we use the term member
\oter rather than in the sense

! The term member is somewhat loosely use
with current outstandings and in several :
However, the term member in the context of a company specific
subscribed to the capital of the company. In case of Sanghamithra,
promoters who have given a guarantee would be trea}tcd as members.
in this paper, we are using the term in the contextof a stakeholder-pron
of client-beneficiary.

:  Fernandez A.P (1993): Internal note to the staff of MyRADA. »
*  M-Cril (2004): Risk Assessment Report of Sanghamithra Rural Financial Services.
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I. Legfll!y. MYRADA c:nluld not invest in the equity of Sanghamithra. Therefore,
capitalising the project would haye been difficult as o Jor-profit entity, The
people who conceived this instittion were people who had spent g lg‘letime
m working in the ne m-profit sector and therefore did not want 1o invest their

personal resources in this company, as they were not looking for returns in

any way. No external private investor would be interested in mwesting in

demonstration model, unless of course, the larger plan was to vapidly grow in
this direction in the future.

2. Following from the above,
than commercial sources b
could only flow in to not-fo
with zero equity
by the promoter
capital.

funding was sought from developmental rather
oth for capitalisation and growth. Donor money
T-profit entities. Sanghamithra was incorporated
—the liability of the entity limited by the guarantee provided
members' as against investment of even a token amount of

3. Since this was conceived as a demonstration model, there would be no
pressure on aggressive growth plans. Therefore growth rates fuelled by internal

accruals were sufficient. The need to access capital markets for growth was
not there.

4. Keeping it as a not-for-profit entity avoided a possible strategic drift in the
future, where the organisation having tasted early success wants to grow
rapidly as a proper financial institution, thus losing the initial developmental
orientation. The basic objective of MyrADA was only to demonstrate and

encourage existing players to participate in banking with the poor; not create
parallel systems.

5. The thinking during that time also indicates this: “if the project succeeds and
earns surpluses, these could be ploughed into training activities or even into
activities required to form groups”.? This statement turned out to be
providential, as the urban programme of Sanghamithra now pays partner
NGOs an amount of Rs.5000/- for promotion and linking of these SHGs.

Prof. M.S.Sriram, [IM, Ahmedabad in
“Building Bridges between the Poor and the Banking System

There was one more issue which was raised but did not get resolved — namely
whether the financial institution should lend only to SAGs or to individuals as
well. There was a strong and major lobby to restrict lending only to SAGs since

The term member is somewhat loosely used in the microfinance sector. Usually iF refers to hwru.nfr;rls
with current outstandings and in several cases, borrowers who have been rcgmter;tdltiy thail th \
However, the term member in the context of a company spccnlﬁcally‘ means a sb‘arc 10. ¢ il";’. ai; ; h]e
subscribed to the capital of the company. In case of Sanghamithra, since ther,c is n;l cap:n ?I;lember
promoters who have given a guarantee would be treated as members. When w.u, l}[lse tt }:‘ ;C-m e
in this paper, we are using the term in the context of a stakeholder-promoter rather the
of client-beneficiary.

?  Fernandez A.P (1993): Internal note to the staff of NIIYRADA. T

*  M-Cril (2004): Risk Assessment Report of Sanghamithra Rural Financial Se ;
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Lt

panA had promoted was based on this thrust. There was, he Wovar,
o keep the policy open. During this period (1993. | 99;)«5
nally prevail, though it was decided to iju(-}[
that loans would be given only to SAGs.

MyRADA’s Mission was to build people’s insti

strategy which My
ant number whoopted t

signific !
position would fi

it was not clear which
the first to avoid confusion — namely,
trends in the financial sector during this period supported MYRADA’s decisi,
to start an independent institution. For example, the trend to amalgamate unprofitab,
bank branches was emerging; there were also signs of a growing reluctance to opey
new branches in rural areas. A Circular from Myrapa Head Office to all the Myrap,
Staft dated September 29, 1994 indicated that this trend would have an impact on the
ability of banks to cope with the expanding number of SAGs. The SHG-Bank-Linkag
Model was based on the assumptions that banks would recognise this model as part of
normal banking practice and that the Bank branches would increase in number an(
not decrease as the trend indicated. The opinion that there was need for a financia|

institution to fill this looming gap was beginning to gain strength in MYRADA. A note

describing these emerging trends was circulated to MYRADA staff on September 29,
l

1994: an extract is given below.

Emerging

~
A NOTE ON SANGHAMITHRA — SEPTEMBER 29,1994 W !

. Once the Self-Help Groups are working satisfactorily, Mvrapa links them up with the [
banks which are within a radius of 4 to 8 kms. This strategy is consonant with MyrapAs | ¢
decentralised approach. However, this approach was based on the assumption that the | ~
aumber of Bank branches would increase. Within the last 2 years, however, with liberalisation
catching on, banks are restructuring in an effort to operate professionally and to make a
profit. This does not mean that they are throwing aside all their social objectives; theyare | i
still continuing to extend credit to anti poverty programmes g

» saveral rural branches. This has

However, as a result, some Banks have “amalgamated
bank in the vicinity

been a set back since in many areas the Self-Help Groups do not have a
any longer. It is these gaps that Sanghamithra is attempting to fill.
gh Mvraoa staff will

25 and will operate
d banks

Sanghamithra is a separate organisation and not part of MyRraoa, thou
be on the Board:; it will be registered under the Company Act, Section
like a Non-Banking Financial Institution. It will receive loans from Government an
including NABARD and on-lend to groups... ...

[ R el B T

4]

Aloysius P. Fernandez

_ September 29, 1994 T

N " od
In hindsight it will appear that Sanghamithra took a long time tO be ground®

- . ; Yyl
MYRADA’s management sought to bring as many of the staff as possible olu{ b .
ould M&

=

P

and to set up a Financial Institution whose culture and approach W W b
with its own. This took time. Furthet, a Not-For-Profit Finance [nstitution “’lr"f\. N
was engaged in lending was a ‘new animal’ especially to the Income¢ .‘L.;J H
Department; it also did not fit into the categories of financial institutions recogh bng ;
by the Reserve Bank of India which put it under the category of Non Bﬂn.tll-il F
Financial Institutions which took deposits from the public, whereas Sangh_aml il
Banking Finan®

did not intend to do so. The problems that plagued many Non

_4‘
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Institutions during 1996 and 1997 further delayed the process of recognition by the
RBI. Besides, it must be noted that till mid 1997 no staff was recruited for Sanghamithra
since MYRADA did not have the resources. The entire preparatory work between 1993
and mid 1997 was done by senior staff of MYrADA particularly Ms. Vidya Baiachaidesn
Ms. Yasmin Master, Ms. Chandra Singh, Col. M.S. Ashok and Mr. William D'Souz'r;
(with assistance from Dr. Puhazhendi of NABARD, Chartered Accountants and Tax
Consultants) who had to manage their existing programme portfolio besides devoting
time to Sanghamithra. Besides, during this period, MyraDA did not focus only on
promoting Sanghamithra; it devoted considerable time and resources to strengthen
SHG-Bank Linkages and to promote a pilot initiative where one Regional Rural Bank
(Cauvery Grameena Bank) took up the responsibility of itself forming groups before

linking up with them.

There was another major development directly related to Myrapa but which had an
impact on the progress of Sanghamithra during 1994-1995 and must therefore be

recorded here:

MYRADA ran into rough weather during 1993-1994 which continued into 1995; looking
back, it is surprising that the initiative to start Sanghamithra originated during this
critical period. Two prominent politicians were encouraged to “harass” MYRADA. Staff
in one project in Tumkur District were physically attacked, the MyRaDA Head Office
was vandalised, private home telephone lines were used to abuse family members and
pressures were brought on Government Departments to harass the organisation.
Somebody once wrote that there are no necessary evils in government; its evils exist
only in its abuses. MYRADA had the opportunity to experience both good governance
and its abuses during this period from which it emerged stronger and more robust as an
institution. It also realised that when the chips are down, the organisation has to fight
alone and its strength lies in the respect thatts Board Members command, in its open
systems of management including personnel policies, and finally on the strength of
people’s institutions at the base. The politicians involved unfortunately recognise and
respect (with a degree of uneasiness) only the last. Whatever the rights and wrongs of
this affair, its impact on management was to divert its energies to cope with the problem,
leaving little time for creative thinking and planning especially of a major venture like
Sanghamithra, though, to the credit of the organisation, it went ahead during 1994
with the following initiatives which were required to set the framework for a financial

institution to take off.

The SHG-Bank Linkage Program
well as in other areas where MYRADA ha

at times, follow up support. The growthin t
off only from 1999-2000. In 1998-99, the total
projects was only Rs.0.9 crores. In 2001-02 it rose to Rs.8.4
crores and in 2003-04 it rose to Rs.1 1.7 crores. However, there

rate of growth is declining.

me was promoted both within MYRADA s Projects as
d provided training to Bankers and NGOs and
he SHG-Bank Linkage programme, took
amount mobilised by SAGs in MYRADA's
crores, in 2002-03 it was Rs.10
are indications that the

99; even after that year there were many large gaps.

ogress, therefore, was s MyraDA had promoted over 1500 SAGs, of which

For example in Dharmaputi District,
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at least 1000 were cligihlt‘ for loans, but the Banks were reluctant to exten |

(]F]h
At A PC e ) " eSS a8 8 g'
there were also other areas where the progress was slow. 4

these groups:
While, MyRADA was establishing SRES it also continued to train Bankers wjg}, fin
support from N ABARD and to promote the SHG'BIHHI( I:mkalgc Programme, B‘dn]({;
from several Commercial Banks and RRBs from various States attended thege couyr "
which were held on Myrapa’s Projects where the SAGs had multiplied, some fwhfe‘
were linked with the Banks. The feedback from these training Programmes, both :h
result of interaction with the SAGs and with the Banks linking with them, hElpi
NABARD to continuously update and fine-tune its guidelines on the Link,

Programme. NABARD provided the funds, motivated the Banks to send their Stagfef
and selected the participants from across the country with a focus on areas, where the

Angjy

qd

e
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potential for linkage on their return was high, either because a development Program, -

including micro-finance was operational in the area or because SAGs had beep, formeg
by NGOs and through Government sponsored programmes.

Another pilot initiative was undertaken during 1994 and 1995 to strengthen the |y,
between Banks and SAGs. Although it will entail a digression, it is worthwhile recording
it here as it played a part in establishing Sanghamithra; it also substantiates Myrapy
claim that it continued to promote the SHG-Bank Linkage Programme even afterit
decided to start Sanghamithra. NABARD and MYRADA promoted a pilot experimen
where one Regional Rural Bank (Cauvery Grameena Bank of Mysore District) togk
up the programme of forming SAGs (before linking with them) for the fitst time in the
country. This initiative was in keeping with MYRADA's thrust to spread the SAG
movement and to mainstream it in all financial institutions. MYRADA assumed that if
some Banks were willing not only to link with the groups but also to form and train
them, it would help considerably to expand the programme’s coverage. If this pilot
experiment succeeded, NABARD was willing to promote it with other RRBs across
the country and to provide financial support to help them to start a similar programme.
MyrADA was keen to promote this approach because it had the potential to involvea
large number of RRBs and to utilise their vast rural network. While MYRADA was
consistently arguing against Banks and Financial Institutions lending in bulk to NGOs
for on-lending to SAGs — a practice that was gaining momentum — it was als0
promoting other channels to meet the demand. The proposed pilot where the RRBs
would take the lead was one. Since this pilot was related to the formation of
Sanghamithra, it will be described in some detail below:

MvRraDA had started to acquaint its staff with banking matters so that they (i.e. the
staff) could work, if they so decided, for Sanghamithra. To make this initiative more
hands-on and practical, it was decided to link it to the pilot project to orient Region’
Rural Banks to promote SAGs on their own. When NABARD and MyRADA discuss®!
the possibility of encouraging a Regional Rural Bank to take up the formation of SACE
directly, to be followed by credit linkage. MYRADA suggested that a pilot initiative .be
taken up with the Cauvery Grameena Bank (CGB) which covers Mysore Distr

e I e o S TR
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mainly because MYRADA had two major projects in the District which would serve as a
useful context for a pilot programme. ‘To start the pilot experiment with the CGB, a

e " ! : o W} y €
Mission comprising NABARD senior officials and Myrapa visited the CGB in October
[994.

“Shi S.K. Kalia along with 2 senior officers of NABARD HO held discussiems
with officials of MyrapA (NGO) and the Cauvery Grameena Bank on 7th and
8th October 1994.They also visited a few branches of the bank to firm up a
model for experimenting the new credit delivery innovation through selected
branches of the RRB” (Document of CESF Cell of the NABARD Regional
Office sent to MYRADA by Shri S. Panda, Asst. Gen. Manager, NABARD).

There were four agencies involved in this pilot project with the Cauvery Grameena
Bank (i) The CGB itself, (i) The sponsoring bank — namely, The State Bank of
Mysore, (i) NABARD, and (iv) MYRADA. The role envisaged for the CGB was outlined
in a NABARD document as follows:

“To identify suitable branches and officers to be associated with the project, to
implement the project in co-ordination with MYRADA, NABARD and the
Sponsoring Bank, and to bring out a well adapted model e plicable in the rest of

the RRBs in the country.”

MyRADA's role was restricted to provide training to CGB staff (Managers and Cashiers)
in the SAG concept and to support the CGB staff to form groups. The decision was
taken to depute 3 to 4 Resource Persons from MYRADA for a period of 3 months to guide
the CGB branches to form groups. Several preparatory sessions were held between
November 1994 and March 1995 between MYRaDA and the CGB. MyraDA placed 4
resource persons in CGB branches in April 1995 and withdrew them on June 1, 1995.
MyRADA’s objective in placing these staff in the Banks was twofold: (i) to train the
Bank Staff to form SAGs, and (ii) to provide MYRADA Staff with an opportunity to

learn how Banks function so that they could be considered for employment in
nce the objectives of this assighment included

Sanghamithra if they so desired. Si
MYRADA's own concern to prepare staff for Sanghamithra, the salaries of these staft

(including a lumpsum allowance of Rs 2,500 per month) were paid by MYRADA even
during the period of their deputation to the CGB. An Orientation Workshop for Cauvery
Grameena Bank Officials on the concept of SAGs was conducted from January 30 to
February 1, 1995 and a follow up workshop from 20th to 22nd February at the MyRADA
Training Centre in HD Kote in which the Staff placed in the CGB branches also

participated.

mote the SAG Bank Linkage programme, the
linked to Banks and the number of eligible
SAGs which could not establish this linkage continued to grow. The MYRADA
Management finally decided to incorporate Sanghamithra Rural Financial Services
(SRFS) as a corporate entity under Section 25 of the Companies Act of 1956. The
two founder members or promoter directors were Mr. Aloysius P Fernandez

In spite of all these initiatives to pro
gap between the number of SAGs
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) and Lt. Col.
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M.S. Ashok who had joined MYR.A_D .
i ;mplit‘;lli for the issue of licence was preparez :
gional Director (Ministry of Law, Justice ang |
ras. SRES was incorporated as a COpory,
Act of 1956 in January 1995,
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(Executive
Director

Director of MYRADA
*\u*nrdingly
Office of the Re
gion, Mac

as Deputy
sul\mittvd
\ Affairs) Sout

and ro the
hern Re

25 of the Companies

~ .
NMENT OF INDIA |

(GOVER
ND COMPANY AFFAIRS

2y OF LAw, JUSTICE A
[RECTOR, SOUTHERN REGION, MADRAS

Compan

MINIST
OFFCE OF THE REGIONAL D

Block 1,V Floor

Shastri Bhavan,
26, Haddows Road, Madras 600 001.
20, 1995 |
|

Dated: January

No.2/B- 702694

Sri N.Jayaraman
0, Vinayaka Building
Sampige Road, 1st Cross
Malleswaram, Bangalore.

oir,
Sub: Application for the issue of licence under Sec.25 of
Companies Act 1956 — M/s.Sanghamithra Rural

Financial Services.- reg.

Ref: Correspondence resting with your let
terNo.S.4.
dated 17-1-1995 your letterN0.5.4.95.421 | \

o ltt}?ergz:zme'm ile subject cited, I am enclosing the licence under Sec.25
Associationp:;];ie; cl:i 1956 along with the approved draft Memorandum of
i “Sangham-(t: 1:35 on\ As;ocnation for tegistering the company under

: mithra Rural Fi i T _
without the addition of the word l‘?lfliltll:l:;taeldéemces with limfesl kil

Yours faithfully,
Sd/-

R. Aghoramurthy ‘
Regional Director

Encl.  As above.
- \
_

The Board of S
hamith :
February 28 anghamithra was consti .
, 1995, stituted in 1995 o ol
Ashok and M. Ravpirilf Members were Mr. Aloysiu E;Il-"ng‘ held it firs meetmfAUI
ishwanath (Chartered Acco e i;mandez, B et
untant).
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Relevant Extracts from a Circular to all MYRADA Programme and Project Officers

informing them of this development dated August 30, 1995 reads as follows:

N N
As you know, an organisation called, ‘Sanghamithra’ registered under Section 25 of the
Companies Act has come into existence. Their operations dre yet to commence.

A number of possibilities for cooperation between MyrapA and Sanghamithra have been
examined. The experience gained in MyrADA's collaboration with the Cauvery Grameena
Bank and generally with credit groups could form valuable inputs to a new institution like
Sanghamithra. MYRADA has been able to train a few personnel as Credit Managers.

Many models and options are open to us for such collaboration. We need to now crystallise
our options, obtain the opinion of legal experts and auditors, and put the matter to our
Board for a decision. I am going to circulate very soon a note to the members of our
Gowerning Body on the subject. We hope to have a decision, one way or another, within

a few months.
T
As you know, no funds have been or are to be transferred by MYRADA to Sanghamithra.
Nor is any activity being undertaken as yet by Sanghamithra. The status of our activities
in MYRADA is that we engaged in simulation exercises on a small scale by way of
experimentation, which could provide models for future operations by us, or other
agencies like Sanghamithra. The whole exercise is part of our withdrawal strategy.

Sd/-
M. S. Ashok, Deputy Director

. J

e
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3.1. MYRADA STAFF CONTRIBU

On June 20, 1995, it was decided to org:
Projects who were a¢ l.i\'-:l\;
already supported the tormat i
to carry the proce
Sanghamithra. The meetingw
Vidyva Ramachandran and Yasmin
supporting the six projects repr

were

A MicrRO FINANCE INSTITUTION WitH A DIFFERENQE

1k To T PROCESS:

following note was circulated:

When Myrana and NABARD discussed the need for an Alternative Credit
Svstem to meet the credit needs of the poor in the mid 1980s, it was understood
chat this alternate system which came to be known as “Banking with the
Poor” through Self Help Groups (SHGs) would relate directly with the
existing Banking structure. This is the major reason why MYRADA has
consistently avoided becoming an intermediary financing institution like a
Bank.

This strategy was based on the following assumptions:

I That the banking network in the rural areas would not only expand but
also change its policy in order to cope adequately with the credit needs of
the poor; that transaction costs to the borrower in terms of time and
money spent would decrease.

to

That the Bank staff would redlise their social responsibilities and make
every effort to relate to SAGs once it was proved that repayment rate
was over 90%.

3. That the official Banking policy would shift from providing loans to
poor individuals to lending directly to groups of poor people; it follows
that the criteria for lending could no longer be dominated by the
assessment of a “productive or viable asset”, but would have to include
indicators of the effectiveness of a SAG and of interlinking institutions

which support and sustain the productivity of the asset and ensure
repayments.

4. That the Banking system would redefine its role to make its lending
more user friendly especially to the poor.

While most of these assumptions have been realised, the Banking network
has not expanded adequately to cope with the number of SAGs. On the
contrary, with the amalgamation of branches that ave considered non-

wablﬂa, the network has actually contracted and indicators are that it will
continue to do so.

Seconilg, the bank staff have not responded adequately to the needs of the
P}?on e pressure that they are now operating under, namely to improve
the recovery rate, leaves them with little time and less incentive to make

nise a Workshop of staff from six MYRm-,
promoting the SAG-Bank Linkage Model and whe, i
on of Sanghamithra, in order to consider their SUggesticy,
«s forward and to clarify several issues that were emerging relateg f:
as facilitated by M.S. Ashok Deputy Director, MYR,\[MJ

Master, both Programme Officers of MyRADA Wh;:
esented at the meeting. Prior to this meeting th,

|'|i|d
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eTience of seyerq] banks

) l‘he TeCovery rate js pyer 95%; it
Sanghamithm". |

Sanghamithyq will velgte

with SAG " '
3 Yo SAGs. tth SAGs formed by any NGO, ny; only the

ng the discussions, conclusions and clarifications
long. The Workshop, however, took the process
eas; for example it

Proposed criteria for advancing loans angd th
nghamithra coyld adopt. As these pro sals f ' ch
: orm th
subsequent formats were evolved, st hembri o R hich

it will be useful to [jst ¢ below
well as to follow how the process developed. ein below for the record as

1. The SAG should have had lendin

transactions) with own or mobilise
one year.

2. The SAG’s internal overdues of principle and interest on loans taken from
own Common Fund must not be more than 20%. Length of overdues must
not exceed more than one season. (This was later revised)

At least 80% of the group members should have taken loans frolm the SAG’s
own Common Fund (i.e. loans should not have been monopolised by a few
members only). N | |
4. The trend of borrowing within the SAG should be in ta‘vouf _0: pio.duv.. Flgn
activities (amount loaned should maintain a minimum ratio of 60:40 between
production and consumption activities).
5. The SAG should be a member of the Apex Body. e
6. The SAG's books should be maintained independently or with assistance pai
tor. by thegoup +at least Rs.500. (Late
'Y individual) per member in the group should be at least l\b.JIL‘L 1‘( 11[;\(
L Savcllnf? Sd( N inimum savings prescribed per member per week multiplied by
modified as m SE

the age of the group, ched a bank branch with the
SAG should have approa S for ut least
S Brelonitly; fhe d its application should be pending in the. bli“?k rt:»r :; o
4 e rliquf " atnnied IZle:awn for reasons that Sanghamithra reg
4 weeks (or tu

% \ . " d; (a) The
madequate) . f m Ssdngh;lml[hlcl provlde
than one loan fro P have been no
e S?C;lclan tali(se Eflfn the prescribed credit limit; (b) There
total of all loans

n l

g and recovery transactions (i.e. credic
d (from other sources) funds for at least
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Other Lending Criteria/C ‘onditions:

L4 5 1 ¥ [ \ I y ' 15 I”l.A( ih,
3 'l"l l'l“ith ) \'i” t'hill'}.’l.' an '”“l'rt'hl U{ I4 /(I on i“ 1S )
LS :l]]*.‘ Il .
i L& i at ¢ h“ll(ll]{ll['(fl’ty il %
b WD ncipals “."C.“b' WIH l 1C aft l“lt)I mao "(.rv;
P'L'i '.l\'l‘l'lt'nl 01 l\"[h p‘ 1M ]I‘-\l -”\ll m I { | iLL
(l ljy L;?_In}_{h:'lm".h”] Wl" I}r(-‘sent-ly h 3 |“

or loans offere |
4 maximum of 36 months,

e The repayment periods 1
Loan: 18 months; 1nd loan onwards: upto

e The credit limits offered by Sanghamithra will (in the initial phase) be ,

maximum of:
Amount equal to internally generated Common Less any
: o
Fund. ‘ . sthet
3nd Loan 1.5 times the internally generated Common Fund | out-

3rd Loan 2 times the internally generated Common Fund | standings
4th Loan 2.5 times the internally generated Common Fund | any other
5th Loan seehicy,

3 times the internally generated Common Fund.

Ist Loan

onwards

(Note: These limits were subsequently revised. The initial loan was related to the
cash flow of the SAG. The second loan was based on a variety of indicators an
usually exceeded the internally generated common fund by several times.)

Procedures that Sanghamithra will follow with regard to Loan Requests:

¢« The Credit Manager will attend the Apex Body Meeting at which the SAG loan
requested is discussed by the Apex Body, modified if required, approved, and
submitted to Sanghamithra.

s Thereafter, the Credit Manager will attend the next SAG meeting to carry outar
independent appraisal of its performance.

* At the following SAG meeting the Credit Manager will communicat
Sanghamithra’s decision (with intimation to the Apex Body and MYRADA &

any other promoting agency) and will hand over the cheque if the loan h#
been approved.

|
CHEQUE WILL BE HANDED OVER IN SAG MEETINGS ONLY, IN THE PRESENCE OF AS MANY MEMBERS |
AS POSSIBLE,

|
AT THE TIME OF HANDING OVER THE CHEQUE, SANGHAMITHRA WILL OBTAIN A PROMISSORY NOTE

ON STAMP PAPER, SIGNED BY ALL MEMBERS. |

gt

Sources of Finance to Sanghamithras

F 3 i
rom Grants for infrastructure and for lending in the initial stage

Ope?ratlonal expenses for the first two years will be provided by MYRADA (incmdim
setting up a separate office outside the
identity for Sanghamithra)
Sanghamithra.

. g
MYRADA project campus to create @ sepai’’
- Thereafter, they will be met from income earne

(

™

-~ reerte

Lagn |
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e  Fromsurpluses carned by Sanghamithra after all costs are met

e Soft loans from other financial institutions in the second stage
Al ale

e Loans from Financial Institutions at commercial rates in the third stage

As regards the relationship with Banks, point 8 of the above Minutes deserves to be
sarticularly noted. It states, “Preferably the SAG should have appmaclhed a
bank branch with the same request and its application should be pending in
the bank for at least 4 weeks (or turned down for reasons that Sanghamithra
regards as inadequate)”. It was made clear to the participants in the workshop that
s not intended to replace banks. It would seek to extend credit on
SAGs that have proved themselves to be responsible and

creditworthy. Sanghamithra would develop norms for evaluating the creditworthiness
of SAGs - norms that would be realistic, objective, measurable and demonstrably

effective. Sanghamithra would attempt to prove to banks that SAGs are ‘bankable”,
Should any bank come forward with an offer of credit
tched Sanghamithra’s, the institution would
Sanghamithra would seek to prove
sustainable if credit were

Sanghamithra wa
commercially viable terms to

on a commercially viable basis.
to SAGs in a given area on terms that ma
be only too glad to step aside, having done its work.
to banks that rural credit operations could be profitable and

provided to stable and reliable SAGs.
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- RpGisTERED UNDER SECTION 12
3.2. CouLD SANGHAMITHRA BE REGISTER A O TH}, /

IncoME TAX ACT, 1961!

o major issues that
layed the operation alisation of Sang

arance from the Income Tax Department. The second relateg
he RBI for registration as an NBEC. The experien t
described below. o

the period 1994-1996 that tok tim
€

arose during
hamithra. The first issue late,
Claty

Thel‘t‘ were tw
resolve which de
to the need for clear

Sanghamithra’s application tot s
Jamithra in resolving these two issues is briefly

Sangl

he Income Tax Department was whether Sanghary,

could be recognised as charitable entity. MYRADA initiated a major initiative to Obtai: ;

this recognition. The problem put briefly was the following:. even if its Board Membem .

agreed to work without any remuneration, even if they did not claim sitting e ,
Sanghamithra itself did not distribute any dividend, yey; t

transport allowances, even if
was still lending money. Though the service/interest charges were to be used to oy,

administrative and development COStS only, would the Income Tax Departme, £

recognise Sanghamithraasa charitable institution? MYRADA commissioned a leadip !
e his learned opinion. His note dated Septembe -

Senior Advocate Shri G.Sarangan to giv
9, 1994 dealt with the issue thoroughly. Only three paragraphs will be quoted here.5 -
they may be of use to others attempting similar initiatives - though they do notd

justice to the entire note:
“In explaining the charitable concept, courts have repeatedly held that
eleemosynary element is not essential. In order to sustain charity, it is not necessary
that the NBFC should give away money to the poor or even that the NBEFC
should not charge any interest at all. The NBFC may charge interest on certain
loans but may not on other loans, depending upon some objective criteria while
conferring a benefit on the poon.

A major issue that arose with t

“One of the prime requirements is that the institution cannot serve to obtain
private profit. Though the expression ‘existing solely for charitable purpose and
not for the purposes of profit’ is not there in the section, it is undoubtedly
implied. The general idea is that there should not be persons who derive pr ofi
for themselves under guise of running the institution. The institution will n0
doubt not distribute such profits as it makes (assuming it does) by way of
dividend. There may or maynot be a clause suggesting that the business thats
un ‘incidental’ to the attainment of the objects of the institution is not run and
s ngt dt.zsigned to run to make profit. The object of the institution in Tunning the
mstttuu'on is not to make profit. Profit is not the motive or object of carrying o
the business. It will be seen that Section 10(23C) (iv) starts with the wor ds

“any income received by any person on behalf of ...”.

Thereisno ,

. ne‘rlz{l IOOTTXBmp t the income of an institution if the institution makes

o eatall. 'ly when an income is in fact made is it necessary to exemp!
income so that income tax is not paid. In other words, the Act does 1
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forbid income being made by charitable institutions, What it forbids is a private
profit and profit which is not impressed with the character of the trust or
obligation to be applied for charitable purposes. As long as the NBFC: de ,L..ﬁ it
distribute dividend and as long as 4l property, accretions, income (I{';'Ef[)gd
therefrom are impressed with the character of trust and are to be applied for

glun-itablc purposes only, there can be no denial of exemption under section 10
(23C)." (Shri G. Sarangan).

