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— About this book

Welcome to the "Micro Finance Executive" training program, designed to equip participants with the
essential skills and knowledge required to excel in the dynamic field of microfinance. This handbook is
meticulously crafted to provide a comprehensive understanding of the role of Micro Finance Executives
in serving the financial needs of individuals and communities, particularly those underserved by
traditional banking systems.

Throughout this training program, participants will delve into various aspects of microfinance, focusing
on sourcing microfinance customers, facilitating the application process, disbursing loans, and managing
receivables. Emphasis is placed on fostering effective communication and maintaining a customer-
centric service orientation to ensure the highest level of satisfaction and trust among clients.

Aligned with the National Skill Qualification Framework (NSQF), this Participant Handbook encompasses
relevant National Occupational Standards (NOS)/topics, ensuring a well-rounded and comprehensive
training experience for aspiring Micro Finance Executives.

BSC/N2401: Source micro-finance customers

2. BSC/N2402: Assist with micro-finance application process
3. BSC/N2403: Disburse micro-finance loan
4. DGT/VSQ/N0102: Employability Skills (60 Hours)
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— Key Learning Outcomes

By the end of this module, the participants will be able to:

Trace in detail the evolution of the banking sector, its financial services, and Insurance policies.
Explain the concept of Microfinance, its role, and functions.

Outline the role and responsibilities of the post of Microfinance Executive.

Summarize with an overview of the Skill India Mission.
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UNIT 1.1: Banking Industry and its Sub-Sectors in India

— Unit Objectives | ©

By the end of this unit, the participants will be able to:

Explain the banking sector in India.

Sketch out the history of Banking and Financial services in India.
Describe the types of banks and bank accounts in India.

Elucidate the role and growth of financial services in India.
Demonstrate the types of financial services.

Discuss the meaning and development of Insurance schemes in India.
Outline the types of Insurance schemes in India.

© N o vk WD R

List the basic terminologies used in banking services.

— 1.1.1 Banking Sector Landscape in India

What does one mean by the term Bank?

A Bank is an establishment that offers services where people and businesses can deposit, invest,
transfer or borrow money, change it to foreign currencies etc. By depositing money in a bank one can
expect an increase in returns in the form of interest, the amount of which will depend on the type of
bank account and its policies. Cash can also be withdrawn anytime at one’s discretion. The bank also
lends this deposited money to other individuals and businesses and receives interest payments from
them in return, which is higher than the rate they give for depositors. This is how banks earn profits.

Apart from these basic functions banks also provide currency exchange, safekeeping of valuables,
internet banking, electronic payment options such as, debit/credit cards and investment services like
mutual funds, insurances, buying and selling of stocks and bonds, turning assets or liquidities into cash
etc.

— 1.1.2 History of Banking and Financial Sector in India

Banking practices in India can be traced back to ancient times when moneylenders and traders used to
provide loans and other financial services. It would be the king who would decide on monetary policies
and appointed treasurers and revenue collectors to collect tax from his subjects and maintain the flow
of commerce.

The advent of the colonial rule ushered the rise of modern banking systems with the founding of Bank
of Hindustan. However poor management and insufficient capital led to its collapse. Over the years
many other banks were introduced such as the Bank of Calcutta, Bank of Bombay, Bank of Madras
which later merged to form the Imperial Bank of India, later renamed as the State Bank of India after
independence.

Freedom from colonial rule led to the nationalisation of banks under the socialist policy of our founding
fathers. This helped to boost the rural and agricultural sector, improve the economic condition and
extended financial inclusion of all. However, by the 1980s, substantial nationalisation accompanied by
a degree of financial repression, rigid bureaucratic practices and stagnation eventually calibrated to a
balance of payment and fiscal crises in 1991. Desperate times calls for desperate measures and the then
government was forced to liberalize the economy to private entities and find ways to raise funds from
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multilateral agencies abroad. The changes that took place was nothing short of a revolutionary wave
leading to extensive foreign investment, greater competition, technological upgradation, induction of
international banks and renewed customer service practices changing the landscape of the banking
sector in India.

What is BFSI?

BFSI refers to Banking and Financial Institutions that act as mediators facilitating various kinds of
monetary transactions and services. They engage in a variety of services such as depositing money,
creating a savings account, customer service, facilitating foreign exchange, and granting loans, credits,
and insurance. It is an indispensable part of the economic and social growth of the country, contributing
a major chunk towards its rise. Advancement of technologies, digitization of services, cybersecurity,
and growth of fintech is accelerating its advancement.

— 1.1.3 Types of Banks and Bank accounds

In India, banks can be broadly categorized into the following types:

e Commercial Banks: These are banks that cater to the general public and offer a wide range of
financial services such as deposits, loans, and investment products. Examples include State Bank of
India (SBI), ICICI Bank, and HDFC Bank.

e Cooperative Banks: These are banks that are owned and operated by their members, who are
typically individuals or small businesses belonging to a particular locality or profession. Cooperative
banks provide banking services with a focus on meeting the financial needs of their members.
Examples include Saraswat Bank and Punjab & Maharashtra Cooperative Bank.

e Regional Rural Banks (RRBs): RRBs are banks operating in rural areas and are jointly owned by
the central government, state government, and a sponsor bank (usually a commercial bank). They
primarily serve the rural population by providing banking and financial services tailored to their
needs.

e Small Finance Banks (SFBs): SFBs are specialized banks that primarily serve the needs of underserved
and unserved sections of the population, including small businesses, micro-enterprises, and low-
income households. They focus on financial inclusion and providing basic banking services in rural
and semi-urban areas.

Bank accounts in India can be categorized as follows:

e Savings Accounts: These accounts are meant for individuals to deposit their savings and earn
interest on the deposited amount. They usually have lower transaction limits but offer interest on
the balance maintained.

e Current Accounts: Current accounts are primarily meant for businesses, firms, and companies for
conducting regular business transactions. They typically have higher transaction limits but do not
offer any interest on the deposited amount.

¢ Fixed Deposit Accounts: Fixed deposit accounts allow individuals to deposit a lump sum amount for
a fixed period at a predetermined interest rate. The deposited amount cannot be withdrawn before
the maturity date without incurring penalties.

e Recurring Deposit Accounts: Recurring deposit accounts allow individuals to deposit a fixed amount
regularly (monthly or quarterly) for a predetermined period. Interest is earned on the deposited
amount, and the maturity value is paid out at the end of the deposit term.

e Current Account for Non-Residents: These accounts are designed for non-residents who wish to
conduct business transactions in India. They allow for repatriation of funds and foreign currency
transactions.
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These are the primary types of banks and bank accounts in India, each catering to different segments
of the population and serving various financial needs.

Conclusion

Banking in India today has reached novel heights like never before with trailblazing innovations in
financial ease, accessibility, technology and robust enough to withstand economic fluctuations. The
rise of the digital and IT boom in recent years has created new banks and a variety of services allowing
customers to approach a bank 24x7 with ATM cards through which one can withdraw cash anytime,
transfer funds and enquire balance. Online and mobile services have created facile access where one
can stay on top regarding one’s finances from any part of the world. Installation of telebanking services
also facilitates settling any kind of grievances or queries with minimal human interaction. Introduction
of debit/credit cards and UPI (Unified Payments Interface) has made payment transactions easy with
just a tap marking a shift towards a cashless society.

1.1.4 The Role and Growth of Financial Services in India

The finance sector in India has coped with colossal changes since the liberalization of the economy
in 1991 and has only gained prominence since then. Financial services comprise anything related to
finances, transactions, mobilization, and allocation. In any modern society, these services are provided
by certain specialized agencies ranging from banks, stock broking, finance markets, co-operatives,
pension funds, mutual funds, insurance, and credit card companies. It is an indispensable part of the
economic fabric of any country as it ensures the smooth flow of commerce and prevents any kind
of financial deadlock or scam. For this reason, a variety of financial institutions have been set up to
monitor its proper functioning and ensure adherence to rules and bulwark against fraud.

The financial scenario in India is regulated by the Securities and Exchange Board of India (SEBI), Reserve
Bank of India (RBI), the Insurance Regulatory and Development Authority (IRDA), Ministry of Corporate
Affairs, Pension Funds Regulatory and Development Authority (PFRDA) and the government through
its legislations.

A pivotal aspect of India’s financial infrastructure is the Bombay Stock Exchange (BSE), established
in 1875 as Asia’s oldest stock exchange, and the National Stock Exchange (NSE) in 1992. They serve
as a trading platform that facilitates the channeling of public investment and capital for businesses
listed within its gamut. Furthermore, they also serve as a barometer for the condition of the economic
state of the country in real-time. The perseverance of these institutions embodies India’s odyssey
from traditional simplistic trade practices to a modern financial powerhouse. Along with this, the
incorporation of new digital applications allowing ease of access to financial trading and services has
marked the dawn of more evolved commerce practices.

While there is considerable competition and a miscellany of financial institutions, however, the sector
is dominated by the banking sector which accounts for the largest share of the system.

The Government of India has introduced several reforms to liberalize, regulate and enhance the industry
facilitating easy access to finance for Micro, Small and Medium Enterprises (MSMEs). These measures
include Credit Guarantee Fund Scheme for MSMEs and setting up a Micro Units Development and
Refinance Agency (MUDRA). These schemes showcase the inclusion of the stratum that does not have
access to financial sectors or investment.
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— 1.1.5 Types of Financial Services

The scope of financial services can be classified into three broad categories-

Non-Fund/Fee-Based Services: Agencies delivering financial services earn a substantial income
through fees, dividend, commission, discounts, and brokerage. Some examples of Fee-Based
Services are:

Credit Rating: The term ‘Credit’ refers to the ability of an individual or organization who has issued
a debt to repay it back. ‘Rating’ is based on their ability to fulfill financial obligations, a specialized
agency analyses and comes up with a score. In India, credit rating is based on bonds, fixed deposits,
commercial paper, etc.

Stock Broking: A stock broker can be employed for a fee to buy, sell or manage the shares of equities
or stocks. To be a stock broker one must get themselves registered to SEBI.

Underwriting Services: This service involves guaranteeing the sale of shares/stocks by acting as an
intermediary between the public and the company whose shares have been issued for investment.

Mutual Funds: A Mutual Fund is a pool of money collected from several investors managed by
a professional, called a Fund Manager, who in turn invests them in inequities, bonds, and other
market instruments. The fund manager analyses market conditions and suggests where and when
to invest, buy and sell equities.

Fund Based Services: Under these services, funds are raised through equity, debt, and deposits
and the invested in securities or lent to those who require capital. Some examples of Fund Based
Services are:

Equipment Leasing/Lease Financing: A lease is an agreement or contract under which the owner,
known as the lessor, of an asset/equipment/machinery allows another party, known as the lessee
to use the assets in return for a decided fee.

Hire Purchase: An asset is purchased on hire, the price of which is to be paid in installments over a
length of time.

Housing Finance: As the name suggests, it refers to providing finance to individual/s for purchasing
or constructing a house. This form of a loan is to be paid over a sum of stipulated years with an
amount of interest to be paid alongside it in monthly installments. This form of financial service has
gained immense demand in recent years.

Bill Discounting: Bill Discounting is a process where a seller can get payment for his goods in advance
by showcasing the invoice verified by the buyer to a bank who then make the payment on their
behalf by deducting/discounting a small amount as commission. Such a service allows a business to
get quick payment for their work before the designated period and meet their operating expenses
without having to borrow funds. Any information related to such transactions is not disclosed to
the buyer.

Factoring: Similar to Bill Discounting, a company uses its owed invoices as collateral to a financial/
factoring agency to meet its short-term liquidity needs. However, under this service, the factor
only provides a reduced percentage of the amount, the rest of which is given after the payment is
directly made by the customer.

Forfaiting: Forfeiting is related to international trading wherein, one can sells his foreign invoices
for ready cash to a forfaitor or finance firm.
Credit Cards: Credit cards are a new-age form of making cashless transactions. Every Credit Card

has a limit which is dependent on the individual’s credit worthiness and income. Credit Cards have
made cash flows seamless and hassle-free.
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— 1.1.6 Concept of Insurance

Meaning and Evolution of Insurance in India

Insurance can be a premium that is paid to the insurer to avail insurance benefits; as the sum insured,
which refers to the maximum cap on the costs one is covered for in a year against an unfortunate event;
and as sum insured is the amount the insurance company pays to the nominee on death. Its evolution
has been marked by significant milestones:

e Ancient Roots: Insurance-like practices can be traced back to ancient India, where communities
pooled resources to support individuals facing calamities such as crop failures or natural disasters.

e Colonial Era: Modern insurance in India began during the British colonial period with the
establishment of British-owned insurance companies primarily catering to the needs of European
merchants and traders.

e Nationalization: In 1956, the Government of India nationalized the insurance industry, leading to
the formation of Life Insurance Corporation of India (LIC) and General Insurance Corporation of
India (GIC). This aimed to extend insurance services to a broader section of society and promote
economic development.

e Liberalization: In 2000, the insurance sector was opened up to private players, ending the monopoly
of LIC and GIC. This liberalization led to increased competition, innovation, and expansion of
insurance products and services.

¢ Technological Advancements: The digital revolution has transformed the insurance landscape in
India, making insurance products more accessible, affordable, and customizable through online
platforms, mobile apps, and digital payment systems.

e Expansion of Product Portfolio: Over the years, the range of insurance products in India has
expanded to include life insurance, health insurance, motor insurance, home insurance, travel
insurance, and specialized covers for various risks faced by individuals and businesses.

e Focus on Financial Inclusion: There has been a concerted effort to promote financial inclusion
through insurance, with initiatives such as Pradhan Mantri Suraksha Bima Yojana (PMSBY), Pradhan
Mantri Jeevan Jyoti Bima Yojana (PMJJBY), and Ayushman Bharat, aimed at extending insurance
coverage to underserved sections of society.

— 1.1.7 Types of Insurance

Insurance in India can be broadly divided into two categories:

1. General Insurance

This policy insures against losses incurred due to liabilities such as bike, car, home, health, etc
except death of the policyholder.

e Health Insurance: This insurance provides to pay for the cost of treatment for an illness or
injury and hospitalization bills. One can avail any of the following like individual, family, senior
citizen and maternity insurance.

e Motor Insurance: It covers accidents or damage to cars, motorbikes, etc. Possessing a motor
insurance is mandatory in India.

e Home Insurance: Coverage against damage, natural disasters, or robberies of house structure
and its contents is included under this policy’s gamut.

e Fire Insurance: This policy compensates in the event of a fire breakout.

e Travel Insurance: Financial protection of a certain degree is provided to individual/s when

travelling outstation in India or abroad concerning baggage, flight cancellation, misplacement
of passport or medical emergencies

'
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2. Life Insurance

This insurance provides compensation to the family/nominee of the policyholder in case of death.
It also covers financial protection against disability.

3. Term Life Insurance: The most affordable to all, this policy guarantees to secure the insured’s
family's financial future with high life cover by paying a low rate of premium with no fixed maturity
date.

4. Whole Life Insurance: Having no maturity date, the whole life of the policyholder is financially
protected under this policy in exchange for regular premium payments. It also acts as a savings
account.

5. Endowment Plans: Financial coverage against untimely death is guaranteed under this policy. It has
a fixed maturity date upon which the policyholder receives the lump sum if still alive.

6. Unit-Linked Insurance Plans

This insurance plan is a flexible tool whereby one can allocate the premiums accordingly towards
both life cover and market equities.

7. Child Plans

This plan covers the policyholder’s child to meet the costs of higher education, marriage, or in case
of the insured’s death. The amount is received upon maturity of the plan.