An application for registration as a charitable entity was made to the Income Tax
Department on July 31, 1995. This matter took a long time to resolve. Initially the
Income Tax Department was reluctant until the promoters were able to
demonstrate their credibility. Once Senior Officers in the Department realised
that this was a genuine effort to support the poor, their response changed to one of
constructive suggestions for which Sanghamithra and its client SAGs will be ever
grateful. The story of Sanghamithra’s interaction with the Income Tax Department
is briefly summarised in a note from MyraDA’s auditors, M/s.Nambiar and
Associates, who worked with MYRADA to carry this application through the Income
Tax Department. Relevant parts of this note are quoted below:

Note from M/s.Nambiar & Associates: From the very nature of its
incorporation and its objectives it is clear that Sanghamithra is a company
incorporated with the object of promoting rural welfare by uplifting the rural
population based on the concept of Self Help Group with no profit to the
company. Based on this conceptual belief the company made an application
under section 12 A of the Income Tax Act, 1961 to the Honourable Commi-
ssioner of Income Tax, Bangalore on 31-07-1995 for its registration as a Charitable
Entity. For a considerable time there was no response from the Income Tax
Department on the application in spite of several reminders. On 05-11-1996,
the Assistant Commissioner of Income Tax informed the company that
consequent to change in jurisdiction, the file had now been transferred to Income
Tax Officer (Trust Ward), Trust Circle — 3(1), C. R. Buildings, Bangalore.
Based on the above information the company took up the matter with the
above said officer on 18-11-1996. After several visits to his office the company
was made to understand that the original application filed on 31-07-1995 had
been misplaced and the company was asked to re-submit the same once again,
for needful action. The same was filed by the company on 04-08-1997.

On 27-09-1997 the company was asked to file a detailed note on Sungfu.mlitlhm
Rural Financial Services regarding the nature of company'’s constitution,
background under which it was conceived, proposed activity and Iwm'k, man
objects and the charitable nature of its activities. In response I.“ this request, d
detailed note prepared by one of the Directors viz., Mr. Aloysufs P Fernandez
was submitted to the Honowrable Commissioner of Income P.hu‘ thmugh‘ the
Income Tax Officer on 27-09-1997. To this note, a communication was 1'ecelycd
from the Income Tax Officer, Trust Circle on 21-10-1997 with the following

observations.
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yhiect No. A (1) ) To carry oud md undertake the financing of ang
1. “Object INO-/ '

apise (o group of persons.
providing credit on mterest o otheywise to grouj f
i i 2

_ . . n social clubs, theatye.
'«\E\T['(l .\]ﬂ : LT t’\ll“‘"h..\,h ”“””“”n ””{' m r “(“r( "

laboratones, won kshops, shopping complexes etc.

It is also submitted by you in letter dated 27-09- ?997. that your company
is a non-profit financial institution, as such the main ”bJ_ECF of your C’ml.pany
nd other object as stated above are not charitable within th Meaning of
section | (l_';*) of the Income Tax Act. l'9§ I.. Hence thizre is no scope, for
granting Registration w/s 12 A and Recogmition u/s 80G to your company,
This is for your kind information”.

On receipt of this communication the company made a further
representation on 10-12-1997 to the Honourable Chief Commissioner
of Income Tax stating that:

() The order of the Income Tax Officer was not a speaking order.

(b) This refusal to grant registration was based on extracts for objects
clause drawn out of context and by not giving reasons why the objects
were not charitable in nature in support of the claim of the company.

The company further brought to the notice of the Honourable Chief
Commissioner of Income Tax the decided case laws on the issues by the
Kamataka High Court in CIT Vs. Gayathri Women’s Welfare Association
_ 203 ITR 389 and dlso the decision of the Supreme Court in CIT Vs.
Saurashtra Art Silk Cloth Manufacturing Association — 121 ITR and
CIT Vs. Andhra Pradesh State Road Transport Corporation — 159 ITR.
The said representation made to the Honourable Chief Commissioner of
Income Tax was forwarded to the Honourable Commissioner of Income
Tax, Karnataka — I1 on 31-12-1997 for necessary action. In response to
this the company received a communication on behalf of the Honourable
Commissioner of Income Tax, Kamataka ~II from Income Tax Officer
Trust Ward — 3(1) that the Honourable Commissioner of Income Tax,
Karnataka ~ 11 has rejected the application for registration under section
12A of the Income Tax Act, 1961 and also registration under Section
80G of the Income Tax Act, 1961, for reasons stated in the said

communication.

Reasons are:

(a')le‘t';; wants to ;tep in where loss making branches of the banks have
fai e }.{‘_mce. object of the company is mainly a ﬁnanciﬂg activity an
CTEdI[ gwing Conlp aﬂj”_

g{,) “Itis said in Trustees of Govardhan Das, Govindram Family Chari®
rust (1959) (21 ITR 231) (Bombay) that it is not possible to sa) that
poor man cannot do without matrimony and that matrimony is @ bare
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necessity of life. ( 7nnsr':irrr'm: the abo
complexes, industry, theatyes, social ¢l
of rural poor and hence not

e decisions sport complexe
s cannot be ¢ alled
haritable

5, shopping
as a bave necessity

1response ‘ C |
Invesponse to the abou commun-ication, the ivec oy

e P By »
Aloysius I Fernandey and (he company's auditoys
the matter to the 1 lonourable ( OMmmissione

_ % i . er sections in rural areas and that n,
portion of the interest eame thereon be
indirectly by way of bonus, dividend profit or otherwise to the members of
the.cumpany. Consequent to this representation the company was advise |
to file a fresh application for registration under Section | 2A of the [ncome
Tax Act, 1961 together with note containing the representaunﬁs made
before the Honourable Commissioner of Income Tax, Karnataka — [1. The
said application was filed on 17-08-1998 and the same was considered
favourably by the Honourable Commissioner of Income tax,
Karnataka - I1 and the registration was granted on 18-12-1998.

of the aompany My
persomally represente]
rof Income Tax, Karnataks

]

paid or transferred directly or

The registration under 12 A of the Income Tax Act implies that Sanghamithra is
recognised as a charitable entity and that its income is exempt from taxation subject
to utilisation norms and certain other conditions like the need to file annual recums.

Prof.M.S. Sriram’s comments on the issue of what makes an activity “commercial”
throws further light on this issue. “What is commercial, largely turns out to be 2
matter of interpretation. One school of thought refers to the possibility of
distributing profits, or residual claims to the members of the organisation. The
other more conservative view is whether the inherent activity is “charitable” or
“commercial” in nature. One of the arguments laid out by an advocate
commissioned by Sanghamithra was that the tax status is to be established by the
criteria on whether the organisation is serving to obtain private profit. He had
argued that there is no need to exempt an organisation that makes no income .1_nd
therefore by the very nature of granting explicit exemption, one is recognising
that income is accruing, but tax is not being imposed. His opinion was that a long
as the organisation does not distribute dividend and as long as all property is used
for charitable purposes as laid out be the objects of the trust, there should br. no
doubt about the exempt status of the organisation for the purposes of taxation.

While the argument was tenable, it took some effort by Sﬂng}.lim.l:“hm I —
the tax authorities, before they could get an exemption. Vs lm’l?l.p““‘lt \.‘:l_h
obtained before the RBI defined what micro finance was tor it rcglihm.\,Puu‘mlkl)-
Now that the RBI definition of what could be cgnstrum} as micro tlln';l.llu. l:: -Itfl: :\:.
available, the taxation interpretation may also h)ll(j\-y el iTuL W‘: hlm‘ vlltxirll‘\l:[i'?t‘t"u'[
that this is still an issue that officers of the Income Tax Department g

either way.”

' . » Banking System)
(Prof. M.S.Sriram — Building Bridges between the Poor and the Banking Sy
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AL COMPANY (NBFQ)? A il

3.3, 18 SRES A NoO INANCT

N BANKING I

o securing NBFC status for Sanghamit hra. Though ‘liHClsqg'
o Indin to register Ganghamithra as an NBEFC were ‘itflll(
ral had assumed alarming Pr(;p(};:.r

oy,

d to NBFCs in pene
major scam; this delayed the formal applic,.
NBEC till 1997, i,
nouncement of amendments in the Reserve By

\l changes were made in Chapters [II B, II] (‘a[d-
anuary 9, 1997; these Amendments reo;i\fmJ
x Consultants M/s Su“aﬂdae;

e second issue related t
with the Reserve Bank ¢
informally, the problems relate
ring 1996-97 following a

especially du
corporation as an

from Sanghamithra for in
7 started with an at
espect of NBECs. Sever:
\' of the RBI Act with effect from ]
on March 28, 1997. MYRADA'S Ta

April 24, 1997 as follows:

The year 199
India Actinr

Presidential assent
Sheshadri adv isedon

T

—
e RBI Act which require the immediate and urgent

“Some amendments 0 th
sttention of Sanghamithra Rural Financial Services are given below:

1 No Non-Banking Finance Corporation (NBFC) can carry on/commence its

business unless it:

1.1.0btains a certificate of registration issued by the Reserve Bank of India under

Chapter Il B.
12 Has net owned funds ranging between 25 lakhs and Rs.200 lakhs as may be fixed

by a gazette notification for registration.

The application for registration in the case of an existing company has to be made
before July 9, 1997 although it can continue with its business. The application form

is not yet notified.

U .
y ;eresrt;?&c;r;;mstinces we request you to take up the matter with the RBI, clarify/settle
seek exemption, if possible, from the applicability of NBFC regulations/R8l

Act.”
sd/- Ms.Sunanda & Seshadri.

A
-

After several prelimi - :
Shri EK.Biswfsre(IIuﬁ:;a(;z meefmgs with the RBI, on May 8, 1997 a letter was written®
e n’min Ob.ecl;liera I\/;anager, RBI, Bangalore. After explaining the propost
company were purelyjcha:iizgl Sénghamithra and stressing that the activities oft

. € : :
RBI’s consideration. in nature, the following questions were raised

4.1. Under the ci ,
Financial I:E;i;;ﬁ:{wes explained above, is Sanghamithra a NBFC/
S — covered by Chapter IIIB of the RBI Act at all? Tht
distribute dividends/gznm f;usmess ETI its normal sense to make profit and
RBI Act the provisions Cus. n our opinion, under the overall scheme of th
no share capital and : .n;:of apply to anon-commercial enticy which 14
corpus will be out of do 'ch cannot distribue its profis. The company’

nations/grants from India and abroad from nov

governmental deyelo .
sieliad bment organisations. No public or private equity ®
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4.2.

4.3.

Under the circumstances, we reque
govered by Chapter 1B of the RBJ
issued by RBI. Our case is not one ¢
the relevant provisions
us.

SLYOU 1ot b treat us as an NBEC:
Act and other comsecuential directions

of exernption bu of non-applicabiliry of

of the RBI Act and the consequential directioms 1,

If our pleanot v treat us as an NBFC/Financial Institution is nos acceptable
we request you to grant us complete exemnptions from the directioms iss ci
by RBI to NBFC, MNBC: and RNBC namely:f e
a) The non-banking
1977.
b) The Miscellaneous Non Banking
Direction, 1977.
c) The Residuary Non Banking
1987.

Financial Companies (Reserve Bank) Direction,
Companies (Reserve Bank,)

Companies (Reserve Bank,) Direction,

The power to grant exemption is vested in RBI under clauses (17), (14) and
(19) of the three sets of directions respectively.

As the company has no share capital it cannot obviously meet the criterig of
net owned funds being Rs.25 lakhs in terms of Section 45 [a (1) (b) of the
RBI Act. The Company will receive grants and donations from India and
abroad. The donations received from abroad will be subject to the provisions
of the Foreign Contributions Regulation Act (FCRA). Thus it will have no
share capital of its own. The company is limited by guarantee.

Thus we request you to specify the minimum amount of Rs.25 lakhs as the
amount to be brought in by us as Corpus through grants and this amoun

will be invested by us in securities which are permissible vnder Section | 1(3)
of the Income Tax Act to ensure that the investment pattern meets with the

requirements of the Income Tax Act also.

In our opinion retaining a Corpus of Rs.25 lakhs would meet the requirements
of the law as in the explanation to Section 45 IA the term ‘net owned funds’
includes not only paid up by equity capital but also free reserves. Thus,
technically the major or even substantial portion of the net ouned funds
can be in the form of free reserves. As we are prepared to invest the money
in securities/investments the question of net owned funds being diluted will
not arise except when there are losses.

The third alternative which we propose is of extending the time limit for
meeting the criteria of net owned funds while granting us complete exemption
from the directions issued by you to NBFCs, RNBCs and MNBCs.

We request you to consider our plea of complete non applicabilicy as sought
by us in para 4.1 above favourably. The alternatives m 4.2 and 4.3 are also
offered by us by way of suggestions if 4.1 is not found acceptable.
Yours faithfully, |
Sd/- Aloysius P Fernandez, Director, Sanghamithra

35
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The formal &
78,1997, Asno response wis
registration.
scations, mainly re
fications, mainly | n :
xplain why it was “different”.

lication for registration as an NBIC was finally sent to the RB] “ﬂ]l,n'
By was l'(‘t't‘i\-’l‘d, il SL‘t‘nnd letter dated ]llnc 18, 1998 oy . .
L\ s ) . are ( ; ; nr

i itional RBI's letters of March 10, 1998 |.nlal May 29 I
et ‘"““d"“‘l“;l i lated to acceptance/ mobilisation of -,
asked tor several cl r
Qanghamithra

31} also (ried toe
dl.‘l‘ﬂ.\\[h. \
July 6, 1998 reads as follows:

RRBI's letter Jated

RESERVE BANK OF INDIA
DNBS(BG) GSIKTILCIS—B?HB?-QB

Department of Non Ranking Supervision
Regional Office, 10/3/8, Nrupathunga Road

2noalore 560001.
Bangalore ot 105

The Director

Sanghamithra Rural Financial Services
>A Service Road, Domlur Layout
Bangalore 560 071.

Dear Si,

Application for a certificate of registration to commence the business of a Non Banking
= mancial Institution under Section 45 IA of the Reserve Bank of India Act, 1934

Slease refer to your application dated 28th June 1997 for issue of a certificate of
registration to commence the business of a Non Banking Financial Institution. In this
connection. we advise that you may approach us for registration after complying
with the requirements under Section 124 of the Income Tax Act which are applicable
+0 Charitable Trusts and also after attaining the minimum level of net owned funds of
Rs.25 [akhs out of the grants said to be receivable by the Company.

2.As regards the request for issue of a conditional Registration contained in your letter
dated 18th June 1998, we regret our inability to accede to your request.

Yours faithfully
Sd/

(C.S.Murthy)

k General Manager.

!

The RBI also sent a special investigating officer who made a thorough scrutiny of the

P{-)ll‘(:y ?nd objectives of Sanghamithra and of the preparations made to start the
institution.

;;1;’3; :tlrz :Ei:n;r?nd Pri;:'dr need to obtain recognition under Section 12A by the
obtain this cleal:an:;:ﬂ:" d Y.R.ﬁl 9 m.ade renewed and intensive efforts during 997"
s ot ALBET 1(}9751 t'}ILIlIbEd ina Prgc.eding paragraph, a new applicatiml‘wu:
were made betwée;l 1997 . ld“;g(nu y Tax‘ Department and several representati®
the Income T Departm :m 1;9. The registration under 12 A was finally grant® |
the RBI once again. Sev;::l[lu?_ ?CEInbcr 18, 1998. This cleared the way to appm;a
and Sanghamithra; only th S e ex‘:bﬂ“gtfd and meetings set up betweer!
 only the major letters will be referred to or quoted here.

gl
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which some of the NBECs
entire sector, the RBI had put

Meanwhile, in order to clear up the rather messy situation in
had landed, which also contributed to a distors ion of the
in place a comprehensive regulatory and supervisory framework in January 1998 which
sought to protect the interests of depositors and to ensure that the NBFCs function
properly. Responding to feedback, the following statutory change was announced on

January 13, 2000, with reference to those NBFCs engaged in micro finance and
registered under Section 25 of the Companies Act.

In the backdrop of the need for a suitable national policy framework for
implementation of many credit linked boverty alleviation programmes to meet
the needs of hard core and assetless poor, a High Powered Working Group on
Micro Financing in India was constituted by NABARD to recommend a
policy framework for sustainable growth of micro fmance in the country with
participation of community based organisations at the grass toot level. The
Task Force submitted its report on October 18, 1999.

The Working Group has, inter alia, recommended that the policy and
regulatory framework should give a fillip to the self-help groups (SAGs) or
Non Governmental Organisations (NGOs) engaged in micro financing
activities. Accordingly, it has been decided to exempt such NBFCs which are
engaged in (i) micro financing activities, (ii) licensed under Section 25 of the
Companies Act, 1956, and (iii) which are not accepting public deposits from
the purview of sections 45-1A (registration), 45-IB (maintenance of liquid
assets) and 45-IC (transfer of profits to Reserve Fund) of RBI Act, 1934.

(Ref: Amendments to NBFC Regulations. Ref.DNBS (PD). CC.No 12/
02.01/99-2000.)

The final letter to the RBI written on September 8, 1999 is quoted below; a
reminder followed on January 7, 2000.

The General Manager

Department of Non Banking Supervision
Reserve Bank of India

Regional Office

10/3/8 Nrupathunga Road
BANGALORE - 560 001

Dated September 28,1999.

Sub: Our application for Certificate of Registration
under Sec.45-1A of the RBI Act, 1934
Dear Sir,

. ) Ne 9.01.10/99-00
Kindly refer to your letter DNBS (BG) No.1158/B Z 90
dated September 8,1999 read with your letter NDBS/(BG)65/K'T/ LC/S9711

97-98 July 06, 1998.
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[n response, we are glad to enclose c ypies of the following, as desired by Yoy

H/.'UA/VHI.A--1/3-742/984)9/( ITH dated 18,12, 1998
: , Office of the Commissioney of Income ‘lax, Kamataka 1, Bangal,
fmm the ( ).”' “‘“ et h’?'ﬁ['t‘!i{ll_l U A .(_ﬂ) Q[d—"al—l/\d’ [j()j -' "

granting 1s Registration ui
» Letter No. Trust/718/1 0G/695/98-99/CI T dated 06.04.1999 from the S
2 on under section 80G of the IT Act, 196].

anthority granting us recogniti
3. Certificate in original No.DR/1131/99 dated 23.09.1 ?99 frmn the mang ger
Corporation Bank, VV Mohalla Branch, Mysore confirming that we hold ,
balance of Rs.60,27,101, as on 23.09.1999, of which we have earmarked Rs, 25
lakhs as our NOE as prescribed by you.

In view of the above, we request that the RBI be pleased to grant us the requireq
registration under section 45-1A of the RBI Act early so that we may commenc,
owr operations without any further delay.

1. Letter No. Trust 71

We remain grateful to you for this favour.

Sd/-

Vijay Nath Bhat,
Chief Executive,
Sanghamithra

In January 2000, the RBI passed a notification that Sec 45 IA, and IC will not apply:
aNBFC which is a) providing credit not exceeding Rs 50,000 for a business enterpri
and Rs.125,000 for meeting the cost of a dwelling to any poor petson b) licensed und:
Sec 25 of the Company’s Act and c) not accepting public deposits.

Thl.s exemption recognised that not-for-profit companies could undertake micro finan:
activities and that loans to SAGs fall under the category of micro finance. Thisisa
implicit recognition that some categories of micro financing activities apart from th
Bank-SHG linkage model can be recognised as, “not-for-profit”.

'!O?J[ ;:;ez:ozelaM.S .SI'n'rai‘fn once again, “The exemption benefited Sanghamithra.
Contimf:; dJ;ZT;‘m :}Icrohﬁ WICE tiere Tegistered as Trusts and Societies and
exemption was ncaw:e; gough iy pe%d' However, even after such a major
there were hd?‘dl?ai 2 e ond hlgh‘ power committee recommendation,
Sanghamithra and ffd-om,ian‘“. oberating, using this exemption. Apart from
il sy l;m ssociation of Savings and Credit (IASC), there is
norm. Even JASC z‘sf1r :: n;e worrh.a decent size being carried out under this
activities go beyond th? s lF ] enab.l:gh a for-profit entity as most of its loaning
may want to move oyt bs Mt loan size specified in the exemption clause. IASC
housing are usually be eg:; St’};ts portfolio is largely housing and loan sizes for
s Wiy, Yond the limit prescribed by the RBI, However, this

tmicro finance companies fall with certain very limited



A MICRO FINANCE INSTITUTION WiTh A Diprency: y

size and range of activities and therefore have to be isolay

| ed examples rather
than large replicable models.

(Quoted from “Building Bridges between the Poor and the Banking System)

The Reserve Bank of India wrote to SRFS on Febru ary 28, 2000:

- Sub: Application for Certificate of Registration under Section 45-IA )
of the Reserve Bank of India Act, 1934,

Please refer to the correspondence resting with your letter No.SAN/GEN/99-2000
dated January 7, 2000 on the above subject. We advise that the provisions of
Sections 45-1A, 45-1B and 45-IC of the Reserve Bank of India Act, 1934 are not
applicable to your company in terms of Notification No.DNBS.138/CGM(VSNM)-2000
dated January 13, 2000.

Please acknowledge receipt.

yours faithfully,

Sd/-
S.Athmaraman

Deputy General Manager il

i i ' bold initiatives taken
maior hurdle was removed satisfactorily, thanks to atives
E;l ::vzral ;layers from the RBI, NABARD and from the NGO and Micro Finance

Actors who understood and supported a viable strategy to establish a supportive

' i ' it
institutional environment that could provide quick and friendly access to cred

by the poor.
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o ENTITY
1997 - 2000: SANGHAMITHRA DEVELOPS A~ ID
SEpARATE FROM MYRADA g
DA riead |
This story now needs to back track a few years. The few staff gﬁ;ﬁ;pé?ngh) it

Ofﬁ‘f e (Vid‘yui Ramachandran,‘Yasmin.Master, William'D‘Souza, ot they
participated in the first meeting to discuss Sanghamithra, devote ]

could spare from 1995 to 1997 to follow up the Cauvery Grameena Barik experiment
and to carry forward the decision to start Sanghamithra with their project srcaff. The
intense debate that took place in some MYRADA projects regarding Sanghamithra was
the most constructive development during 1995 -1996. These debates helped to deepen
the understanding of Sanghamithra at all levels in MyraDA as well as in some SAGs;
they also helped to identify several potential strengths as well as weaknesses and threats
that could undermine the process that the management sought to promote in order
that Sanghamithra could emerge as an institution relevant to people’s needs and
aspirations. This writer decided to accept an assignment in the World Bank ir
Washington and moved there in August 1995 (he had to return in May 1996); the
responsibility of managing MYRADA and of directing and co-ordinating the Sanghamithr:
initiative was taken up by Lt. Col. M.S. Ashok, who had joined MYRADA a few year

earlier as Deputy Director.

By 1997 it became necessary for Sanghamithra to have a full time Officer to pushf
forward; it could no longer be managed by MYRADA staff who had a host of othe
responsibilities. Besides, the intricacies of managing an MFI required a different set®
skills from what MYRADA possessed. A senior officer from Corporation Bank, Mt Vijal
Nath Bhat, who had the expertise and commitment required to set up Sang’l'iamithﬂ"
was identified by this writer who was one of the Directors of the Bank in the mid
nineties. Mr.Bhat agreed to join Sanghamithra after his retirement in early 1997. MyRAD
also managed toraise a small amount to pay for his services and for other costs invoh'f‘i‘

in setting up the institution.

M. Vijay Nath Bhat joined MYRADA as a part time consultant in May 1997 and ool
over some of the responsibilities of dealing with the RBJ and Corn Ym Affairs il
became full time consultant from April 1999 to August 1999 and thenp\;‘,‘:"l 1Pui11t"‘! ¥
Chief Adviser ofSanghamithrzi (withall the functions of 4 CEO) from O:t:ilber 199"
September 2002. Mr SM Adiga who had worked in Syndicate Bank i:or several i"‘ﬂ.li
and had extensive experience in rural banking took over as CEQ) of S-mgimmithf"‘ v
October 2002; he continued the good work of Mr VN, Bhat and is cui'tenth’ head”

the institution.
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The Board of Sanghamithra was also reconstiy uted and expanded. Three P
~ 0 y ¥ A : ' ee ;
Officers from MYRADA who had nurtured the SAG Movement in e

ojects since its inu.‘prion in the mid-eighties and contributed
establishing Sanghamithra joined the Board on April 11,1997, They were Ms_Yasm;
Master, Ms.Vidya Ramachandran and Mr. William D'Souza. MrM K Hliv SN HS_mm
Scientist and Social Activist also joined the Board on April 11 i'QQf’ :I'h "Pn u(]Jcar
further expanded with Mr. Ramesh Ramanathan joining on J’uﬁe I I I‘;‘)() J(TL EHS
Jetails about Ramesh are given below). Mr. K.R.Pradeep a well respc;:tcd ( 'hal:tr f tj
Accountant and Tax Consultant joined on October 6, 2000. Mrs. Ruhiﬁi T\; ileka:::~
well-known writer, philanthropist and Founder of an NGO, Akshara which h'm‘:
major programme to improve the standards of education, joined on August 2 2(5(:.}2
These prominent members who are committed to good governance, the efadiceition cf
poverty and to promote self-reliance, have been of immense support to Sanghamithra:
they have provided guidance and financial contributions,

their respective
» the process of

Mr.Ramesh Ramanathan came into contact with MyRADA and Sanghamithra in mid
1998. He saw the need to start a micro finance programme in the Urban areas and
approached this writer with his “dream”. He decided to build on the basis that
Sanghamithra had established which could cover both the urban and rural areas
and to branch out independently in the urban area at a later dare. The
Sanghamithra Board welcomed this approach. He was invited to join the
Sanghamithra Board and was formally appointed to the Board of Directors with
effect from June 11, 1999.The urban programme of Sanghamithra has since
proceeded with the establishment of an urban office with contributions from
MyraDA and Ramesh. Funds for lending to SAGs were donated by Mrs.Rohini
Nilekani who had, in the past, often stressed the need for a Micro Finance
Programme in the urban and peri-urban areas; in spite of many commitments she
agreed not only to support the Urban Programme with funds but also to devote
time as a Director on the Sanghamithra Board and to be involved actively in the
Urban Programme. The development of the urban programme is an interesting
and informative experience which will be recorded separately.

An extract from a letter from Mr.Ramesh Ramanathan dated November 26, 1998
reads:

To A.P Fernandez: Over the past few weeks, [ have spent “""‘e with
you as well some members of your team. I thank you for the time and
effort that you have given in educating me on the various activities of
MyRADA. I must state that I am very impressed with the work that
your institution is doing, as well as with the open approach that
bermeates your endeavours, one that welcomes new ideas to penetrate
the system.

¢ in working with you
Within this fairly vast
ethodology to urban
If is in the process of

I am writing this letter to you to express interes
and your team on a specific area: Micro C'rcc'ht-
field, I am specifically keen on applying this m
areas (Bangalore). I understand that MYRADA ttse
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1o wu‘rk

Nm:ghmnifhm
o be imve e

sould like

creating a separate enary
Credit programmes for the

effort.”

poor. | u
ectors with the progress of
of the Project staff of MYRADA

MYRADA decided toorganise
Mr. V.N. Bhat, Ms. Vidya

Rhat and the new Dir

from the experience
for operations,
acilitators were

Meanwhile, to acquaint Mr.

5:111gl1mmihm. as well as to draw
in order to develop a Mission and astratcgy
2 Workshop on August 1&2,1997. The f
Ramachandran and M. William D'Souza:

but it is too long to reproduce

The full report of the Workshop makes useful reading '
however, be useful to quote the part where strategles are

'Jere in its entirety: [t may,

suggested by the 3 working groups:
L Broad base the Sanghamithra Board to bring in successful
entrepreneurial ralent and skills in the areas of traiming and
development by inducting at least one representative each from:
Commercial Bank
Regional Rural Bank
Industry
Profession (Engineering, Law,
Accountancy, etc.)
Training Profession (al)

e  Hold aone day financial programme for non- financial members of
the Board (strategic planning exercise.)

«  Hold aone day orientation programme for non-NGO members of

the Board.
ommitted workers

o Identify and prepare a list of competent and ¢
from MYRADA and select administrative and field staff after @

selection process to form a core tedm.
mercial Bank

e Obtain on deputation one person each from a Com
nd MyraDa with experience in the field of micro-finance fora

short period to work with Sanghamithra.
e Recruit young qualified people to be developed intoa cadre (which
would be both less expensive as well as more productive)-

e Develop a core training team from amongst the available staffand
hold regular programmes for staff to coincide with the regulal

review.
1L *  Hold frequent interaction with Commercial banks, RRBsmzdothmr'
MFIs on the techniques and technologies required 10 suppe"

“Banking with the Poor”.
¢
e Persuade Commercial banks and RRB:s to establish 5P amtﬁw
Cells in their Head Office to develop and finance

provide the necessary conceptudl and other skills: I

1
thy
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Provide repeat traming programmes 1, SAGs/Apex bodies ¢

enhance their capabilities 1o approach banks and MFIs em their
| ] e
oum

Fvolve a proper product mix by using Differential Rates of I,

= Test
techniques for different tevm loans

Evolve loan-velated savings schemes to make loans as far as prssible
self-hquidating.

Lend to groups and (perhaps) individuals through appropriate
products.

Adopt “kiosk” banking to spread fast geographically.

Lend to all SAGs who fulfil our assessment standards irres pective
of the NGOs promoting them in our focus areas. ( Therefore
Sanghamithra should lend not only to MyRADA promoted SAGs
but also to SAGs promoted by other NGOs)

Train adult children/wards of the members of the SAG in managing
enterprises to expand long-term credit absorption capacities.

Deploy operating funds in loan funds as well as in mvesment
portfolios to optimise earnings.

Adhere strictly to laid down systems and procedures and review
and revise those systems and procedures as required 1o avoud
wastages/leakages.

Use IT extensively to save on HR costs and commercial delavs.
Follow up borrowers carefully to avoid NPAs.
Explore the refinance route to augment lendable resowrces.

Pursue with monetary authorities the question of awarding special
categorisation to exempt Sanghamithra from impounding provisions
and requirements.

Pursue with fiscal authorities to grant the required concessions and

exemptions.

Maximise tax-planning to conserve resouaces.

43

The telationship of Sanghamithra to the Banks was also debated; this debate continued
through 1999 and the approach adopted will be explained at the end of this chapter.