8. Pension Plans

It is an investment plan for availing steady income even after retirement by accumulating a portion
of the savings over time.

9. Conclusion

Insurances benefit plenty first and foremost by protecting families from unfortunate events with
sufficient financial coverage. It also provides financial support towards medical care and aids in
company reconstruction in case of any mishaps. These days one can avail insurance for retail items
as well such as clothes, mobile phones, appliances, etc. A crucial advantage of life insurance is
that it is tax-free and it motivates people into the habit of saving money. At the same time since
insurances accrue a lot of money it is important to have a knowledge of what kind of policy to
purchase and read the terms carefully. One must be mindful of any fraud agencies as it is easy to be
misled when facing pressure and heavy jargon.

— 1.1.8 Basic Terminologies Used in Banking Services

Term Definition

Deposits Funds placed into a bank account for safekeeping and/or earning interest.

Removal of funds from a bank account, typically done through ATM

Withdrawals ) .
withdrawals, checks, or electronic transfers.

A deposit account that earns interest over time, typically used for storing

Savings Account .
g funds and earning a modest return.

Atransactional account used for day-to-day banking needs, allowing frequent
Checking Account withdrawals and payments through checks, debit cards, or electronic
transfers.

Borrowed funds provided by a lender (such as a bank) to a borrower, who

Loan .. . e .
agrees to repay the principal amount plus interest over a specified period.
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Term Definition
Th t h d id I d it, ting th t
Interest Rate e percentage charged or paid on a loan or deposit, representing the cos
of borrowing or the return earned on savings.
Credit The ability to borrow money or access goods or services with the promise of
repayment in the future.
. A transaction that reduces the balance of a bank account, such as a
Debit . . .
withdrawal or a purchase made using a debit card.
A negative balance in a bank account that occurs when withdrawals exceed
Overdraft ) .
available funds, often subject to overdraft fees.
ATM (Automated A machine that allows customers to perform basic banking transactions such
Teller Machine) as withdrawals, deposits, and balance inquiries electronically.
Electronic Funds The electronic transfer of funds from one bank account to another, often
Transfer (EFT) used for payments, payroll deposits, and online banking transactions.
A'loan used to fi i i
Mortgage u inance the purchase of real estate, with the property serving
as collateral for the loan.
A payment card issued by a financial institution that allows the cardholder
Credit Card to borrow funds to make purchases, subject to interest charges if not repaid
in full.
. A payment card linked to a bank account, allowing cardholders to make
Debit Card . . .
purchases or withdraw cash directly from their account.
Investment Allocation of funds into assets such as stocks, bonds, mutual funds, or real
estate with the expectation of generating income or capital appreciation.
Asset Anything of value owned by an individual or entity, such as cash, stocks,
bonds, real estate, or intellectual property.
Liabilit Financial obligations or debts owed by an individual or entity, including
¥ loans, mortgages, credit card balances, and accounts payable.
Balance The amount of funds in a bank account after accounting for deposits,
withdrawals, and any outstanding transactions.
Interest Money paid regularly at a particular rate for the use of borrowed funds or as
compensation for the delay in repayment.
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UNIT 1.2: Introduction to Microfinance

— Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Familiarise with the concept of Microfinance.

Trace the history of Microfinance in India.

Describe the types of Microfinance.

Unfold the different models of Microfinance in India.

vk W

Furnish examples of Microfinance schemes in India.

— 1.2.1 Concept of Microfinance

Microfinance is a form of financial service that provides small loans and other economic services to
poor/low-income households and self-employed individuals or groups, who lack convenient access
to banking and related services. In a country whose sizeable population still lives below poverty
line, the objective is to help the poor establish and run their businesses without worrying about the
unscrupulous rates charged by moneylenders. Microfinance includes a range of financial services like
saving, depositing, transfer, insurance, remittance, investment, training, credit support etc. Hence
Microfinance promotes growth and employment by supporting the financial aspirations of small
entrepreneurs and businesses. One aspect of Microfinance includes Microcredit under which small
loans are provided to poor borrowers. It must be remembered however that Microcredit is just one
facet of Microfinance and the two must not be confused as the latter embraces an array of financial
services.

There are a number of microfinancial institutions at disposal such as credit union, non-governmental
organisations and commercial banks. One can also opt for a personal loan.

— 1.2.2 History of Microfinance in India

The history of microfinance in India traces back to the early 1970s when organizations like Self Employed
Women's Association (SEWA) and Myrada initiated microcredit programs to provide small loans to poor
women for income-generating activities.

The formal recognition of microfinance as a tool for poverty alleviation gained momentum in the
1980s and 1990s with the establishment of microfinance institutions (MFls) like the Grameen Bank and
SKS Microfinance. These institutions focused on providing financial services, particularly small loans,
savings facilities, and insurance products, to low-income individuals and marginalized communities.

The Indian government recognized the potential of microfinance in promoting financial inclusion and
poverty reduction, leading to the formation of institutions like the National Bank for Agriculture and
Rural Development (NABARD) and the Small Industries Development Bank of India (SIDBI), which
provided support and refinancing to MFls.

The microfinance sector in India experienced rapid growth in the early 2000s, with the emergence
of various models including self-help groups (SHGs), microfinance institutions (MFIs), and non-
governmental organizations (NGOs) operating as microfinance providers. However, the sector also
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faced challenges such as over-indebtedness, coercive recovery practices, and the Andhra Pradesh
microfinance crisis in 2010, which led to regulatory interventions and the enactment of the Microfinance
Institutions (Development and Regulation) Act, 2012.

Despite challenges, microfinance continues to play a significant role in India's financial inclusion agenda,
empowering millions of low-income individuals, particularly women, by providing access to financial
services, fostering entrepreneurship, and enabling economic self-sufficiency. Today, microfinance
institutions operate across the country, serving diverse segments of the population and contributing to
poverty alleviation and inclusive growth.

How does Microfinancing work in India
Microfinance is conducted through two main channels in India-

e SHG (Self Help Group) Linkage Program: Within this type of Microfinance, a group of 10-15 women
belonging to low-income background, come together to pool their savings at regular intervals. This
is money is then given so as loan to members of the group as and when required. This increases
their credit worthiness and can attract bank loans to facilitate ease of business. This model has
showcased immense success and popularity and especially among rural women.

e Microfinance Institutions (MFI): Microfinance Institutions Act as an alternative to traditional
banking systems by offering financial resources to the poor at a nominal interest. Along with giving
microcredit, they also provide creation of savings account, insurance, training facilities, remittances,
etc.

1.2.3 Types of Microfinance

Microfinance institutions entail the responsibility of eliminating financial shortcomings in rural society
through the provision of a variety of services within its scope. Some of these types are:

1. Microcredit: The term ‘micro’ in microcredit refers to small and ‘credit’ refers to a sum that can be
used, repaid, and used again. Microcredit is given to individuals who can either borrow or save the
money or use it for insurance. The amount differs in rural and urban areas as their cost of living
expenses are different.

2. Microloan: Small businesses or entrepreneurs may need to borrow lump sums to generate income
and profit. This loan is then to be paid within a short time in small installments with a low interest
rate.

3. Microinsurance: Microloan borrowers can avail of insurance policies under microfinance schemes.
The premiums here are much less than what is to be given in traditional insurance. These can be
helpful in one-time events like an emergency health threat, loss of crop, or unforeseen business
risks.

4. Microsavings: An advantage of Microfinancing is that it also allows saving money in small amounts

or increments. There is also no requirement for service fees, minimum deposit balance, or cap on
withdrawals.
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How do Microfinance Institutions acquire funding?

Customer deposit/ savings
Grants and subsidies

Funds from private investors
Loans from associate banks

— 1.2.4 Models of Microfinance in India

To modernize the financial sector in rural areas, a number of credit lending models have been set up
that are loosely related to each other.

1.

Association Model:

A group people with similar interests come together to form an ‘association’ to perform certain
microfinancial activities like savings, support micro enterprises etc. These groups can be formed by
women, youth or based on political/religious/cultural issues.

Bank Guarantee Model:

As the name suggests, a bank is used as a guarantee to secure loan from a commercial bank. This
guarantee could involve donations, government agencies or borrower’s savings. This loan can be
taken by an individual or group to claim insurance or repay loans.

Community Banking Model:

Under this model, the whole community with similar interests come together and pool resources
for lending to its members when required. Such groups are formed extensively with the help of
NGOs who train the community members in financial dealings. Such practices play an important
role in community development.

Cooperative Model:

A cooperative is an autonomous body of members who share common economic, social and
cultural needs and meet these aspirations through a jointly owned democratically run enterprise.
All members are shareholders who also have a stake in its equity and profit.

Credit Union Model:

This is a unique self help group wherein members pool money and give loans to each other when
needed at a nominal interest. Membership ranges from working for the same employer, labor
union or simply belonging to the same church. Individuals belonging to any religion, creed and race
are eligible.

Intermediary Model:

The term intermediate meaning middleman seeks to do exactly what it denotes. In this model
a third party mediates between the borrower and the lender. This intermediary could be NGOs,
microfinancial agencies, commercial banks, government institutions or international donors. Their
role is to essentially educate borrowers about financial aspects and facilities and thereby raising
their credit worthiness to the lender.

Individual Banking Model:

The individual is directly given the microloans by the lender based on their credit worthiness.
Cooperative, commercial and rural banks use this model to give loans to farmers and other
unorganised sectors.
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8. Grameen Model:

The Grameen model of microfinance is a grassroot institution set up by Muhammad Yunus in
Bangladesh. Within this strategy a bank is set up with a field officer and a couple qualified bank
workers covering 15-20 villages. The field officer foremost conducts research to identify protective
clientele. Groups of five are created out of which two are given the loan at first and then monitored
for one month. Their ability to repay the loan will decide the credit worthiness of the rest of the
group members. Such a process ensures individual and collective responsibility.

9. Non-Governmental Organisations (NGOs):

NGOs actively work towards promoting public or social welfare goals. They help in cultivating self
reliance and comprehension of the complex financial structures through workshops, seminars and
training programmes. Government agendas are furthered through the help of NGOs who act as an
alternative or work supplementary to it.

10. ROSCA Model or Chit Funds:

Rotating Savings and Credit Associations or ROSCA is a type of fund in which a group of people
make regular cyclic contributions to a common fund which is then lent to one person after each
cycle. So in this way all members take turns in being borrowers or lenders. The decision of who
receives the lump sum is settled by lottery, bidding or consensus. There are no legal consequences
on failure of repayment.

11. Village Banking Model:

Similar to the Community model of banking, under this version 25-30 low-income individuals of a
village get together for creating self-employment opportunities and run the bank. Initial investment
loan can arrive from external sources which helps them to build community credit. The members
themselves elect their own officers, decide on governing laws, grant loans and collect payments.
Loans are given not on the basis of any tangible bond but on moral basis, a faith that each member
will fulfil the statutes of the undertaking.

12. Small Business Model:

With the growing need for generating employment, income and inclusion of all groups of people,
the informal sector is no longer being seen as something with low value, productivity and survival
rate. More and more emphasis on the development of small and medium enterprises (SME) has
gained importance. Disbursement of microcredits can help SMEs bring in stable income, profits and
provide services that are lacking.

1.2.5 Examples of some Microfinance Schemes in India

Microfinance is a means for the upliftment of poor masses and not a scheme of charity. The core issue
for the poor is access to credit and not its cost. The poor can save and use a wide range of financial
facilities only when it is made available. The National Backward Classes Finance and Development
Corporation (NBCFDC), which is under the Ministry of Social Justice and Empowerment has been set
up to assist the weaker and backward section of society in creating opportunities for self-employment
and skill development. It provides financial assistance through Self Help Groups (SHG) and has created
a variety of schemes to bring about the self-reliance of these communities to fruition. Members of the
Backward Classes living below poverty line, having an income of less than Rs 81000 in rural areas and
Rs 103000 in urban areas are eligible for obtaining loans under the following schemes.

¢ New Swarnima for Women: Women living below poverty line can get a loan of upto Rs 100000 at
an interest rate of 5% per annum.

e Saksham: This scheme targets young people by providing them with a maximum loan amount of Rs
10 lakhs at 8% interest per annum and a minimum of Rs 5 lakhs at 6% per annum.

'



Participant Handbook

Shilpa Sampada: This scheme aims at upskilling backward classes of population by training in
developing entrepreneurial skill and giving financial assistance for self-employment activities.
Loans range from Rs 5 lakhs at 6% interest to Rs 10 lakhs at 8%interest per annum.

Mahila Samriddhi Yojana: It is Microfinance scheme for women with a maximum loan limit of upto
Rs 50000 at 4% interest rate.

Krishi Sampada: Concessional loans are made to small farmers and vendors for acquiring funds
to buy seeds or to meet any agricultural cost. The loans are given for upto Rs 50000 at 4% annual
interest rate.
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UNIT 1.3: Microfinance Executive

— Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Explain the meaning of Microfinance Executive.
2. Explore the responsibilities of a Microfinance Executive.
3. Outline the eligibility and skill criteria for a Microfinance Executive.

— 1.3.1 Concept of Microfinance Executive

Who is a Microfinance Exceutive?

Microfinance Executive is a managerial responsibility in charge of selling microloans, micro insurance,
micro-savings, micro pensions, etc. They are mostly hired by NGOs and are required to look after the
proper operation of the scheme and handle multiple situations pertaining to customer service and
microfinance delivery.

1.3.2 Responsibilities and Job opportunities
Microfinance Executive

As a Microfinance Executive in the Banking, Financial Services, and Insurance (BFSI) industry, your job
role involves working within a microfinance institution or a financial institution that offers microfinance
services. Here's an elaboration on the job role and potential job opportunities:

Client Relationship Management:
e Interacting with clients to understand their financial needs and requirements.

e Educating clients about microfinance products and services available.
e Building and maintaining strong relationships with clients to ensure satisfaction and retention.

Loan Processing and Documentation:

e Assessing loan applications and conducting credit evaluations of potential borrowers.

e Collecting necessary documentation from clients and ensuring compliance with regulatory
requirements.

e Processing loan applications efficiently and accurately to facilitate timely disbursement of funds.

Credit Risk Management:

e Evaluating the creditworthiness of clients based on financial analysis and risk assessment.
e Implementing risk mitigation strategies to minimize credit risk exposure.
e Monitoring loan portfolios and identifying potential risks or delinquencies for timely intervention.

—_______m__________
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Loan Disbursement and Collection:

e Facilitating the disbursement of loans to eligible clients based on approved terms and conditions.

e Collecting loan repayments from clients in a timely manner and maintaining accurate records of
repayment schedules.

e Providing support and guidance to clients experiencing repayment difficulties to facilitate loan
recovery.

Financial Literacy and Training:
e Conducting financial literacy workshops and training sessions for clients to improve their
understanding of financial concepts.

e Offering guidance on budgeting, savings, and investment strategies to help clients manage their
finances effectively.

e Empowering clients with the knowledge and skills needed to make informed financial decisions and
improve their financial well-being.

Business Development and Growth:

¢ |dentifying potential market opportunities and target segments for microfinance products and
services.

e Developing strategies to expand the client base and reach underserved communities.

e Collaborating with marketing and sales teams to promote microfinance offerings and achieve
business growth objectives.

Job opportunities for Microfinance Executives in the BFSI industry can be found in various
organizations, including:

e Microfinance institutions (MFIs)

e Banks and financial institutions offering microfinance services

¢ Non-governmental organizations (NGOs) involved in microfinance initiatives

e Fintech startups focusing on financial inclusion

e Government agencies promoting microfinance and financial inclusion programs

Overall, working as a Microfinance Executive in the BFSI industry offers a rewarding opportunity to
make a positive impact on the lives of low-income individuals and communities by providing access to
financial services and fostering economic empowerment.