+ A MicRO FINANCE INSTITUTION Witd A DiFFERENCE

g far as the progress of

jor policy and organisationa|
e grounded ang

e issues have 2 momentum of thej;
own, especially when large institutions an concerned. '\X_fhat is highly
encouraging, however, is that the responses from the major institutions involved lik;
the RBI and IT Department took the process forward; none of them closed the dog
given point of time.

permanently even though on paper it seemed tobe soata

This writer returned from the World Bank to

responsibility of steering Sanghamithra, since
own organisation and conse quently left MYRADA- He however, continued to suppor

Myrapa’s work with advice and occasional visits. As his workload increased, he aly;
resigned from the Board of Sanghamithra. Both organisations were SOrty to lose hisfyl

time services.

The years 1996 to 1999 were comparatively slow ones @

Sanghamithra was concerned. On the other hand the ma
issues that had to be tackled to pave the way for Sanghamithra o

operational could not be solved in a short time; thes
d Govemment are

MyraDA in May 1996 and took over th
Lt Col. M.S. Ashok decided to start b

T

- T —
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4.1. A Donor Responds

i 1996 this writer ;]l‘tpl‘l‘bilcht‘d the (I:mmli
) late i b WO L

II{‘ID A) - one of his previous employers tha had Supported Mypapa

l(lu_n“‘hcd anew initiative with the potentia for innovat

roposal to provide a grant to set up Sanghamithrg, Int
‘ e . 13 .
by CIDA visited Bangalore for an initi;
WL

an Internati

Itant engaged
1l assessment in April 1997, e

In 1996 - 1997, CIDA sought mi‘cro finance partners with a clear commitment to: (a)
Reaching the poor; (b) Financial self sufficiency; (c) Leveraging other sources of
funds from the formal financial system (local or international); and (d) Influencing
financial sector lending practices to the poor. These selection criteria were i, line with
the emerging best practices in micro finance,

The latter half of 1997 was devoted to interactions with CIDA, Sanghamithra submitted
a concept note to CIDA in October 1997 and followed it with a draft project proposal
which was revised, based on comments and sy

ggestions from CIDA officials. On
March 9, 1998, SRES received a communication from CIDA that it would support

SRES in principle and that Developpement International Desjardins (DID) had been
selected to be the Canadian Executing Agency (CEA) for the project Banking With
the Poor. The purpose of engaging the CEA was to provide co-ordination and support

to project implementation. During a brief visit to Ottawa in May 1998, this writer had
further discussions with officials from CIDA and DID.

DID’s website states:

Developpement international Desjardins (DID), a component of the
Mouvement des caisses Desjardins du (Quebec which is the largest
financial institution in Quebec (Canada), is one of the world’s leaders
in establishing partnerships designed to set up financial institutions.
DID is currently carrying out projects in over 25 countries in Africa,
Latin America, the Caribbean, Asia and Central and Eastern Europe.
In the regions where it intervenes, DID is helping empower the

disadvantaged by fostering access to financial services. DID's role: a
lever for action. DID’s strength: achieving results.

Developpement international Desjardins has concentrated its creative
energies on finding solutions to the following problems: How can l:;mg—
term mobilisation of local savings be encouraged? How can rhg SR
of those savings be guaranteed? How can micro-finance activities be
made viable? What ave the best ways to maximise the CT&.’.{![ recoyelj_\:
rate? How can women be given greater access to financial services?
How can effective training for local staff be ensured? Does the use of

plastic money have a place in micro-finance? How can lines of credit
be ™Mmanaged effectively? | -
?Vith this backgmund, MYRADA assumed that DID was an obvious choice to supp
Cg

rowth of Sanghamithra.
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S of o pre-ine eption Mission it
|, Vice President, DIl )?”'lier

: ' ‘« ore-inception Missioy
gnl\wlﬂl'l. Following this pre-n 'Il o m
fnu.t.ll]!;!mh {ey v It'nn]«' the pre pflr:urlrl

Developpement International Dejardines infor med SRE
October 1998, Representing DD were M. Pierre Emons
Yves LaFond, a Consultant engay
Dll\lwidv.hnlivldumiminun!mmN-.ninn-.\]( b early in 1999,
work tor the Inception Mission which DID pre ‘I_‘”"“] e 1:“”:;'(;9{ ,;{ .\’ - B hi
Mission took place between January 8, 1999 and February 1‘4, 1. -I [:-I.}'k ;;.l! ing D]
for thie Mission-wene ME Pierre Giguere, Director - Asin and Creditand Ris . iifl?'l-{ftlmrn\
Specialist and M. Yves LaFond, Project Director. The expected outputs of this Misg,
were the following:

ation schedule, inputs, Outputs, budger, Logic,

»  Effective project implement : 1
Work Programme Structure (WPS) on a regy,

Framework Analysis and the
based framework.
e Detailed formulation of verifia

evaluate progress as the project proceeds. |
«  Detailed work plan and budget for the first year of the project

e  Disbursement schedule by quarters for the first fiscal year.

e Operational project management and coordination.

e Project monitoring and reporting framework.

e Letter of understanding between DID and Sanghamithra specifying the roes
responsibilities and determining the plan of action for the whole project.

The result of the mission was an updated and completed inception plan, includiy,
strategic overview of the project, detailed work plans for the first year and a resy:

based framework.

ble indicators of performance to monitor ,,

Over a period of five years, DID collaborated in setting up and implemen:
Sanghamithra. DID mainly provided professional services and organised study visis
Desjardins in Canada.

The main elements of this collaboration between Sanghamithra and DID were:

*  Astudyvisit to the movement of Desjardins for the CEO of Sanghamithr:
member of the Board (Vice Chairman), one representative of NABAR
and the Chairman of one RRB.

e Technical assistance by a Canadian expert from DID on audit, control
inspection.

e Technical assistance by a Canadian expert from DID on the el
business plan for Sanghamithra.

¢ Technical assistance by a Canadian expert from DID onstrateg™t "
for the future of the organisation and the possibility of creating 0"
entities.

*  Adhoc technical assistance provided by the Project D
visits to Sanghamithra.

*  Commissioning and financing of various researc

*  Gender Study

*  Feasibility Study

aboration’

egic pla
i

il
irector on each

hes and studies
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e Impact Study
e (Case Study
«  Study tour in Bangladesh for the CEQO) of Sanghamithry,
e DParticipation in the elaboration of systems, procedures and MIS.

Meanwhile CIDA had gone ahead with processing the Sanghamithra proposal. It
must be noted that negotiations with CIDA began much before the idea of
launching an urban programme took shape. CIDA’s support, therefore, was
restricted to the rural programme. A letter from CIDA committing a grant ro
Sanghamithra was required in order to apply to the Home Ministry, Government of
[ndia, for permission to receive foreign funds, This letter was given on February 2, 1999
and reads as follows:

Letter Head:

Canadian High Commission, NEW DELHI
February 2,1999

Qwer the past several months, we have noticed a marked increase in the visibiliry
of micro-finance in India, especially at the policy level. Particularly encouraging
are the facts that Finance Minister Yashwant Sinha, in his Budget speech last
year, made a specific reference to the need for mainstreaming the concept of
Self-Help Groups lending by the banking sector, and later, at the India Forum
Policy session held in November 1998, the Governor of the Reserve Bank of
India, Mr.Bimal Jalan, stated that providing micro finance was a ‘national
priority’ and asked NABARD to set up a task force for submitting
recommendations.

In this context, we note with satisfaction the progress that has been made in our
recent discussions with MYRADA regarding Sanghamithra. Particularly the recent
discussions held in Bangalore between representatives of Development
International Des jardins (DID) and MyRADA were highly productive. We
understand that during the last meeting a lot of ground was covered and a
thorough discussion on all elements of the Inception Plan was organised. Based
on those discussions, you have now submitted a draft of your Business Plan and
brojections for review by the DID representatives.

Although the final draft of the documents are currently under preparation, we
are pleased to inform you of CIDA's commitment to supporting Sanghamithra
(through DID) in the amount of one million Canadian Dollars (C$ 1,000,000
-) over a period of five years. Under this initiative, Sanghamithra will :.h:-m.'h P
brofitable credit delivery models targeting the poor to be adopted by the jumm[‘
banking sector. This involvement will, a) facilitate the implementation c?f
Sangha‘mithra 's plan of setting up an institutional capability for providing credit
Support to the rural and wurban poor in India, and, b) cover your both start uP
eXbenses and lending activities. Please treat this letter as representing CIDA’s
commitment to this involvement.
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Please note that the velease of approved funds to Sanghamithra will be PUrsugy :
Suany

to the finalisation of the Business Plan as well the obtainment of all the neces sary

approvals.

Let me also take this opportunity to convey our best wishes for the speeq.
implementation of a promising initiative. ¥

Sincerely,
Faisal Beg, Development Officer/Economist
The Government of India did not require an MOU for this project. Therefore j; ¢ d

not fall under the category of a “bilateral project”, even though the funds came f
the bilateral division of CIDA. "

>
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4.2. A BRIEF OVERVIEW OF SANGHAMITHRA'S POsiTion

By the Cl‘ld

of 1999 Sanghamithra was ready to start operations. It obtained ¢|
o AMeEd Clear;

Home Ministry to receive the grant from ( IDA. At this point it mavy |
. > ;l‘r’
.capitulate briefly;

ince

e useful
i the basic features and objectives of Sanghamithra,
i its growth policy,

it. the position taken regarding its relationship with Banks and other financial
institutions involved in lending to SAGs,

iv. its concern to remain focused on the poor, and
v. its products and services.

Sanghamithra is a “not for profit” finance institution incorporated under Secrion
25 of the Indian Companies’ Act of 1956; it lends directly only to self-help affiniry
groups. Originally classified as a non-banking financial company (NBEC) . it was
re-classified later as a micro-finance institution (MFI) and is exempt from compliance
with requirements under Section 45 of the Reserve Bank of India Act.

The objectives of Sanghamithra are:

To work with the poor to build on their efforts to rise and remain above the poverry
line.
To provide credit, on interest or otherwise, to groups of poor persons who come

together on the basis of affinity, both in rural and in urban areas, with the support
of SAG promoting institutions like NGOs and Banks (SHPIs).

To create replicable models in the area of financial services for the economically
poor and socially exploited sections of society in rural and urban India.

To support the rural and urban poor to overcome poverty of all kinds (economic
poverty, poverty of values and poverty of relationships with people and organisacions)
through capacity building, skill development and attitudinal changes.

3y

To encourage and collaborate with people and institutions with objectives similar &
those of Sanghamithra.

To collaborate with governmental and non-governmental organisations to bring
about changes in public policies and practices in favour of the poor and the deprved,
Particularly in the areas of economic, fiscal and social administration.

S i g ‘ .
anghamithry’s approach is guided by the following principles:

: <o have ditficulty in
It provides 4 service - reaching clients who would otherwise have ditticulty

accessing credit.
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: - : . |
It tosters mnovation - developing flexible and sustainable credit Syste

= : ng ||];|
poor can access casily and quickly.

ttl,

It has taith in the poor - proving that the poor are bankable, th
disciphine, that they have the potential to improve
and make profits.

‘ . at tht:y h;w(: Cre
mcomes, increase pr“d”mi(\:““
Y
It seeks to influence systems and policy change - transferring new CFes
practices to the tormal banking sectot, more particularly to regiong] rural by, '
and co-operatives and advocating policy changes where absolutely nﬂcessm;,n!(['
expedient. ang

dit (le]i%r.

As far as its policy for growth is concerned, Sanghamithra does not a5
monolith; this philosophy underlies and informs all policy decisions. Sa
will grow to a certain size, where the economies of scale will help i
sustainability without losing its flexibility. The appropriate size to achieve this balanc,
is assessed to be an outstanding loan portfolio of about Rs.25 crores. Efforts will b
made to start new Sanghamithras in other parts of the State/Country whereve, the
SAG movement has spread and where the banks have not been able to establig)
adequate linkages. Each Sanghamithra will have a separate legal identity apg
operational independence. Itis also proposed to start a Fund Management Company,
This company will supervise the Sanghamithras, mobilise resources, plan for ney
Sanghamithras and allocate funds efficiently among them. There are some donog
who wish to lend to Sanghamithra; they do not want their money back but would
like it to be returned to an organisation within the country which could on-lend o
MFIs. The proposed Fund Management Company would perform this function.

pire tq be,
nghamithra

t to achievc

It must be stressed that while Sanghamithra does intend to break even and make
surpluses through its credit operations, its intention is not simply to demonstrate this

fact but to create an impact by being at the cutting edge of ethics-based innovation
in the micro finance sector -“not monopoly but excellence”.

Sanghamithra does not intend to replace banks. It seeks to extend credit, o
commercially viable terms to SAGs which have proved themselves tolb‘
responsible and creditworthy. Sanghamithra has developed norms for evaluatin
creditworthiness of SAGs — norms which are realistic, objective, measurabk
and demonstrably effective. It attempts to prove to the banks that SAGS "}‘1“
‘bankable’ on a commerecially viable basis. Should any bank come forward Wi
an offer of credit to SAGs in a given area on terms that match Sanghami‘hm:
the institution steps aside, having done its work. Sanghamithra seeks to Pm;i[
to banks that rural credit operations can be profitable and sustainable, if ¢
is channelled through stable and reliable SAGs.

MYRADA identified emerging trends in the financial sectors during 1999'2?&5
which had the potential to undermine the quality and to slow down the Pr_ogling
of the SAG-Bank Linkage Programme. On one hand, the Banks were begmt'E e
to discover that lending to SAGs was "good business”; on the other hal;\és i
quality of their service was declining since they had a monopoly over the S

A
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;Jinkagv programme, Y*.-‘l' in practice it mnti11|t|1l:cl‘tv';;u[ntl?:t1:: (,’ for the Bank
ncreasingly on NGOs for dealing with SAGs; bulk loans w ) -LI(m' che g
NGOs for on-lending; even where Banks lent directly to SAC qu r; r? I“J"lg -
reliance on NGOs to follow up on repayments. B R
cheque books to the SAGs, and restricted their se

ce area — although the setvice are:

ven to
as increasing
anks were unwilling to issue
. - rvice to SAGs to one or two davs
aweek, thereby causing great inconvenience to the members. Given this scen. o
MyraDA felt that it is necessary to keep bankers on their toes by scrvicbi;ceg;:g'
which had problems with the Banks; however, in keeping witﬁ i;s phiiosi h )
would withdraw if and when the Bank’s performance imbroved. It would hil Y‘rl::
create a competitive environment so that the poor can access credit accordinz to
their needs and schedules and on the best terms. |

With the Voluntary Retirement Scheme catching on in Banks, and the delay in
filling up vacant positions, the staff in the branches of Commercial Banks reported
increasing pressure of work. As one Branch manager wrote: “I am required to
canvas LIC’s life policy, canvas New India’s general insurance policy, sanction
loans to scores of prospective cycle owners, attend to directions of the executives of
LIC and Hero Cycles Company, entertain women who want to buy gold, conduc t
home loan fairs, sell ECGC policy, collect BSNLs telephone bills, income tax and
excise duty and send newer and newer statements to HO.” He implies that he has
little time to attend to his important customers or to secure larger loans with reduced
risk, leave alone coping with the SAG members. MYRADA's analysis of these emerging
trends indicated that Commercial banks would withdraw from directly linking up
with SAGs over the next 3-5 years and resort to bulk lending to MFIs/Intermediare
organisations; Regional Rural Banks would continue for a few years more but they
too would be under pressure to scale down direct linkages with SAGs; this creates
opportunities for the Cooperative Banks and Societies and MFls in the field ot
micro finance.

SRFS will constantly endeavour to tailor its operations so that they continue to be
sor. The decision to lend only

appropriate and “friendly” to meet the needs of the p¢ The size of
o . S17 h)
to SAGs helps to sustain this focus, since the members of SAGs are poor. 1 h¢ size ¢

" o i aranses hird year.
the loans they require are not large initially, though it increases from ttl‘le S L
. 2os oot will not make
The tiansaction costs of managing small loans to individuals \;l ne :
i v -eed is to advance
Sanghamithra’s operations sustainable; therefore the way to proceec

i s COMP: yindividual
one loan to the group which is comparatively large when compared € Ll R
responsible to ensure € rat the

loans. The NGOs forming the SAGs are primarily ! - heir status 0
members are poor and linked by affinity: Sanghamithra chpera S ﬁrs-; loan to
the course of the group's assessment prior to lending. T
the group is small; it’s size depends on the cash T_lm\’
endeavour to push funds into SAGs at a rate and in a
cannot absorb without excessive risk to theit existing liv

Sanghamithra
of the group; 1t d
at the members

Oes not

mounts th
elihoods.
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least two major consequences which attrac, i
This focus on the poor has at leas . {I—
1is focus g o mae
i ‘e experts. 1 hese:
~riticism of Micro Finance experts. Tl -
C § 4
; y not contribute to the sustaina ¢ mum_m 1
) that the loans are small and don ] |
sl ' ich larger size loans are required anc
livelihoods tor which larger

+ "
" i

argely for “consumption’.
(i) the loans are used largely for “consumg

An analysis of the trend in the size of loans in SAGs pfti}f(:l:’ézi :)LE';[;}:C‘:‘:Q ::idricatcf,
;‘hat \\'hillc the loans are small and a large nu llecr (I)p : —— i gth,
first vear, the members graduate to C()mparat1v§ly rflrgtel-ll- I men,
In Income generating activities including trading in the

Tvl ' 1 I . ] [l .

. ize of loans, the trend in the size of loans to .SAGS in Sangh:strmthra’S
i;:fl?ij:ssns this. For example in 2000-01, ‘Sanghanut_hra gavedonly 3 lOans t,
SAGs which were between Rs. 1 and 2 lakhs. This number increased to 44 in 2001,
02 and to 155 in 2002-03. With respect to loans between Rs.2-3 !akfm, in 2000.Q|
and 2001-02 no loans were advanced in this category. However, in 2002-93, there
were 18 loans. With respect to loans above Rs.3 lak , there was only one in 2002
03. However, the trend is obviously towards larger loans. Loans between Rs.2 3
lakhs would work out to an average of Rs.12,000 to Rs.15,000 per me@ber; though
some get larger loans even up to Rs.25,000-Rs.30,000 since the money is not equally
distributed among the members. In fact, if patterns in lending indicate that the
money is equally distributed, then it is a major indicator that the group is below
average and should not be asking for or receiving loans in the first place. However,
toimpose a package or a product in the first year which is considered “viable” partly
because itis a large investment, does not respect the need that the poor express for

atleast a year of training and experience in managing SAGs which gives them the
confidence and skills required to invest in large, “viable”
initiatives. Sanghamithra’s

timing and size of loans tha

income generating
position is that the people are the best judges of the

t they are free to access.
The second issue which needs to be addressed relates to loa

for “consumption” purposes. An analysis of the trend in the
yearly by MyraDA, indicates a clear shift from q bias toward
first year, to trading, cottage industries,

ns taken by members
purpose of loans made
s “consumption” in the
agriculture and on and off farm activitie’

works out to only 20%, However, th
exactly is cong umption?” Under this ¢
socio-religioys ceremoni
loans taken from money|

ategory are included [oans for food, clothes
€5, as well as loans for education and health and to rep?)

enders (which are usually taken mainly for “consumptio”

Purposes). MYrADA holds that loans for education and health are investments. 1**
ronical that if a styden at the prestigic,

i e
a loan for b _ us Indian Institution of Management talfl a
oantor his/her edycar ered to be a sound investment, whereas



NCE INSTITUTION WITH A DIFFERENCE 53

v person takes a loan to send a child to school it is considered to be “consumption”.
Repaying high intcrc:st lm?n:s to moneylenders through borrc wings from the SAG is
curely not consumption; it is goal}d management of money. Loans for urgent needs
like food and clothes are precisely what puts the poor in the clutches of the
moneylenders; they are able to repay only the interest given their earning capacity:
many eventually loose their lands which were placed as security. The SAGs are
willing to provide loans for these purposes. To undervalue the impact of loans for

these purposes that the poor require to break the poverty cycle by calling them
«consumption” loans is unjustified.

A MICRO FINA

MyraDA’s studies indicate that even when loans are taken for “productive purposes”,
the repayment instalments do not come entirely from these investmen ts, since the
cash flow of earnings from an investment often differs from that of the prescribed
schedule of repayments. In fact one study showed that over 60% of the repayments
came from sources other than the income-generating asset for which the loans
were taken. This is because the monthly income from an asset is variable — no cow
for example gives the same amount of milk every month. Hence, the SAG members
repay their loans from other sources of income including labour. The argument
therefore that loans for consumption should not be given since they are not
investments, is not valid. The records of SAGs indicate that the repayments on
consumption loans is as good as loans for any other purpose.

v. Sanghamithra’s Products And Services: It is often reported — as a veiled criticism -
that Sanghamithra “offers only one loan product to the groups”. This is true in the
sense that Sanghamithra gives a loan to SAGs as institutions (the loan is credited to
the SAGs common fund) without knowing the purpose in advance for which the
members will borrow from the common fund. However, the SAGs are free to
decide for what purpose to advance loans to members. The SAG model provides
the space for members to take the decision regarding the purpose of the loan given
to each member, the interest rate and schedule of repayment and the sanctions for
delays. To provide a balanced response to this criticism it is necessary therefore to
Separate the end use of the loan which is decided by the members, from the need
for Sanghamithra to design a loan product which may be required in cases where

the SAG members require larger sums than what the SAG is willing to lend and

?Vhere the SAG decides that a particular purpose may increase its risk to a level that

Itis not willing to bear —at least at a particular point of time.

The ge

with ¢

insura

nerally understood content of the term “loan product” is that it is designed
he following features: “ 1. A defined purpose (for example: housing or
nece) and , 2. A detailed framework guiding the process of loan approval
Which includes at Jeast the unit cost, the interest and the schedule of recovery.
Nese features are generally standardised by the lending institution with reterence
LD A Particular “loan product”. In Sanghamithra’s case, all these decisions are ta-ken
i:athe SAQ and differ from group to group depending on what ‘each {;_mup thmtl:s

PPropriate at that particular time; accordingly the group may decide that the

k_
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which allows the house to be constructed in st':lm'ﬁnv '

down into smaller loans er,

] 1 period This occurs in several similar loans. For example, 1, quo,.
onger (AR : ) n. ; P
e of a member asking for a loan of Rs.10,000 to put up a small w
eXPETICNCC O e < y )
} o lend the first instalment of Rs.3,000 only t,

|
.
Ayside te.
shop . The group decided t . . Cover |
st of a stove, fuel, vessels, cups etc and to keep investment in a stable (
At U Ay ' ' -

I
Pucg, )
structure for later.

An analysis of the purposes for which the SAGs give loans to members sh ows th,
thev cover a wide range. They have many “products”. In fact this writer vy Unt_;
approached with the idea of launching a Housing Loon P{Oduct for Sanghamithmi
He pointed out that SAGs receiving loans from Sanghamithra had been lengj;, w
members for house construction, house repair, electrification and extension, Infye
MyRaDA's records, which cover several years indicate that SAGs lend for 4 Varier,
of purpases or “products”. MYRADA realised that the wide variety in the local situatioy
related to costs and availability of materials and land, to size of family and custon
and to cash flow which is seasonal, demands that the lending policy adopts a modg|
which allows and can cope with this variety. The SAGs have proved to be the
appropriate institution to cope with this variety; they have done it for the past I3
years and continue to do. A standard “product” design is surely not appropriate iy
the rural areas; at least not for the poor in the initial stages of their development.

The issue of Sanghamithra designing a loan product for housing emerged recently
when groups in the peri-urban areas of Mysore requested for larger loans (approx
Rs.45,000 per member) for housing. The proposal from the SAGs was that the
housing loan should run parallel to a loan that the group had taken from
Sanghamithra. The housing product should have a longer repayment period and
possibly a lower interest rate than the standard loan. This proposal was approved by
the Board and introduced as a “product” in November 2003. By March 2004, 4

loans to SAGs totalling Rs.6 lakhs were advanced for housing. Please refer ©
Annexure 3 for a description of this “product”.

( . ,
The need for an “insurance product” to cover at least the assets like livestock

purchased by group members from loans and life insurance for the borrowers#  \
unquestionable. However in Myrapa’s strate

provided by the Resource Centres (RCs) whi
MyrADA is scaling down its programmes. Fa

gy, this product is increasingly beinlf:'
ch have emerged in areas from whic

"
SAGs ch Resource Centre covers 120*159
sand Watershed Management Associations (WMAEG). These institutions P*

ff’r all the services that the Resource Centres provide. Within the past 24 month®
.ﬁf.m three Resource Centres have emerged in MYRADA'’s project areas from whi¢

itis withdrawing. Each RC jg staff by a Senijor MYRADA staff and several Communi?
Resource Persons drawn from the SAGs. Each, RC has a Board composed of SAG
WMA representatives and a separate Bank Account. The RCs have estathhed d
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where Sanghamithra is operating.

“One of the key elements of Sanghamithra’s approach is the policy of ne restrictions
on the purpose of the loans, allowing the women to decide on whe, sor- r}-i , f tims
based on need and ability to repay. This policy is 180 degrees from mt;ﬂ:-! ‘vf;c -:':;:, .
and Government operations which insist on the loans being used onby for I:rj:u.-:ﬁl.--
“productive” purposes. Client uses of loans within the SHGs are mixed. petty n; -ic t
micro business working capital or assets, medical or educational expenses. HE

consumption, paying off old loans to moneylenders.

Purpose-driven policies can sometimes lead to misleading responses to staff or external
evaluators in questions regarding the purposes of the loans. Many MF “loan use”
surveys of clients are full of errors.

What was remarkable in discussions with SHG members was the transparency (und
their confidence) in stating the loan purposes. For example, some women said thue
they have used the loan to pay off debts to moneylenders (a fresh start), others thu
they had used the loan to make a down payment on an autorickshaw jor thew
husband. These uses are often considered by outsiders as “non-productive”, or gender
insensitive. It is much more pragmatic and accurate, need and data-wise, o -:;h.~tt
the client to be fully transparent on loan use. A policy of no restrictions o &
purpose, only the ability to repay, addresses real needs and is productive. Certami,
clearing up old debts are productive mvestments. Women want these tvpes of loans

are open on uses and will repay them.
ple needs ond susLantble

The key necessity is a credit system that can address multy : .
. bl o . s a " “ Y i 1 4
busis. Sanghamithra is effectively on the frontiers of prov icling thas service

hell & Shupru Ciowat)

N

(Project Evaluation by Robert Mitc
S SiDA——
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4.3. FROM GRANTS TO LOANS:

Sanghamithra's management, from the ve

Iy h(‘giﬂl\illﬂ was aware that it had [(}FICI'liEVt_-
operational and financial se

If-sufficiency; a period of four years was considered to be
adequate to achieve these objectives. Efforts towards achieving financial self-sufficiency
—which partly relates to the cost of funds — can be undermined if the institution only
tocuses on mobilising grants where the cost of funds is zero. This could introduce 2
cul-ruro in the institution which does not promote efforts to achieve financial self
sufficiency. Sanghamithra's management decided to adopt a strategy which has three
stages. In stage one (up to a loan portfolio of Rs.5 crores) Sanghamithra would mobilise
grants partly to train staff, install infrastructure and partly to on-lend. In stage two (up
to a portfolio of Rs.10-15 crores) subsidised loans would be mobilised and in stage three,
Sanghamithra would go in for loans at commercial rates. However, even when the cost
of funds is zero, a policy was adopted of imputing the cost of funds at 6% so that a more
realistic picture of performance would emerge.