— 1.3.3 Eligibility criteria

To become a Microfinance Executive one must have a minimum bachelor’s degree and 3 years of
experience in the banking sector.

Skills required
e Appropriate knowledge of computer applications.

e Must know how to write proposals and draft accounts and forms fluently.

e Must be able to read and understand complex structures and organizational regulations and
guidelines.
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Regional language must be known in order to communicate effectively with local clients.
Time management is a must and develop the ability to meet deadlines.
Coordinate team members and be customer-centric in approach.
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UNIT 1.4: Skill India Mission

— Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Describe the meaning and objective of Skill India Mission.
2. Explain the benefits of the mission.
3. Analyse the schemes under Skill India Mission.

— 1.4.1 Concept of Skill India Mission

India has the largest adolescent and youth population in the world yet one of the biggest challenges
facing young Indians is employment. They are often forced to take up low-income jobs leading to an
increase in the inequality gap. The government has initiated several policies to deal with the issue.
The Skill India Mission launched in 2015 is one such flagship program that provides skill development
and funding to individuals and enterprises. This would help them meet industry skill requirements and
improve their eligibility for employment.

Objectives of Skill India Mission

e Offers market-oriented skills and training to the youth and encourages entrepreneurship.

e Bridging the gap between industry demand and individual skill requirement thereby increasing
employability.

e Helps to lower poverty by including the participation of all sections of society including women and
underprivileged groups.

e Foster healthy competition, public-private partnerships and assist local production in Indian and
global markets.

e Seek investment for the programs.

e Keeping pace with technological innovations and equipping the workforce with skills relevant to it.

— 1.4.2 Benefits of Skill India Mission

With the right skill development, one can aspire for better job positions, leading to employment
generation.
1. It can help improve their standard of living, economic status, and quality of life.

2. Upskilling can help boost the economy as individuals will be able to bridge the knowledge gap and
increase productivity.

3. Adeveloped grassroots economy can attract foreign investments.

It ensures that people from diverse backgrounds and communities have access to skill development
opportunities. This help to reduce social and economic disparities.

5. The scheme also encourages entrepreneurship and self-reliance.

o
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— 1.4.3 Schemes under Skill India Mission

The government of India has launched various schemes to attain the objectives of the Skill India mission,
which can be implemented across the country.

1. Pradhan Mantri Kaushal Vikas Yojana: This scheme was launched in 2015 to promotes skill
development through free short duration skill training programs. After completion, the scheme
gives monetary rewards. The main aim has been to boost industry employability among the youth.

2. Skills Acquisition and Knowledge Awareness for Livelihood Promotion (SANKALP Scheme): It is
an initiative funded by the World Bank that aims to provide short term skill training institution
strengthening, ensure its quality, market connectedness and inclusion of all marginalised groups.

3. UDAAN: It is a special initiative designed specifically for Jammu and Kashmir and acts as a bridge
between he corporate sector and Home Minsitry. The program provides skill training to the youth
of the state. All graduates, Undergaduates and Diploma holders are eligible for this scheme.

4. Jan Shiksha Sansthan: This schemes provides vocational training to the underpriviledged section of
society belonging to the Scheduled caste, scheduled tribes or other minorities.

5. Pradhan Mantri Yuva Yojana: The scheme promotes skill and training in entrepreneurship as an
alternate career choice encouraging young entrepreneurs to actively participate in the economic
progress the country.

6. Standard Training Assessment and Reward Scheme (STAR): It is a certification scheme whereby
the youth can derive training on market skills and problem-solving methods opening the doors to
a variety of employment opportunities. After completion of the course, a certificate and reward
money is given, along with a guarantee to be employed within a year.

In conclusion, Skill India Mission is just one of the many ways through which the financial inclusion of
the neglected backward sections is certified. The program’s focus on building industry partnerships,
financial incentives, and digital innovations have helped it address effectively the lack in skill
development courses in the country and ensure that the youth reaches their full potential.
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— Summary

BFSI refers to Banking and Financial Institutions that act as mediators facilitating various kinds of
monetary transactions and services. They engage in a variety of services such as depositing money,
creating a savings account, customer service, facilitating foreign exchange, and granting loans,
credits, and insurance. It is an indispensable part of the economic and social growth of the country.

The rise of the digital and IT boom in recent years has created new banks and a variety of services
allowing customers to approach a bank 24x7 with ATM cards through which one can withdraw cash
anytime, transfer funds and enquire balance. Online and mobile services have created facile access
where one can stay on top regarding one’s finances from any part of the world.

The financial scenario in India is regulated by the Securities and Exchange Board of India (SEBI),
Reserve Bank of India (RBI), the Insurance Regulatory and Development Authority (IRDA), Ministry
of Corporate Affairs, Pension Funds Regulatory and Development Authority (PFRDA) and the
government through its legislations.

Insurance is a risk management system that provides protection against any risk, unforeseen loss,
or financial erosion. Under an insurance policy, the insured needs to pay a predetermined sum as
premium to the insurer at regular periods for a specific amount of time. In the unfortunate event of
any accident, or property damage, the insurer will reimburse the expenses.

Microfinance institutions offer small loans, savings accounts, microinsurance, and other financial
services designed to meet the specific needs of micro-entrepreneurs and low-income households.

A Microfinance Executive’s primary responsibility is to facilitate the delivery of financial services,
including microloans, microsavings, and microinsurance, to low-income individuals and micro-
entrepreneurs who lack access to traditional banking services.

Within the BFSI industry, Microfinance Executives have diverse career opportunities, including
roles in microfinance institutions (MFIs), commercial banks with microfinance divisions, non-
governmental organizations (NGOs) focused on financial inclusion, and regulatory bodies overseeing
microfinance operations. With experience and expertise, individuals can advance to managerial
positions, such as Microfinance Manager or Microfinance Operations Director, and contribute to
strategic decision-making and policy formulation in the microfinance sector.

The Skill India Mission is a government initiative aimed at enhancing the skill development of Indian
youth and workforce across various sectors through training programs and certifications.




— Exercise

Multiple-choice Question:
1.

W
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)

Which sub-sector of the Banking, Financial Services, and Insurance industry primarily deals with
managing risks for individuals and businesses?

a. Commercial banking b. Insurance

c. Investment banking d. Asset management

Which type of insurance provides coverage for damage or loss of property due to fire, theft, or
other perils?

a. Life insurance b. Health insurance

c. Property insurance d. Liability insurance

What is the primary objective of microfinance?
a. To provide large-scale loans to established businesses

b. To provide financial services to low-income individuals and small businesses
c. To fund government initiatives for poverty alleviation

d. To invest in high-risk ventures for maximum returns

What is the typical target demographic of microfinance?
a. High-income individuals b. Middle-income households

¢. Low-income individuals and families d. Large corporations

Which flagship scheme under the Skill India Mission focuses on providing vocational training to
youth across various sectors?

a. Pradhan Mantri Kaushal Vikas Yojana (PMKVY) b. Make in India
c. Digital India d. Swachh Bharat Abhiyan

Descriptive Questions

How does insurance help individuals and businesses manage risk?

What is microfinance, and how does it differ from traditional banking?

Describe the primary responsibilities of a microfinance executive.

Describe the primary objectives of the Skill India Mission and how it aims to empower the country's
workforce. Provide examples of initiatives or programs launched under this mission.

Describe the significance and goals of the Skill India Mission, outlining its benefits and analyzing the
various schemes implemented under it.
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— Notes

Scan the QR codes or click on the link to watch the related videos

https://www.youtube.com/watch?v=zgNORZvjops https://www.youtube.com/watch?v=3ctoSEQsY54

What's The Road Ahead For India's Banking Sector How Does Insurance Work?

https://www.youtube.com/watch?v=bpSNM625LFU https://www.youtube.com/watch?v=Qq-qshHTiDA

About Microfinance History of Microfinance in India



https://www.youtube.com/watch?v=zgN0RZvjops
https://www.youtube.com/watch?v=3ctoSEQsY54
https://www.youtube.com/watch?v=bpSNM625LFU
https://www.youtube.com/watch?v=Qq-qshHTiDA
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1.

— Key Learning Outcomes

By the end of this module, the participants will be able to:

Present a detailed manual on the operating structure of a Microfinance organisation and the
role of a Microfinance Executive.

Discuss the various Microfinance regulations and code of conduct.

Explain how to liaise with the existing customers to gain customer perspective for charting a
database on income, health, age and credit-worthiness.

Elaborate on the marketing techniques for promoting Microfinance services.
Outline the basic economic and financial concepts.
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UNIT 2.1: Operational Structure and Procedure of
Microfinance Functions

. . . )
— Unit Objectives | ©
By the end of this unit, the participants will be able to:

Explain the organisational structure of a Microfinance institution.

Describe the operating conditions to perform Microfinance conditions.
Enumerate the procedure for executing Microfinancial functions.

Outline the role of a Microfinance Executive.

Cite the importance of Microfinance Executives.

Analyse the impediments integration discharge of Microfinancial functions.

N o v s W e

Explain the concept of common pricing and its mechanisms.

— 2.1.1 Organisational structure of a Microfinance institution —

MFIs operate under various models, including non-profit organizations, for-profit entities, cooperatives,
and government-sponsored programs. They may receive funding from a variety of sources, including
donors, investors, and deposits from clients.

One of the key features of MFls is their focus on financial inclusion and poverty alleviation. By providing
access to capital and financial services, MFls empower individuals to start or expand small businesses,
smooth consumption, and build assets, thereby improving their economic prospects and overall well-
being.

Organizational Structure:

The organizational structure of microfinance institutions (MFIs) can vary depending on factors such as
size, geographical reach, legal status, and specific mission. However, there are common elements in
many MFI structures:

1. Board of Directors: The board provides governance and strategic direction to the MFI. It typically
consists of individuals with diverse backgrounds, including finance, business, law, and community
development. Some board members may represent key stakeholders such as investors, donors, or
clients.

2. Executive Management Team: This team, headed by a CEO or Executive Director, is responsible
for implementing the board's strategic decisions and managing day-to-day operations. The
executive team typically includes senior managers overseeing areas such as operations, finance,
risk management, and human resources.

3. Operations Department: This department manages the core activities of the MFI, including lending,
savings mobilization, and other financial services. Depending on the MFI's scope, there may be
specialized units for different product lines or geographic regions.

4. Credit and Risk Management: This department assesses the creditworthiness of clients, establishes
lending policies, and manages the risk associated with the MFI's loan portfolio. It may include
functions such as credit analysis, loan underwriting, and collections.
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10.

Finance and Accounting: This department oversees financial reporting, budgeting, treasury
management, and compliance with regulatory requirements. It ensures that the MFI maintains
accurate financial records and operates within its budgetary constraints.

Client Services: This department focuses on delivering quality services to clients, including customer
support, financial education, and social performance monitoring. It plays a crucial role in building
and maintaining relationships with clients and communities.

Monitoring and Evaluation: This function assesses the impact of the MFI's programs and services,
both in terms of financial sustainability and social outcomes. It may involve data collection, analysis,
and reporting to internal and external stakeholders.

Support Functions: These include administrative services such as human resources, IT, legal, and
procurement. They provide essential support to the MFI's core operations and ensure compliance
with relevant laws and regulations.

Branch Network: In MFIs with a decentralized structure, there may be a network of branches or
field offices responsible for delivering services to clients in different locations. Branch managers
oversee local operations and report to regional or central management.

Compliance and Internal Audit: These functions ensure that the MFI operates in compliance with
relevant laws, regulations, and internal policies. Internal auditors may conduct periodic reviews to
assess the effectiveness of internal controls and identify areas for improvement.

Overall, the organizational structure of an MFl is designed to balance the need for efficient operations,
effective risk management, and social impact. It should enable the MFI to achieve its mission of
providing financial services to underserved populations while maintaining financial sustainability and
institutional integrity.

1.

— 2.1.2 Operating Environment

Microfinance institutions (MFls) operate within a complex ecosystem influenced by various factors.
Here's an overview of the operating environment of microfinance institutions:

Regulatory Environment: MFls are subject to regulations imposed by governmental bodies, which
vary significantly across countries. Regulatory frameworks dictate licensing requirements, interest
rate caps, reserve ratios, reporting standards, and consumer protection measures.

Political Stability: Political stability is crucial for the smooth operation of MFIs. Political unrest,
corruption, or sudden policy changes can adversely affect the stability and growth of microfinance
operations.

Economic Conditions: Economic factors such as inflation rates, exchange rates, GDP growth, and
unemployment rates significantly impact the operating environment of MFls. Economic downturns
can increase the vulnerability of clients and affect their ability to repay loans.

Market Competition: MFIs often operate in competitive environments, competing with banks,
non-governmental organizations (NGOs), and other financial institutions. Understanding market
dynamics and adapting products and services accordingly is essential for their sustainability.

Technological Advancements: Technological advancements, particularly in mobile banking and
digital finance, have transformed the landscape for MFls. Embracing technology can enhance
efficiency, reduce costs, and improve outreach to underserved populations.

Social and Cultural Factors: Social and cultural factors play a significant role in shaping the operating
environment of MFIs. Understanding local customs, beliefs, and social structures is crucial for
designing appropriate financial products and building trust within communities.
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7. Risk Management: MFls face various risks, including credit risk, liquidity risk, operational risk, and
political risk. Implementing robust risk management practices is essential for maintaining financial
stability and safeguarding the interests of clients and investors.

8. Funding Sources: MFls rely on a mix of funding sources, including equity, debt, grants, and deposits.
Access to affordable funding is critical for scaling operations and meeting the financial needs of
clients.

9. Client Base: Understanding the needs, preferences, and behaviors of clients is essential for MFls.
Serving marginalized and vulnerable populations requires tailored financial products, effective
communication strategies, and a deep understanding of the communities served.

10. Social Impact: MFIs often have dual objectives of financial sustainability and social impact.
Measuring and reporting social outcomes, such as poverty reduction, women's empowerment,
and financial inclusion, are integral parts of their operating environment.

In summary, the operating environment of microfinance institutions is influenced by a combination of
regulatory, economic, technological, social, and cultural factors. Navigating these complexities requires
adaptive strategies, strong risk management practices, and a commitment to financial inclusion and
social impact.

2.1.3 Procedures to Perform Microfinance Functions

Performing microfinance functions involves several key procedures aimed at providing financial services
to low-income individuals or groups who typically lack access to traditional banking services. Here's a
general outline of the procedures involved:
1. Market Analysis and Needs Assessment:
Conduct a thorough analysis of the target market to understand the financial needs, demographics,
and socio-economic conditions of the potential clients.
Identify the specific financial products and services needed by the target population.

2. Product Design and Development:
Develop appropriate financial products and services tailored to the needs of the target market,
such as microloans, savings accounts, insurance, and remittance services.

Ensure that the products are simple, accessible, and affordable for the target clientele.

3. Client Screening and Selection:
Establish eligibility criteria for accessing microfinance services, such as income level, credit history
(if available), and willingness to participate in financial education programs.
Screen potential clients to assess their creditworthiness and ability to repay loans.

4. Loan Disbursement:
Disburse loans to eligible clients based on their financial needs and repayment capacity.
Provide adequate training and support to borrowers on how to effectively utilize the loan funds for
income-generating activities.

5. Financial Education and Training:
Offer financial literacy training to clients to improve their understanding of basic financial concepts,
such as budgeting, saving, and managing debt.

Provide training on entrepreneurship, business management, and other relevant skills to help
clients maximize the impact of microfinance on their livelihoods.

'
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Monitoring and Evaluation:
Establish mechanisms for monitoring the performance of the microfinance portfolio, including loan
repayment rates, client satisfaction, and business outcomes.

Conduct regular evaluations to assess the effectiveness and impact of microfinance interventions
on poverty reduction and socio-economic development.

Risk Management:

Implement risk management strategies to mitigate potential risks associated with lending activities,
such as credit risk, operational risk, and market risk.

Diversify the loan portfolio and establish appropriate loan loss provisioning practices to safeguard
the financial sustainability of the microfinance institution.

Client Support and Follow-Up:

Provide ongoing support and assistance to clients throughout the loan cycle, including addressing
any issues or challenges they may encounter.

Conduct periodic follow-up visits to assess the progress of clients' businesses and provide additional
guidance or support as needed.

Social Performance Measurement:

Track and measure the social impact of microfinance interventions, such as improvements in
income levels, access to basic services, and empowerment of marginalized groups.

Use social performance indicators to ensure that microfinance activities are aligned with the
institution's social mission and objectives.

— 2.1.4 Importance of the role of a Microfinance Executive ——

Client Engagement and Empowerment: Microfinance Executives play a crucial role in engaging with
clients, understanding their financial needs, and empowering them with access to tailored financial
products and services. By building trust and providing personalized support, they contribute to the
economic empowerment of low-income individuals and communities.

Risk Management and Compliance: Microfinance Executives are responsible for assessing
credit risks, ensuring compliance with regulatory requirements, and implementing effective risk
management practices within microfinance institutions. Their expertise in evaluating borrower
profiles and monitoring loan portfolios helps mitigate financial risks and safeguard the institution's
stability.

Business Developmentand Growth: Microfinance Executives drive business developmentinitiatives,
identify growth opportunities, and expand the reach of microfinance services to underserved
markets. By fostering partnerships, developing innovative solutions, and implementing strategic
initiatives, they contribute to the sustainable growth and impact of microfinance institutions in
addressing poverty and promoting financial inclusion.

In conclusion, the organizational structure, operating environment, and procedures within a
microfinance institution are designed to enable effective service delivery to underserved populations
while ensuring sustainability and compliance. The role of a microfinance executive is vital in providing
strategic leadership, driving innovation, and fostering partnerships to advance the institution's mission
of financial inclusion and poverty alleviation.
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— 2.1.5 Common Pricing and Discount policies

Common pricing and discount policies in microfinance aim to balance the financial sustainability of
microfinance institutions (MFls) with the affordability and accessibility of financial services for low-
income individuals. Here are some of the common pricing and discount policies:

Pricing and Discount

o Description
Policies P

The interest rate charged on microfinance loans, typically higher
Interest Rate than traditional bank rates due to higher operational costs and risk
associated with serving low-income clients.

A simple interest rate charged on the principal amount borrowed

Flat Interest Rate .o -
throughout the loan tenure, resulting in fixed periodic repayments.

An interest rate calculation method where interest is charged on the
outstanding loan balance, leading to reduced interest payments over
time as the principal is repaid.

Diminishing Interest
Rate

A one-time fee charged by microfinance institutions for processing loan

Processing Fee s . . . . .
g applications and disbursing funds, covering administrative costs.

Incentive offered to borrowers who repay their loans early, typically in

Prepayment Discount . L o
pay the form of a discount on the outstanding interest or principal amount.

Discount offered to borrowers who form or join self-help groups or
Group Discount joint liability groups, encouraging collective borrowing and repayment
responsibility.

Discount offered during specific seasons or periods when demand
Seasonal Discount for loans is low or to incentivize timely repayment during harvest or
business cycles.

Incentive provided to existing borrowers who refer new clients to the
Referral Discount microfinance institution, encouraging client acquisition and network
expansion.

Discount or preferential terms offered to repeat borrowers or long-

Loyalty Discount . . . .
yaity standing clients as a reward for their loyalty and continued patronage.

These pricing and discount policies are commonly used in microfinance to incentivize borrowing,
encourage repayment, and promote financial inclusion among low-income individuals and communities.
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UNIT 2.2: Microfinance Regulations, Standard Code of
Conduct, and Self-regulatory Associations

Unit Objectives | ©

By the end of this unit, the participants will be able to:

1.
2.

Elucidate on the meaning and composition of a standard code of conduct.
State the three primary agencies determining the standard codes of conduct.

2.2.1 Standard Code of Conduct

Astandard code of conduct for microfinance institutions typically encompasses principles and guidelines
aimed at ensuring ethical practices, fair treatment of clients, transparency, and accountability. In India,
microfinance institutions (MFls) are regulated by the Reserve Bank of India (RBI) and are expected
to adhere to certain standards and guidelines outlined by the RBI as well as industry best practices.
While specific codes may vary depending on the organization and regulatory requirements, here's a
generalized outline of what such a code might include:

1.

Client Protection and Fair Practices: MFls in India are expected to adhere to principles of client
protection and fair practices. This includes providing transparent and accurate information about
financial products and services, avoiding deceptive practices, and ensuring fair treatment of clients.

Responsible Lending Practices: MFls should follow responsible lending practices to prevent over-
indebtedness among clients. This involves assessing clients' repayment capacity, offering suitable
loan products, and providing financial literacy and education to clients.

Interest Rates and Fees: RBI regulations require MFls to adhere to guidelines on interest rates, fees,
and charges. MFls are to be committed to following transparent and reasonable pricing of financial
products and services, including interest rates, fees, and charges. Predatory lending practices are to
be avoided and ensure that clients understand the total cost of borrowing.

Risk Management: MFls are expected to implement robust risk management practices to mitigate
credit, operational, and market risks. This includes credit risk assessment, portfolio diversification,
and maintaining adequate provisions for loan losses.

Governance and Oversight: MFIs should have strong governance structures and internal controls
in place. Establishing effective governance structures and internal controls, ensure accountability,
integrity, and compliance with legal and regulatory requirements. This includes having a board
of directors with appropriate expertise, conducting regular audits, and ensuring compliance with
regulatory requirements.

Social Performance: MFls are encouraged to integrate social goals and impact measurement into
their operations. This includes promoting financial inclusion, poverty alleviation, and empowerment
of marginalized communities, particularly women.

Compliance and Ethics: MFIs must comply with all applicable laws, regulations, and industry
standards. This includes preventing fraud, corruption, and money laundering, and promoting
ethical conduct among staff and agents.

Client Grievance Mechanism: MFIs are required to establish a fair and transparent mechanism for
handling client grievances and complaints. This includes providing multiple channels for clients to
raise concerns and ensuring timely resolution of grievances.
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9. Capacity Building and Financial Literacy: MFls are encouraged to invest in client education and
capacity-building initiatives. This includes providing financial literacy training, entrepreneurship
development programs, and access to resources for income generation activities.

10. Transparency and Reporting: MFIs should provide transparent and accurate reporting of their
financial performance, social impact, and client outreach. This includes regular disclosure of key
performance indicators and compliance with regulatory reporting requirements.

It'simportant for MFls operating in India to align their code of conduct with RBI regulations and industry
best practices, while also considering the specific needs and contexts of their clients and stakeholders.
Regular monitoring, evaluation, and review processes should be in place to ensure compliance and
identify areas for improvement.

— 2.2.2 Agencies determining the standard code of conduct ——

Three primary agencies determine the standard codes of conduct for microfinance in India, all serving
different purposes:

1. RBI's Code of Conduct for Microfinance Institutions (MFls):
Issued by the Reserve Bank of India (RBI), this code is mandatory for all MFIs operating in India.

It focuses on essential regulatory requirements and compliance, covering areas like:

e Loan pricing and terms transparency

e Responsible lending practices and client protection
e Grievance redressal mechanisms

e Fair collection practices

e Corporate governance and reporting

2. MFIN Code of Conduct:

Established in 2009, the Microfinance Industry Network (MFIN) was recognised by the Reserve
Bank of India (RBI) as India’s first Self-Regulatory Organization (SRO) for the NBFC-MFIs. MFIN
includes the whole microfinance ecosystem under its purview. MFIN Members are entities that
are governed by the Reserve Bank of India. These entities include, but are not limited to, banks,
small financing banks, NBFCs, banking correspondents, credit bureaus, fintech companies, and
non-banking financial companies. Developed by the Microfinance Institutions Network (MFIN), this
code is voluntary but widely adopted by its members. It builds upon the RBI's code by establishing
additional ethical and responsible lending standards. The key areas covered include:

e Industry Representation: MFIN serves as a collective voice for its member MFls, representing
their interests at various levels of government, regulatory bodies, and other stakeholders. This
includes advocating for policies conducive to the growth and sustainability of the microfinance
industry.

e Code of Conduct: MFIN has developed a Code of Conduct for its members, outlining ethical
practices and standards that MFls should adhere to in their operations. This code includes
guidelines on interest rates, fair treatment of clients, transparency in loan terms, and
mechanisms for grievance redressal.

e Data Collection and Reporting: MFIN collects data from its member MFIs to create industry-
wide reports and analyses. This data helps in monitoring the performance of the microfinance
sector, identifying trends, and informing policy discussions.

'
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Capacity Building and Training: MFIN organizes workshops, training programs, and knowledge-
sharing events to enhance the capacity and professionalism of microfinance practitioners.
These initiatives aim to improve the skills of MFIs' staff in areas such as credit assessment, risk
management, and client-centered approaches.

Client Protection Initiatives: MFIN works towards strengthening client protection measures
within the microfinance industry. This includes initiatives to educate clients about their rights,
prevent over-indebtedness, and establish mechanisms for resolving disputes between clients
and MFls.

3. Sa-Dhan (The Association of Community Development Finance Institutions):

Sa-Dhan, also known as The Association of Community Development Finance Institutions, is
a prominent self-regulatory organization (SRO) in India focused on promoting and supporting
community development finance institutions (CDFls). Established in 1999, Sa-Dhan has played a
crucial role in the growth and development of the microfinance sector in India. It is the second
association in the business of micro-lending to be given the SRO status by the central bank after
MPFIN. Some of the functions of Sa-Dhan encompass-

Advocacy and Policy Dialogue: Sa-Dhan engages in advocacy efforts to influence policy decisions
and create an enabling environment for CDFls and MFIs. This involves representing the interests
of its members before government bodies, regulators, and other stakeholders, and advocating
for policies that support financial inclusion and poverty alleviation.

Capacity Building and Training: Similar to MFIN, Sa-Dhan provides capacity building support and
training programs for its member institutions. These initiatives aim to enhance the operational
efficiency, risk management capabilities, and social performance of CDFls and MFIs.

Networking and Knowledge Sharing: Sa-Dhan serves as a platform for networking and
knowledge sharing among its member institutions. It facilitates peer learning, exchange of best
practices, and collaboration on initiatives aimed at addressing common challenges faced by
CDFls and MFls.

Research and Publications: Sa-Dhan conducts research and publishes reports on various
aspects of microfinance and financial inclusion. These publications provide valuable insights
into the performance of the sector, emerging trends, and policy recommendations.

Standards and Certification: Sa-Dhan has developed standards and certification mechanisms
for CDFIs and MFIs to ensure adherence to ethical and professional standards. This includes
certification programs related to social performance management, client protection, and
responsible lending practices.

By and large, both MFIN and Sa-Dhan play crucial roles in promoting responsible and sustainable
microfinance practices in India, facilitating industry-wide collaboration, and advocating for policies that
support financial inclusion and poverty reduction efforts.
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UNIT 2.3: Customer Products and Segments in Microfinance

— Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Identify the types of products and services offered to the customers in the Microfinance industry.

2. Set forth the types of customer segments and assess the suitability of products offered in
Microfinance.

3. Discuss the key attributes for profiling customers in Microfinance.

2.3.1 Types, features and risks associated with customer
[ products and services offered

The microfinance industry offers a variety of products and services tailored to meet the financial needs
of low-income individuals, often excluded from traditional banking services. Here's a breakdown of the
types, features, and risks associated with products and services in the microfinance industry:

* Microcredit refers to small loans provided to individuals who lack access to
traditional banking services. These loans are typically used for income-generating
activities, such as starting or expanding a small business.

* Features: Small loan amounts, short repayment periods, simplified application
processes, and often collateral-free lending.

* Risks: High interest rates to compensate for the higher risk associated with lending
to low-income borrowers. Borrowers mav strugele with repavment due to

Microsavings

+* Microsavings accounts enable individuals to save small amounts of money
regularly. These accounts help low-income individuals build financial resilience and
plan for future expenses.

* Features: Low or no minimum balance requirements, accessible branch locations
or mobile banking options, and interest-bearing accounts.

* Risks: Limited access to formal banking infrastructure in rural areas, potential
liguidity issues for the institution due to a large number of small accounts, and the

Microinsurance

* Microinsurance provides affordable insurance products tailored to the needs of
low-income individuals and small businesses. These products typically cover risks
such as illness, death, crop failure, or natural disasters.

* Features: Low premiums, simplified insurance products, and flexible payment
options.

+ Risks: Limited understanding of insurance concepts among clients, adverse
selection (where higher-risk individuals are more likely to purchase insurance),
and operational challenges in claims processing and risk management.
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Remittances

* Many microfinance institutions offer remittance services, allowing individuals to send
and receive money domestically or internationally.

* Features: Quick and affordable money transfer services, partnerships with global
remittance providers, and accessible agent networks.

* Risks: Exchange rate fluctuations, regulatory compliance challenges, and operational
risks related to transaction processing and fraud prevention.

Financial Education and Training

* Microfinance institutions often provide financial literacy programs and training to
empower clients to make informed financial decisions and manage their finances
effectively.

* Features: Workshops, seminars, and one-on-one counseling sessions covering topics
such as budgeting, saving, debt management, and entrepreneurship.

* Risks: Limited impact if not tailored to the specific needs and contexts of clients,
challenges in reaching remote populations, and the need for ongoing support and
follow-up to ensure behavior change

— 2.3.2 Types of customer segments

Customer segmentation is a crucial aspect of marketing strategy, allowing businesses to divide their
target market into distinct groups with similar characteristics and needs. By understanding the different
types of customer segments and their suitability to products offered, agencies can tailor their marketing
efforts more effectively.

Micro-Entrepreneurs:

e Suitable for microenterprise loans and working capital financing.
e Often require flexible repayment schedules and tailored loan amounts based on business needs.

Low-Income Individuals:

e Suitable for small-scale loans, savings accounts, and microinsurance products.
e Benefit from easy accessibility, minimal documentation, and affordable interest rates.

Women:

e Suitable for group-based lending models like Self-Help Groups (SHGs) or Joint Liability Groups (JLGS).

e Often offered specialized products such as income-generation loans, skill development training,
and financial literacy programs tailored to their needs.

Rural Communities:

e Suitable for agricultural loans, livestock financing, and rural development schemes.

e Require products with flexible repayment terms, seasonal financing options, and agricultural
extension services.

o
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Urban Informal Sector Workers:

e Suitable for microenterprise loans, asset financing, and working capital support.

e Benefit from products like cash credit facilities, equipment loans, and mobile banking services for
convenient transactions.

Youth:

e Suitable for youth-focused entrepreneurship programs, vocational training loans, and skill
development initiatives.

e Require products with mentorship support, career guidance, and access to business development
resources.

Socially Excluded Groups (e.g., Dalits, Tribal Communities):

e Suitable for targeted financial inclusion programs, community-based organizations, and livelihood
enhancement projects.

e Require products with sensitivity to cultural norms, language preferences, and social dynamics
within their communities.

Each customer segment in microfinance has unique financial needs, preferences, and challenges.
Microfinance institutions tailor their products and services to suit these requirements, ensuring
inclusivity, affordability, and sustainability while promoting economic empowerment and social
development.