In the take off stage, therefore, Sanghamithra opted to mobilise grants. With CIDA
offering to support Sanghamithra, the programme was able to take off. The first grant
from CIDA was received on August 12, 1999. Subsequently, between this date and
May 2002 a total of Rs.30.26 million was received in 10 instalments. Thirty percent of
this amount was used to pay salaries, purchase/hire infrastructure and seventy percent
to on-lend. '

Sanghamithra then approached NABARD for a loan at subsidised rates. Its proposal to
NABARD was accepted on May 29, 2002 and a loan under the Revolving Fund
Assistance (RFA) programme was sanctioned to the extent of 75% and 50% of
Sanghamithra’s funding requirements for on-lending to SAGs during 2002-03 and
2003-04 respectively, subject to a maximum of Rs.2.51 crores (Rs.25.1 million). The
RFA was released in two equal instalments every year. A moratorium period of on¢
year was provided for the repayment of the capital. However, service charge on the
principal amount inclusive of the period of moratorium was payable. The total amount
was to be repaid in 5 years with one-year moratorium, in 8 equal half-yearly instalmerlltﬂ
The RFA was secured by Sanghamithra assigning its book debts by creating a ﬂoatlfllg.
charge in favour of NABARD and by agreeing to hypothecate to NABARD 1¢
movable assets to the extent of a shortfall. Sanghamithra is required to maintain thc llS[l
of book debts assigned to NABARD and to ensure that no second charge/addition?
charge is created on them and also that the book debts do not become time barred:

The Agreement with NABARD also requires the setting up of a Project Imple “‘em"lm::
and Monitoring Committee (PIMC) comprising representatives OfNABARD’ -~ kc
two leading Bankers and MyrapA. The Committee meets quarterly and W"‘ewst[s_
implementation of the programme and recommends the release of further instahl‘;t‘:;;%l
The committee has met six times so far. The last meeting being on March 30, h)L[L-ls'
The Reports from the PIMC indicate that Sanghamithra's loan from NAB{ARII_I :;“
been well managed and repaid on time. More importantly, the overseeing ui' chis :_*]

has been a learning experience for both parties, particularly for the Sanghamichr

R
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fited greatly from NABARD's t

who have bene

guidancc'

ar + B
wd the Bankers suggestions and

Sanghamithra then took the third step and approached a Com Al R
Canara Bank, though by this time the gap between the interé‘qr r:r] (,:r(' lfi(l .h

Banks and Financial Institutions focusing on development like RIAF;: }i{}[ ) ‘”’mm e
On June 10, 2003 the Canara Bank sanctioned a loan of Rs.3 crores as 4 rw'ﬂ ril_mmg'
rranches of Rs.50 lakhs each over a period of 24 months. Each tran;:h;e of eleﬁ;Tn .
is to be repaid in 36 monthly instalments of Rs.140,000. The loan intti';ll z ) ajlf-!'Iq
rerest rate of 7.75%- There is a repayment holiday of six months from thz d:rr::;' t;n
irst disbursement or three months from the date of last disbursement whichever ':;
et for each tranche of Rs.50 lakhs. By March 31, 2004 Sangharmithra had drawn ]
sum of approximately Rs.2 crores from Canara Bank against the sanctioned amoun r:

ank, viz.,

In early 2004, however, Sanghamithra appealed for a reconsideration of the Terms and
Conditions in order to improve its liquidity position and to give it more flexibility.
Accordingly, Canara Bank revised the Terms and Conditions on April 15,2004 as
follows: (1) the term loan of Rs.30 million was converted into an overdraft account
against receivables/book debts; this is to be renewed yearly. (2) The interest was
reduced from 7.75% to 7% with effect from April 01, 2004. The response of Canara

Bank will go a long way in supporting Sanghamithra to improve the credit flow to the

poor and to lay the basis for sustainability of the institution. The willingness of the
ar level of flexibility to the rural poor as

Canara Bank Management to offer a simil
currently exists in the retail and urban sector is adequate evidence that at least some
of our Commercial Banks have not forgotten development priorities.
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4.4. RELATIONSHIP witi NGOs:

QRES depends on NGOs to identify affinity groups and to train and nurture them f,
¢ extends credit to them. During the first two years of operation;
ly with SAGs formed by MyraDA. Thereafter it incrcasingl:.
¢ NGOs. During 2003-04 over 59% of SAGs h(.)rrf;wmi,

about a year betore 1
SRES linked up main
related t0 SAGs formed by othe
from SRES were formed by other NC 50s.
Many of these NGOs and Resource Centres which have undertaken to train anj
upgrade groups formed under the Government sponsored Stree Shakti programme
requested SRES to provide funds for SAG formation and training. SRES agreed to thr.;
request because it was already part of its over all strategy to support other institutif}nf;

promoting SAGs even before it began to meet its COSt. Accordingly, SRFS has provide

2 sum of Rs 28,916 received from NABARD and a further sum of Rs 2,23,471 fron

CARE-India for training to these institutions.
In July 2002, SRFS introduced a «scheme” called Sammaan Dhan. The objectivect d
this scheme was to meet, at least partly the cost incurred by NGOs in training the wc
SAGs. To begin with, SRES divided its NGO partnets into two categories. Category :.-?e:_!'
includes all those NGOs who have formed and linked at least 50 SAGs with SRES | . N
These NGOs receive a sum equivalent to 8% of the total administrative charg *
earned by SRFS on those accounts of SAGs introduced by the NGOs r.c-ncerﬂ'irLi L
provided the accounts are successfully closed. Category B includes those NGOs¥* | .
have introduced less than 50 SAGs. Such NGOs receive 6% of the total admins™@” T

nder the “Samman Dhan 0%

charges. SRFS proposes to increase the percentage t

yearly basis depending on its surpluses. -
Y
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CHAPTER 5

FroM 2000 - 2004: AN OVERVIEW OF
SANGHAMITHRA’S OPERATIONS

The reader who has had the patience to reach this page will breathe 2 sigh of relief.
Processes are necessary to lay a broad and deep foundation for an institution, but th ey
can get tiring and painful and need a degree of stubbornness to pursue; they can also
be extremely costly in terms of both time and money. The promoting organisation has
to be able to allocate the space and resources required and to be fortunate enough to
have a supportive organisational policy to promote these processes. Fortunately, Myrapa

had enough of stubbornness as well as the support of its Board to carry the idea of
Sanghamithra through from 1993 to 2000.

The first loans were given to three SAGs in a MYRADA Project in Chitradurga District
on February 24, 2000. The three SAGs were: (1) Sri Gowridevi MSSS, Visweshwarapura,
which received a loan of Rs 15,000/, (2) Maramma Devi MSSS, Gowdrahatti, which

received a loan of Rs 60,000/-, and (3) Sri Manjunatha MSSS, Ramaghatta, which
received a loan of Rs 20,000/-.

F}rDrn 2000 to March 2004 SRFS moved ahead steadily. The ability of the CEQs, Shri
VN. Bhat and Shi S.M. Adiga, to negotiate agreements with Banks in order to cur
OWn on transaction costs while reducing the time taken in fund transfers to the
remotest corners where SAGs were functioning, to put in place appropriate and adequate
*YStems to manage fund flows so that funds were not lying idle and to monitor the
Progress of the Credit Managers on a day-to-day basis played a major role in the rapid
HT“WT}} in coverage, in reducing costs and in motivating the field statt to work with
Eiz?;r;z?t';a{ld _efﬁCiepcy. MYMIJA staff also took a lead in proma 1tin_\s\: b?nnghauniﬂuafs
PrOm($ting []-.“ g’;;?\thetr pl‘(?]tht areas where thg‘ Banks were not sutﬁcwnﬂy ac tlye in
cStablishee] | :1- : J-}?xrmk lekilge ["r(?grsunmc. From 200} bau1ghnnuthru:ncren:unglv
—— .citl(Jl'l.‘: 1ips with bﬁ%bs hnl'meld by n}'hcr NF_I()S and under L.m\-'crmuent
i S IN many cases after investing in their training and upgradation.
11:;}\,“ ;ﬂﬁ:ﬂ ;b ifiivc‘n the privilege to df:scribc the progress and u‘chif:\'cnwms ot
take off apq fc'lu L“r’mg thcssz years. He is aware thz.'tt 4 new organisation rcmli to
W years i nmr_‘f*““”. Wfill l.l‘l.ltli'illy '.‘1‘nd, therefore, its performance \lurmgl{hc tirst
-4 valid indicator of its progress thereatter. However, the tacts and
meng rzijathY Ru'l'ing and ASSI::?SH?[CII.E iust'itu(ialms and l_w Sanghamithra
ed to its progress so far indicate that it has pertormed well, even

¥

Burec
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exceeding expectations. lo avoid the accusation (or at leg
writer is biased, as he could well be given his close involvement with
v be in the fitness of things to draw largely from assessments macle
chat were engaged to study Sanghamithra's performance. It will al<, o 0,
with the opinions of outside sources which carry the flavour of greater oy N |
the opinions of insiders, as well as a higher degree of expertise in the ;E:Cl:;VIT??ha'

A of
tinance. Micy,

The following pages therefore will draw extensively from three repots.

1. The Impact Assessment of Sanghamithra (Rural Programme): Thjs ok
July 2003 was done by Ms. Girija Srinivasan who has worked in ma.jo:;:
Institutions, advised Governments abroad on micro finance ap
consultancy in micro finance to several national and inge,
organisations. It was commissioned by DID, Canada and was includeg .
of the contractual obligations with CIDA. The Impact Assessment (s ir::
be called in references) was carried out on Sanghamithra’s Rura] progmm;

only. d{E:

Y dareg
in’&ﬂ(:;.
Provide: | ~
Natigy -

2. A Capacity Assessment (credit rating) carried out by M-CRIL x.
commissioned by SIDBI (Small Industries Development Bank of India) n#: = -
context of Sanghamithra’s Urban programme’s proposal to SIDBI for a ko
This credit rating covers the whole of Sanghamithra and includes both
Rural and Urban Programmes. It will be referred to hereafter as the M-CK.

Rating report.

3. A research study by M.S. Sriram, Faculty member at the 1IIM ‘\hmecifit
entitled, “Building Bridges between the Poor and the Banking System ~
study was carried out under the Sir Ratan Tata Trust Fund t.m P\f‘j;:
Collaborations in Micro Finance; hereafter referred to as “Building Brés

nghami!h"“:‘

f Sa
(Note: All figures and ratios pertain only to the Rural Programme v

unless indicated otherwise.)
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| P b g - ) v Qo %
QANGHAMITHRA'S PHYSICAL PROGRESS FroM 2000 To 2004 (Marcy

.1.1. 3 3 .;.-
Tut RURAI PROGRAMMI

+mithra’s Rural Programme is operating in the revenue Districts of Mysore.
Qangh “n,l nagar, Chitradurga, Shimoga, Mandya, Davangere, Kolar, Bangalore
k\h‘mmm{ﬁql‘.llimoun - all in Karnataka State and in Dharmapuri and Krishnagiri
R”mt, ;“?L‘t‘\ﬁmil‘Nndu. [t also started operations with SAGs formed by MyraDA
l‘i*‘r.r"f‘l‘:“.cc} in Anantapur District of Andhra Pradesh but withdrew in 2003
}{3dlrith€r k]jxcul RRB decided to expand its SAG Bank Linkage Programme.
ce

).

sin
There has been a steady growth in the area covered, in the number of SAGs linked
were has : . L
Sanghamithra and in the performance of staff as the following table indicates:
0 Oallglie

- 2000-2001* | 2001-2002* | 20022003+ 2003.2004%

Operational Districts 7 7 8 Il
Number of groups assisted against |
whom loan is outstanding 465 795 1052 } 2108
Number of branches 4 6 12 15
i
Number of groups per staff 85 159 150 | 151
Number of villages per staff 49 83 98 | 88
\alue of loans outstanding per |
staff (Rs. in lakhs) 18 46 59 | 60
Cumulative loans disbursed |
(Rs. in lakhs) 122 386 837 1617
Outstanding Portfolio (in lakhs) 92.30 230.53 412.85 1!?3 5.40
Growth rare in Loan, Portfolio 216% 116% 93%
SOUfCES:

%
**lmpact Assessment by Ms
Sanghamithra data from

There has beep a stea

(6] i
utsltandmg loan portfe
~viced by one seaff]
'€ Dumber f villa
H“)UDS Incr.

-Girija Srinivasan pg 7 As on March 31,2003.
April 1 2003 to March 31, 2004

dy increase in the cumulative loans d'asbursc.d‘ I'he
lio also shows a healthy trend. The number of groups
1as gone over the figure of 100 to 120 as originally cuvisiom:d.‘
£¢s per staff has risen steadily. However, as the number ot
village, as is the experience in large villages where new groups
sult of 4 “demonstration effect”, it is expected that the numbcr. ot
Staff will decline. This will reduce transport time and costs to service
C Y the field officer will also have more time to devote to each group.
0 .
Ra;‘ill:ﬂentmg on the

€asesin g
a re
4ges per

B aemans » M-CRIL
" growth rate and the potential for expansion, the l\l .
. — : ‘th ov
the POTt stages: “Sanghamithra has experienced tremendous growth

0 . oo = o .
f leng: S year” “This growth has resulted from a clear and focused strategy
Ng to self hel

€' groups promoted by partner NGOs and sharing a clear



62 A MICRO FINANCE InsTITUTION WITH A DIFFERENCE

es with them.” ... “For its rural operations, the o JaNisat
here the banks, L‘ﬁl‘l‘ci"'”\' the RRBs have not linkt‘tlw ‘!
ess Uppﬂrmnity tuﬁ;mghnmitllr "

understanding of responsibiliti
plans to expand in the arcasw |
low income clients. This givesa huge busin | ik A0 expy
siven the continued reluctance of banks to pre wide credit linkage to such clieyer n
= A
8 & 9 M-CRIL Rating Report).

The performance of QRES is obviously related to the quality of managemer, .
fosters, Commenting on the performance related to management of the Rury| .
Urban programme, the M.CRIL Rating Report states: “Sanghamithra displays 5.
performance on managerial factors. This results from a sound managerial syg;.,
and accurate operationalisation of the policy and strategy of the organisar;,
Sanghamithra has highly qualified and professional managerial staff. The tra,
and induction system for all staff members in the rural programme is SVSEemar‘,?
and thorough. The understanding of the staff of the various operational i,
procedural aspects is adequate. Commitment and motivation at all staff leves
high.”

“Sanghamithra can bank upon the huge experience of its promoter Myraz: -
the field of development and micro finance. Apart from the institutional experer-

of MyRaDA, it also has very experienced bankers and development experts ot -
hoard. Their input on issues related to policy and strategy has a significant mF ¢
upon the overall performance of the organisation”. (M-CRIL Rating Report -¥ |
9.) |

|
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- rding to the Impact Asscssmcnt, carried out by Ms.( virija Stinivasan, the
ACL‘{[ of dhie SAG members indicates that 65-70% of the members are
pr{ml';m and 82% hold less than 2 acres (of dryland). It can be reasona
:;1::1: fore, that they belong to the category “poor” if no

Dﬂ\lcrry
agricultural

bly assumed
tto the ca tegory “poorest”

?

20002001 20012002 20022003 3003 0045
i’;;cemage of clients who are poor o
as defined by occupation
(agricultural labourers) 33% 57% 70% 65%
‘._%5 defined by land holding of
less than 2 acres 64% 70% 82% 82%

Sources:

* Impact Assessment by Ms.Girija Srinivasan pg 7 As on March 31,2003,
** SRFS data

MyRADA’s experience gained while conducting hundreds of Participatory Wealth
Ranking exercises in the field indicates that people divide the “poorest” broadly
into two categories, namely a) those who are old, sick and infirm/disabled; they
prefer to form separate groups and to get involved in activities which are more
social in nature; many also are involved in savings and credit but on terms thar
suit their conditions, and b) those who have the capacity to earn provided they
have group support; these usually join the SAGs involved in savings and credit.
Studies indicate that the second category of the “poorest” in the SAGs where
savings and credit is the major “product” has been able to move upwards both
=conomically and in terms of overall "empowerment”.! Since Sanghamithra has
adopted the strategy of lending to SAGs as groups, the focus on the poor has to
come from the NGO which identifies an “affinity” group of poor people and then
Provides the institutional capacity building required. Sanghamithra, on its own,
also factorg indicators related to the poverty status of the members in its assessment

gf the SAG;, The focus on the poor, therefore, is a major dimension in
nghamithyy's strategy.

W

i o ich incorporates two
Studie |, *ing Institutions First -~ Even in Micro Finance” by this i ment Whlti}-l ::l l’:‘lus[ however
be Note, d"' Outsiders anq one by Myrapa. All the three studies support ‘hb,“e:; l;y MYRADA.

that the SAGs covered by these studies were all formed and traine

]
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s 3. A Frpw Kry FINANCIAL Rattos/INpicatony

FH
PROGRAMME R,

Cumulative Repayment rate: (Ratio of cumulative principal recove
payments -to the cumulative principal due till the date of e,
Cumulative on time repayment rate of the Rural programme is 1,

“fll Net o
ureme Nt}

teworthy, . |
following table indicates: W s o,

20002001 20012002 2002-2003* 012y
- e T Wy

On time rﬂEm_wEts_(%)__ - 99.95 99.99 93 % 44

Soun‘t‘s:

* Impact Assessment till March 31st 2003 and
** SRFS data from April 1, 2003 to March 31 2004

Portfolio At Risk (PAR): (Ratio of the principal balance outstanding on 4] .,
with overdues greatet than or equal to 90 days to the total loans outstanding on ;

date)

2000-2001 2001-2002 2002-2003  2003-2004

—

Portfolio at risk Nil Nil 064
Source: SRFS data

M-CRILs rating report for the whole of Sanghamithra (Rural and Urban Progamas
gives a figure of 98.9% under Cumulative Repayment Rate. It states: " This is primant
due to a very strong credit culture, high levels of discipline at all levels and 2=
tolerance policy that Sanghamithra has been able to maintain, despite rapid expansi®
even in the drought prone areas of Southern Karnataka” (pg 12). The referer}ce o
drought is valid and relevant here as seven of the eleven Districts where bangﬂ'»!ll"-“fmf
is operating are badly affected by drought; most of them have expe rienced drow

conditions for three successive years.

. § e -..\-gs'[.i.ut
Operating Expense Ratio (OER): (Ratio of salaries, travel, administrative
depreciation expenses to the average loan portfolio).
e - e ot M
2000-2001 2001-2002 2002-2003 s
S : : b.38%
Excluding depreciation [1.35% _1_2.?.5% .
el Rl o y (7%
Including depreciation _ !_],,82% _[_5‘-55}“
Source: SRFS data o i 08
R

. ¢hie €
Ammes) the e

3 . Bl
For the whole of Sanghamithra (Rural and Urban Progr poperatité
a

. i baining
(Sept 2003) according to the M-CRIL Rating report. Maintaining ]
ratio below 10% is an achievement which any MFL can be prout

4

el
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, Portfolio: The interest income on loans, divided hy the average loan portfolio

for (he yeat

2000_-200 | 2001-2002 2002-2003 2003-2004

vildonbortolio  1418%  1458%  1457%

4% 668%

———

Returnon \uw

Financial Self-Sufficiency: Ratio of total income to total adjusted for expenses for the

vear. Adjustments are made for subsidised cost of funds imputed ar 6%.

- 2000-2001 2001-2002 2002-2003 2003-2004
Financial Self-Sufficiency 71.57% 72.33% 102.05%

Source: SRFS data

To quote the comment of M.S. Sriram:

“It is important to highlight that these returns were achieved after paying
bank charges for leveraging the banking infrastructure. If the banks were to
do these activities themselves, the costs would be lower. The banks would be
absorbing these costs on a marginal basis as the infrastructure would be in
place. The cost of funds for banks would be lower than the figures used for
Sanghamithra’s cost of capital — banks can access relatively low cost deposits
— a window not available to Sanghamithra.” (Building Bridges page 6)

- To quote M.S. Sriram again:

-
[

Sanghamithra achieved the above performance by following some unique
procedures including:

I.  Identifying the customers: This was done in close association with local
community based organisations (CBOs). These organisations used
participatory appraisal technigques in identifying client groups. By
collaborating with the CBOs, Sanghamithra created an institutional
control mechanism. The loan disbursal was done by the SHG through a
process of consultation. The involvement of a CBO was cructal because
it provided a referral system.

While the process of targeting the ultimate clients was left to the SHUs,

Sanghamithra did assessments, ensuring the safety of the money being

lent. The process was as follows:

*  First a CBO introduced the SHG. Based on a visit and appraisal,
the credit officer determined and classified the SHG into three
categories.

% Category A: Ready to be linked;
#  Category B: Some parameters have to be me
can achieve the standards with some mputs; and

to be linked, but

% Category C: Not suitable for linking at present.
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o The category A groups were registered. The "f"l’ﬂllmﬂ‘uf-'.h!'\~. -
was that [Hilmlt}lf clients go to "_"”1“ where l'-’ll'_'Y Sood a| h‘:“"?n
they coudd qualify for linkage. This feedbacl put the by e, 0f '
~ comection on the collaborating CBO. While this feedbyl, W 145,
it impaired Sanghamithvd’s ability to seel and nurpyre ”_u{.m&;h:lf
clients. )

2. Keeping the procedures simple: The procedures followe by S‘"U{hﬂ!nif,.ﬁm

were:
« Innroduction by a CBO, wisit by an officer for assessmen,. If the
SHG was A category then they passed a resolution and applied for i
a loan. )
e The decision to grant a loan was based on the recommendation gy
the data given by the credit officer.
* Once the decision was made, cheque was delivered to the SH( by
the Credit Officer.
¢ The documentation was done at the time of delivering the cheque,
¢ The interest incidence was from the date of the cheque and not
from the date of handover. The date of handover preceded the date
of the cheque.
*  Keeping documentation simple — the objective of documentation was
to establish that the money was disbursed on certain terms and
conditions. Documentation was not done with an objective of going
to court. Therefore back ending all expenses pertaining litigation
(which would be exceptional) was the strategy. This saved stamp
duty on non-defaulting accounts (expected to be more than 98%
cases) and in the unlikely event of default leading to litigation,
imposed a penalty on those that actually sought legal recourse:

3. Keeping products and repayments simple: The loans were usually
round figures. The terms of the loans were fixed in a manner that the
instalments were easy to understand, All repayments were through pos*
dated cheques, However, the contact with the SHGs had to be TVK“LIH )
therefore only two post-dated cheques were taken. Every time L‘.}}Lfi:;
was banked, the SHG s informed to ensure that there was & ?'“.J,“ “w
balance. While this ensures regular contact, it gave ﬂc.mb‘hf{. )
Sﬂﬂ{gfumuhm to use the cheque on the due date. The P”‘”dp[c -u,‘til-“ y
devise a product that could be rolled out fast and muldlbe .tﬁ'_.,.'l
understood. “Building Bridges between the Poor and the Bunking S

Anl’l(:)(ur* 5 cars | and Exl‘“"khlll
Stali‘met:t fo{idrrl?:s :t!le Balance Sheet of SRFS and the Income &
year 2003.04,




CHAPTER 6

SANGHAMITHRA’S OPERATING PROCEDURES AND
THE IMPACT ON THE BANKs

6.1. SANGHAMITHRA’S DELIVERY SERVICE - A COMPARISON WiTH THE
BANKS

This Chapter deals with SRFS operating procedures and the impact they have had on
Financial Institutions particularly Regional Rural Banks which are the leaders at present
in promoting the SHG Bank Linkage programme. As mentioned in the Introduction,
just as the previous Chapter drew largely from studies by outside consultants and the
rating report of M-CRIL, this Chapter also will draw from studies made by two outside
consultants, one commissioned by a donor, CIDA, and the other by a researcher from
the Indian Institute of Management, Ahmedabad. Since the results of the studies tend
to be largely positive, this writer hopes that the findings will be viewed with a little less
scepticism than the findings from studies done by MYRADA (or reports from
Sanghamithra), which may be considered biased

Sanghamithra’s involvement in an area begins with an invitation from an NGO to lend
to the groups it has promoted especially when there is reluctance by the local bank to
lend to the groups or when the number of groups is too large for a branch to handle.
Sanghamithra conducts a survey of potential business in the district and opens a one
person residence cum office. Depending on the potential for business in the district,

a?fditi‘mal persons are posted; a guiding norm is a caseload of 120 groups per credic
Officer,

S.anghamithra lends to groups which are a year old. The credit officer carries out a
:;’nggigefgsive assessment of the grorf‘p cafsh tir.ne a IOEH'\ lb fe‘l;\':’”‘:’;"“:tojnti;::ju:
savings 5 dT{nat for assessment of SAGs. It is deslgn.ed to assess t e F F———
cte. Ty o lending, the monthly cash flow, regularity of meetings anc 3t e
e wz f:SSessment Formats are attached in Annexure 5. In Cdbt Fhe .Elf:’:lsmz s
txpl’dim:j » the reasons for not sanctioning a loan and the areas tor lmtt[fl: G with
training f m- the.gmup as well as to the NGO with a requ?st m‘wApp‘tTrr ] l:;t:l';ili.‘iﬂ\.l by
Sang, Or 'nstitutional capacity building. Funds for this training a lt -
amnhra if I'Cquired. ]fthc group is strong, the necessary papers Are proces

€ loa : . ; er i TOu and
N application is filled. The loan amount is usually discussed with the group

|
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It the loan is sanctioned, the cheques/demand drafts a:: SCf‘lf fr(?m Hdo to the Crfdir
officer who hands it over to the graups anfd g{‘t5~ T bei' 'r;:u:;sialrf?an(‘)cum(; “I:atlhn
completed. The objective of documcntatwfn is to t:;ta is ' a o f;_afe‘ 1s l{r?ed
on certain terms: it is not done with an objective of protec mg. : 0 llcer S POsitiy,
if the case went to court for default. Th‘e lqan cheques are j’_c’l;t atedite cut dowy
to the minimum the interest on transit time. Tbe_lf)illn is ursemt;nt 1S usually
completed within ten days to a fortnight of the initial assessment by the Cred
officer.

: . e
i Keeping Products and Repayments Simple

|
“The loans were usually in round figures. The terms of the loans were fixed in a manner

that the instalments were easy to understand. All repayments are through post-dateg
cheques. However, the contact with the SHGs has to be regular — therefore only two post- ‘
dated cheques are taken. Every time a cheque is banked by Sanghamithra, the SHG i
informed to ensure that there is sufficient balance. While this ensures regular contact, it
gives flexibility to Sanghamithra to use the cheque on the due date. The principle was to
devise a product that could be rolled out fast and could be easily understood.”

L. (M.5.Sriram ~ Building Bridges between the Poor and the Banking System)

The system adopted for repayment of loans is as follows: The credit officer
collects post-dated cheques from the SAGs while disbursing the loan amounts
and thereafter he/she ensures that two post-dated cheques are always with
SRFS. The cheques are kept with the Credit Officers except in areas covered by
the Cauvery Grameena Bank with which SRFS has collection arrangements.
Cheques of other Banks are presented by the Credit Officer on the 15th of
every month. The due date for repayment is the 30th of every month with a

grace p?l’l()d of 7 days. The entire process takes into consideration the
convenience of the borrowers, The transacti

loan s ke.pt to be minimum and the delivery of loans is at the doorstep of the
SAG during a scheduled meeting,

SREFS has develg

: 1 lines \I;II'CL]I
ped a Manual of Operations which gives derailed guidelinest®

' . 0 14.'1
2 comparison of the pglic procedures governing loans from Ba_nk:,la:c
l!?lm Sanghamithra o SAG:s is presented in the following table taken =
pact Assessment by Ms. Girija Srinivasan (September 2003).

Aspect
o Banks * Sanghamithra
Sa Y T
. :;;ngs o credit Ranges between [ ¢, Sanghamithra samjun‘n.:m
1:2 usually on the basis of /&

Apac:
loan management oo

b

=
3™
=
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Sanghamithra

Savings to loan ratio tends to

be higher than what the banks
are used to at 1:4 to |:5 in
well functioning groups.

Loan temm

Ranges between 6 months
to 36 months. Many
branches sanction loan for
36 months. They don't
sanction a second loan till
the first loan is repaid and
they don’t allow pre
payment of the existing loan
also.

Initial two loans are for 10
months. Thereafter depending
on the loan size it could be 20
months. Prepayments are
possible to avail of larger loan.

Rate of interest

Varies from bank to bank —
9 to 13 percent.

The rate of interest is 12
percent.

Service charge

Depends on the bank — can
vary from 5 to 1 percent of
the loan amount.

2 percent of the loan amount
charged up front.

Loan sanction time

Varies on the sanctioning
powers of the branch
manager. If the loan amount
is within the powers of the
manager, then within

three to four days. Other
wise it can be upto one to
one and half months. Many
branches don’t allow the
groups to lodge an official
application; they are made
to wait for seven to eight
months some times. Thus
the actual loan sanction
time from expression of

interest can be very long.

CO”aIeml

“-‘-‘-‘_‘_‘_-""—‘—-_

Branch managers adopt a
variety of practices to take
collateral in terms of
deposits of the groups.

j ?saximum loan size  Around Rs. 75000 to
 Llakh even for older
EY0ups since the bronches are

Within ten days of loan
application and usually within
one month of expression of
interest to take a loan. branch

N{J Cce :llaw ml

The maximum loan size is Rs

lakhs so far.
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q,\NmMMI'I‘HW\'S OPERATIONAL REIATIONS wiTh BANKS:

L.
mithra has no choice but to work through the Banking system. The hank

ded consider
d the working schedules of the SAGs. Sanghamithra therefore began

Qangh?
A

o5 ad ably to the transaction costs and the delay in fund transfers

charg -
severely aftecte ” , : U
Jiating with banks to offer at par discounting facility in respect of the loan cheques
L i - —~ -t}

neg .
jssued by Sangham
I Banks were approached for these facilities because they have a wide

ithra to the groups as well as immediate transfer of funds. The

Rogional Rura
nerwork of bran
" Three RRBs (The Cauvery Grameena Bank and Chitradurga Grameena Bank in
. Kamatakaand the Adhiyaman Grameena Bank in Tamil Nadu) agreed to offer the at
ty waiving commission and discounting charges as well as to transfer funds
immediately to the SAGs. Agreements to this effect were entered into with all three
Banks. Accordingly, Sanghamithra opened an account in the main branch of the
respective bank where it maintains adequate balances and issues cheques (drawn on
the main branch) to the self help groups. A list of the SAGs which have been sanctioned
loans and the names of the branches where they have accounts is given to the bank at
the time of issuing of the cheques. The at par facility ensures that the accounts of the
groups are credited with the cheques’ proceeds without commission ot discounting
charges; the postal charges, however are collected. It also ensures that the SAGs’
account is credited within a day of the deposit by Sanghamithra in the main branch.
Thus the transaction time and the cost to the borrowers are reduced significantly. To
illustrate: the normal commission for a cheque of Rs one lakh is Rs 150; the discount
charge is even higher and differs from Bank to Bank, but it averages Rs 400. These
amounts are saved. Besides the SAGs would have to pay interest on the loan for the
period of 12 to 15 days which is the average time it takes for collection. The interest for
this period works out to Rs 400-Rs 500; this too is saved. The savings resulting from the
availability of funds immediately so that SAG members can borrow (0 meet ursenit
needs, also has to be factored in.

ches in the districts, as well asa large number of SAG accounts.

par facili

The collection of loan instalments is through cheques. There is no handling of cash at
any point of transaction. Credit officers collect the post dated cheques in advance ~ at
l_eaSt two cheques are with Sanghamithra towards loan instalments at any point ot time
; and present them to the branch where the groups have accounts, on the 15th ot
zz?;:llf;thl"]‘he groups are aware that they have to ensure enﬂlll‘l_-_]h calsb.tj
ensured thaet s€ th?Y pay penalty of Rs.100 for each Clllt‘.'i,l.llt‘. bourwug This systen |

the risk of cash transactions for the MFl is nil; on-time repayment of loan

Instalmen e ; '
ments is also very high. However, there have been cases where the Banks have
d from the SAGs; chis results in
Jues presented by

;'llﬂl\t‘r.‘ l‘\'

ystem has

i T .
s n cashing the repayment cheques receive
uate , yme ‘
anghq ate funds in the SAG accounts to honour the chec
s
mithra on the 15th of every month.

i
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ceveral of the Brand b Managers began to CHep

and that recovenes were prompt, :
| he apreciments with two RIBs (the r,:ill',r.'-r.

K { d g lu'1"
pressure to capture the “ma i . L .,
Grameena Bank. Mysore and the Adhiyamman Ciramecna Bank, Dharmapun) .,

lapsed, and the Banks refused (o renew them. ' hey are now demanding full ":”if*'

namely commission, discounting and e stal _ ,
the SAG within a day. If the SAG de ides not o pay I_Iu-{hﬁn'cmmm},{c.hnrm:s, then tf,.
cheques take the ne yrmal 13-16 days for collection. Fhere ;:rc. “IH{,I s(:'vr:rnl (:w.}r_«, where
the Banks have refused to provide chequehooks to the SAGs. The (‘}'mr:’d'lrifa
Grameena Bank Officers complained that the workload in their main branch incregse|
significantly when the cheques of the groups were presented for collection, The,
asked Sanghamithra staff to post ledger entries in their books for all the chequesr, he
cent for collection. In response, the Credit officer of Sanghamithra spends two to thy,
main branch posting the entries for collection and attending to ..

1 ”]‘({(‘]’ ([8] l'”'(“l [h" I"J;”I Amount .

days with the
transactions.
As a result of these pressures the Banks have increased their lending portfolio to 1),
SAGs, but Sanghamithra’s has decreased. Sanghamithra’s management does r
consider this a set back; in fact it is precisely what was intended. The main concem
to ensure that the SAGs have access to credit easily, quickly and transparently rather
than to promote the market driven growth of Sanghamithra which can lead to unfai
practices arising from aggressive competition in a particular area. In any cas,
Sanghamithra has the flexibility and the commitment to move to areas which ar
neglected by the Banks.

Whether the Banks will continue this aggressive approach is uncertain. Much wi
depend on the pressures to liberalise and on the increasing concern to earn profits
well on the number of SAGs within the Bank’s service area. Bank Chairmen are e
longer focusing on performance in the SHG Bank Linkage Programme; they 2
focusing on the bottom line. This in turn will demand a shift to larger loans than wh
the SAGs are accessing. The increase in the number of SAGs also provides space ¥
Sanghamithra since the Bank branches are generally not too comfortable to ext™
loans to a large number of SAGs. Finally Banks are reluctant to extend loans over i
1.5 lakhs while many SAGs in the third round of loans require much more, L
Sanghamithra is ready to offer.

Sanghamithra opens its account in a Bank branch when around 30 group* [L
vicinity are to be financed from that branch. To cope with some of the Ubf:t-uc
mentioned above, Sanghamithra is also opening accounts in areas where local fn::\li
clearing is possible so that the groups in the vicinity can be financed irre:'-[““';mw.
which branch they keep their accounts with. Thus the number of bank RFL:-H [h
Sanghamithra kept with various branches has increased to 59 (March 31"_‘51%‘11;.»
is beneficial to the groups since they do not have to pay for collection Of oy W
is necess

' ill[hl‘| I

However, with this increase in the number of Bank accounts, 1t idle
al 1k

Sanghamithra staff to manage cash in each of the branches 50 th

kept to the minimum.

T 4_‘...
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A; | oacT ON THE BANKING SYSTEM
e he major objectives of Sanghamithra is to demonstrate 1o the Banks that
One of ! SAGs is good business. However, Banks are shifting priorities and “better”
Jending © h'ncrtii-"'i”f-{]y attracting the bankers’ attention. Several Bankers find thar
}“N.n{'% Ih-: . of transactions with SAG members is far higher than what the Margins
the 1”11::;‘( l members also belong to a different class of clients than what they are
jtl.*--l"}' ;ﬁncd to relating with; thcy are poor and not viewed as potential clients for
acul’-";:]an& Several Branches are therefore restricting SAG transactions to one or
l::fda\;s o week only. There are other structural obstacles as well in the Banking
system which will make it difficult to pursue aggressively the SHG Pank Linkage

Programme in the long term. Some of these obstacles are identified by M.S.Sriram

below.
Is it possible to understand the reluctance of the banks to take on the task of
lending to SHGs? After all Sanghamithra has demonstrated that the portfolic
is attractive, has excellent repayment rates and is cost effective. In fact the
banks may be more efficient in costs because they do not have overheads of
the channel; they own the channel.

The reason for the banks not taking the SHG portfolio in a manner similar to
the housing portfolio is to be traced to the nature of physical activity involved.
The banks are used to operating from counters — the activiry is centralised.
This is so with good reason — banking involves handling of large amounts of
cash on a day-to-day basis. This needs security and is to be done in a place
with adequate infrastructure. The micro finance models, including the SHG
models are decentralised — they reach out to the clients in their setting. This
change is a major paradigm shift for the banks. Even if one gets attitudinal
changes in the banks, it might not be sufficient because adapting to the methods
of micro finance means getting out of the counter. Banks having a diverse
portfolio may not afford this change.

The documentation and loaning procedures followed by Sanghamithra cannot
be readily adapted by banks as they are bound by larger guidelines. There
would be need for 4 general exemption for dealing with micro finance clients
for banks 1o adapt to the types of documentation of Sanghamithra.

The ‘ . ‘
he staff of Sanghamithra cost much less than the average cost of bank
e I . 4 ¥

bersonnel. This s o reality one has to live with. The only way the bankers can

address the issye of costs is by outsourcing micro finance activity.

iihf}:zf f:e, Evien, though the portfolio looks attractive, it involves a major shift
make thl;er‘anﬂg PTUCEC_iures o,.f the banks. The bans may be Iunu-':!_.lmg (o
ultimagel fflUEStment in rl?e mmternal re-m?wn‘tarmn. Since micro j:{l.mce
ankers 3015 QSnmII part O'f the bank portfolio, it does not rr_Lflkr.' sense for [‘h:;
and oy, f’mki changes in the procedures. The b»m;zlf sruf! gets rmn‘sjen‘e
should o, tom ranch to branch and division to dwtsum-. So the procedures
erefore be easy 1o adapt and replicated mechanically across a large

B
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¥i u'('fhﬂ't‘.ﬁ n_] micro ﬁmm: COTe 0y
Il staff members. Thevefore, we
n bank is person

number of staff members. | mfortunately, the p

unique that it is difficult 1o spread it across a
find that the success of Sl 1G linkage programme in a give
dependent; not system dependent. Till we can conwvert the activity to be syste

-2 yatem

dependent, it is difficult to scale up, irvespective of the attractiveness of ¢}
e e

portfolio.
(M.S. Sriram — Building Bridges between the Poor and the Banking Syster,)
stem

There are indications already that this analysis is largely correct and

internal pressures are having an impact on lending to the SAGs in som ’f- Mar th,
the country which are growing at a faster rate and where other OPPOrtUL parts
investment are emerging. However, given the present fall in interest Tates?ltm fir
to the private sector and individuals, it is quite possible that rural lendin Orlllrmr.-T
up cross-subsidising loans in the urban market. This is a trend which iwf[em
some pressure on Banks to promote, with a degree of aggression, the 5}{8 Exer
Linkage Programme at least in some areas where other opportunities forllaf::

investments are not emerging.

evident that the Banks will continue to view Sanghamithr:
the sense that Sanghamithra is entering their terir
able with the monopoly they hither

intends to keep the pressute I
access loa

It is however,
operations as competitive in
or service area where they were comfort

enjoyed. Sanghamithra’s management however,
Banks to perform so that the well functioning SAGs can continue ©

quickly, easily and transparently. This requires that the Banks continuously &
their policies and practices and condition their staff to ensure that the links

the SAGs flourish. If the bankers relax and fall back into their old wa 3% | |
happened in some areas, Sanghamithra enters the area once again- A

brief and®
: : f Sanghan®™ |
of whether this strategy worked during the first three years © ]
operations is given below. What will happen in the future, glveI} L ‘; e e
new Government’s is difficult to predict at this point of &7 et
however, Sanghamit Il review ¢

E:v] h|
he situation & ; :
decide on future strategy- J

policies,
hra's management Wi

}
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P Tins STRATEGY WORK! — Ty CASH STUDIR
o4

act on the Banks (and bankers) was incle
e M
'th( im

led iy (he Ferims
s, Uiirtja Srinivasan who did the Tmp
.[,‘\L hE

il 1o
AC Assessment of Sanghan

""lf‘lll‘ C #Iven

. _ , , Uthea, Her re o
hich attempts 1O ANSWET this query was published iy, July 2003, The hypotheses e |
AL 1l ] ; I . i
e the following:
Wi
Sanghamithra has brought about changes iy, banker's artitudes toward
L] b N
fmancing self- help groups.

«  Sanghamithra’s working has influenced ch

anges in h““l(l'l'IH role in the Apaciry
building of groups.

e The nature of Sanghamithra's rel

ationships with competitors i for the
Ut- L‘lit‘tll'ﬁ.

enefir
Ms.Srinivasan appreciated the problems involved to attributc

any impact entirely
to Sanghamithra; however she decided to adopt the followin

g methudn]r;gy:
Key person interviews were held with various stakeholder
interviews was to ascertain — what is it that the banks do
that was not done earlier and what are the reasons for the
articulated by the banks — Chairmen of RRBs,

commercial banks — were considered and given maximum weightage. The resulrs
were validated by triangulating and reconfirming with other stakeholders such as

District Development Managers of NABARD, NGOs and SAGs.
maintained at MYRADA a

s. The focus of the
additionally and differently
changes. The changes as
branch managers of RRBs and

Some basic dara
nd Sanghamithra regarding lending by banks and
Sanghamithra was also used. There are limitations to any methodology adopred;
what is important is that the methodology used is explained up front so that the

reader is able to assess for herself/himself the degree of credibility thar the
conclusions enjoy,

The following quote is taken from the Impact Assessment Report by Ms.Girija

et D (September 2003); it is long, but this writer decided that it would be
i “T 10 quote it in full rather than to edit it and add his own comments. Attac hing
tas the Xure was an option, but given the experience that annexures are
rred to by the average reader, it was decided to include it n the text.
¢ Covers three RRBs which work in areas where banghunuthr;xk.uu.l

! ' i -~ S . : 4
S50 RJ::)A have major programmes. They are 1) the Cauvery Grameena Ban hun
‘]'L'tB Kdrnataka) which was involved in the pilot project described abme. where
hi gn 'ook up the role of an SAG Promoting Institution in the late mmlu: S,
! i ; > 1 » early to
mid g o< was slow 1o take up the SHG Bank Linkage Programme in [hk. L u“c:
l"’WL % even th“‘“gh there were hundreds of eligible SAGs in lt:h it‘]r-:::: i‘uu;-;
Ver ’ g e . e y o itradurgs
Gr, Progress has heen significant since the late 90s; 2) the S
Meeny B, k (in C : he time of the report had ai
Nterp i ank (in Central Karnataka) which at the tllllll. o s

-y sln " . = . 9 “L“.“.".l '
.S-.mgham_ B Ulaumdn, Mr.Narasa Reddy; this m“k. t l[: R b
SHG. g, 2 10 2 new level which resulted not in conflict but in ex il
-BankL- o | d areas —this is explained in
Ore detaj] inkage Programme and to a focus in neglected area o enct. Tamil
i X ' o

below' and 3) the Adhiyaman Grama Bank in Dharmap

T

anne
farely refe

lis quot
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Nadu where the progress in the SAG - Bank linkage Programme was slow )]

. 200y
even though MyraDA had promoted over one thousand SAGs of whick, ;¢ leag, ‘J{‘n
were eligible for a loan; during the past three years however, the Progress by h-,J ‘
remarkable.

6.4.1. CAstE Stupy - CAUVERY GRAMEENA BANK
To quote from the Impact Assessment:

The Cauvery Grameena Bank (CGB) is working in three districts of
Kamataka Viz., Mysore, Chamarajanagar and Hassan districts, As on 3
March, 2003 as many as 3463 groups had savings account with CGB in
Mysore district out of which 1483 have been credit linked. During the ye,
Rs. 472 lakhs have been lent to 1612 groups and thus the average loan sz,
works out to Rs. 29,000. Almost all the branches are barticipating in, the
SHG linkage programme. '

The bank has been participating in SHG linkage banking since the Year 1992 |;
was also a forerunner in experimenting with the concep

Self-Help Promoting Institutions (SHPIs). The ban
state level award for best linkages for three years in a row starting from 1999 —
2000. Though the bank has been a forerunner in SHG linkages in the state, the
bank especially the branch managers, did not recognise that SHG lending was o
good business proposition. The SHG linkage programme was seen as the interes;

of the Chairman and the SHG Promotion Cell Officials. Ever since Sanghamithra

entered the fray, there is lot of change in the branch managers and even at senior
management level, change has set in.

t of branches acting as
k has been Winning the

There is greater awareness among the Senior management - area managers Lmd‘
General managers - of the bank that the competition for a profitable segment o
the business has to be met. The need to efficiently organise the marketing

campaign at the bank level in order to retain and expand the SHG portfolio has

been felt. This has resulted in the branch managers being asked to lend moret0
the self-help groups.

("If Sanghamithra can lend to the groups which have
savings account with s, why can’t we?”)

The savings to Credit ratio which was hovering avound 1:1 to 1:2 even it I‘::
case of older groups is being hiked to increase the loan amount to the *T;:f ;"1
As per a senior official of the bank “If SRFS offers Rs. 1 lakh m thefhl‘?fq OtL" |
cycle for a good group, the branch manager is forced to give at least K- 7
Whereas earlier it would have been not more than Rs.50,000”

18 b;‘lfl&l

L : ]
The transaction time is being brought down with the loan applica®”
sanctioned quickly,

The bank is Stepping up

3 k Shd |
are presently customers of Sanghamithra are persuade 4 “l’ [’“u Snghv mu;u: ‘
Nttt (L - i)
from the bank. Some of the branch managers have identific g ad
visits the group only two to three times after the loan disburs

4

; h.li'
, --uI{L‘[
. 1 to ensure that the 8%
the client contact level to ensure ¢ » the next ™
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pian to meet the groups at least once in a month to market thewr loans gnd WK
the customers back. At Head Office level crediy linkage
camps have been initiated for the self he
clients are addressed and the bank’s loan

camps emd motwati m
b groups in which a large number of

product for the groups is explained.

/" “The Chairman of thg RRB has welcomed Sanghamithra's presence which is bringmg__
in the necessary anltuQInal change in the staff especially in the rural branches of the
bank. According to him “RRB branches enjoyed a mo

he: nopoly in the service ares
villages and the tendency of monopolistic behaviour was prevalent among the staff
This was to the detriment of the customer who didn't get the best of services

Sanghamithra’s presence in only 25 percent of the branches has brought about 2 sez
change not only in branch staft but also in the senior management of the bank whe
now consider SHG linkage programme as a worthy pursuit. Branch managers know
that they have to be on their toes to ensure continuity of business, Sanghamithra’s
presence has brought about the much needed attitudina| change in many of the
branch staff who have become more active and dynamic and also more compassionate
to the needs of the poor. The rate of linkages has been higher ever since Sanghamithra
\_ came into the picture.” Impact Assessment.

The Study continues:

In terms of hard numbers, Sanghamithra is operational along with Cauvery
Grameena Bank in respect of 21 branches where as in respect of other branches
either Sanghamithra or Cauvery Grameena Bank lend exclusively to the
groups. The lending pattern by branches of CGB and Sanghamithra in respect
of MYRADA groups for the past three years clearly demonstrates that in respect
of some of the rural branches Cauvery Grameena bank is taking over the
groups which were initially financed by Sanghamithra, as a result, the growth
rate of the number of groups linked has been higher in the case of Cauvery
Grameena Bank when compared to Sanghamithra.

However, there are some branches where Sanghamithra continues to have
higher growth rate which are predominantly town or city branches of CGB.
There is very little incentive for these branch managers to lend to self help
groups where more lucrative business opportunities exist and the competition
from other commercial bank branches for larger loans is severe. There are
dlso some rural branches where the groups once establishing relation with
Sanghamithra! are not keen to take bank loan.

One can conclude based on these very basic data that Sanghamithra is
achieving it objective of bringing about increased linkages of self help groups
with the banking system. However, final conclusions can be draun {_mly on
2Ystematic data maintained at the corporate level as to the number of groups
being taken over by the banks, in which cycle of lending and why.

| o———

During e field visit, Mellahalli village was visited which had 32 groups formed b'ISMml::r;.nIgt

fanch was half 5 kilometre away from the village and nearly 28 groups are ﬁnancefd }l:v a{glf e nu;
€ banker is now approaching the groups for providing them loans but most o (he gr‘lllapers
en to shift from Sanghamithra. There is a general fear to take bank loan among the villagers.
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6.4.2, YARE Q1 .
CASsF Stupy - CHITRADURGA GRAMIN BANK

To Quote from the Impact Assessment

C ..htr_m..imgu Gramin Bank is working in Chitradurga and Davanagere districts
of Kamataka state. All the branches are participating in the SHG linkage
programme. Out of 5500 groups which maintain savings bank account with
the RRB branches, 3248 have been cumulatively credit linked. During the
vear a total of 1413 have been credit linked with a bank loan of Rs.472 lakhs
and the average loan size works out to Rs. 33,000.

Chitradurga Gramin bank has been involved in SHG lending for about ten
vears. The bank also took on the SHPI (SAG Promoting Institution) role
and participated in the NABARD project where the bankers are playing the
SHPI role. However, the bank was clearly lagging behind in both the linkage
banking and in the role of SHPI. Even the targets being given to the bank
under the lead bank scheme were not being met till the year 1999 - 2000.

The entry of Sanghamithra into the district has almost coincided with the
taking over of the bank by a new Chairman who has made turmning around of
the ailing bank as the major goal. Under his stewardship, the branches and
other staff have taken the competition head on. The Chairman candidly admits
that the credit goes to Sanghamithra for building the pressure on the bank to
lend to the groups. This shows in the statistics as well - 836 groups were
credit linked cumulatively (in the past eight years) as on March 2000 -01
and the figures jumped to 1633 at the end of March 2001-02 registering a
near 100 percent increase in the number of groups linked by the bank. From
an in insignificant presence, the bank has secured second position in the state
in terms of SHG linkages.

—

“The bank has responded to the competition in a variety of ways - some of them positive

and a few them are outright negative pressure tactics'. -

The policy for linking self help groups has undergone a sea change with higher
loan amounts being sanctioned as per the need and eligibility of the gﬂ?NP-‘-‘
Since Sanghamithra was sanctioning lavger loans of more than a Iukh_. s
of the branches also started to lend similar amounts. The average i f ”}}.
sanction of a loan which was one month was brought down and in Suﬂlk’ L
the branches where the competition was severe it canme down 10 CL : t‘:’h
Adequate sanctioning powers were given to ared managers undh ][t:ln;‘l
managers. Large loans of Rs. 1.5 lakhs still take about @ mont -L‘I~‘hu
sanctioned and disbursed. The bank developed its own rating H:”';”;,‘]T the
bank has dispensed with the letter of introduction from the NLII-Lh L: Lo
second and subsequent loans. The loan term which was 36 mont l; : Luu the
changed — the first loan is for 6 months, second loan 9 to 2 monti® : of the
third loan is 1 to 2 years. The major change has been in the ullli::.;s. They
branch managers who now consider that SHG linkage 15 £ .

have increased the client contacts, commenced participating ¥

>
‘ i’i.

is good bus!

s
pportait ex
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of the SAGs like SHG anmuversary day. Chairman is encouragig the groups to
set in toch with Head Office of the bank directly in case of need. “They need
- he given due attention” he says. '

The not so positive responses are - a few of the branch managers studied
Sanghamithra’s system of operating through the banking system and using
the negotiable instruments especially the cheque system for collection of loan
stalments. To inconvenience Sanghamithra, they have refused to issue cheque
bhooks to the groups forcing them to purchase demand draft for remitting the
loan instalment. In a few branches the branch managers refused to homour
the loan cheques issued by Sanghamithra. This has increased the transaction
cost and time of the groups. Some of the branch managers also indulge in
other subtle ways of harassing such as not issuing Demand Draft in time and
also singling out these groups and delaying their normal banking transactions.
These have made the groups and the promoters wary of Sanghamithra. They
preferred linking with the banks. A few branch managers also wamed that
groups which took loans from Sanghamithra would not be provided loans
under SGSY. Some groups preferred to take even a smaller loan provided by
the branch though Sanghamithra was issuing a much larger loan. All this has
resulted in decrease in lending portfolio of Sanghamithra in the district.

— Impact Assessment.

79

-
“Discussions with DDM, NABARD, and NGO members of the SPIN network (a network of
NGOs and development institutions in Chitradurga District promoted by Myrana) reveal
that there is a sea change in the attitude and practices in the branch managers and the
very threat that Sanghamithra can any time come in to lend to the groups is making them
lfeep up the good practices. The momentum which was built up in the past two years for
linking self help groups is stabilising and in some branches where more than 100 groups
are credit linked there is a realisation that SRFS will not be a serious threat to their business

| and both Sanghamithra and the branch can co exist.” Impact Assessment

=

The NGOs that have formed the groups are very happy with the competition
SRES has brought about. The positive feature is that the NGO's time and
cost in forging linkages with the banks especially Chitradurga Gramin bank
$ come down. Opening of savings bank accounts with the branches has
become a routine affair instead of the long drawn process it used to be. RRB
has changed its policy, made the loan accessing less cumbersome and more
user friendly. The bank is now keen to sanction upto Rs. 5 lakhs for a group
which has o good repayment record in the past three loan cycles. Some of the
old practices such as insisting on savings as collateral has come down. A few
f the branch managers are yet to change some of the bad practices such as
ing groups wait for a long time before allowing them to put in a loan

“plication, forcing groups to keep a part of the loan amount as fixed deposit

etc.,

EJEIT:LCE Some of the NGOs are working with SRES as well as the banks they could
I h;ng out the relatiye strengths and weaknesses. They pointlout that even now
bank managers don’t actively canvass for loan applications: they sanction

[
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hen groups pursue them whereas Sanghamithra is very pro active, §; .
w : :
o ;f;.e to follow up on the bank loans to ensure that the loans are 1o ld“‘ 5
e ) ' [ ¢ g ]
e cohieres i the groups where Sanghamithra has financed. Sanghamg
time _ ere S as fing ]md_.l
e * otk load is limited. Thox ¢
follows up and hence the NGO's w wat hey find My
Sanghamithra’s assessment system ensures only goo
. ‘s

8TOups get linkey & lwp-
gwes the promoting NGO also a level of comfort. .
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Chitradurga Gramin Bank invests in the capacity building of the Sel e
groups especually those formed under _the Government of Kamatal, brogramy,
This s to ensure the quality of the client base. They have dlsg started ﬁnﬂﬂcmg
watershed development associations even those from where ¢he MvRap b,
withdrawn. MYRADA feels that this confidence in People’s institytion has cor,
about due to the success they have tasted in lending to the SAG

5.
Thus the Chitradurga Gramin bank has benefited from the Competiign, ¢
Sanghamithra as well as the stewardship of the Chairman. N early 25 percen; , f
the loan portfolio of the bank is of lending to SAGs. As far as Sanghamithys
objective of making banks to lend to SAGs, it

has been achieved in Chitradurg,
SRES which was financing 350 rural groups as on 2001, is now ﬁﬂancingmdy

section. Though the interest of the bank in lending to SAGs is very visible, the
long term impact can be measured ¢

he bank’s continued interest to cater to the
self help groups even after the change of guard at the top level.

6.4.3. CASE STupy - ADHIYAMMAN GRraMA BANK
To quote from the Impact Assessment.

Adhiyamman Grama bank

is functioning in Dharmapuri district with 25 branches
All of them are participati

ngin the SHG linkage programme. As on 31 r,::f;i
2003, as many as 2836 SAGs hold savings bank account with the branc sie
of which 1202 (nearly 45 percent are credit linked). The average m}:ﬁ e
works out to Rs.95,000 ber SHG during the year 2002 - 03. In ten brm:]‘s SHFI
Eroups are formed by the branch managers; the concept of Bank aaTg.m-s e
is being implemented in these branches. Nearly 39 out of the 47 offi

bank are well trgined in SHG concept.

I

t about P

Tomeet the comperition posed by Sanghamithra, the bank br Ol‘i)hﬂ;wh (hat u.,f

o ranges in SHG lending, It increased the average size of loan mange”
Sa

nghamithrg, The discretionary sanctioning powers of [heAbT.iT(:l}:i”‘e y [h:
ve been increase from Rs.20,000 to Rs.50,000. The transic o of 410 ! Jﬁ'
ET0ups o get g logn, sanctioned has been brought down to @ nmg: ¢ s :[hf
invespect of those cases where the branch managers need 0 Hf?lz percet® 4
Head office. The shave of SHG loan portfolio of the bank is £
total Jogn portfolio,

d
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I\‘l"ﬂl”-i“n\u wm‘."(l'll.q N’Hh Stm.i:hd'rm”ml. “t'rl{l' HI”..'T{P um{ fals nllu'm' that the
hank has frunds which they can deploy in STHG h'nr.liru:, In some of the branc he s
the groups which were linked to banks have been delinked by MYRADA to) promote
SREN is the district, Howewer, the branches are quite willing to lend alomg with
SRES in their sevvice avea. The major veason being the average number of
svoups per branch (113) is quite high with some branches having accounts of
ore than 250 groups. There is a feeling at the branch level that the branch may
not able to cater to the needs of all the self help groups in its area of operation.

According to the staff of MYRADA (Sanghamithra works only with Myrana in
Dharmapwri), the banks are now alert to the competition. Sanghamithra
demonstrated that groups are able to absorb and repay larger loans of Rs. 1 lakh
and this proved to be an eye opener for AGB and Indian bank and consequently
they have increased the loan size. This in tum has enabled the group members to
take up larger enterprises. A few branches of the AGB and Indian bank are now
lending Rs. 1 lakh to new groups and since the promoting NGO is not keen to
recommend such large amounts, the banks are lending without the
recommendation of NGO. Regarding continued presence of Sanghamithra in
the district, if (as per the suggestion of Adhiyamman Grama Bank) Sanghamithra
withdraws from the district the bankers would slacken the lending.

Thus Sanghamithra’s presence in the district is acting as a catalyst for the bank
branches to be responsive to the needs of the self help groups. —Impact Assessment.

The overall conclusions of Girija Srinivasan’s Impact Assessment Report as regards the
impact of Sanghamithra’s operations on the Banking System coincide with the

conclusions of M.S, Sriram’s study. The conclusions of Srinivasan’s report are given
below:

1) While the response from the top management has been with policy level initiatives,
the response from branch staff depends on their motivation, their comfort in
lending to self help groups and how they perceive the costs and benefits of lending
to this segment. Hence, much of the action is branch centric. While some branch
staff are convinced of SAGs as viable business and try to vetan and expand the
number of groups, there are still many who find that dealing with SACs involves
more transaction time. Thus where there are opportunities for lending to other
more lucrative businesses the branch managers give preference to such customers.

%) The competition is branch specific and directly proportional to the number of

credit worthy gr oups in the command area. If the number of groups are "”““.‘ say

more than 200, the branch managers do not mind Sanghamithra lending to [}Te

§roups since they realise that they can’t cater to 0 marny groups wl ot 'y may also

avoid over exposure to one segment. However, if the nuumber of groups is only 25 to

- —_—
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50, there is very severe competitio
branch.

withdrawing from the groups under the
: o he measures adopt
3) ThE.’ TES[)O‘HSC Of Ihl: bﬂnk "“I‘l'"d.‘ o (1 Iﬂﬂ.{t' (l:‘[( I]I ”T] IIIL I ed by [hc

: ; The long term impa

Chairman and senior mml:l.llt‘nu'nl of the ”culf(‘ ”'L ‘L i pact Cdn be

rerment t'fi]u'(t,u”)i the Chairman, The [(m
r

e of senior Manag
jon would be measured by whethey ;
¢

measured after a chang
term impact of Sanghamithra’s competitl il
| g ’ ) nen 8 » L
If help groups with the SAme vigor g,

branch managers continue © lend to the se

tempo.

4)  Bank specific issues like merger of b
intevest of the branch manager t0 link groups. For example, two branches ¢
Cauvery Grameena Bank — a yural and town branch - have been merge( unj
the staff apparently find it difficult to cater to the large business. Since at pres,
the town branch is capable of attracting larger CUSLomers, the emphasis on lengy,
to self help groups is less- VRS in commercial bank branches has reduce thﬁ
available number of staff in many of the branches, where as the computerisq,
of operations has not been fast enough. The commercial bank branches }m:-:
heen slow to take up the challenge of competing with Sanghamithra,

VRS etc, also affect the ability 4,

ranches,

5)  Similarly the competition is expected to be severe where good groups ar
functioning. All the branch managers interviewed are keen to link MYRADA groups
and are not equally enthusiastic about the other SHPI promoted groups.