2.3.3 Key attributes for profiling customers in microfinance —;

Customer profiling in microfinance involves gathering and analyzing information about potential
borrowers to understand their characteristics, needs, behaviors, and risks. This process helps
microfinance institutions tailor their products and services to effectively serve their target market while
managing risks associated with lending. Deciding on target populations is a lengthy and tedious task.
Customers can be segregated based on certain behavioural, cultural or social distinctive characteristic
features. This includes 4 primary ways of allocation- Group, Income, Health and Age related specifics
of individuals.

1. Group Dynamics in Microfinance:

e Group-Based Lending: Microfinance institutions often utilize group-based lending models
like Self-Help Groups (SHGs) or Joint Liability Groups (JLGs) to extend credit to low-income
individuals. These groups provide mutual support, collective liability, and social cohesion among
members, fostering trust and accountability.

e Peer Pressure: Group dynamics encourage borrowers to meet repayment obligations as default

by one member can affect the entire group's access to future loans. This peer pressure serves as
a powerful incentive for timely repayment and ensures high repayment rates in microfinance.

2. Income Profiling:

e Assessment of Income Levels: Microfinance institutions conduct income profiling to determine
clients' financial capacity and repayment ability. This involves analyzing sources of income,
earnings stability, and cash flow patterns.

'
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Segmentation: Clients are segmented based on theirincome levels into categories such as ultra-
poor, poor, and low-income earners. This segmentation helps in designing tailored financial
products and services that meet the diverse needs of different income groups.

3. Health Profiling:

Impact of Health on Repayment Capacity: Microfinance institutions assess clients' health
conditions to understand how health-related factors affect their ability to generate income
and repay loans. Poor health can lead to loss of productivity, increased medical expenses, and
income instability, impacting loan repayment.

Healthcare Financing: Microfinance institutions may offer health-related products such as
health insurance, medical loans, or savings schemes to help clients manage healthcare expenses
and mitigate financial risks associated with illness or injury.

4. Age Profiling:

Assessment of Age Demographics: Microfinance institutions analyze the age distribution of
their client base to identify trends and preferences among different age groups. Younger clients
may have different financial needs and risk profiles compared to older clients.

Youth Empowerment: Microfinance programs may focus on youth empowerment by offering
youth-specific products such as education loans, vocational training, and entrepreneurship
programs. These initiatives help young individuals build skills, access economic opportunities,
and improve their socio-economic status.

In summary, understanding group dynamics, income levels, health status, and age demographics of
microfinance clients is essential for designing client-centric products, assessing creditworthiness, and
promoting financial inclusion and socio-economic development. Microfinance institutions use this
profiling data to tailor their services, mitigate risks, and enhance the impact of their interventions on
the lives of low-income individuals and communities.
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UNIT 2.4: Concept of Creditworthiness and Fiscal Concepts in
Microfinance

. . . )
Unit Objectives | ©
By the end of this unit, the participants will be able to:

1. Explain the concept and factors affecting Credit worthiness.

2. Discuss the notion of credit rating.

3. Explore the basic economic and accounting concepts in Microfinance.
4. Expound a gist of basic fiscal concepts.

2.4.1 Concept of Creditworthiness
Premise

Poverty is a major hurdle in most developing economies. It is argued that among others, the access
to credit is presumed to be the cause of continual poverty. Only when the poor are able to set up
livelihood options that can generate stable income, can the economic standard of the community and
the country improve. So focus on both economic and livelihood pursuits to asses credit worthiness are
interrelated for making significant strides in the industry in the long run.

Creditworthiness refers to a borrower's ability and willingness to repay their debts on time. When
assessing creditworthiness, lenders evaluate various factors such as the borrower's credit history,
income, employment stability, debt-to-income ratio, and overall financial situation. A customer with
good creditworthiness is considered less risky by lenders, making them more likely to qualify for loans
and credit at favourable terms, such as lower interest rates and higher credit limits. On the other hand,
customers with poor creditworthiness may face difficulties in obtaining credit or may be offered credit
at higher interest rates due to the increased risk they pose to lenders. Creditworthiness in microfinance
is crucial because it determines the risk associated with lending to individuals who often lack access to
traditional banking services and have limited financial resources. Assessing creditworthiness helps MFls
make informed decisions about extending credit, setting appropriate interest rates, and determining
loan terms.

2.4.2 Factors impacting the creditworthiness of customers —

In the context of microfinance in India, where financial services are extended to low-income individuals
and underserved communities, several factors impact the creditworthiness of customers. These
factors are crucial for microfinance institutions (MFls) to assess the risk associated with lending and to
ensure the sustainability of their operations. Here are some key factors influencing creditworthiness in
microfinance in India:

1. Income Stability: The stability and regularity of income of microfinance customers play a significant
role in determining creditworthiness. MFlIs assess the reliability of the income source, such as
wages, self-employment, or remittances, to evaluate the borrower's ability to repay loans.

2. Repayment Capacity: MFls evaluate the borrower's repayment capacity based on their income
level, expenses, and existing debt obligations. Customers with sufficient surplus income after
meeting basic needs are considered more creditworthy.




e Participant Handbook

3. Credit History: While formal credit history may be limited among microfinance customers, MFls
often rely on alternative credit assessment methods, such as repayment behaviour in previous
loans with the MFI or other informal credit sources.

4. Social Capital: Social capital, including community ties, group solidarity, and reputation within the
community, can influence creditworthiness in microfinance. Borrowers with strong social networks
and a history of fulfilling social obligations are perceived as less risky.

5. Financial Literacy and Education: MFIs often provide financial literacy training to empower
borrowers with knowledge and skills to manage their finances effectively. Customers who
demonstrate understanding of financial concepts and practices are considered more creditworthy.

6. Asset Ownership: Ownership of productive assets, such as livestock, equipment, or agricultural
land, can serve as collateral or provide a source of repayment, enhancing creditworthiness for
microfinance borrowers.

7. Group Dynamics: In group-based lending models common in microfinance, such as Self-Help
Groups (SHGs) or Joint Liability Groups (JLGs), group dynamics and peer pressure play a crucial role.
Borrowers are collectively responsible for loan repayments, incentivizing group members to ensure
timely repayments and improving creditworthiness.

8. Geographical Factors: Local economic conditions, market opportunities, and geographic factors
can impact the creditworthiness of microfinance customers. MFls assess the viability of economic
activities and livelihood opportunities available to borrowers in their respective locations.

9. Regulatory Environment: Regulatory frameworks governing microfinance operations in India,
including interest rate caps, repayment terms, and borrower protection measures, can influence
creditworthiness assessments and risk management practices of MFls.

10. Technological Advancements: The adoption of digital technologies and alternative data sources,
such as mobile payments, transaction histories, and social media data, is transforming credit
assessment processes in microfinance. MFls leverage these tools to gather insights into borrower
behaviour and enhance creditworthiness assessments.

Assessing creditworthiness in microfinance involves a holistic evaluation of these factors to determine
the level of risk associated with lending to individual borrowers or groups. By considering these factors,
microfinance institutions in India can make informed decisions about extending credit to low-income
individuals and marginalized communities while managing risks effectively and promoting financial
inclusion and poverty alleviation.

— 2.4.3 Types of customer segments

Credit rating is an assessment of the creditworthiness of an individual, company, or government entity.
It provides an evaluation of the entity's ability to meet its financial obligations, such as repaying debt
or fulfilling other contractual obligations, based on its past financial performance, current financial
position, and other relevant factors.

Credit ratings are typically assigned by credit rating agencies, also known as credit rating bureaus or
credit rating organizations. In India, credit rating refers to the assessment of the creditworthiness
of individuals, companies, financial instruments, or government entities by accredited credit rating
agencies. In India, there are several credit rating agencies authorized by the Securities and Exchange
Board of India (SEBI), the regulatory body overseeing the securities market. These agencies include
CRISIL, ICRA, CARE, India Ratings, and Brickwork Ratings, among others. These agencies evaluate the
creditworthiness of entities based on their financial performance, industry outlook, management
quality, and other relevant factors. Credit ratings in India are typically assigned using a standardized
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rating scale, which includes symbols such as AAA, AA, A, BBB, BB, B, C, D, etc. The highest rating, such
as AAA or equivalent, indicates the lowest credit risk, while lower ratings suggest higher levels of risk.

Credit ratings are widely used by investors, lenders, insurers, and other stakeholders to assess the
risk associated with investing in or lending to a particular entity. Higher credit ratings indicate lower
credit risk, which typically translates to lower borrowing costs and easier access to credit. Conversely,
lower credit ratings indicate higher credit risk and may result in higher borrowing costs or difficulty in
obtaining credit.

2.4.4 Basic economic concepts in microfinance

Microfinance focuses on providing financial services, such as credit, savings, insurance, and financial
education, to low-income individuals and small businesses who lack access to traditional banking
services. While many basic economic concepts in microfinance overlap with those in finance, there are
some specific concepts relevant to microfinance.

In the Indian context, microfinance plays a crucial role in promoting financial inclusion and addressing
the needs of the country's large population of low-income individuals and small businesses. Here are
some basic economic concepts in microfinance relevant to the Indian context:

¢ Financial Inclusion: India has a significant proportion of its population without access to formal
banking services. Microfinance aims to bridge this gap by providing financial services, such as
credit, savings, and insurance, to underserved communities, particularly in rural and remote areas.

e SHGs (Self-Help Groups): Self-Help Groups are an integral part of microfinance in India. These
groups consist of 10-20 members, mostly women, who come together to save money, access credit,
and support each other in income-generating activities. SHGs serve as a platform for microfinance
institutions to reach and serve low-income clients efficiently.

e Microcredit: Microcredit plays a significant role in India's microfinance sector, providing small loans
to individuals and small businesses for various purposes, including agriculture, livestock, cottage
industries, and small-scale entrepreneurship. Microfinance institutions (MFIs) in India cater to the
credit needs of millions of low-income borrowers, especially in rural areas.

e JLGs (Joint Liability Groups): Similar to SHGs, Joint Liability Groups are small informal groups of
individuals who come together to access credit from formal financial institutions. Members of JLGs
jointly guarantee each other's loans, promoting mutual support and peer monitoring.

¢ Interest Rate Regulation: In India, there are regulations in place to cap the interest rates charged
by microfinance institutions to prevent exploitation of borrowers. The Reserve Bank of India (RBI)
and other regulatory bodies monitor and regulate interest rates charged by MFIs to ensure fairness
and protect consumers.

e Savings and Insurance Products: In addition to credit, microfinance institutions in India offer savings
and insurance products tailored to the needs of low-income clients. These products help individuals
build assets, manage risks, and cope with unexpected expenses, contributing to financial resilience
and stability.

¢ Digital Financial Inclusion: India has witnessed significant growth in digital financial inclusion
initiatives, leveraging technology to expand access to financial services, especially in rural and
underserved areas. Mobile banking, digital payments, and other fintech solutions play a vital role in
enhancing the reach and efficiency of microfinance in India.

e Social Impact Assessment: Microfinance institutions in India often conduct social impact
assessments to evaluate the effectiveness of their interventions in addressing poverty, empowering
women, improving livelihoods, and promoting economic development. These assessments help
measure and enhance the social impact of microfinance programs.
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e Government Support and Policy Initiatives: The Indian government has introduced various policy
initiatives and programs to support microfinance and financial inclusion efforts, including the
National Rural Livelihoods Mission (NRLM), Pradhan Mantri Jan Dhan Yojana (PMJDY), and MUDRA
(Micro Units Development and Refinance Agency) scheme. These initiatives aim to expand access
to financial services and promote entrepreneurship among low-income individuals and small
businesses.

e Regulatory Framework: Microfinance institutions in India operate within a regulatory framework
established by the Reserve Bank of India (RBI) and other regulatory authorities. Regulatory guidelines
ensure consumer protection, financial stability, and ethical practices within the microfinance sector
while fostering innovation and growth.

Understanding these basic economic concepts in the Indian context is essential for stakeholders involved
in microfinance, including policymakers, regulators, microfinance institutions, NGOs, and development
organizations, to effectively promote financial inclusion and poverty alleviation in the country. It
provides a theoretical and analytical framework for understanding the functioning of microfinance
markets, designing effective interventions, and maximizing the impact of financial services on the lives
of low-income individuals and communities.

Basic accounting concepts in microfinance:

In microfinance, just like in traditional accounting, several basic accounting concepts guide financial
recording and reporting. However, these concepts are often adapted to the specific needs and
characteristics of microfinance institutions (MFIs) and their clients. Here are some of the basic
accounting concepts applied in microfinance:

1. Accrual Basis: Microfinance institutions typically use the accrual basis of accounting, recording
transactions when they occur, regardless of when the cash is received or paid. This allows for a more
accurate representation of financial performance and position, especially important for managing
loan portfolios and assessing client credit risk.

2. Double-Entry Accounting: Double-entry accounting principles are applied in microfinance to
ensure accuracy and integrity in financial recording. Every transaction is recorded with both a debit
and a credit, maintaining the fundamental accounting equation (Assets = Liabilities + Equity) and
facilitating the preparation of financial statements.

3. Consistency: Consistency in accounting practices ensures that similar transactions are treated
in the same manner over time, promoting comparability and reliability in financial reporting.
Microfinance institutions adhere to consistent accounting policies and methods, minimizing
variations in reporting and facilitating analysis and decision-making.

4. Materiality: Materiality considerations are important in microfinance accounting, particularly
given the often small-scale operations and limited resources of MFls and their clients. Accountants
focus on recording and reporting transactions that are material in nature, meaning they have the
potential to influence economic decisions of stakeholders.

5. Prudence (Conservatism): Prudence, or conservatism, is the principle of exercising caution in
financial reporting by anticipating and recognizing potential losses and liabilities, while only
recognizing gains when realized. This concept is especially relevant in microfinance, where client
credit risk and loan default rates may be higher, necessitating conservative provisioning and risk
management practices.

6. Going Concern: The going concern concept assumes that a microfinance institution will continue
to operate indefinitely, allowing for the use of accrual accounting methods and the valuation of
assets based on their long-term earning potential. This concept supports financial stability and
sustainability in microfinance operations.
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7. Entity Concept: The entity concept asserts that MFls are distinct legal and economic entities
separate from their clients and other stakeholders. This concept guides the segregation of MFI
transactions from those of clients and ensures the integrity of financial reporting for both the
institution and its clients.

By adhering to these basic accounting concepts tailored to the microfinance context, MFls can maintain
accurate financial records, assess their financial performance, manage risks effectively, and fulfill their
mission of providing inclusive financial services to underserved populations.

2.4.5 Basic fiscal concepts: Interest rates and Profit & loss ——

Interest Rates:

Interest rates are essentially the cost of borrowing money or the return on investment for lending
money, usually expressed as a percentage of the principal (the initial amount of money). They play a
crucial role in financial markets and economies as they influence various aspects such as consumer
spending, business investment, inflation, and monetary policy. Interest rates can be set by central banks
(like the Federal Reserve in the United States) or determined by the supply and demand for credit in the
market. Some key points about interest rates in microfinance:

e Interest Rate Levels: Microfinance institutions (MFIs) typically charge interest rates that are higher
than those offered by traditional banks. This is because serving low-income clients often involves
higher operational costs and greater risks. However, interest rates in microfinance are usually
lower than those charged by informal moneylenders, which can sometimes exploit borrowers with
exorbitant rates.

e Types of Interest Rates: Microfinance institutions may offer various types of interest rates, including
flat rates, declining balance rates, or effective interest rates. The effective interest rate takes into
account the declining balance of the loan over time, providing a more accurate representation of
the total cost of borrowing.

e Interest Rate Regulation: Some countries have regulations in place to limit the interest rates that
microfinance institutions can charge. These regulations aim to protect vulnerable borrowers from
predatory lending practices while ensuring the sustainability of microfinance operations. However,
excessive regulation can also hinder the ability of MFIs to reach and serve clients in remote or
underserved areas.

e Social Performance: Many microfinance institutions prioritize social goals alongside financial
sustainability. They may offer subsidized interest rates or flexible repayment terms to better serve
their target clients and promote financial inclusion.

e Risk Factors: Interest rates in microfinance often reflect the risks associated with lending to low-
income individuals who may have limited collateral or irregular income streams. Factors such
as political instability, economic volatility, and natural disasters can also impact interest rates in
microfinance.

e Mission Alignment: Some microfinance organizations, particularly those with a social mission,
may prioritize client welfare over profit maximization. These institutions may offer lower interest
rates or invest in complementary services such as financial education and business training to help
clients improve their financial well-being.