To condqde, the impact of Sanghamithra has been articulated by the banks themselves
which in fact shows how Sanghamithra even with the small size of operations is see'.;
4 2 serious competitor to their business. There have been other MFIs and wholesaler
whp are lending to the self help groups but the banks have not perceived thema
lsoe(l;lacl};i Ccl'.jompe tition. This has been primarily because the competition has not been

S : ‘
uanghaftl}thl_a has been able to evoke a very strong response primarily because &
competition s localised . Sanghamithra involves the banking system in eachof ¥
transactions and hence they are able to see the business potential and the competit®

of whe”

?ﬁ;:agdthe yeér 2002 - 2003, in Chitradurga district 1688 groups have been credit linked out e
aixm 1 :{;ga rameena bank lent to 1100 groups (65 percent) where as Sanghamithrd ,h i t~1|
. groups (9 percent). Similarly, Adhiyaman Grama bank has lent to 1094 groups (25p
whereas the figures for Sanghamithra is 210 (5 percent).

i et

El?rre:l:a gﬂﬁagwﬁ Eé&““’dab““*. lending to the self help groups is " f““-""“‘.'ri-ﬁ e
since the NGOY’is Se; : ﬁSf fed{ffal&lons lending to the self help groups is also not ‘f“'wi_l ) and
of these organisations bzs a financial intermediaty lending to their 0wt B0 (Ecrr\tf bémmmﬁlh“
customers. Sanghami 'rrow n’x’uney from the branch/ bank to lend t0 the group® Lllb (et
anghamithra doesn't have any such territorial operations, cuts 4¢ ross different 8y

areas and SHPIs : e ) Lol
Is and thus is on equal footing to banks in providing financial servies

k!
.LultIL

s

he ¥
. but € W

In a stati ; i :

dﬂmma;t:dpg;sﬁiizzﬁ nﬂtmr}all level operators may enjoy advantages of s-;'tllx ' s

increases in producti ¢ conditions, and here it is direct competition .thm IF“}n curns I

rivalries and feuds, i vity and innovation; here, anonymous competition M€ ol
euds, in particular when competitors are spatially concentratet

Tival ;
alry, the more intense. And the more intense, the better.” (Porter 1990, 83)
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83
They lend to groups 1]11‘0111.:!1." I“"“'x‘ branch so that the branch mans 1er is uhl
Pﬂ-t-ci\-'v and feel the x‘nfl\lpcllﬂﬁl\. Evenat the | lead (¢ Mice of RRB the c :11m I:tl - "“
felt hecause the bank is able 1o appreciate the fact ghag Sibhighamighsce [II I“'Hlllh‘
scale up aperations l.'-uinu mobile i lean and i« il Way II,H’, ;,m' Ill fII“_( lY
quickly of an-area if the banks have shown willingness 1o lend. This ;n: .I::rl::ﬁ -“I”i
flp,\il‘i“l\' proves to be the mot ival ing fae Y ani

torto many of the branch m:

El““l practices since there is o threat that Hnnj_:lmlnilhl‘;l Can come j

nagers to adope

3 : lllflll'llllllillll'
groups, if the groups desire,

a8 “The competition in the short term of two to three

- many positive and some negative. Each bra
own competition strategy within the overall polic
methods of wooing a customer, a few use s

years has evoked strong responses
nch manager is developing his/ her
y framework. While some use positive

gy : o~ ignoring the
fact this is illegal and unethical. However, it is to the credit of Sanghamithra that

none of the banks have pointed to any undesirable or

unfair practice by Sanghamithra,
The only concerns have been that if Sanghamithr.

a lends to the groups, then the
earlier bank loans of the spouses of the group members ma:

Y not be repaid to the
\ banks. Impact Assessment

S
“As far as the future relationship with the competitors is concerned, it is clear that

the senior management of two of the RRBs, which has the wide rural branch
network in the districts, feel that since banks are now lending to the self help
groups, Sanghamithra is not needed. However, this may not be in the interest of
the bank or the groups in the long run. The attitudinal changes in the branch
managers and the senior officers (area managers and the general managers) have
been possible only when the competition has been localised. The lending to SHG
had not been internalised as a Regional Rural Bank’s major programme by many
branch managers and the senior officials in spite of the efforts of the Chairman of
the bank, NABARD and lead bank. The entry of Sanghamithra has spurred them
into action. It is really commendable that a relatively small organisation with a
small presence in the district has been able to generate desired responses from
banks through direct competition. The direct competition should remain so that
the groups continue to have a choice and the banks have a benchmark tor quah[‘\'
of customer service. Existence of competition would ensure that the bankers don’t

slip back into the old ways bred by near monopoly over the market.” — lmpact
Assessment,

Commercial banks — A brie f reference to CBs needs to be made sizm Ehe'v hm.l'j
also played a major role in the SHG-Bank Linkage Programme. \A( . ff[;n ;:;L .
by MYRADA have received loans amounting to Rs 111,602,313/ {1;;” \‘l-t t I:r
Sector CBs and Rs 15,635,750/ from Private Bank‘i_- Bpmorgese: lJ‘H ; ‘)L ku(t !
Banks, The Indian Bank(Rs 38 million), Canara Bank (Rt"IZS ';”"::::lg‘[ hi-
State bank of India ( (Rs 13 million) have been the Icctff;:r,a d;lu'r; ol
Private Banks the Vysya Bank (Rs 9 million) is ahead of t u. jult Jic;tti(??lﬁ ofd
significant contribution to the programme. However, ;here‘ “ L, IT}r'them like the
declining trend in the investment of the CBs in this sector. Some o
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Canara Bank, Indian Bank and Corporation Bank are also Opening chanp,
with Sanghamithra for bulk lending. Sanghamithra has alreacly entered

intn tn
agreement awith the Canara Bank.

Most of the Commercial Bank branches were slow in vesponding 1o he Chaumge
that Sanghamithra posed to their business in the initial two years of its Oberations
for a variety of reasons. Some of them are listed here. The voluntary Tetiremen,
scheme left many branches with inadequate manpower. Banks were asked by
Government to undertake a variety of services. Self help group lending hys not
been acknowledged as a cove business proposition by many of these branches,
These branches were passive watchers when the initial size of the logns by
Sanghamithra was small. When Sanghamithra’s loan size increased ¢, More
than a Rs.1 lakh with regular repayments, the branch managers started
appreciating that the groups are credit worthy. They began trying to woo the
groups with prompt services and large subsidised loan schemes of Government.
The awirudinal change in the branch managers has been noticed and articulated
by the groups. One of the groups has commented, “earlier the branch manager
was insisting that the loans of our husbands had to be repaid before we could
access the loans. Now that we are taking Rs. 2.5 lakhs from Sanghamithra and

repaying promptly, the branch manager has promised us SGSY loans of Rs. 5

'r




CHAPTER 7

THE Futurp

Sanghamithra Rural Financial Services (SRFS's) cumulative di
31, 2004 amount to Rs.16.15 crores (Rs 161.5 million);
March 31, 2004 is Rs.7.25 crores (Rs.72.5 million). This is reasonably good progress
within 4 years, given all the unexpected obstacles encountered, especially durin: tHé
past (WO years mentioned below which impinged on the MFT's growth. )

shursements up to March
the loan outstanding as on

What does the future hold for SRFS? To begin with there is the need for liquidity.
How will this be met? There are certain trends which are clear enough to factor
into future plans. The Management’s plans for 2003-2005 included a follow up
project for re-deployable funds which was sent to the Canadian International
Development Agency for support; it was scheduled to start in 2003 but it did not
materialise. Fortunately by early 2004 an increasing willingness was expressed by
Commercial Banks to lend in bulk to SRFS on terms and conditions which SRES
is willing to accept. There is evidence that this trend will translate into adequare
liquidity for SRFS’s lending operations. For example, Canara Bank has lowered irs
interest rates from 7.75% to 7% as of April 2004 and converted its term loan into
a cash credit account. This will provide Sanghamithra with added flexibility as
well as liquidity at reduced cost.

Other Commercial Banks especially the Indian Bank and Corporation Bank are
also willing to lend at bompetitive rates; however the major stumbling block is the
legal requirement from Banks for a guarantee. In the case of Canara bank, the
loan to Sanghamithra is against receivables /book debts. This closes the door t
approach other Banks. The initial grant for on lending which CIDA provided has
increased to Rs.3.29 crores (Rs.32.9 million) as on March 31, 2004. This amount
Is taken as the company’s own capital or margin money by the Canara Bank.
nsequently unless other Banks are willing to lend by clean or L‘llseflfr“d dra,
Sanghamithra will have to depend only on Canara Bank for its l-iL]\Llldlt\' n?cidaj.
FOFtunately the Canara Bank is willing to meet the requirements of bzlllgl‘_i““f[“r~:
!0 toto provided its performance continues to be good. Another Sluggcsuiu? 13. l‘.tl
POIow from o particular Bank with the understanding that [oans will be -.1..‘ \ klfn; ;:.
M an exclugive zone, so that the receivables are clearly demarcated. Howevet
Mara Bank will have to agree to this.
Vil sREs
Pace of it p
€ proble

r R It will; but the
: : .ons in breadth and dept
Ontinue to expand its operations in b the reaction of the RRBs.

rogress will depend to a significant extent on lly through the

m of having to work through banking channels, especia
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RRBs wi -
T S:Iﬁaﬁii?;: lt:::;m';:: tCI1S-i()!.1S‘ at !c:ust in the short tcfn'.a, and to have an impac
S i fficerie it ding pnnfnhu which needs Tf!]"ﬂ{: mf.iu:lcnt.ly large in an areg ;
g s sell upporting. Hlnw long RRBs f.wll continue to promote the Sy 0
nk Linkage programme aggressively, however, 1s an open question. S;srlL{Plamirh(J'-
T .

Manageme e ; ; ; _
agement thinks that with the increasing pressure in RRBs to boost the hottom|
M line

wi 2 OTOWI — A :
th the growing rationalisation of branches, and with the growth in the num},
) L T

AGs in the Branch service area beyond a number that the Branch can cope 4
= With

there will be space for Sanghamithra to function together with the RRB Branch 4
e L 2 g ; 2 i tr
| of competition which ensures that both financial institutions cong;
; e

maintain a leve
ence Sanghamithra will foc. -

to provide a high quality of service to the customers. H
areas where there is a large number of SAGs and in areas which are neglected by 11
Y the

Banks. This may lead to a District or evento a Taluka approach as part of its strate

Further Sanghamithra is willing to offer larger loans than most Banks are prepared
rd round of lending, when SAGs require and can manage loars 1

This offers another window for future investment. Thereis yer |
hamithra is considering, namely, the Watershe:
in MYRADA's projects, function like SAGs. Ther

rivate lands and for agricultural related activizes

do, especially in the thi
of Rs.3 lakh and above.
another potential group that Sang
Management Associations which,
save and lend for land treatmentonp

eping staff is not a major problem,
d of six months at least, ar
rplus that Sanghamithra generates, but this cus

down on the re-deployable funds available for lending. The surplus also needs tomezt |
the cost of providing new infrastructure. The initial proposal to CIDA which wss
chieve the project sobject™®

accepted in 2000, served to launch Sanghamithra and toa
DA was willing to suprer

much before the planned project period. As a result, C .

follow up project for about Rs.3.5 crores (Rs.35 million) which would meet with f

requirement of expansion and training of newly recruited staff as well as with the "c‘t\

for low cost funds which would be repaid to a financial institu[ion’whiu:h \1‘\;

posed to set up for promoting new Sanghamithras. Howeven this follow upF&=*
lise. As a result, the sp

but funds required for training
e not easy to mobilise. Currencs

Recruiting and ke
new staff which covers a perio
the costs are being met from the su

pro

did not materia read of SRFS into new areas Pt
i i for asumo ‘Rs.82 lakhs

anticipated. A proposal to the Sir Dorabji Tata Trustforas

million) to partially offset this shortfall is under consideration. i

nd to grow into a financia

f around Rs.25 crores wit

arket. Ith
| super market- L0 g e

. jral ob &+ _
b its own CaPIET s

Sanghamithra does not inte
Mg 84 i
3,29croreS ™

to achieve a loan portfolio 0 e
With a loan portfolio of over Rs.7 crores and its OWD capital of 2 s
2004, it has covered about one third the distance in four yearb,c- ko f-‘mj
and achieve its target within the next four years- The next fe:‘y F: e [‘-,u; :uh{
to start new MFIs along the model of Sanghamithra I othe visits Of qll‘-‘l‘;i;'ﬂ o
country. There are already several requests followed. up n‘io o The 1113.‘;;“5 o
committed NGOs who want to replicate the Sanghamitht staff
¢ interested parties including s

has offered all support to thes
initial visits to monitor progress:
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«How is tl

finance n
" This question helps us to focus and decide if the strengths were specific to the
omoters of Sanghamithra or if they were system driven. Conceptually, this
model followed logic. It did not believe in replicating structures, used existing
sructures and encouraged banks to actively participate in building linkages
with the poor. It acted as an intermediary demonstration model. Since it was
not-for-profit, there was scope to plough back residual revenues for the
development of new groups, expand and deepen the client base. However, this
model was based on the assumption that NGOs would be interested in forming
SHGs and linking them. Mr.Fernandez has explicitly stated that “formations
of groups cannot pay for itself ... these interventions therefore will have to be
provided by NGO:s (in an internal note to the staff of MYrapA). One could
therefore say that if NGOs are willing to bear the cost of investing in groups,
the model should be able to run on its own steam. This also precludes the
bank promoting SHGs under the assumption that the process of SHG
formation and training is intensive if quality was to be achieved. There are
arguments that the cost of SHG formation has to be paid by the bankers and
it could be recovered in due course, but MYRADA did not believe so.

L Sanghamithra model useful to us for large scale replic

ra ation of micro
[ndia” asks M.S.Sriram; he attempts to provide an answer:

The second issue is of intermediation by an institution like Sanghamithra. It
is evident from their performance that there was space for an intermediary
organisation that could pay for itself. The question of whether this should be
membership based or externally induced is open. Possibly there is scope for a
federal organisation of the SHGs to eventually operate in the place of
Sanghamithra. That form is left to individual preferences, but it might be
difficult for other promoters to get a tax-exempt, micro finance company to
operate, since a part of whether certain objects of the entity are tenable as
charitable activity or not, are tax exempt or not are subject to open

mterpretations. The precedence of Sanghamithra can be used by other
organisations.”

(Building Bridges between the Poor and the Banking System” M.S.Sriram )

Apart from the possibility of others replicating the Sanghamithra model, MYRADA
Supported by Sanghamithra Management, also intends to promote similar MFIs in
the three Southern States of Karnataka, Tamil Nadu and Andhra Pradesh and to
<t up a Fund Management Company to co-ordinate and supervise these MFIs. A
teernor B.apk Officer who had availed of the Voluntary Retirement Scheme, with
OH?“alltles and skills required was identified; the preliminary steps to set up a
e ia“YhWeFe taken. The plan was to set up the Fund Management CL‘TIpHIW
a“’la?alz .at it could in turn set up other Sanghamithras in North am‘l Central
of the C a, h?we\;er given the set back the plan received due to the closing dk:awn
o follov: [tllidlan Bilateral programme, the Fund Management Company may have
€ setting up of other MFIs or hopefully, the two can progress together.

Nan . A
Y Case this delay has resulted in MyrRADA having to continue to play a major role

[
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in supporting SRES and in promoting new MFIs along the same g Y
> ; | have taken over and hopef, _ ich
anagement Company would have take and hopeful| .V the
Funicl Manag y will Withiy 4

next two years.
Fund Management Company (FMC)? Myrapp _—
Management believe that the functioning of any Financial Institutiop g, 15“1.
supervised regularly, apart from the audits required by statute, Monthly m: :
should consider and assess progress and compliance as well as identify devi:rrmw
aknesses so that timely corrections can be made. Schedule( B.rn.lr_..,
have this practice. At present SRFS has not incorporated this practice j;nk
management structure. Quarterly meetings of the Board are expected to fyfj rflfl.
function. While these quarterly meetings may be adequate at this time, wher, r}l].‘
Board Members are in close touch with SRFS and the MFL is still small, the; -@-:ﬁ
not be adequate when the situation changes. Besides regular monitoring ./
hical areas and of new initiatives, periodical compliance auh:ijt_;
RFS is complying with the rules and procedures, are require:
The reports generated will also serve as a basis for future plans. At present this role
is fulfilled sporadically by outside Consultants. The Fund Management Compary

is expected to take over this role of regular supervision.

Why set up this
|£| ha

or emerging we

particular geograp
to assess whether S

There are also other roles that it will have to be taken on by the FMC; for example.
in India and abroad to get the bes

initiating contacts with financial institutions
t needs of the several MFIs so that

terms possible for credit, balancing the credi
idle funds are kept to the minimum, holding repayments from the various M
which the original donor provided as loans returnable to an Indian institucer -
the last grant from CIDA which did not materialise, adopted this model; it v
meant to be a loan to Sanghamithra returnable to the Fund Management Comea
for on lending to new Sanghamithras. The FMC would help the MFIs to inm‘duffl
new and innovative products and mechanisms, to train staff and to network amrs
the MFIs under its supervision as well as to foster wider hetworks with othe®

. s . v b“[ :i'hl
Should SRFS morph into a full-fledged NBFC? The question 1s easily P{:' o ol
implications are enormous and as is customary there are two opinions: Lf;f by
opines that SRFS has the entry level capital required to become an

not go ahead? This would raise its profile, draw respect from the set of i

cro Anakt
1 _|I‘
ybilise credt

experts who tend to disparage a not-for profit MFI, allow it t e gl (e
lower cost and improve its liquidity position; it would also bring SR Lu L NBE
es "

Ip stress
a new ype ¥

osls. l

att

close “watch” of regulatory institutions. The other grot
would require a different structure and culture as well as
WU,Uld take time to put in place and would entail start up ¢
gigfli-fmt th"_“_’ 1“ spite of SRES’s achievements, there 15 & ““ idence
Stab'l'l s ?b ll. still has to prove itself; there is also lack of '“f" o Thes
presL:: ;t'l;:}: 15frequircd to attract and keep deposits event h'”.““c‘d‘ ‘
negative im actt)' ;Lll;ﬁ\muu.m’ which, even if false, are easily tltm},ug!ilwﬁ-‘*“ i’
with the casi ﬂ’ S s too small and does not have atifht rt:55l] ¢ L'l,.l.,m-'..‘-'
profit institut; 01.w required in such eventualities. Further, t¢ 5 per 1%
stitution like a NBFC to grow and to compete aggressive y with

\’U“ » kL':.LI

.
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ate conditions for
- ho matter from which
ability to move in an ot of

an Al 1S . : Fhis group also points our
hat the plan to set up severa Sanghamithra’s and a Fund Management ( ompany

would ensure that the service area of SRFS grows and that adequate control and
ponitoring is in place. The discussion will continue.
¢ {

. tions would be a total reversal of SRES's original missio to cre
mb“, or to access credit quickly, easily and transparently
-rh‘-: 'E:niun, The pressure to grow would also undermine s
inst! ,in response to changes in the Banks performance.

Since the inception in 2000, the annual interest on loans advanced by SRFS to
E:,\Gs in the rural area has remained at 12%; with additional service charges, it
amounts to an effective interest rate of 14.23% This figure was arrived at based on
the cost of credit which was expected to average around 3%, NPAs expected to be
less than 2% and transactions costs estimated to be around 9%. The other major
factor that determined this rate of interest was the prevailing rates of RRBs during
2000-2001 which averaged around 14% including service charges. SRFS was
expected to be competitive by providing better services, by offering larger loans
than the Banks were willing to advance and by adopting flexible policies in response
to people’s needs. The Bankers willingness to advance loans to SAGs was enhanced
not only when they realised that the repayments were good —above 96%, but also
because such loans were classified under the priority sector portfolio which enabled
them to reach official targets and opened the way for expansion in urban aress.
This sharpened the competition between Banks and SRFS during 2000 and 2001

onwards. However, with interest rates being comparable and with the better services
that SRFS offered, the SAGs preferred to establish a relationship with SRFS.

From 2003, the situation began to change, particularly with reference to interest
rates levied by the Banks which fell rapidly to 10% and in some cases even lower,
while SRFS continued to remain as before. This had an impact on the number of
clients that approached SRFS; several SAGs shifted to the Banks which also became
more active in approaching the SAGs. However, the SAG members and SRES
soon realised that banks began to levy higher transaction costs, including higher
ommission and discounting charges; these costs differed among Banks and even
among branches of the same bank and often between individual clients. Bankers
began to restrict the days for SAG transactions, often to two in a week; several
branches refused to issue cheque books to the SAGs, several delayed to credit the
repa‘!ments from the SAGs to their bank accounts; in gﬁ'[lt‘l'ﬂl their attitude towards
a?d Interactions with SAG members began to change for the worse. The comments
e o ot e ko . b
majo, Shiff micro ﬁn;ance portfolio looks attractwe- OL :‘-nw‘i “mé i ke e
i”"estmem In operating pr(?cedurles...th? Bank.s mag ' t; = is o small pat of the

ank o m'tErnal re-orientation... since micro m;‘u ey k: e I the

Porttolio, it does not make sense for the bankers to make challg

g - . procedures of
icrzdfl-l '¢s.... The Bank staff get transferred, ... unfortunately tll‘lt F"f‘.;.'“ Ij-imbers
Nance gr . o 1L nread it across all sta :
€ so uni s difficult to spread 1t @ : ,
“herefy,, que that it is p Jmme in a given bank

€ we find that the success of the SHG linkage progr

IS "The bankers are used to

IS0
n dependent, not system dependent”, and further ..
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operating from counters .- the SHG model is decentralised...; and he conclyg,
“the margin ofpmﬁr is not pl-oi"l('ll‘t'i{')l'l'.lI'C to the time spent with the SHG memhers‘* I.
As l . SAGs returned to SRES. The bottom line however is that the inte

aresult, many < § ot P SRR g
rates levied by Banks has fallen to 10% and below, while thato S has rem
12%. This difference is visible, unlik
SRES staff have to answer which leaves themata disadvantage. Transactions
wships — where SRES has a competitive edge — come later.

Al
o the transaction costs and is the first quesy;, ;::}i‘:r
sty
and relation
What of the future? The Reserve Bank of India has said that it will pursue an intereg
rate environment that is conducive to maintaining the momentum of growth ,, i
macro economic and price stability. The general consensus is that the fallin inere,
rates has bottomed out, even though there is ample liquidity in the system. There ar.;
also emerging signs, abroad and within, including industrial recovery that will teng tr;
push inflation upwards; interest rates will follow. Therefore, while in the short ter,
interest rates may still be held as they are at present by Banks, partly due to polii
compulsions, they may not be able to hold them down for long. The pressure to boos
the bottom line is also pushing Banks towards larger commercial loans. Besides, lending
to SHGs is no longer the “in thing”. The first question from visitors and Senior Officer
to Branches is no longer “How much have you lent to SHGs!”

How will this scenario impact on SRES? In the short to medium term, SRFS is nit
inclined to lower its interest rates. However, the final decision will depend on the tené
in the responses of the SAGs who will balance the current problems they are experiencé
when they borrow directly from Banks, with the higher interest rates of SRFS. SAG
response will differ from area to area, depending on the attitude of the branch man<:
the distance to the bank and other associated factors. The problem area that SRFS hus
to manage on an on-going basis is its dependency on banking instruments sinc¢ ik
a clear policy not to deal in cash. This dependency forces the SAG menmbers 08
with the Bank even though they decide not to borrow from the Bank; ital
extra transaction costs to SRFS which the Banks largely absorb when they le
to SAGs.

sQ res ules
lld di-rfc 8

hich will de

The relationship of the Rural and Urban programmes is another area ¥ Th v

attention in future. SRFS, as it very name implies, focuses on the rural mi-l...
and continues to be MYRADA’s mission area. However MYRADA also ”“fl_ l,b :n;u"-\”"
needs to respond wherever poverty and oppression is evident. The Crt.‘dlll s« o
the urban area is one example, where interest rates are so high that "Mwnt‘ Jiffict
by those who borrow daily to support their livelihood enterprises is t"“”"m" T
notimpossible, often resulting in a negative cash flow. Howeveh = .“‘ ; i

on staff who could take the lead to start and sustain an uba® Lhml-m s
Ramesh Ramanathan, being particularly interested in cban developm™t s

s
the lead in initiating the urban programme and continues t© 5%

pat ™

]

por! sk

A

Building Bridges between the Poor and the Banking System.
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¢hand development. He also contributed 50% of the costs to construct an office
ywih |

r the Sanghamithra Urban Unit. Rohini Nilekani provided a generous grant with
ttwl- o ) : ) . 5 r - - -

h to begin loaning operations. MyRADA initially supported the urban programme
dentify and train the urban NGOs in forming SA( is; thie infetstive to

as then fully passed on to the Urban Unit.

Wl'll"( .
by helping tO 1
continue this w

The Rural Programme linked largely with SAGs formed and trained by MyranA
Juring the first 2 years and then included SAGs formed by other NGOs and under
Government programmes like Stree Shakti, often after supporting their capacity
building. The Urban Programme works with SAGs formed by over twenty NGOs,
many of whom had no experience in SAG formation and micro finance before comin g
in contact with Sanghamithra. This difference, coupled with others that arose due to
the urban situation, required that the Urban Programme come up with appropriate
strategies and supporting systems, which it is doing on an ongoing basis. The cumulative
loan portfolio of the Rural Programme as on March 31 2004 is Rs.161,596,000/- and that
of the Urban Programme is Rs.42,100,650/-.

The Urban Programme Office in Bangalore has created a network of its partner NGOs
in the city — largely working in slums and in peri-urban areas. The Rural Programme
has its office in Mysore. The CEO of Sanghamithra is the overall head of both
programmes in addition to being Head of Operations of the Rural Programme, and is
based in Mysore; he works closely with William D’Souza who is one of the two Vice
Chairs of SRFS and is based in Mysore. The Urban Programme has a separate Head of
Operations who is based in Bangalore and reports mainly to Ramesh Ramanathan who
isalso Vice Chair of SRFS. This arrangement worked reasonably well during the period
that the Urban Programme was taking off. However, as is to be expected, the differences
in the strategic requirements of rural and urban areas, as well as the way in which the
two teams have developed due to their distinctive environmental influences is reaching
the stage where the nature and timing of decisions taken in one context are not always
appropriate to the other. In the future, it is logical that this will raise issues related to
Organisational management to which increasingly more time will have to be devoted.
Tosome extent, the Chair of SRFS plays a coordinating function, but this is not his/her
role, besides which, the function will require far more time as the two programmes
Stow. The issue of coordination between the two programmes was already identified as
4Potentia] risk by M-CRIL in its rating exercise conducted in 2003.

f:pdtfaz(: really require M-CRIL to point out this fact; even at the time nt‘sturtiig urbn.n
Would hi:& Sflflch a situation was anticipated and it was agreed thar.tfl\: ;1: an 111[1&1:
Tight typee (f) o a SePafate legal entity as soon as it was confident that it a.: f-\.n::t e
- decig ;lnstltuFlonal format to suit its culture am‘i uppmach.n No tl[;.l{t llj;ii :: ! .in
Aound ﬁvee » but it had made a reasonable projection that this \T)Tu : 1: l_tmmes
angh e T‘huS, if matters go according to plan, the rural and urban progrz
Shamithry vl separate by 2005.

[
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ECONOMIC ANALys;s AND PUBLICATIONS
DEPARTMENT

Ref.No.NB.EAPDM 434!H&D!F'ro'
.56/97-
24 October 1987 : %

02 Kartika 190g(g)

NABARD, Mumbai
R&D Fung Divisign

Shri Aloysiys p. Fernandez
ecutive Director
MyRapa

Bangalore

Dear Sir,
Sub: Request for fina
NABARD for Cr

Please refer o your letter No.15-1.66/86-4 dated August 29
Correspondence (c.f. ourletter No.NB.EAPD/1 074fR&D!Proj.56/87-
and discussions on the above subject. We advise that oyr sancti
lakhs to Myrapa to be

used as a seed money support to the Credit
to the following terms and conditions:

Ncial support from R&D Fund of
edit Management Groups

1986 and the subsequent
88 dated September 24, 1987)
on of a lumpsum grant of Rs.10
Management Groups is subject

1. Theseed money should

atime and depending upon the

gement Groups as feasible at
groups over a period of time.

, itmay be rotated among different

2. Theseed money provided to the Credit Mana
members of the groups to borrow f . /
Societies, Regional Rural Bank or Co through meeting margin
money/share capital contribution requirement,

i i the
3. Mvyrapa should maintain separate accounts of the seed money assistance provided from
| R&D Fund of NABARD and its uses,

4.  Statements of audited accounts and

og - bmitted
Progress reports on the overall project shuld be submi
to NABARD on a half-yearly basis.

; ; i ith reference
i ' der the project especially wi dars,
xperiences of the CMGs assu_sted un : oylondo
5. Lhi:n i{te;tiﬁggg:” F:)f savings, lending operations reducing dependen_tt:r:a Egnfsgoﬁpera‘“’e
iviti ’ rted linkage wi (RADA
. ties, management of funds, suppo : od by M
ecop?_rgslc ea':gn;;zd the lessons learnt therefore should be suitably document
societies, efc.
and furnished to NABARD annually.

forits
e BAHDand he
o the grant from NA nt of
rtake full responsibility for receiving nce amou ]
W e e Undhivmm should refund to the National Bank the ?Zlnad until such refu
proper lﬁ!llf"ﬁ}zz’i}ther not required or cannot be utilised for the projec
grant, whichi

o
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it should hold the amount in trust for the Nationa| Bank_

rant should not be used for any capital expenditure, includi :
bTEi‘Iad%g' purchase of land or any other fixed asset N9 construction of

The National Bank shall be entitled to depute one of more of
and/or the Credit Management. Qro_ups to verify the progress

nd if necessary suggest mOdIf!CaTIOnS in the approach or a5
fhe objectives of the project, which ghail be considereq by the
to the extent possible without gausung any loss or damage to
Management Groups. The National Bank shall algo have the r
to verify the books of accounts, etc. to ascertain t
provided under the grant.

its officars to the Mypap,
of the project at any time
ethodology or contents of
MyRapa and implemented
the Mvraoa or the Credit
ight to depute its officers
he proper utilisation of the funds

The National Bank shall have the exclusive right to utilise the
ject in such a manner as may deem fit. The MY.HADA shall not
gﬁ:'te outcome of the project without obtaining prior approval of

findings or outcome of the
utilise or publish the findings
the National Bank in writing.

i will be released to Myraoa in convenient instalments. The
The.amount ?fn%;illlosezré?r:gggiercem of the grant will be released initial ly and the remaining
T |nstqlme:e or more instaiments, depending upon the receipt of progress reports from the
;T::;: I:Lcc;icating utilisation of the grant to the satisfaction of NABARD.

iti may confirm accordingly by returmning
o the above terms and conditions, you : .
e ar;saegdre:oa;ﬁ; this letter duly signed by you, to enable us to take action for releasing the
the enc
amount.