Overall, interest rates in microfinance are influenced by a combination of factors including operational
costs, risk management practices, regulatory environment, and social mission. While higher interest
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rates are often necessary to cover the costs of serving low-income clients, efforts are being made to
ensure that microfinance remains an inclusive and sustainable tool for poverty alleviation.

Profit & Loss:

As the name suggests, Profit and loss refer to the financial gains or losses resulting from the operations
of a business or an individual over a specific period of time. However, in the context of microfinance,
there are some specific considerations:

e Profit: In microfinance institutions (MFIs), profit is the surplus earned from the interest charged
on loans provided to clients, as well as from other financial services offered. MFlIs often charge
interest rates on loans to cover their operating costs and generate revenue. This profit is essential
for the sustainability and growth of the MFI. However, in the case of many non-profit microfinance
institutions, the surplus may be used to cover operational expenses and expand services rather
than being distributed to shareholders.

e Loss: Loss in microfinance occurs when the expenses associated with providing financial services
exceed the revenue generated. This can happen due to various reasons such as high default rates
on loans, inefficient operations, or unexpected costs. Losses can pose significant challenges to
the sustainability of microfinance institutions, especially those operating in resource-constrained
environments.




Microfinance Executive

UNIT 2.5: Marketing techniques and brochures to be used to
host group meetings

. . . )
Unit Objectives | ©
By the end of this unit, the participants will be able to:

1. Explain the concept and factors affecting Credit worthiness.
2. Discuss the notion of credit rating.

3. Explore the basic economic and accounting concepts in Microfinance.
4. Expound a gist of basic fiscal concepts.

2.5.1 Relations between the application of marketing
techniques

Due to their critical role in promoting and providing financial services to underprivileged persons and
communities that are not served by regular banking institutions, marketing strategies and microfinance
are closely intertwined. Here's how marketing techniques are related to microfinance:

e Awareness and Accessibility: Marketing techniques raise awareness about the availability and
benefits of microfinance services, making them more accessible to individuals who may not be
aware of their options for accessing financial resources.

¢ Targeting Specific Demographics: Marketing techniques help microfinance institutions identify and
target specific demographics or communities that are most in need of financial services, such as
women, rural populations, or small-scale entrepreneurs.

e Building Trust and Credibility: Effective marketing strategies emphasize transparency, integrity, and
client-centricity, helping microfinance institutions build trust and credibility within the communities
they serve. This is crucial for encouraging individuals to engage with financial services.

e Promoting Financial Inclusion: Marketing techniques play a vital role in promoting financial
inclusion by reaching out to marginalized groups and offering them tailored financial solutions that
meet their unique needs and circumstances.

e Encouraging Responsible Financial Behaviour: Marketing efforts often include educational
components aimed at promoting responsible financial behaviours, such as saving, budgeting, and
prudent borrowing. This helps empower clients to make informed decisions about their finances
and improve their financial well-being.

¢ Facilitating Economic Empowerment: By promoting access to financial resources and services,
marketing techniques facilitate economic empowerment among individuals and communities,
enabling them to start or expand businesses, invest in education or healthcare, and build assets.

e Ensuring Sustainability and Growth: Effective marketing helps microfinance institutions attract
new clients, retain existing ones, and expand their reach, ensuring their sustainability and ability to
continue serving the community over the long term.
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2.5.2 Marketing techniques to be used to host
[ group meetings

Hosting group meetings in microfinance involves effectively marketing the gatherings to ensure
attendance, participation, and engagement from target borrowers and they are conducted in a variety
of ways:

1. Pre-event Promotion:

Email Campaigns: Send personalized invitations and reminders via email to borrowers,
highlighting the date, time, location, and agenda of the group meeting.

SMS Reminders: Send text message reminders to borrowers a few days before the meeting to
ensure they are aware and can plan accordingly.

Social Media Announcements: Use social media platforms to create event pages or posts
promoting the group meeting, encouraging borrowers to RSVP and share with their networks.

2. Localized Marketing Materials:

Flyers and Posters: Distribute flyers and posters in the community, at local markets, community
centers, and other high-traffic areas, with details about the group meeting in the local language.

Community Announcements: Partner with local leaders, community organizations, and
religious institutions to make announcements about the group meeting during community
events or gatherings.

3. Incentives and Rewards:

Attendance Incentives: Offer small incentives or rewards for borrowers who attend the group
meeting consistently, such as discounts on future loans or bonus interest rates on savings
accounts.

Referral Rewards: Encourage borrowers to invite friends, family, or neighbors to the group
meeting by offering referral rewards or prizes for successful referrals.

4. Engaging Content:

Interactive Invitations: Create engaging invitations that pique borrowers' interest, such as
videos or infographics highlighting the benefits of attending the group meeting and the topics
to be covered.

Testimonials and Success Stories: Share testimonials and success stories from previous group
meetings to demonstrate the value and impact of attending, inspiring borrowers to participate.

5. Personalized Outreach:

One-on-One Invitations: Conduct personalized outreach calls or visits to borrowers who may
need extra encouragement or support to attend the group meeting, addressing their specific
needs and concerns.

Peer Influence: Encourage existing borrowers to personally invite their peers and neighbors to
the group meeting, leveraging the power of word-of-mouth referrals.

6. Convenience and Accessibility:

Transportation Assistance: Provide transportation assistance or arrange group transportation
for borrowers who may face challenges in accessing the meeting venue, especially in rural or
remote areas.

Childcare Services: Offer childcare services or activities for borrowers with young children,
ensuring that childcare responsibilities do not hinder attendance.

7. Follow-up and Feedback:

Post-meeting Surveys: Conduct post-meeting surveys or feedback sessions to gather insights
from borrowers about their experience, suggestions for improvement, and topics they would
like to see covered in future meetings.
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e Follow-up Communications: Send follow-up communications after the meeting, thanking
borrowers for their participation, summarizing key takeaways, and providing information about
upcoming events or opportunities.

By implementing these marketing techniques, microfinance institutions can effectively promote and
host group meetings, fostering engagement, building community connections, and empowering
borrowers through knowledge sharing and networking opportunities.

2.5.3 What are Marketing Brochures and pamphlets ?

Marketing brochures and pampbhlets in the context of microfinance are promotional materials designed
to inform potential clients, investors, and other stakeholders about the microfinance institution (MFI)
and its services. These materials typically aim to attract clients to avail themselves of microfinance
products such as loans, savings accounts, insurance, or other financial services offered by the MFI.

Arranging marketing brochures, pamphlets, and other promotional materials before any meeting in
microfinance holds significant importance for several reasons:

e Professionalism: Having well-prepared marketing materials demonstrates professionalism and
preparedness. It shows that the microfinance institution (MFI) values its clients and stakeholders
and is committed to providing them with relevant information about its services.

¢ Information Dissemination: Brochures and pamphlets serve as effective tools for disseminating
information about the MFI's products, services, and impact. They provide tangible resources that
meeting participants can review during and after the meeting to gain a better understanding of
what the MFI offers.

e Educational Tool: These materials educate potential clients and stakeholders about the benefits of
microfinance, the specific services offered by the MFI, and how they can access them. This helps to
address any questions or concerns they may have and empowers them to make informed decisions.

e Engagement: Arranging marketing materials before a meeting encourages engagement and
interaction. Participants can browse through the brochures, ask questions, and seek clarification on
any aspects of the MFI's offerings that interest them. This fosters a more interactive and productive
discussion during the meeting.

¢ Building Trust and Credibility: By providing comprehensive and well-designed marketing materials,
the MFI builds trust and credibility with its audience. Clear and transparent information instills
confidence in potential clients and stakeholders, demonstrating that the MFI is reliable and
trustworthy.

e Efficiency: Having marketing brochures and pamphlets readily available saves time during the
meeting. Participants can quickly reference the materials to refresh their memory or find specific
details without the need for lengthy explanations or presentations.

e Marketing Opportunity: Meetings provide an excellent opportunity for direct marketing.
Distributing brochures and pamphlets allows the MFI to showcase its services to a captive audience
and potentially attract new clients or investors who may be interested in what the MFI has to offer.

In summary, arranging marketing brochures, pamphlets, and other promotional materials before
a meeting in microfinance helps to enhance professionalism, disseminate information, educate
stakeholders, encourage engagement, build trust, and seize marketing opportunities. It is a proactive
approach that contributes to the overall success and effectiveness of the meeting and the MFI's
outreach efforts.

'
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— Summary

A microfinance institution comprises executive leadership (CEO/Executive Director), operations
department, finance department, and risk management/compliance division.

The operating environment includes factors such as the socio-economic landscape, regulatory
framework, market demand, and competition, which influence the implementation and success of
microfinance initiatives.

Procedures encompass the systematic processes involved in loan approval, disbursement,
repayment collection, risk assessment, and client support, ensuring efficient and transparent
microfinance operations.

Microfinance executives provide vision and direction, setting the organization's goals, strategies,
and policies to achieve financial inclusion objectives effectively.

They engage with stakeholders such as investors, regulators, and communities to build trust and
support, while also overseeing risk management strategies to ensure the stability and sustainability
of microfinance operations.

Common pricing and discount policies in microfinance typically involve setting interest rates and
fees at levels that balance the institution's need for sustainability with the borrowers' ability to
repay. These policies often include considerations for risk, administrative costs, market competition,
and the social mission of financial inclusion, aiming to provide affordable access to credit for low-
income individuals and communities.

Self-regulatory associations like MFIN and Sa-Dhan play critical roles in the microfinance sector to
establish and promote industry standards and best practices, fostering consistency and transparency
across member organizations.

MFIN and Sa-Dhan advocate for the interests of microfinance institutions, provide training and
resources to enhance institutional capacity, and facilitate knowledge-sharing among members,
contributing to the sector's growth and sustainability.

Various customer segments in the microfinance industry include rural farmers, small business
owners, women entrepreneurs, and urban migrants. Each segment has distinct financial needs and
preferences, making them suitable for different products offered by microfinance institutions.

Microfinance institutions conduct income, health, and age profiling of their customers to understand
their financial needs, risk factors, and repayment capacity. By analyzing these profiles, institutions
can tailor their products and services to specific customer segments, mitigate risks such as over-
indebtedness or default, and design targeted interventions such as financial literacy programs or
health insurance offerings to address the unique challenges faced by their clients.

Organizing marketing materials demonstrates professionalism and credibility on the part of the
microfinance institution.

Marketing brochures and pamphlets serve as vital tools for communicating the benefits, terms, and
conditions of microfinance products to potential clients. Arranging these materials before meetings
ensures that borrowers have access to essential information, enabling them to make informed
decisions about their financial options.

Fundamental economic concepts such as supply and demand, opportunity cost, inflation, and
market competition provide a framework for understanding how resources are allocated, prices
are determined, and economic decisions are made at both individual and institutional levels in
microfinance. These concepts help microfinance practitioners analyze market dynamics, assess risk
factors, and design appropriate financial products and services to meet the needs of their target
clientele.

Financial concepts such as interest rates, compound interest, risk management, and portfolio
diversification are critical for designing sustainable lending practices, managing investment
portfolios, and mitigating financial risks in microfinance operations.




— Exercise

Multiple-choice Question:
1.
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)

In the context of microfinance, what does the operating environment primarily refer to?
a. Weather conditions in rural areas

b. Socio-economic factors influencing operations
¢. Government regulations on housing loans

d. Advertising strategies for loan products

2. What are the key procedures typically involved in microfinance functions?
a. Inventory management and sales forecasting b. Budgeting and financial reporting
c. Loan approval and repayment collection d. Employee training and development
3. Which department within a microfinance institution is responsible for assessing borrower eligibility
and determining loan terms?
a. Operations b. Finance
c. Risk Management d. Compliance
4. What is a common objective of pricing policies in microfinance?
a. Maximizing profits b. Ensuring affordability for borrowers
¢. Minimizing competition d. Excluding low-income clients
5. Which of the following associations advocates for the interests of microfinance institutions?
a. NABARD b. SIDBI
c. MFIN d. IMF
Descriptive
1. Explain how a typical microfinance organization is structured and what factors influence its
operating environment.
What is the primary responsibility of a microfinance executive in an organization?
Explain how MFIN and Sa-Dhan establish industry standards and best practices.
Explain how income profiling helps microfinance institutions tailor their products and services to
different customer segments.
5. Why is it important for microfinance institutions to arrange marketing brochures and pamphlets

before meetings?
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— Notes

Scan the QR codes or click on the link to watch the related videos

https://www.youtube.com/watch?v=gO7wxEalLlJ4 https://www.youtube.com/watch?v=vO-t3nqKCd8

What are Microfinance Loans? Microfinance Code of Conduct

https://www.youtube.com/watch?v=UvPxp843iM0

What is Creditworthiness?



https://www.youtube.com/watch?v=gO7wxEaLlJ4
https://www.youtube.com/watch?v=vO-t3nqKCd8
https://www.youtube.com/watch?v=UvPxp843iM0
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— Key Learning Outcomes | ¢

By the end of this module, the participants will be able to:

1. Describe the meaning and objective for digitisation of customer records.
2. Identify the importance of various equipments for Microfinance service delivery.
3. Explain the concept of set revenue and account targets.
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UNIT 3.1: Digital Updating of the Details of Acquired
Customers

Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Conceptualise the concept of digital practices concept of acquired customers in Microfinance.
2. Display the procedure for digitally updating details of acquired customers.

3.1.1 Conceptualizing the concept of digital solutions
and acquired customers

The importance of incorporating digital practices in microfinance has grown significantly in recent years
due to their transformative impact on financial inclusion, operational efficiency, risk management, and
customer experience. Digitalization has revolutionized the microfinance sector by enabling microfinance
institutions (MFIs) to reach underserved populations, streamline processes, reduce costs, and innovate
their product offerings.

The incorporation of digital practices in microfinance has become increasingly important in India,
driven by factors such as technological advancements, government initiatives, and the growing need
for financial inclusion.

Who are acquired customers in microfinance?

In the context of microfinance, "acquired customers" typically refer to individuals or small businesses
who have availed themselves of microfinance services from a microfinance institution (MFI). These
customers could include:

¢ Individuals: These are typically low-income individuals who lack access to traditional banking
services. They might seek microfinance loans to start or expand small businesses, cover medical
expenses, fund education, or meet other financial needs.

e Small Businesses: Microfinance customers also include small businesses, such as micro-
entrepreneurs, artisans, farmers, and smallholder agricultural producers. These businesses often
operate in the informal sector and require small loans or other financial services to grow their
enterprises.

e Groups or Associations: Some microfinance institutions offer group lending models where
customers are organized into small groups or associations. These groups jointly guarantee each
other's loans and provide peer support. Acquired customers in such models would be the members
of these groups.

Acquired customers are essentially those who have become clients of the microfinance institution
by accessing its financial products and services, such as microloans, savings accounts, insurance,
remittances, or other financial instruments tailored to meet the needs of low-income individuals and
small businesses.
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~3.1.2 Procedure for digitally updating details of acquired
customers in microfinance in India

In India, updating details of acquired customers in microfinance digitally involves a systematic process to
ensure accuracy, compliance with regulations, and efficiency. Here's a procedure for digitally updating
customer details in microfinance in India:

The procedure for digitally updating details of acquired customers typically involves several steps to
ensure accuracy, security, and compliance with regulatory requirements. Here's a general outline of
the process:

1. Data Collection:

e Gather necessary information from the acquired customers, such as personal details (name,
address, contact information), identification documents (ID card, passport, Aadhar card),
income details, and any other relevant data required for KYC (Know Your Customer) compliance.

2. Digitization of Information:

¢ Input the collected customer data into a digital format using a secure and compliant system.

This may involve using specialized software or digital forms designed for data entry and storage.
3. Verification and Authentication:

e \Validate the accuracy and authenticity of the customer information provided by cross-checking
with supporting documents and databases. Use verification methods such as biometric
authentication, OTP (One-Time Password) verification, or electronic signatures where applicable.

4. Update Customer Records:

e Access the customer database or CRM (Customer Relationship Management) system and
update the existing customer records with the new information. Ensure that all relevant fields
are updated accurately and promptly to maintain data integrity.

5. Review and Approval:

e Implement a review and approval process to ensure quality control and compliance with
internal policies and regulatory requirements. Assign designated personnel or teams to verify
the updated customer details and approve the changes before finalization.

6. Notification to Customers:

e Inform the customers about the successful update of their details through appropriate
communication channels, such as email, SMS, or mobile app notifications. Provide confirmation
of the changes made and any further actions required from the customers, if applicable.

7. Data Security Measures:

e Implement robust data security measures to safeguard customer information against
unauthorized access, misuse, or breaches. Use encryption techniques, access controls, and
regular audits to ensure data confidentiality and integrity.

8. Compliance Documentation:

e Maintain documentation of the digital update process, including audit trails, timestamped
records, and compliance reports. This documentation serves as evidence of adherence to
regulatory standards and can be used for internal audits and regulatory inspections.

9. Continuous Monitoring and Maintenance:

e Regularly monitor the updated customer details for accuracy and completeness. Implement
mechanisms for ongoing maintenance and periodic reviews to keep customer records up-to-
date and compliant with regulatory changes.

By following these steps, organizations can effectively update customer details digitally while ensuring
data accuracy, security, and regulatory compliance throughout the process.

'
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UNIT 3.2: Maintenance and Operating Procedure of
Equipment

— Unit Objectives |©

By the end of this unit, the participants will be able to:

1. Describe the meaning and types of equipment in Microfinance.
2. Elaborate on the maintenance procedure of equipment.
3. Demonstrate the operating procedure of equipment in Microfinance in India.

— 3.2.1 Equipment assistance in Microfinance:

Concept
What is equipment in microfinance?

Maintaining and operating equipment in microfinance institutions is crucial for ensuring smooth
operations and delivering efficient services to clients. In the context of microfinance, "equipment"
refers to the various tools, devices, and technological assets used by microfinance institutions (MFls)
to facilitate their operations and deliver financial services to clients. This equipment plays a critical role
in enabling MFIs to efficiently manage their operations, process transactions, and interact with clients.
Some common examples of equipment used in microfinance are:

e Computers: Desktop computers, laptops, and tablets are essential for various tasks such as client
data management, loan processing, accounting, and administrative functions.

e Printers and Scanners: These devices are used for printing loan agreements, client documents,
receipts, and other paperwork. Scanners are used to digitize paper documents for electronic
record-keeping.

e Networking Equipment: Routers, switches, and modems are used to establish and maintain network
connectivity within MFI offices, branches, and with external systems such as banking networks and
the internet.

e Servers: Servers are used to store and manage large volumes of data, including client information,
loan portfolios, transaction records, and financial reports. They also host software applications
used for core banking functions.

e Point-of-Sale (POS) Devices: POS terminals are used for cashless transactions, enabling clients to
make loan repayments, deposits, or withdrawals using debit cards, smart cards, or mobile payment
solutions.

e Biometric Devices: Biometric scanners or fingerprint readers may be used for client identification
and authentication, enhancing security and preventing identity fraud in microfinance transactions.

¢ Telecommunication Devices: Telephones, mobile phones, and communication systems are used
for client communication, customer support, and coordination between MFI staff members and
branches.

e Security Equipment: This includes surveillance cameras, access control systems, and alarm systems
used to protect MFI premises, assets, and personnel from theft, vandalism, or unauthorized access.

e Power Backup Systems: Given the unreliable power supply in many areas where microfinance
operates, power backup solutions such as generators, inverters, and uninterruptible power supply
(UPS) units are essential to ensure continuous operation of critical equipment during power outages.
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Software Applications: Various software applications are used for client management, loan
origination, accounting, financial reporting, and regulatory compliance. These may include core
banking systems, loan management software, accounting software, and customer relationship
management (CRM) tools.

Equipments in microfinance encompasses a wide range of hardware and software assets that enable
MFIs to efficiently manage their operations, deliver financial services, and support their mission of
financial inclusion and poverty alleviation.

3.2.2 Maintenance and operating procedure of equipment
in microfinance

Maintenance and operating procedures for equipment in microfinance involve systematic approaches
to ensure the reliability, efficiency, and longevity of equipment used in various operations. Here's an
explanation of the key aspects of maintenance and operating procedures:

1.

Regular Inspections: Conduct regular inspections of equipment to identify any signs of wear,
damage, or malfunction. Inspections should cover all critical components, including mechanical,
electrical, and structural parts.

Scheduled Maintenance: Implement a scheduled maintenance program to perform routine
servicing, lubrication, and adjustments on equipment according to manufacturer recommendations
or industry best practices. This helps prevent breakdowns and prolongs the lifespan of equipment.

Preventive Maintenance: Perform preventive maintenance tasks to address potential issues before
they escalate into major problems. This may include replacing worn-out parts, cleaning filters,
calibrating sensors, and tightening loose connections.

Repair and Replacement: Promptly address any equipment failures or malfunctions by arranging
for repairs or replacements as needed. Keep spare parts inventory stocked for common repairs and
ensure access to qualified technicians or service providers for more complex issues.

Training and Skills Development: Provide training to staff members responsible for operating and
maintaining equipment. Ensure they are proficient in using equipment safely and effectively, as well
as in troubleshooting common issues.

Documentation and Record-Keeping: Maintain comprehensive documentation of equipment
maintenance activities, including inspection reports, maintenance schedules, repair records, and
warranty information. This documentation helps track equipment history, identify recurring issues,
and ensure compliance with maintenance protocols.

Safety Protocols: Adhere to safety protocols and guidelines when operating or servicing equipment
to prevent accidents or injuries. Provide appropriate personal protective equipment (PPE) and
safety training to staff members working with machinery or hazardous materials.

Environment and Storage Conditions: Ensure equipment is stored in suitable environmental
conditions, such as proper ventilation, temperature, and humidity levels, to prevent corrosion,
degradation, or damage. Protect equipment from dust, moisture, and other contaminants that can
affect performance.

Monitoring and Performance Evaluation: Monitor equipment performance regularly to assess
efficiency, productivity, and energy consumption. Use performance metrics and key performance
indicators (KPIs) to evaluate equipment effectiveness and identify opportunities for optimization
or upgrades.
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10. Compliance and Regulations: Ensure compliance with regulatory requirements, industry standards,
and manufacturer specifications for equipment maintenance and operation. Stay updated on
relevant regulations and guidelines to ensure adherence to safety, environmental, and quality
standards.

By following these maintenance and operating procedures, microfinance institutions can ensure the
reliability, safety, and optimal performance of equipment, minimizing downtime, reducing operational
costs, and supporting the efficient delivery of financial services to clients.
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UNIT 3.3: Methods to Set Revenue or Account Targets

— Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Conceptualise the meaning and types of revenue in Microfinance.
2. Dispense the standard methods for setting revenue and account targets in Microfinance.
3. Procedure to review revenue or accounts target for Microfinance Institutions.

— 3.3.1 Concept of Revenue in Microfinance

Revenue refers to the income generated by a microfinance institution (MFI) from its operations. This
income typically comes from various sources related to the provision of financial services to low-income
individuals and communities. Revenue in microfinance can include:

¢ Interest Income: The primary source of revenue for most MFIs is interest income earned on loans
disbursed to clients. MFlIs charge interest on loans provided to clients, which generates revenue as
clients repay their loans over time.

¢ Fee Income: MFIs often charge fees for various services they provide to clients, such as loan
processing fees, late payment fees, and account maintenance fees. Fee income adds to the overall
revenue generated by the MFI.

¢ Investment Income: Some MFIs invest surplus funds in financial instruments such as government
securities, bonds, or fixed deposits to earn additional income. The interest or dividends earned
from these investments contribute to the MFI's revenue.

¢ Insurance Premiums: Many MFIs offer microinsurance products to clients to protect against
risks such as illness, death, or crop failure. Premiums paid by clients for these insurance policies
constitute a source of revenue for the MFI.

e Remittance Services: Some MFIs facilitate remittance services for clients to send and receive money
from family members or businesses. MFls may charge fees or earn commissions on remittance
transactions, generating revenue from these services.

e Other Income: MFIs may earn income from other sources such as training programs, consulting
services, or partnerships with other organizations. This additional income contributes to the overall
revenue generated by the MFI.

All in all, revenue is essential for the financial sustainability and growth of MFIs. It enables MFls to
cover their operational expenses, including staff salaries, administrative costs, and loan loss provisions,
while also generating profits that can be reinvested to expand operations, reach more clients, and offer
new products and services. By effectively managing their revenue streams, MFls can strengthen their
position in the market, attract investors, and continue to advance their mission of promoting financial
inclusion and empowering low-income individuals and communities.
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3.3.2 Standard methods to set revenue and account
targets in microfinance in India

What are Revenue targets?

Revenue also includes certain targets which refer to the specific financial goals set by microfinance
institutions (MFls) to generate income from their operations. These targets are typically expressed in
monetary terms and are designed to ensure the financial sustainability and growth of the institution
while fulfilling its mission of providing financial services to underserved populations. Setting revenue
or account targets in microfinance involves a combination of strategic planning, financial analysis, and
consideration of market dynamics. Here are some standard methods often employed:

1. Market Analysis: Begin by analyzing the microfinance market, including the demographics of
potential clients, their financial needs, and the level of competition. Understanding the market
dynamics helps in setting realistic targets.

2. Historical Data Analysis: Review past performance data to identify trends and patterns in revenue
generation and account acquisition. This historical analysis serves as a benchmark for setting future
targets.

3. Client Segmentation: Divide clients into segments based on factors such asincome level, geographic
location, and borrowing behavior. Different segments may have varying revenue potential and
account growth opportunities, so setting specific targets for each segment can be more effective.

4. SMART Criteria: Ensure that targets are Specific, Measurable, Achievable, Relevant, and Time-
bound. For example, instead of setting a vague target like "increase revenue," a SMART target
would be "increase revenue by 10% within the next fiscal year."

5. Bottom-Up Approach: Involve frontline staff and branch managers in the target-setting process.
They have valuable insights into local market conditions and client needs, which can inform more
realistic and actionable targets.

6. Benchmarking: Compare the institution's performance with industry peers or best practices to
gauge its competitiveness and identify areas for improvement. Benchmarking helps in setting
targets that align with industry standards and market potential.

7. Risk Assessment: Consider the level of risk associated with different revenue streams and account
acquisition strategies. Balancing risk and reward is essential in setting targets that are both
ambitious and sustainable in the long run.

8. Alignment with Mission: Ensure that revenue and account targets align with the institution's
mission and social objectives. Microfinance institutions often aim to serve low-income individuals
and promote financial inclusion, so targets should reflect these priorities.

9. Continuous Monitoring and Adjustment: Regularly monitor progress towards targets and be
prepared to adjust them based on changing market conditions, regulatory requirements, and
internal capabilities. Flexibility is key to adapting to unforeseen challenges and opportunities.

10. Incentives and Rewards: Provide incentives and rewards for staff members who meet or exceed
targets, which can motivate them to actively pursue revenue generation and account acquisition
goals.

By employing these standard methods, microfinance institutions can set realistic, achievable, and
impactful revenue and account targets that support their mission of financial inclusion and sustainable
development.
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3.3.3 Procedure to review revenue or accounts

target for Microfinance Institutions

Procedures for reviewing revenue or accounts targets in microfinance institutions are vital for assessing
financial health, guiding strategic planning, and ensuring alignment with organizational goals and
market dynamics. They provide a structured framework for performance evaluation and informed
decision-making, optimizing resource allocation and fostering sustainability. Reviewing revenue or
accounts targets for Microfinance Institutions (MFIs) typically involves the following procedure:

Data Collection: Gather relevant financial data, including historical revenue figures, current financial
performance, and market trends. This data serves as the foundation for setting realistic targets.

Assessment of Current Performance: Evaluate the MFI's current revenue or accounts performance
against existing targets. Identify any deviations or discrepancies and analyze the reasons behind
them.

Market Analysis: Conduct a thorough analysis of the microfinance market, considering factors such
as demand for financial services, competition, regulatory changes, and economic conditions. This
analysis helps in setting targets that align with market realities.

Stakeholder Input: Engage key stakeholders, including management, department heads, and
frontline staff, in the target-setting process. Their insights and perspectives can provide valuable
information and ensure buy-in for the targets.

Setting Realistic Targets: Based on the data collected, performance assessment, market analysis,
and stakeholder input, establish realistic revenue or accounts targets for the MFI. Targets should
be challenging yet achievable, taking into account growth objectives and operational constraints.

Documentation and Communication: Document the finalized targets clearly, including the rationale
behind them and any assumptions made during the process. Communicate the targets effectively
to all relevant stakeholders, ensuring everyone understands their roles and responsibilities in
achieving the goals.

Monitoring and Review: Implement mechanisms to monitor progress towards the targets regularly.
This may involve tracking key performance indicators (KPIs), conducting periodic reviews, and
making adjustments as necessary based on emerging trends or changing circumstances.
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Digital tools have significantly enhanced access to financial services for underserved populations,
enabling microfinance institutions to reach remote areas where traditional brick-and-mortar
operations are impractical or costly.

Digital platforms streamline operations such as loan disbursement, repayment tracking, and client
management, reducing administrative burdens and costs for microfinance providers. Additionally,
these technologies facilitate scalability, allowing institutions to serve more clients with greater
efficiency.

The microfinance institution verifies the identity and ownership of acquired customers through
digital means, such as electronic signatures, biometric authentication, or document uploads. This
step ensures the accuracy and security of the customer's information.

Using a secure digital platform or application, the institution updates the customer's details,
including personal information, financial data, and transaction history. This process may involve
real-time synchronization with the institution's database to ensure consistency and immediate
access to updated information for decision-making and reporting purposes.

Establishing a schedule for routine inspections and maintenance of equipment such as computers,
printers, and software systems to ensure they are in optimal working condition. This includes tasks
like cleaning, updating software, and replacing worn-out parts to prevent downtime and maintain
efficiency.

Providing comprehensive training to staff on the proper operation and troubleshooting of
equipment, as well as maintaining detailed documentation outlining standard operating procedures
(SOPs) for equipment use and maintenance. This helps ensure consistent and effective utilization of
equipment across different branches or departments within the microfinance institution.