Yours faithfully,

(M.R

Krishnamurthy)

Manager

Encl.

. i De uty Genera
'(E;r;l;fy forwarded for information and necessaryﬁigt;m:;_me 3
Bank, Indian Express Building, No.*, 0”999856/87-3'8 date
our letter Endt.No.nb.EAPD.1075/R&D/Proj.

As above

i tional
No.NB.EAPD/1435/R&D/Proj.56/87-88 of date | Manager, Nation

No.5324, Bangalore, in continuation to
0. A

d 24 September, 1987.

(J.C Mishra)
Deputy Manager
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PROJECT ProPOSAL FOR ESTABLISHMENT OF 4
FINANCIAL SERVICE

NABARD Bangalore, Letterhead
From Dr. Puhazhendhi

Introduction:

The concept of Self-

Help Groups has been widely recognised and has emer
for lending to the

gedasanew apprga
rural poor for their socio-economic development with active support fo;
Non-Governmental Organisations. Myrapa has already achi

eved the task of implementin
the credit management groups at the field level. The SHGs formed by Myrapa have registersq
significant improvement in terms of its socio and economic status. The initial consumpticn
requirements of the group members were met from their own savings and the qroup
members are now in search of economic activities to |

mprove their income level, The
concept of group pressure is working very well and the thrift habits have been encourages
The marginal Propensity to save by

the group members is showing a positive trend. Many
case study experiences revealed the positive impact of Self-Help Groups in rural upiifiment
;

Financing to the rural poor through self-help groups has been identified as 2 viate
alternative in the Institutional Credit Delivery System and NABARD is implementing e
pilot project with a specific objective to link the Bank with the Self-Help Groups. Dumng
the initial years of the pilot project implementation, many commercial banks and RRBs
came forward to provide financial Support to the SHGs. The experiences of bankers .P
financing these Self-Help Groups are quite impressive and the specific aspects ke
effective utilisation and better repayments were ensured for the Bank loan.

Need for a separate Financial Service:

o -Help Grous
2. Despite the efforts taken by NABARD, the progress of financing of Self-Help &

nel
by the banks is rather slow. Inadequate staff strength, lack of motivation b_y lh;g;
managers, rigid lending norms and their past experience in group 'e"d";glp Groups
some of the factors which restrict the Banks to finance SHGs. Many Self f the giow
formed by Myrapa have attained the stage of maturity in terms of agevithdxaw thef
savings, financial strength, etc. Hence, Myraba proposes to gradually Myra0a € o
Support from such groups. Apex group concept has been introduced m:,;s involv "‘f"fli
care of the interest of the Self-help Groups in the absence of MVT‘Aching l :.;
The withdrawal proposal of Myrapa is on the assumption that. the fmon. Ho“'ﬁ"er'r:gn
take care of the requirements of the groups in terms of credit SufPEJSOU groups V;redil
does not seem to be forthcoming at present. For example, out © ed

v
have 1€cé

are mature enough to absorb credit only less than 200 groups

Support from Banks.

5 \

L

N
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The above discussion brings out the fact that if My riana
Commercial Banks, ag at present may not be able (o g,
it is very much essential that a separate financial instit
ine benefit of the Groups, which were formed wit
MyRADA. This specialised Insllt.utlorjl would help the gr
and also help for group susta.unabllity at a long run.
conceptually the proposed financial service is not addin
structure. The existing institutional credit structure will
financial services and only the loaning operation will be
services.

withdrew from the SHGs, the
ppon the groups in full. H‘elnm
ution needs to be establishad fr)r
h the strenuous and efforts of
Oups 1o take care of their savings
9 more tiers in the financial
be effectively used by the
undertaken by this financial

objectiVES:

6.

The banking financial service is proposed to set up with
credit support to the SHGs organised by NGOs.
financial services are:

the overall objective to provide
The specific objectives of the

i. To carry out and undertake the business of financing and providing credit to groups
of persons belonging to the poorer sections joined together based on the concept of
SHGs both in rural and urban areas with active support of NGOs.

i. To carry on the business of consultancy and to provide needed infrastructural and
training facilities to group members.

ii. To receive money on deposit at interest and provide financial and other support to
the members of the groups.

In pursuance of the above objectives of the financial service may undertake one or
more of the following activities.

i. To organise, survey and investigation for assessing the scope and expansion of
existing rural industries and establishment of new industries for the benefit of group
members.

i. To formulate plans for providing required credit to the group members.

iii. To raise necessary funds for carrying out the objectives of the financial services by
borrowing or otherwise.

iv. To provide finance for economic activities relating to production, trade and business
undertaken by the group members.

v. To arrange for direct financing of the group members by the Commercial Banks and
other financing agencies and provide necessary guarantee to them, and.

vi. To undertake such other activities as are conducive or incidental to the attainment of
the main objectives of the financial service.

Legal Strength:

8,

The Proposed financial service will be a ‘Charitable Hegi_ste.red BOd);;wunF?:sretr:z
Companies Act, section 25 and would obtain required permission fromk_ eFinancial
Bank of India (as per section 45 of the RBI Act to function as a Non-Banking g
Institution). The unique feature of the financial service is having s.elf-héllpt‘:-](_)rf0 tlt:)e rural
S members. The entire surpluses will be distributed for the developmen g i
Poor through self-help groups. The advantages of the financial service
Ompany Act are:
‘ _ formed under
' It enjoys perpetual succession like societies and any other company o
i 1 iacompanies Act 1956.
ot N OWn property in its name
li, . ; ini : i
iv It can contract and defend legal proceedings in its OWN "a”.qes Act, 1956 governs it.
v. ?e affairs can be carried out more effectively as the Companie '
i here is no personal liability attached to the members. lv to this company due to
'Y Provisions of the Companies Act, 1956 do not apply

s .
Pecific exemption granted to it.
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Sourc
o, The SHGS m.ganisod by the NGOs form the members of the financial
funds from the following sources: '

ce may raise
onsoring institution and from other organisations

d miscellaneous fees.
nd refinancing facilities from the Government

es of Funds:
G0rvice
e

financial servi
Contribution by sp
Admission fees an
Loans, subscriptions a
Financial Institutions an
Deposits from members, insti

I
i
iil.

d Government undertakings.
V. tutions, corporations, companies and

the Government.
V. Subsidies and grants from Central and State Governments and any

other donor agencies.

Operational Aspects:
10. The company shall be managed by a Board (maximum of 10 members). The constitut,
) Ion of

the Board may be:
Chairman

Vice Chairman
Project Coordinators from Myrapa Projects (2)

Members from Major Banks (2)
Members from other NGOs and similar bodies (2)
Member from NABARD (1)

Managing Directoron a full time basis (1)

'g;: Chgirman of the !Bfaard will be the overall in-charge of the financial service and the
rd will take all decisions relating to the policy. The organisation shall be administersc

and managed by the Managing Director.

11, The Head Office of the Financial Service will be in Bangal
fqr an initial period of 3 to 5 years. The staff strength at th
\Slzre;ﬁ:;tls Ct)hfgcer, 1 Typist cum Steno, and 1 Maintenance staff, besides the Managng
Operatic;n y: M}; i aresa of operation of the Financial Service wil be confined tothe area®
extenciedtoomera[:; ( Lates of Andhra Pradesh, Karnataka and Tamilnadu) and wil 0¢
s i :LS as:d on the business potential available. To start with the Finaﬂ‘ﬁ:

el ol pportto 5 of the selected project areas of MYRADA and each proi

one credit manager who will undertake the credit operations

supervision of the Project Officer.

NO Ok wp

ore, affiliated to the Myrapa Office
e Head Office will be 3 members,

be operale o
ques. Demand Drafts: ¥
nancial Service ?
ion. For examPe:
odal account ™

12. The entire financi -

i :2?:511' serice from Head Office to the SHGs wil
Transfer facilities will b s avaliable with ihe banks such as che
S ard dlaoit recofe:rjfr?:i:)r smooth flow of the fund from the Fi
Head Office will have a mai stalments from the group to the institut
budgeted amount for | in aecoum and the Project Office will have &
through giving instruct(') an disbursal will be transferred from Head Offic@ 10 the 8L © e
54 sanotioe aars f|ons to the Bgnk. The Credit Manager at the Project level wil apP'™
Coordinator and the sor S-HGS with active support of the Project officials an Nodd
Account in the project anctioned amount will be credited to the SB Account fro™ W HG
willinstruct its bankers?rea by giving necessary instructions to the Bank. similarly “f’n;m'
from the SB Account of ::: repayment of the loan and the specified amount Wi ; ::;cw”‘
orto the Head Office e SHG to the Financial Service account either ©° the N -
idea to have smooth :Cflount_ The above mentioned proceduré is conceV .

Ow of funds without using any currency and alsot0

monitoring s
ystem thro .
ugh preparing periodical statements at different levels:
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viability:
inancial Service may provide credit to

m;; tf\e initial contribution of Rs.20 lakhs Shi’;:i’jx;ir:] 21':)3‘50 lak

from MYRADA and other donors free of interest, the r'amai::r:he group memb

mquiraments whibe me! b}f NABARD, Government of India alm:cil 05:1? s -and

interest ate. # oo indicating the fund flow and also the e f rmejort

I he period of 5 years s enclosed. The profit receivedillthe 5 o ofine

be kept in reserve which will be used for the ben:ﬁta ;ffi::‘; roof the Fi:anciai
ups after five

97

13.
hs per year |t IS expected
ers as well ag
also the future
anks at reduced

Ome genaration

gervice will
yearS.

Major jnnovations:

The proposed financial service distinctly differs from oth ing inatit ,

* havi::g SHGsas ts members and the credit assistanc: :\Eﬁlg':f;itl;l:’gt::ooi;sl Talnw through
The merit of informal credit sources such as timely and adequate credit flow a:d Olthe groups.
lending norms followed by formal credit institutions will be appropriately EEE Sc’en:ﬁc
geveloping the appraisal system and loan delivery in the financial service. mherlgp:c;;i
innovations are-

a Exclusive focus on the very poor through SHGs. .

b. Flexible lending norms

c. The banking atthe borrowers doorstep.

d. Timely and adequate credit.

e. Close supervision of the borrowers and their activities.

i Better awareness of lending rules and procedures by borrowers.
g. Compulsory savings.

h. Active participation of borrowers in open discussion.

i. Vigorous practical training both for borrowers and staff members.

j. Noinfluence from any quarter entertained.
k. Adopting group pressure for recovery rather than cohesive methods.
rmal and both loan disbursement and recovery

the field level staff of the institution. Many
will be offected keeping the

5. The functioning of the institution is totally info
will be effected at the borrowers doorstep by
innovations in loan appraisal, disbursement and recovery

borrowers benefit in mind.
s/d
(\'-PUHAzuENDm) NABARD,BANGALORE OFFICE



Annexure 3

Sanghamithra Letterhead
Comorate Office:

916, 8th Main, 3rd Stage Gokulam
MYSORE 570 002. Kamataka.

CIRCULARNO.44

Sub: Housing Loan

Sanghamithra would like to introduce a new loan scheme to enable group memb

housing loans, which will be effective from 14" November 2003 on the occasion of
Day”.

€rs 10 avaj|
“Children’s

This loan scheme can be availed by the groups who have already availed general group loans
subject to regular repayment of the existing group loan.

This scheme is called “Sanghamithra Griha Nirmana Loan Scheme”.
Salient features of the scheme:

1. Purpose of the Loan:

i) Site purchase

i) New house construction

iii)  Repairs to existing house

iv)  Extensions/renovations to existing houses
V) Construction of bathrooms/toilets

vi)  Creation of workspaces within the house.

2. Eligibility Criteria;

i) The group should have effectively functioned for a minimum of 3 years.
i) The group should have availed and repaid loan either from SBFS or
other Financial Institutions at least twice before availing housing loan.

3. Amount of the Loan: 1 50,000 F¢
The loan will be for a minimum sum of Rs.75,000/- and a maximum tofaﬁrf{.n'imum jimito!

group. The loans within the group to an individual member is subject ?\ould avail the 04"
Rs.5,000/- and maximum of Rs.30,000/-. Atleast 5 persons inagroup s

4. Period of Loan: yment of intere

3 Years including moratori7m period of 3 months plus upto 6 months for repa

On an even basis,

S. Interest:

ure
)
pre

i . hamithrd
Rate of interest will be 12%on reduced balance basis as per the Sang
6. Service Charges:

Service Charges are as

- follows:
ont as fo
applicable to the general loans payable uplr
1= Year 2%

P \
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ond Year 1%
g Year 0.5%

7 Repﬂ‘y"ment: .
: s aniB repayable in 3 years. Monthly repayment will be Rs.5000y/-

for a loan of Rs_1 50,00
which will proportionately come down depending on the size ofthe | A

oan.
Hepayment Holiday:

Repayment holiday of 3 months are allowed from the date
of the loan. The amount should be utilized within 3 mont
completed.

of disbursal of the first installment
hs and the construction should be

9. Security:

Clean, but a copy of the record of right is to be submitted to

Sanghamithra which should not
bear any other encumbrances.

10. Other Conditions:

(i) Group should ensure that all documents relating to the house/land are to be inthe name
of the borrower or spouse and disputes if any are to be settled by the group itself, which
in any way should not effect repayment of the loan to Sanghamithra.

(i) Average repayment capacity of the members to the §
more than the average repayment per month to SRFS
loan.

(i) The borrower of housing loan should not have defaulted to the groups at any time.
(iv) Groupis entirely responsible for the repayment as in the case of other loans

(v) Group should ensure that the individual members or Spouse are not having any liability
with any other Financial Institutions.

HGs of existing loans should be
by the group inclusive of general

(vi) The group should maintain a list of borrowers purpose wise (as mentioned above) location,
site amount of loan to each member etc., under Housing Loan Scheme.

(vi) Sanghamithra will have the right of access to inspect assets created out of the loan

proceeds availed by members and to verify documents related to the property, obtained
by the group to create charge.

(viii) Sanghamithra will have the right to recover the loan amount from the group either partly
or fully if it is found during inspection that the asset is not created or the work is not
completed within the holiday period of 3 months.

(i) Until the closure of the Sanghamithra Housing Loan by the group, members/spouses
should not be allowed to alienate the property to third party by sale , mortgage and pledge
orinany other direct or indirect manner.

&) Allother rules, regulations and procedures existing or that may be amended from time to
time by the Sanghamithra Board in future will be applicable to this loan scheme also.
Allthe Statf
SaMe with the
COFI’eetly_ Any
and improve
sd/-

embers are hereby required to go through the circular properly and implement thet
true spirit of the scheme and explain to all the stakeholders eacr? and every aspec
doubt or suggestions may be directly referred to Corporate Office for clarification
Mment of the scheme and make it a grand success.

S.MA .
o diga

hiet Executlve Officer
Eng): 1
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(Repayment Schedule for a loan of Rs.1,50,000/-)

Date Particulars  Debit Credit g::::nq No. of
il Momhs
Repﬂvmam
10 Nov 03 Disbursal 150000 150000
30 Nov 03 Accrual 838 150838
31 Dec 03 Accrual 1509 152347
31 Jan 04 Accrual 1524 153871
29 Feb 04 Accrual 1539 155410
15Mar04  Repayment 5000 150410
31Mar04  Accrual 1505 151915
15 Apr 04 Repayment - 5000 146915 -
30 Apr 04 Accrual 1470 148385 o
15 May 04 Repayment - 5000 143385 2
31 May 04 Accrual 1484 144869
15 Jun 04 Repayment - 5000 139869 3
30 Jun 04 Accrual 1449 141318
15Jul 04 Repayment - 5000 136318 4
31 Jul 04 Accrual 1414 137732
15 Aug 04 Repayment - 5000 132732 5
31 Aug 04 Accrual 1378 134110
15 Sep 04 Repayment - 5000 129110 6
30 Sep 04 Accrual 1342 130452
15 Oct 04 Repayment - 5000 125452 7
31 0Oct 04 Accrual 1305 126757
15Nov04  Repayment - 5000 121757 8
31 Dec 04 Accrual 1268 123025 -
15 Jan 05 Repayment - 5000 118025 #_f___-—f '
31Jan05  Accrual 1231 19286
15Feb05  Repayment - 5000 14256 10
28 Feb 05 B Accruél - 119_3 ) - __175449 _
15Mar0s Hepaymem w 5000 110499 i
31Mar05  Accrual 1155 o 111604
'SAPTOS  Repayment - eoo0 106604 L
30Apros  Accrual 117 N ~ qo7721
15Mayo0s Repayment . 5000 102721 .
w&_ _Accrual 1078 103799
1'-53.‘110_5___ Hepavment . 5000 98799 ® 5
30 Jun 05 Accrual 1038 = ) 9933//

b
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—— particulars  Debit Credit Closing No. of .
Do Balance Months

- SR o Repayment

joauos _ PRepaymen - 5000 osy
= Jul 05 Accrual 999 98w )
15Aug05 Repayment - =0 ek e
31Aug05  Accrual i e IVIWE S
15 5ep 05 Repayment - 5000 86795 17
30 Sep 05 Accrual 918 87713
15 Oct 05 Repayment - 5000 82713 18
31 Oct 05 Accrual 878 83591
15 Nov 05 Repayment - 5000 78591 19
30 Nov 05 Accrual 8360 79427
15 Dec 05 Repayment 5000 74427 20
31 Dec 05 Accrual 795 75222
15 Jan 06 Repayment 5000 70222 21
31Jan 06 Accrual 753 70975
15Feb 06 Repayment 5000 65975 22
28 Feb 06 Accrual 710 66685
15 Mar 06 Repayment 5000 61685 23
31 Mar 06 Accrual 667 62352
15 Apr 06 Repayment 5000 57352 24
30 Apr 06 Accrual 624 57976
15 May 06 Repayment 5000 52976 25
31May0s  Accrual 580 53556
ISJun06  Repayment 5000 48556 26
0un06  Accryal 536 49092
ELJE_'P?__ Repayment 5000 44092 27
?-;-i.‘lij'_‘lsé____ﬁtccrual 491 44583
mzoe_________aepaymem 5000 39583 28
chma' 446 40029
Wmmem 5000 35029 29
v Accrual 401 35430
2% _ Repayment 5000 30430 30
3

Oct
15 Nov?:.z Accrual 355 30785
Repa 25785 31
30 Noy % Payment 5000

Sbgge——Acorual 308 49063

' 6
l wt - —

Accrual 261 21354
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Date particulars Debit Credit Closing "
Balance Montha

- _ — N o Hepﬂymem

15 Jan 07 Repayment 5000 16354 .

31Jan 07 Accrual 214 esem
-1_E:Feb 07 Repayment 5000 11568 ?

28 Feb 07 Accrual 166 11734 —_—
15 Mar 07 Repayment 5000 6734 B %
31 Mar 07 Accrual 118 6852 —

15 Apr 07 Repayment 5000 1852 ——

30 Apr 07 Accrual 69 1921 s :
15 May 07 Repayment 1921 0 57

TOTAL 36921 186921




Annexure 4

SANGHAMITHRA RURAL FINANCIAL SERVICES - RURAL pRoECT
ORPORATED UNDER SECTION 25 OF THE COMPANIES' ACT, | qos
i COMPANY LIMITED BY GUARANTEE

BALANCE SHEET AS AT 31st MA RCH, 2004

___h___——————.___.
o SCHEDULE | 31 .03.2004 31.03.2003
) | NO. Rs. Rs.
SOURCES OF FUNDS:
Reserves & Surplus
' 1 30,783,046 30,009,618
i serve ; ] o

Casg?‘lsﬂsund - Care India, New Delhi 2 705,099 1,830,424
g‘lemme nt & Training Fund 3 953,073 300,000
Anniversary Celebration Fund 4 101,000 =

32,542 218 32,140,042

= | 9, 8004
Secured Loan :
Comoration Bank Cash credit a/c % 1,729,361
(On Security of Fixed Deposits)
NABARD, Bangalore 23,36‘2,500 1 3,900,000
Secured against Book Debts)
Canara Bank - Overdraft a/c 19,143,227 -
(Secured against Book Debts) 42,505,727 | 15,629,361
Total 75,047,945 47,769,403
APPLICATION OF FUNDS:
Fixed Assets: 5
Gross Block 1,970,722 1,620,267
Less: Depreciation 1,040,588 893,885
met Block 930,134 726,382
vestments - =

Current Assets Loans & Advances:
A. Current Assets 6 15,356,171 5,958,952
B. Loans ang Advances 7 74,521,329 | 42,502,300
- _ 89,877,499 | 48461252
Neis  Current Liabilities ang Provisions 8 15,759,688 | 1,418,231
M? Current Assets 74,117,811 | 47,043,021
Tost:?“aneouse Expenditure - | 2
e 75,047,945 | 47,769,403

F
Orand on behalf of the Board

As per our Report of even date

For Hariharan & Co
Chartered Accountants
(Aloye;
Cha!;:rl::: . Femandez) (William D'Souza)  (Ramesh Ramanathan) (H. Ramachandra)
Vidya Vice-Chairman Vice-Chairman Partner
a
Di%am&t:handran) (Yasmin Master)
(S m Director
l':I'nlll.-tMig"'J‘) . Bangalors
E“ecuuv, Officer (Cecil Lazarus) s A

l Head-Operations
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SANGHAMITH

RA .
INCORPORATED Unii URAL FINANCIAL SERVICES - RURAL PROJECT

NDER SECTION 25 OF THE COMPANIES' ACT, 1956
COMPANY LIMITED BY GUARANTEE

INCOME AND EXPENDITURE ACCOUNT FOR THE YEAR ENDED 31st MARCH 2004

SCHEDULE | 31.03.2004 | 31.03.2003
No. Rs. Rs.
IN E
Charges Collected from SHGs 9 8,359,356 4,822 208
Interest & Other Income 10 766,871 489,055
Reiceived from - CIDA DID 151,000 30,360
G | 9277227 | 5341619
EXPENDITURE:
Remuneration and Benefits to Employees 1" 1,332,557 943,029
Repairs & Maintainance 12 47,056 33,665
Operational & Administrative Expenses 13 1,751,880 1,504,162
Financial Expenses 14 2,524,165 785,491
Depreciation 173,239 182,762
B 5,828,897 3,449,109
Surplus Before Provisions A-B 3,448,330 1,892,510
Less : Provision made against Financial 1,373,902 546,995
Assistance portfolio
EXCESS OF INCOME OVER
EXPENDITURE FOR THE YEAR 2,074,428 1,345,515
Less : Appropriations : 061
Development & Training Fund 1,200,000 -
Anniversary Celebration Fund 101 000 746,454
773,428 '
Less: Excess of Expenditure ove 1,004,236
Income brough forward from earlier years (257, 782)
Surplus/Deficit Transferd to Capital 773,428 [
Reserve . Asmn of gven dat®
For and on behalf of the Board For Hariharan & C0
Chartered Accountan®®

(Aloysius P. Fernandez) (William D'Souza)

)
.haﬂdl il
H. Raméav
(Ramesh Ramanathan) Lanner

Chairman Vice-Chairman Vice-Chalrman
(Vidya Ramachandran) (Yasmin Master)
Director Director B,ngalﬂf;om
I
(S M Adiga) (Cecil Lazarus) ond JulY

Chlet Executive Officer Head-Operations

Y =
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Assessment no.
Assessment date
SHG code

Name of the SHG:
Full Address :
Village :
Taluk :

District :

Annexure 5

SANGHAMITHRA RURAL FINANCIAL SERVICES

Assessment Formats

Questionnaire to Assess a Self-Help Group

Pin Code :

Post Office:

Telephone :

CATEGORY 1 : PRELIMINARY
SCORE TICK(+)

QUESTIONS- A
SCORE GIVEN
1.1 Age of the Self-Help Group
a. 2 years and above 8-10 ]
b. Between 1 and 2 years 47 []
C.Less than 1 year o3 [ ]
1.2 Genuineness and Awareness
:Vhé;f Was the purpose of forming the group?
- '0organise individual members/ group/
; C;Oqlmunzqz for economic activity 8-10 D
+ 9lInculcate saving habits and avail need
based oans 47 []
C.
To take oans from NGO/Gowt. 03 []

1.
3 Levgy of Savin gs

The formuyja ¢ be

Where

SA

= 8Ctual gay; ngs

Used to assess the level of savingsis SA "1

S‘NﬁM

-
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g = monthly savingsimember as promised/planned by SHG Ch
N = number of members _ _ _
M = number of months elapsed since inception
Of the group/or the last three years whichever is less

If the result is

a. 90 percent of above 810 [ ]
b. Above 80 percent but less than 90 percent 4-7 []

c. Between 70and 80 percent 0-3 ]

1.4 Control Over Funds
a. Loansare sanctioned by all the members of

the group ina meeting 8-10 D
b, Loan decisions are takenby committee .
which includes some non-members 4-7 ] 1|
c. Loandecisions aré made by people other i
than the members of the group 0-3 ] |

1.5 Recovery Rate
Recovery rate (%) is calculated on the loans extended by SHG toiits members is follows !

Total amount actually collected/recovered * 100

Total amount due
Marks assigned as below:
Marks \
79 or less 80 0 '
80-90 10-20 !
91-100 22- 40 |

If the marks under category 1.1 to 1.4 are less than 24 of the marks under category 13

is 0, the interviewer has to stop the inquiry here. /
The total marks for the first category is /}/8’0_/,/
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Category 2 : Internal non-financial information
ity in membership
2.1 ofg::;: th; members who created the group
a. more than 90 percent are still part of it 8-10 [ i
. Ofall the members who created the group,
b. petween 70 and 90 percent are still part of jit 4-7 []
. Of all the members who created the group, -
C. less than 70 percent are still part of jt 0-3 D _
ularity
bs Dﬁﬁﬁg the last year, all the meetings scheduled
have been held 810 ]
a. More than 80 percent of the meetings have been o
held 4-7 D
b. Less than 80 percent of the meetings have been
held 0-3 D —
2.3. Attendance
a. More than 90 percent 10 D
b. Between 70 and 90 percent 7 D
c. Less than 70 percent 3 ]
24. Range of activities
a. The group undertakes also social/lobb ying
activities apart from the financial activities 810 []
b. The group undertakes only savings and credit
activities 4-7 I:l
C. The group only undertakes sa vings activities 0-3 D

2.5. Governing Structure
a. The leaders of the group are elected

democratically and rotated periodically 810 []
b. The leaders of the group are elected

democratically but are not rotated 47 []
c. The leadership is alwa ys cornered by the

Same members 0-3 L]

26. Literacy

a. 60to 100 percent of the members have

functionay literacy £10 | |
b. 3010 60 percent of the members have

functionaj literacy ¥ [

Less _than 30 percent of the members have

functionay literacy g L

27.8ey
*S€lf-rej
v ance

T
h’? Members of the group conduct meetings,

Mainta ;
2UNtain books and deal with outside agencies

W F
thout Supporting organisation S D

[ —
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p. The group

C.

A MICRO FINANCE [NSTITUTION WTH A DIFFERENCE

needs some support from the

supporting organisa tion in terms of accounting

and resources
The group i$ totally depending on the supporting
organisaﬂon for meeting, accounting and

resources

2.8. Financial Autonomy

a.

b.

Group pays for all its costs of operations like

stationery, meeting coStS; travel elc.
more than 50% of the cost, but it also

needs some external support
The group does not pay for its operating costs

4-7

8-10

0-3

add

80

second category IS

The total marks for the
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Category 3: Borrower Appraigal Informgy ion
-An N8 ]
” LO'-T f‘!ﬁﬂ:i:h;::::i :::: gﬂ (('; ,- ome of the mﬂnwirm conditiong Practiseeg whilg
";‘r'”: i:ﬂ ‘,;‘mﬂnmrm or asselt as quarantee 2
3:: E}iaibi!ff)f period betore availing a loan 2 l[ |
o sy‘stem of guarantor and co-guarantor 2 | I
d_} Clearing of previous loans 2 []
o) Proportion to the amount of savings of the borrower 2 ]
42 Distribution of the loans
. ) More than 50 % of the members have taken a loan 7-10 [ |
g ) Between 25 and 50% of the members have taken a foan 4“7 [
C) Less than 25% members have taken a loan 0-3 L ]
the loans
" ;”mfhzz 70 percent of the loans are for productive
purpOSes 7-10
b. Between 50 and 70 percent of the loans are for
productive purposes 4-7
c. Less than 50 percent of the loans are for productive
purposes 03 [
3.4 Interest rate
a. Variable depending upon the purpose,
amount or borrower 10 D
b. More than 36 percent 8 D
C. 24to 36 percent . 6 D
d. 12to 24 percent 4 D
e. Nointerest charged 0 []
3.5 Interest earned on savings
a. The income is shared by the members proportionally
lothe level of their sa vings 0[]
b. The income is added to the savings of the group ¢ []
¢ No decision has been taken about this yet ¢ L} ==
36 Savings History
Amount/ member/ month
& More than Rs.40 e D
b. Between Rs.20 and Rs.40 7 [ e
. Less than Rs.29 00 U —
o Tﬂgut;;: of the Savings Mobilised:
anced as a proportion of the savings 10 [
Above 100 percent o
* Between 5 +7 L
0and 100 percent g3 [ —
©Ss than 50 percent
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3.8 Funds Availability

Amount of funds |
a. More than 3 times the savings of the groups

p. Between 1 and 3 times the savings of the groups
c. Less than the sa vings of the group

3.9 Overdues on internal lending
a. The overdue is less than 5 p
b The overdué is between 5 an
advanced
¢ The overdue is more
advanced

than 10 percent of the loans

3.10 Records Maintained
Attenaance Register

Minutes Book

Loan Ledger

Savings Ledger

Cash Book

General Ledger

Bank Pass Book (group)
Individual Member Pass Book

@ =m0 Qah 5w

3.11 Quality of maintenance of records
a. Good
b. Satisfactory
c. Poor

ercent of the loans advanced 8-10
d 10 percent of the loans

T——

A MICRO FINANCE INSTITUTION WrTH A [y,
II'I'-H.I'\“
NCE

8-10 [ ‘
47 | ]
0-3 ‘ -

O O

4-7

(]

5
(R

00 DoOOOooogo O

|

8-10

i

The total marks for the third category is

-
—h
(=]
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Category 4 External non-financi

Level

mic
Econo al income per membei

Average i

, 1he income is 1ess than Rs. 10,000 8-10 | ]
, The income is between Rs. 10,000 and Rs.20,000 57 [ |
The income js more than Rs.20,000 04 | i
izl and Holding- No- of Members holding land
“ 4 Less than 80 percent &10; | |
p. More than 80 percent 5-7 A I
.. Every member holds land 04 [7]
g 'm?_:stzd #‘:—:: .:0 percentof the land isirrigated [ | 8-10 ]
Z: Above 50 percent of the land is irrigated 5-7 D
c. Allthe land held is irrigated 04 [ ]
4.4 Purpose of the Supporting Organisation/NGO
a The only purpose is promoting SHGs 810 [ ]
b. Promoting SHGS is one of the main purposes 57 [ ]
c. Promoting SHGs is not one of the main purposes 0-4 D
45 The organisation has been promoting and supporting SHGs for
a. More than 3 years 8-10 [ |
b. Between 1 and 3 years 47 [ ]
c. Lessthan 1 year 03 []
4.6 The organisation visits the SHG
a. Twice or more, a month 8-10 D
b. Once a month 4-7 ’:
¢. Less than once a month 03 []
4.7 According to the NGO, the creditworthiness of the SHG is
a. Good 810 [ ]
b. Satisfactory 4-7 D
¢. Poor 0-3 D

4.8
T:: Organisation s ready to provide some support to
gamithra regarding the operations with the SHG

: ou 6-10 [ |
- Yes with some incentives > D
G o o [

al information

The total marks for the fourth category is

.
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Category 5 External Financial Information,

5.1 Previous Experlences with Formal Credit Institutions

The group has already been linked to a bank for loans
a Yes _ &10 ]
b. No, but the group has opened a savings account 4-7 { |
c. No 03 [ ]
If the group has never been linked to a bank, the three following questions mys; be given the

mark 0

5.2 Amount of loans provided by the bank
a. More than 4 times the owned funds of the group 8-10 D

b. Between 2 and 4 times 4-7 D
¢. Less than 2 times :

03 []
o
5.3 Repayment rate on bank loans. The marks attributed to assess the
repayment rate is given by the formula (r-70/30)*10
where r: repayment rate on loans taken from bank.

Marks = Amount actually repaid to bank x100 - 70 x10

Amount due to the bank 30

5.4 Overdue of SHG with the bank is

a. Less than 10 percent of the funds advanced 810 []
b. Between 10 and 20 percent of the funds advanced 47 []
¢. More than 20 percent of the funds advanced 03 []

5.5 Awareness about Banking Procedures among Members
a. More than 80 percent of the members have already

dealt with a bank 8-10 []
b. Between 30 and 80 percent of the members have
already dealt with a bank 47 []
c. Less than 30 percent of the members have dealt
with a bank 3 [ —
I
The total marks for the fifth category is _,./-———/50)"'
TOTAL MARKS
Summary of marks 1 Maximum - __.__S_"‘offq-- -
Category 1 80 - -____,_-
__Category 2 — [ s |
__Category 3 | mw
__Category 4 g0 |
_Categoys | s
_ TotaiMaks [ 400 |
Pmr@atfsfaclow/G_®M;W;;JE .
Signaturé

Place:
Date:
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DEMAND PROMISSORY NOTE
As—
place: —
pate —
on demand I We
ointly and severally promise to pay p—
- (Ruypecs ) with interest at__
j:m/ compounded monthly for value received.
Name: 1. '
Affix
2. Revenue
Stamp
3
WITNESS
1.
2
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CE

RECEIPT CUM LINK LETTER

Received with thanks Rs (Rupees:

OrI|Y) frﬂm Sarlqh,‘.']m"hra

Rural Financial Services by Cheque/DD no. Dated (g
= 20 {date

of Cheque/ DD) drawn on e g (Bank
__Branch,on __ (date of receipt of F.A) being ire

Financial Assistance as per the document executed by me/us on

(date of execution of agreement,
Affix
Fa‘e. 1~
Revenue
Stamp
Date:
Signature/s of Borrower/s:
( Authorised Representatives) 1.
2
3.
Name of Borrower account :
F.A. No.
Witness 1.
2.

FA09/01



ﬂ]{c} {f
A M

Reagn. No
FA No

Appl Ny

Hapoat Gironp
SANGHAMITHRA RURAL FINANCIAL SERVICES

916, 8™ Main, 3" Stage, Gokulam, Mysore 579 002
SHG APPLICATION CUM APPRAISAL FORM

o For Office use only
pate. ——

- Credit Manager _
 SANGHAMITHRA, Unit.

D@_aTSir,

we.h for financial assistance for further extending loans to mem
app'y

We furnish below the necessary particulars.

(Name of SHG), hereby
bers of our Self-Help Group.

| PARTICULARS OF SHG AND FINANCIAL EXPERIENCE

1. SHG Code:

2. CM/CSAref:

3. Product code;

4. Full Address:

Vilage: Post Office:
Taluk: District:
Pincode: Telephone:
% OurBank Accounts are operated by
1. Smt./ Shri. B
(NAME) (DESIGNATION)
2. Smt/ Shij - ‘ -
(NAME) (DESIGNATION)
S Smt/ gy : -
(NAME) (DES|GNAT|ON)
b the year of formation
@0, of memperg atthe commencement of the group (state the y
e O, Female - Male )
g | o
Moo Members since joined No. of members since discontinu
C. o .
y elno, of members at present is : :Female ___
" Regg
t e e
e & Payments alc for the peiod _to

.



1Ib|

| =

Rscelpts

 Opening balance - cash
Opening balance - bank

Savings of Members

Membership Fees
Fines
Bank Interest

Loan Interest

—

Loan Recoveries

A Micro FINANCE INsTITUTION WITH A DIFFERENCE

Other uses

Payments
Loans given
SHG expenditure - Revenue

SHG expenditure — Capital

Interest repayments on taken loans by SHC

Savings withdrawn by members

Closing balance — cash”

Loans taken by SHG

Closing balance — bank*

Repayments of Loans taken by SHG

Grants received

Other sources

Total Total
8. Listof all agencies from whom grant was received
' Name of the Agency Amount Received | Date of Receipt
. Grant B
. Total
9. Particulars of loans currently outstanding to outside agencies:
E——
Source of Loan | Loandate | Amountof Loan | Outstanding | Repayment Repayment
Amtasof | periodicity | Amount
dt. . .
10. Saving history of SHG for the period _ .t ,
. - e . <avind
Year | No.of members | No.of months | Total saving of SHG Avg. MU“;Z?'
per memn

—

—_— — — i ——

oB

Total
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A .

ntemal lending and recovery of the SHG o the parieq 113
i1,

tn

31-?\'0 of |No.of | No of loan:
Ye |

i Loang
‘months | disbursed dish
mPn'lI‘rPl‘ﬁ| o | O ! I8bLrge

' 1 Internally 1 Rs

Loan

rnmvnry
Rs

| . rnr-”lff!rlf ;l'\
| |

Average (¢, !
I"r‘lur]lhh, i .m

R nn

OB

4

L

Total

|| INANCIAL ASSISTANCE APPLIED FQR:

Rupees —  _ __ Rs.
/Il REPAYMENT

————

We hereby undertake to repay the Financial Assistance as fo| lows:

a) Equated monthly / quarterly / half-yearly / annyaj ; irregular instaliments as scheduled
below.

installment amount: Rs,

e

No. of Installments:

Last Repayment date : i

A copy of the resolution to borrow executed by.all the members of the group authorizing us
interaliato borrow on behalf of the SHG is enclosed.

DECLARATION

We hereby declare that the
knowledge and belief.

ehereby authorize Sanghamithra Rural Financial Services, hereinaftercalld Sanghamitha,
to disclose all or any particulars or details or information relating to our Financial Assistance
/e with Sanghamithra to any other financial institution /govt. or any agency(ies) as may be
Considered necessary or desirable by Sanghamithra.

Sanghamithra may
the declarationg

particulars given above are true and correct to the best of our

disqualify us from receiving any credit facilities in case itis Pm\;:gt;"ﬂ'
of our outside borrowing made above contain misrepresentation of facts.

W“'h“ebydeda:ematwahavenobo:ms\dngstromanyomerageﬂcvoﬂmdﬂ‘mmm"“'
for the Same purpose, other than what has been indicated above.

s amithra.
We Undertake not to borrow from any other agency without the permission of Sanghamithr

i istance,
e hereby Undertake to pay at the time of the first disbursal of the Fm:,_::f:iia?:j;tad -
2:“""9 arges equivalent to 2% of the total Financial Assistance am

‘ 5 are spready
chgdyTar Of Part thereof over which Financial Assistance instaliment repayments
Uled,

Applicants Name & Signature
(Authes:

P|ac2?flzed reps) |

Date, '
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Note: * : Where closing balances on han_d /at bank are unusually high as at
particular date , please explain change, if any, in those positions subsequently

«+. Whereever there is sudden abnormality in periodic average recoveries, attach mc, "
wise recovery statistics and explain abnormalities, if any nth-

APPRAISAL REPORT
| have visited (SHG) and have inspected their working

2 Observations of Credit Manager:

Savings from members:
Rs.

Loan outstanding against members:
Rs.

Amount in default, if any, against members:
Rs.

Recovery percentage:

Cash/ Bank Balance:
Rs.

3 Record whether the following items were found satisfactory/ unsatisfactory

Use a scale of 1 to 5 (where 5 denotes highest satisfaction and 1 denotes lowest)

Freguency | Average Regularity | System of | Recording of | Savings | History of | Auditor's

of Attendance | of Accounting | Information | History of Creditto | Report
Meetings | (b) Meetings related to the Group | its about the
(@) members members | Group

4. The particulars furnished by the applicant have been verified and are found to be satisfactory
| recommend that a Financial Assistance of Rs. ___maypleas®
be extended, under the following terms:

* Repayment Instaliments :Rs. e c——

* No. of installments : S
* Frequency of instaliments : e

* Probable date of final repayment . e
Place :

Date: Credit Manager

FOR OFFICE USE ONLY
Financial Assistance Committee’s Decision

* Sanctioned Rs.
* Rejected
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ons for rejection
asON!

A

Date

qgnature Signature

Signature
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RENC
(On Rs.50 non-judicia| Stamp

—+-Papgy
AGREEMENT FOR FINANCING SELF-HELP GROUps

The articles of Agreement entered into on this e W

200 al

“(name of the SHG) an Unregistara,

association of persons having its office at

village, district, represented by its authorized represem_;a_ﬁves
Shri/Smt.

(Name) (Designation) -
Shri/Smt.

(Name) (Designation)
Shri/Smt.

(Name) (Designation)

who are fully authorised by all the members of the SHG, (a copy of such Authorisation is
annexed hereto and formspart of this agreement), herein after referred to as “Borrower,
which expression shall, unless repugnant to the subject or context thereof, mean and include
members of the unregistered association for the time being, their respective successors,
legal heirs, administrators and assigns of the one part

and

Sanghamithra Rural Financial Services, registered under the Companies Act, 1956 withits

corporate Office at #916, 8" main, Ill stage, Gokulam, Mysore-570012 and District Office
among others at

represented by its Manager, Shri/Smit. hereinafter ca::;fd
“Sanghamithra” which expression shall,unless repugnant to the subject or context therecf,
mean and include its successors and assigns of the second part

0
Whereas the Borrower is an association of unregistered persons/ SHGs who have agreed

. ; itions of
help each other with a view of developing and ameliorating the socio-economic conditions
their members.

, made
Whereas having formed the SHG, the Borrower as per application c_latedw
by the above mentioned authorized representatives, and duly authorized o t:orrcnr-rngha .
its resolution no. dated. (Copy enclosed) requested Sa

only)
to grant Financial Assistance of Rs. (Rupees____—
for on-lending to its members.

: Borrower &
And whereas Sanghamithra has agreed to grant the Financial Assistance 10 the
certain terms and conditions.

0
. edterms!”
And whereas Sanghamithra and the borrower are desirous of reducing the 89
writing,
Now therefore, this agreement witness as follows: e
1. Sanghamithra has agreed to lend and the borrower has agreed to borrow i
(Rupees only) mith
sangn@™ L,
The borrower hereby agrees with Sanghamithra that they shall repay ' ly) alon P
the Principal sum of Rs. o

(Rs.
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N or betorg the

Ides ap,
bia Y char
penal thargag o, anmuntgr:i

grvice charges, commission, cost, charg

S : 8s and o
interest s described in the schedule A given below, Xpensag o

The sch
due datise that may be charged by Sanghamith edule axc,

o i:;?va!'ﬁ default, if any.
gor - .
se the credit facility availed by the borrower ig

In r‘e shallbe repayable in installments in the manner sp

i G acified in th
Sam;d es the borrower will pay administrative charges at the rale: [rsp
Besp - ganghamithra specified rates that are in force f 3
as

: or the time e
to such transactions.

sgmghamithra is entitled to Qhargg 5 Brv!ca PR
equivalen o 2enliie total financial assistance sanctioned
the period OVet which the repayments are scheduled, at the
" installment itself.

ayment schadfe
t may be payatg
N9 and applicapig

ry financial assistance accoyn
fgr every year or part there of for
time of the disbursement of the

That Sanghamithra shall be-er?titledlto charge interest at the rate of 1,
rates as are in consonance with its policy and controlling authorities, cf
by Sanghamithra at its discretion from time to time by notice in w;
compounded monthly and are chargeable on the balance outstan
the end of the last day of the previous month except:

P.m. or such other
rectives or ag determined
riting. These charges are
ding due and repayable at

a) Inthefirst month when the financial assistance has been taken, the admini
shall be levied at 12% p.a. for the actual number of days the financial ags;
during that month.

strative charges
stance is availed

b) Where the financial assistance account is being closed in any month by way of full
repayment the administrative charges shall be levied at 12% p.a. for the balance outstanding
due and repayable as at the end of the last day of the previous month for the number of days
in that month upto the date of full repayment.

The borrower should utilize the proceeds of the financial assistance facility exclusively for
the purpose of lending to its members for the identified economic activity/ income generating
activity to promote the socio-economic conditions of its members and member’s families.

Inthe event of the Borrower committing breach of any of the terms and conditions stipulated
by Sanghamithra or mis-utilization, non-utilization or only partial utilization of the proceeds of
the financial assistance, notwithstanding anything herein contained and notwithstanding the
stipulation, if any, that the Borrower is allowed to pay the amounts due in instaliments,
Sanghamithra shall have right to demand repayment of the entire liability forthwith.

The borrower shall repay the financial assistance availed together with diniiststia and
other charges payable as per Sanghamithra prescribed rate/s that may vary from time to
time. In the event of failure to repay the financial assistance facility avai led in the stspmated
Manner and o failure to pay minimum charges as stipulated, the borrowers shall be liable to
Pay penal charges at the rate of 6% p.a (over and above the normal a':’.p“cabie rateﬂ T‘
financia| assistance) with monthly rests on the balance principle outstanding, from the : ; e
of default fll the financial assistance account is regularised or complete repayment of fhe
financia assistance.

Not withstanding anything contained here above the borrower shall be "ablett:em:}:gtgz
financia| assistance amount on demand together with the administrative oH

Payable by the borrower o San ghamithra in accordance with its rules.

i wer in their regular
et has produced a copy of the resolution passed by the borro et

: 15560 s
;“Lﬁﬁllr{g.accepﬁng the terms and conditions of the financial assL:ls]:z:f:s
0rizing the representatives to execute the necessary doc



FINANCE INSTITUTION WiTH A DIFFERENCE ‘

122 A MICRO
schedule A
REPAYMENT SCHEDULE
Install Bue Date Ar_l;ou_rit- 1 |;';_s_t:_alil W D_u_e_ [ﬁﬁie .Amount Install | D '
No. Rs. No. Rs. No ue Date | Amount
e} F,_,_,_.______,_m;;_ed__,__,_r___ = Rs.
1. 13. 25, |
ﬁfﬂﬁé,,_f____“ I K
2. 14. 26
fﬂfﬂfﬁﬂ‘f—“————————r—#-f I ==
- __,__._JLH_,_; 21, |
—._______________..- ,__.—-——'—'_'_'_,_,,_._-—-—_—,_._____ I R 4‘
4. 16. 28. |
5. AT 29.
ﬁfﬁfﬂfﬁfﬂ__ﬁfﬁ
6. 18. 30.
7. 19. 31,
ﬂfﬂfff_fﬁ_ﬁf
8. 20. 32.
fﬁfﬁfﬂﬂfﬁfﬁ
9. 21. 33.
10. 22. 34.
fﬁ_ﬁﬁﬂ_ﬁfﬂf—-ff
11. 23. 35. '
[ 12 24. 36.
INWITN ESS WHEHEOF the parties hereto have affixed their respective signatures_on
the day of oo __first herein above written-
For SHGS For Sangharnlthra
Name signature Name gignature
1' ,.._-~—_,__.~——-—~—"'"'f"""
2. e
witness: Wwitness:
§ o e R e
s.100/ stamP
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GR
.« Agreement made at —_ On this oup
This 20  between day o
hri/Smt/Kum. __ - S - _
1. S o B s, SOH!’WiIelDauthgr of
i T —————_ _Years
o Shri.fsmﬂKum' = S _
Lo aged_ — SOanIfefDaughter of
— ———_ Yyears
shri/Smt/Kum. - .
> aged_— S°MWite/Daughter of

——  _Years

/SmtKum. i
4. Shri/ " aneq ——— Son/Wife/Daughter of

aged. .. years

SoniWifefDaughter of
— vyears

5. Shri/Smt/Kum.

aged
6. Shri/Smt/Kum.

SonﬂNifefDaughter of
years

SonNVife/Daughter of

aged
7. Shri/Smt/Kum.

aged

years

8. Shri/Smt/Kum. = Son/Wife/Daughter of
years

9. Shri/Smt/Kum. = Son/Wife/Daughter of
ag years

10. Shri/Smt/Kum. Son/Wife/Daughter of
aged years

11. Shri/Smt/Kum. Son/Wife/Daughter of
aged years

12. Shri/Smt/Kum. Son/Wife/Daughter of
aged years

13. Shri’'Smt/Kum. Son/Wife/Daughter of
oo aged years

14. Shri'Smt/Kum. Son/Wife/Daughter of
e aged years

15. Shri/Smt/Kum. Son/Wife/Daughter of
= ————— aged years

16. Shri/Smt/Kum. Son/Wife/Daughter of
e aged years

17. Shri/Smy/kum. Son/Wife/Daughter of
aged  years

18. Shri/Smy/kum. Son/Wife/Daughter of
aged years

19. Shri-’SmUKum, Son/Wife/Daughter of
__aged -yoess

20, ShrimeUKum_ ~ Sson/Wife/Daughter of

aged years

o
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NCE

who are members of the
hereinafter referred © collectively as the Self-Help Group Members, or SHG Memgroug
;on shall, unless repugnant to the context or meaning ir'dleebers in
i every

short. which expression _ replx _
member of the said SHG and their respective legal heirs. executors and administratery

WHEREAS all SHG Members are residents of _
Taluk of District, = Village,
Slﬂ!emam

R
known 1o each other.

WHEREAS the SHG Members above named have joined voluntarily together and formeqg
SHGwv‘ﬂ'memrocanymsawﬁgsandcmdnandoﬂEreoonomicaMesformm the
snecztoemetemandmﬂﬁmherehaﬂerappeanng. benefit

NOW THERFORE THIS AGREEMENT WITNESSETH THAT

Ead"metmerdﬂweSI-KSshalsaveaSLmofF{s. (Rupees
only) or such sumasmaybedecidedbymgmw
gaﬂaimﬁmﬁmtoﬁneonweeldyffommﬂyfnmmrybasiswhmsnaabe
deposﬂedwimtheaumodzedrnenberotﬂwgrmm.
Eadlmeni:ershaﬂstriveforﬂ'nemmessotmeSHGands!wmotactinanymanm
mmlmmmmimmmmsm.

3 TheSHGmen‘befsshaJIbejoinﬂyaMSEWraﬂy liable for all the debts contracted by the

SHG.

4 All assets and goods acquired by the SHG shall be in the joint ownership of all the members
of the SHG and shall ordinarily be in the constructive custody of such member as may be

authorized by the group.
The SHG members hereby duly elect and appoint

o]

Shri/Smt/Kum. as
Shiri/Smt/Kum. as
Shri./Smt/Kum. as

hereinafter called as authorized representatives to look after and manage the day to day
aﬂairsofmeSHG'sacﬁviﬁaandajsoactinﬂmeirnamandmeirbehaﬁinaJlmattersrei?ﬂf_'Q
thereto. The authorized representatives may, however, be changed at any time by majorty
mdmmaumwmmmmmmwgamw
of the SHG.

6. Each of the SHG Members hereby agrees to abide by and ratify all such act, deeds and
things as the authorized representatives may do in the interest of the group-

7. Theauu'orizedrem%emmwmkeminmedaylodaywmngdmsﬁﬁ
Mreqesanaﬂveslmalacﬁvaykwdvernerseﬂorhimseﬂandco-operateinlo@_uf*gaﬂ_mare
day-to-day affairs of the SHG activity, in particular to attend to the following activities

delegated to them.

8. The SHG members hereby specifically authorize the representatives: 4
S

a) Tokeep or cause to be kept, proper books of accounts of the savings made by themem
members, financial assistance/ loans granted to them and the recoveries maand adoption
and render every year the full accounts to the SHG members for their approval .

edggme” 2

b) Toreceive all payment due to the SHG and issue requisite receipts of acknow!
for and on behalf of the SHG.

c) To institute and defend on behalf of the SHG Members, any legal proce®

B

dings and
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A he interests of each member of the said SHG an fo, thi
uage any lawyer or advocate or agent and incur the necess;S

action mgm“ﬂth .
by specifically authorize th ;
members here © above authorized rq
Presentatives 1

e S X ank account, fixed i
0 ﬂen savings b deposits and other accoynt

S — ~_Bank and operate in
ny two of the above authorized representatives e same under the joint

geo
Ty legal 8Xxpenses ir:

sigh aturé ofa
Or

SHG members hereby specifically authorize the following re
The open savings bank account, fixed deposits and othe?acg:::'l';aﬂves N
bank and

rate the same under the joint signature of any two of the re i
= authorized for this purpose presentatives

ghri/Smt./Kum.

Shri/Smt./Kum.

Shri/Smt./Kum.

10. Every member of the SHG hereby authorises the representatives to

a) apply for financial assistance from Sanghamithra on behalf of the SHG and execute
necessary agreements/documents and valid acknowledgement of debts/liability on behalf of

the SHG for the purpose.

b.) collect financial assistance amounts from Sanghamithra on behalf of the SHG, deposit
the same in the savings account of the SHG for onlending to members in accordance with the
decision of the SHG and

c.) repay installments of SHG towards the settlement of financial assistance account of
SHG with Sanghamithra

11. Inthe event of death of any of the members of the SHG, his/her legal heirs shall be entitied for
the benefits and be liable for the obligations of the deceased member under this agreement.

12. tis agreed that no new person shall be included as a member of the SHG without consent

allthe existing members.

INWITNESS WHEREOF the aforesaid members of the SHG have set their respectve hancs

hereunto at (place)onthe _____—— ey
of —  ___ (month) year.
S P
- Name of the member of SHG Signature S
1
2
S




e |

126 A Micro FINANCE INSTITUTION Wi A Dirpgg
ENCE

gl. Name of the member of SHG Signature

10

1

12

13

14

15

16

17 -

18 e ——

19 e g

20 i



M]L‘I'O FINANCE INSTITUTION WiTH A H":H‘-‘U*Nl T
:A AN '
INTRODUCTION LETTER 27

) Date
From:

To:
hamithra Rural Financial Services,

016, 8" Main, 3° Stage,

fam,
Sﬁ‘suogg- 570 002.

Dearl Sir,

in introducing the following SHGs t :
We have pleasure In In : g HGs 1o you for a possible cregit |
know and have assessed them and find that their institutional strengths are ardeglzt;kige' .
them viable institutions, which can use and repay loans effectively. TR

= -
gl.No. | Name of the SHG Village

We are confident about good credit behavior from the above-mentioned parties.
Thanking you,

Yours sincerely,

(Signature with seal)
FA01/01
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A Dirreg,
SANGHAMITHRA RURAL FINANCIAL SERVICE "

S
916, 8'" Main, 3 Stage , Gokulam, Mysore 57¢ 002

Date :

o For Officq use only

Regn. No.:

To: Credit Manager
Sanghamithra,

Unit.

Dear Sir, Regn. Fee chq ref - |
We are a group of people, organised in the form of a Self-Helo (e
: = -Help Gr )
co!laborate with Sanghamithra to extend credit facilities to our megber:ui?i:;r’ oo like g
a linked SHG to Sanghamithra. We understand that this in n Y register yg

; - 0 way binds
Sanghamithra, nor does Sanghamithra agree to provide financiaf assistaniztfz b‘:'row from
the purposes indicated in the form below. rallorany of

1. Name of the Group

2. SHG code

3. Type of Group : Men/Women/ Mixed
Specify Rural or Urban
Full Address:

Village : Post Office :
Taluk: District :
Pincode : Telephone :

6. Village Code

7. Date of Initiation

8. No. of members in our group: Female: Male: _ Total

9. Meeting Place / Day / Time : S

10. Associated with NGO/ Other Development Organisation : __________———
11. Group Leader(s) Name (in BLOCK LETTERS)

al
Smt./Shri (1) Smt/Shri(2)
Smt./Shri (3)

12. Our Savings Bank Account details :

nd

Account No.

Bank name:

Branch ,

Place

(enclosed xerox copy of bank Pass book)

13. We have taken-up some of the following group activities in addition
Credit activities. , and upeo date 2y

to our Savings &

. P larl
14. The following books of accounts / records are being maintained regu
us/our group.(pl.tick)
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A M i b) Attend
igsion register ance register e) M
. divi::?jal pass book an ﬁ) gﬂSh /Bank Book f))P“ginug;:qErg:k
X _ i .
d) ::dividual savings & Loan ledger h) General Ledger i) Trial Ba'anmﬂok
) Balance Sheet -
J s
. of our members at present is given below. In case the .
: Pzﬁiﬁgﬁip, we will inform you accordingly. re are changes in Gt
m e
~Name (Start with | Age | Sex %:ttf# ;\Io ..|in the Land | Primap, rAdiviw under-
' Group Leaders) ( Tamily Holding Occupation |taken with loan
Adult] Children| (Acre) | **(Catagory)| of the group
——_|(usecode)
1 —-—-——-ﬂ_,._._____u_ﬂ______________ o
2 | RN ey o e
51— T s T
'L e i
5 — el
: e
7
N
8
—
9
10
1
12
13
Ji
15
16
-_-_-.'.—___-—_———n—___
i
18
-‘___'-___-_____-_‘__———-—._
19
--_-_--_-____-_-_-___‘————__
20
--_-_-_-_-_-—-___—__'_————-—._.
¥1-8C 2-ST 3. i s :
" 1-Rural o o 3-OBC, 4-Minority Community, 5-General
G-Tra:ral A"'Slant 2-Landless labour, 3-Marginal farmer, 4- Small farmer, 5-Other farmer,
)(1_;-.-:’ 7- Service, 8-Wage Employment, 9-Fixed Employment
b M Labour, 2. Cultiy

Kingly "®Qister us as a gH

Name and Signaty
Nalhe

a:\
K
N

reation, 8- Others.
G linked to Sanghamithra.

re of SHG Representatives

Co ation, 3-Artisan, 4-Animal Husbandry, 5-Petty business,
"SUmption, 7-Agset ¢

Signature
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STATEMENT OF CONTINUITY =
From
Date:
To
Sanghamithra Rural Financial Services,
916, 8™ Main, 3© Stage Gokulam,
Mysore-570 002.
Dear Sir,
Sub: Continuity of Inter-se Agreement dated regarding our SHG

We the undersigned office bearers hereby state that the constitution of the SHG remains
unchanged and is as per the Inter-se Agreement executedon . We, the
office bearers of this SHGs shall remain jointly and severally liable for the agreements

made by this SHG/Federation.

Or

The following changes in the office-bearers of our SHG have taken place effective

vide the SHGS resolution no. passed in our meeting held on
Out going office bearers Incoming office bearers
Names Signatures Names Signature
1. j s
2. 2,
3. 3. —_—

We jointly and severally affirm that while the incoming office bearers whose names E:'d
lating to our S

specimen signatures are detailed above will deal with you in all matters reia’ ding thos?
with you, all the documents signed/ executed by the outgoing office be_arerS. mgl d'l gon i
who signed original documents remain and continue to remain valid and binding

throughout the life of the transaction in reference.
soever, the

In case of any further change in the constitution of the SHG for any reason what
change will be made known to you within reasonable time.

Thanking You.

Yours faithfully,

Name & Signature of Office Bearers Witness

1. , Ty =
2. °2_

8. a_

B




This booklet traces the growth of
Sanghamithra Rural Financial Services
(SRFS) from the time it was conceived

till the fourth year of operations.
However the process of setting up the

MFT during the preparatory period

hetween 1993 to 1999 has been
described more in detail than the
performunce of the MEFL after 1999 when
it became operational,

Sanghamithra Rural

Financial Services
9106, 8th Main, 3rd Stage, Gokulam,
Mysore 570 002, Karnataka, Indii
Ph: 0821-2512300, 2512419
Fax : 0821-2512419
E-mail © sanmitratesancharmnet.in
Website: www.singhamithra.net
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