Microfinance institutions often set revenue or account targets by benchmarking against industry
standards and conducting thorough market analysis. This involves examining the performance of
similar institutions, evaluating market demand, and identifying potential growth opportunities
within the target market segment.
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— Exercise

Multiple-choice Question:
1.

)

What is the primary purpose of digitally updating customer details in microfinance?
a. To increase operational costs

b. To improve customer experience and service delivery
¢. To complicate the data management process

d. To reduce transparency

How does digital updating of customer details benefit microfinance institutions?
a. It increases paperwork and administrative burden

b. It decreases efficiency and slows down processes
c. It improves data accuracy and accessibility

d. It limits customer outreach and engagement

What is the purpose of conducting regular equipment inspections in microfinance institutions?
a. To identify potential safety hazards

b. To increase administrative costs
c. To decrease the lifespan of equipment

d. To avoid customer interactions

Which of the following is a common method used by microfinance institutions to set revenue or
account targets?

a. Random selection b. Benchmarking and market analysis

c. Guesswork d. Coin toss

What is a common objective of pricing policies in microfinance?
a. Maximizing profits b. Ensuring affordability for borrowers

¢. Minimizing competition d. Excluding low-income clients

Descriptive Questions

1.

Explain how a typical microfinance organization is structured and what factors influence its
operating environment.

What is the primary responsibility of a microfinance executive in an organization?
Explain how MFIN and Sa-Dhan establish industry standards and best practices.

Explain how income profiling helps microfinance institutions tailor their products and services to
different customer segments.

Why is it important for microfinance institutions to arrange marketing brochures and pamphlets
before meetings?




— Notes
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Scan the QR codes or click on the link to watch the related videos

https://www.youtube.com/watch?v=SpDfVPRkrfs https://www.youtube.com/watch?v=baHLj6k8PbY

Customer Acquisition What is Revenue of a Company & How it is
calculated?



https://www.youtube.com/watch?v=SpDfVPRkrfs
https://www.youtube.com/watch?v=baHLj6k8PbY
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— Key Learning Outcomes | ¢

By the end of this module, the participants will be able to:

1. List the documents required for Microfinance applications.

2. Explain the concept of Biometric machines.

3. Outline the layout and components of a Microfinance Loan application.

4. Enumerate the process and importance of collection of customer data and its verification.
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UNIT 4.1: List of the Documents and Installation of Biometric
Machines Required for Microfinance Applications

. . . )
— Unit Objectives | ©
By the end of this unit, the participants will be able to:

1. Catalogue a list of documents required for microfinance applications in India.
2. Describe a biometric machine and it’s types.
3. Discuss the standard operating procedure of biometric machines.

4.1.1 Itemised list of documents required for microfinance
applications in India

In India, the documents required for microfinance applications may vary slightly depending on the
specific institution and the type of loan being applied for. However, here is a general list of documents
commonly requested:
1. Identification Documents:
e Aadhaar card
e Voter ID card
e Passport
e Driver's license
e PAN card (Permanent Account Number)
2. Proof of Address:
e Aadhaar card
e VoterID card
e Passport
e Utility bills (electricity, water, gas)
e Rental agreement
e Bank statement
e Letter from employer
3. Financial Documents:
e Bank statements (personal and/or business)
e Income tax returns
e Salary slips
e Proof of other sources of income (if applicable)
4. Business Documents (for business loans):
e Business registration/license
e Business plan
e Financial statements (profit and loss statement, balance sheet)
e Sales records

—_______n__________



ey Participant Handbook

5. Credit History Documents (if applicable):
e Credit report
e Loan repayment history
e Credit references
6. Collateral Documents (if required):
e Property title deeds
e Vehicle registration documents
e Valuation reports
7. Guarantor Documents (if required):
e |dentification documents of guarantors
e Proof of income/assets of guarantors
8. Legal Documents:
e Loan application form
e Terms and conditions agreement
e Any other legal documents related to the loan application
9. Additional Documents (may be required depending on the specific loan type or institution):
e Educational certificates
e Professional licenses
e Reference letters
e Insurance documents

It's essential to check with the specific microfinance institution or lender regarding their exact
requirements, as they may have additional or different documentation needs. Additionally, the
required documents may vary based on the type and amount of the loan being applied for, as well as
any regulatory requirements imposed by the Reserve Bank of India (RBI) or other governing bodies.

—4.1.2 Concept of Biometric Machines

What is a Biometric machine?

Biometric machines are devices that use unique biological characteristics of individuals to verify their
identity. These machines have become increasingly popular due to their accuracy and security in various
applications such as access control, time and attendance tracking, and financial transactions. Here are
the types of biometric machines commonly used:

1. Fingerprint Scanners: Fingerprint biometric machines capture and analyze the unique patterns
found in an individual's fingerprint. These scanners are widely used due to the distinctiveness and
stability of fingerprint patterns, making them suitable for applications ranging from smartphone
unlocking to border control.

2. Facial Recognition Systems: Facial recognition biometric machines analyze facial features such
as the distance between the eyes, nose, and mouth to create a unique facial template. This
technology is commonly used for access control in buildings, airports, and smartphones, as well as
for surveillance and law enforcement purposes.

3. lIris Scanners: Iris recognition biometric machines scan the intricate patterns in the iris of the eye,
which are highly unique to each individual. Iris scanners offer high accuracy and reliability, making
them suitable for applications requiring strong security measures, such as border control and
national ID systems.
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4. Voice Recognition Systems: Voice recognition biometric machines analyze the unique characteristics
of an individual's voice, including pitch, tone, and speech patterns. Voice biometrics are used for
authentication in call centers, telephone banking, and voice-controlled devices.

5. Vein Pattern Recognition: Vein pattern biometric machines capture and analyze the unique
patterns of veins in an individual's hand or finger. Vein recognition technology offers high accuracy
and security, as veins are internal features that are difficult to replicate or spoof.

6. Palmprint Scanners: Palmprint biometric machines analyze the unique patterns found in an
individual's palm, including lines, ridges, and creases. Palmprint recognition is used in various
applications such as access control, time and attendance tracking, and border control.

4.1.3 Standard operating procedure of biometric machines

in microfinance in India

In India, biometric machines play a crucial role in the microfinance sector, particularly in the context
of disbursing loans, collecting repayments, and ensuring accurate identification of borrowers. The
standard operating procedure (SOP) for biometric machines in microfinance typically involves several
key steps:

1. Enrollment of Borrowers: Before utilizing biometric machines, microfinance institutions (MFls)
enroll borrowers into their system. During this process, borrower details such as name, address,
identification documents, and biometric data (fingerprint, iris scan, or both) are collected and
stored securely in the MFI's database.

2. Loan Disbursement: When a borrower applies for a loan, the biometric data collected during
enrollment is used to verify the borrower's identity. This helps in preventing identity fraud and
ensures that loans are disbursed to the correct individuals. For example, when a borrower comes
to collect their loan amount, they are required to authenticate their identity using the biometric
machine. If the biometric data matches the data stored in the MFI's database, the loan amount is
disbursed.

3. Loan Repayment: Biometric machines are also used during loan repayment. Borrowers visit MFI
branches or designated repayment centers to repay their loans. To ensure accurate repayment
trackingand prevent unauthorized repayments, borrowers are required to authenticate their identity
using the biometric machine before making payments. This helps in maintaining transparency and
accountability in the repayment process.

4. Attendance Monitoring: Biometric machines are sometimes used by MFlsto monitor the attendance
of field staff or employees involved in loan disbursal and collection activities. Employees may be
required to authenticate their identity using biometric data at the beginning and end of their
workday to track their attendance accurately.

5. Data Security and Compliance: MFIs must adhere to data security standards and regulatory
requirements while handling biometric data. This includes implementing encryption measures to
protect biometric data during transmission and storage, obtaining explicit consent from borrowers
before collecting their biometric data, and ensuring compliance with applicable data protection
laws such as the Personal Data Protection Bill in India.

6. Regular Maintenance and Calibration: To ensure the proper functioning of biometric machines,
MFIs conduct regular maintenance and calibration activities. This includes cleaning sensors,
updating software, and performing hardware checks to prevent malfunctions and ensure accurate
biometric authentication.
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UNIT 4.2: Layout and Components of the Microfinance Loan
Application Form

. . . )
— Unit Objectives | ©
By the end of this unit, the participants will be able to:

1. Explain the connotation of a microfinance loan application form.
2. Examine the layout and components of microfinance loan application form.

—4.2.1 Concept

What is a microfinance loan application form

A microfinance loan application form is a document used by microfinance institutions (MFIs) or other
financial institutions that provide small loans to individuals or businesses with limited access to
traditional banking services. This form typically collects information from applicants that is necessary
for evaluating their creditworthiness and determining their eligibility for a microloan.

Microfinance loan application forms are designed to streamline the process of evaluating loan
applications and making lending decisions, while also ensuring that the institution complies with
relevant regulations and risk management practices.

4.2.2 Layout and components of a Microfinance
loan application form

The layout and components of a microfinance loan application form may vary depending on the specific
institution, regulations, and the type of loan being applied for. However, there are common elements
typically found in such forms. Here's a general overview:

Personal Information Section:

e Full name

e Date of birth

e Gender

e Marital status

e Nationality

e Identification details (e.g., ID card number, passport number)

Contact Information:

e Residential address

e Contact numbers (phone, mobile)
e Email address

¢ Employment and Income Details:
e Occupation

e Employer's name and address

— B/
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e Employment status (full-time, part-time, self-employed)
e Monthly or annual income
e Other sources of income (if any)

Financial Details:

e Bank account information (account number, bank name, branch)
e Assets (e.g., property, vehicles)
e Liabilities (e.g., outstanding loans, credit card debt)

Loan Details:

e Purpose of the loan (e.g., business expansion, education, home improvement)
e Loan amount requested

e Preferred repayment term (duration and frequency of installments)

e Collateral offered (if applicable)

Credit History:

e Previous loan history (if any)
e Credit score (if available)
e References or guarantors (contact details and relationship)

Other Information:

e Dependents (hnumber of family members dependent on the applicant)
e Housing status (own, rent, living with family)
e Citizenship status (if relevant for eligibility)

Declaration and Signature:

e Statement confirming the accuracy of the information provided
e Consent for the microfinance institution to verify the information
e Signature and date

Terms and Conditions:

e Overview of loan terms, including interest rate, fees, and penalties for late payments
e Explanation of borrower rights and responsibilities
e Disclosure of any additional charges or insurance requirements

Instructions:

e Guidance on completing the form accurately
e Contact information for inquiries or assistance

The layout of the form should be clear and easy to understand, with ample space for applicants to
fill in their details. Instructions and terms should be provided in a language that the applicant can
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understand, and the form should adhere to any regulatory requirements regarding consumer protection
and data privacy. Additionally, some microfinance institutions may offer bilingual or multilingual forms
to accommodate diverse populations.

These components collectively enable the microfinance institution to assess the applicant's
creditworthiness, evaluate the risk associated with lending, and make informed decisions regarding
loan approval. The application form is designed to be comprehensive yet user-friendly, facilitating
the application process for individuals with limited financial literacy. Along with this, microfinance
institutions may offer assistance or guidance to applicants in filling out the form correctly, ensuring
that all necessary information is provided for a thorough evaluation.




Microfinance Executive

UNIT 4.3: Importance of Obtaining any Missing Information
or Document from the Customer

— Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Cite a preface on obtaining missing information or documents from customers in Microfinance.
2. Enumerate the importance of obtaining missing information or documents from customers.

4.3.1 Preface on obtaining missing information or documents

from customers

It is essential for MFIs to prioritize thorough documentation and verification processes to mitigate
any risks and ensure compliance with regulatory requirements. Failing to obtain missing information
or documents from customers in microfinance in India can have severe repercussions, including
regulatory penalties, increased risk of default, operational inefficiencies, customer dissatisfaction,
fraud vulnerability, and limitations on business growth.

When dealing with missing information or documents from customers in microfinance, it's important
to have clear procedures in place to address such situations effectively. Here's a suggested approach:

e Communicate Clearly: Inform the customer promptly about the missing documents or information.
Use clear and polite language to explain what is needed and why it's important.

e Provide Assistance: Offer assistance to the customer in obtaining the necessary documents. This
could include explaining what specific documents are required, where they can be obtained, and
any assistance your institution can provide in the process.

e Set Deadlines: Establish reasonable deadlines for the customer to provide the missing documents.
Make sure these deadlines are communicated clearly and that the customer understands the
consequences of not meeting them, such as delays in processing their application or request.

e Follow-Up: If the deadline passes and the documents are still missing, follow up with the customer.
This could involve sending reminders via email, phone calls, or even in-person visits if possible. Be
persistent but respectful in your follow-up efforts.

e Offer Alternatives: If the customer is having difficulty obtaining the required documents, explore
alternative options. This could include accepting alternative forms of documentation or providing
assistance in overcoming any barriers they may be facing.

e Document Everything: Keep detailed records of all communication with the customer regarding the
missing documents. This will help ensure transparency and accountability throughout the process.

e Escalation: If all efforts to obtain the missing documents are unsuccessful, consider escalating the
issue to a higher authority within your institution for further guidance and resolution.

e Compliance: Ensure that your procedures for handling missing documents are in compliance with
relevant regulations and internal policies governing microfinance operations.

By following these steps, you can effectively manage situations where customers are missing information
or documents, helping to minimize delays and ensure compliance with regulatory requirements.
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4.3.2 Importance of obtaining missing information or
documents from customers

Obtaining any missing information or documents from customers is crucial in the microfinance sector
in India for several reasons:

Regulatory Compliance: Microfinance institutions (MFIs) in India are subject to regulatory
requirements mandated by the Reserve Bank of India (RBI) and other regulatory bodies. These
regulations often necessitate thorough documentation and verification of customer information.
Failing to obtain necessary documents could lead to non-compliance and legal repercussions.

Risk Management: Comprehensive customer information helps MFls assess the creditworthiness of
borrowers and make informed lending decisions. Missing information may obscure the borrower's
financial situation, increasing the risk of defaults or loan delinquency.

Customer Protection: Ensuring that all required information is obtained from customers helps
protect their interests. It enables MFIs to provide appropriate financial products and services
tailored to their needs and capabilities. Incomplete information may lead to misunderstandings or
misaligned financial solutions, potentially harming the customer's financial well-being.

Operational Efficiency: Obtaining complete information upfront streamlines the loan processing
and approval process. It reduces the likelihood of delays or errors caused by missing documentation,
leading to improved operational efficiency and customer satisfaction.

Data Integrity and Analysis: Complete and accurate customer data is essential for tracking
performance, conducting risk assessments, and generating insights through data analytics. Missing
information may skew analyses and hinder the MFI's ability to make data-driven decisions.
Reputation Management: MFIs rely on trust and credibility to attract customers and investors.
Failing to obtain necessary information could damage the institution's reputation, leading to loss of
confidence among stakeholders.

In summary, obtaining any missing information or documents from customers is critical for regulatory
compliance, risk management, customer protection, operational efficiency, data integrity, and
maintaining the institution's reputation in the microfinance sector in India.
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UNIT 4.4: Verification Procedure of Credit Check Report

. . . >4
— Unit Objectives |©
By the end of this unit, the participants will be able to:

1. Conceptualise the meaning of Credit check report in Microfinance.
2. Demonstrate a verification procedure of credit check report.

— 4.4.1 Meaning of Credit check report

In microfinance, a credit check report is a document that provides detailed information about an
individual's or a business's credit history and creditworthiness. Microfinance institutions (MFIs) use
credit check reports to assess the risk associated with lending money to potential borrowers.

The report typically includes information such as:

e Credit Score: A numerical representation of an individual's creditworthiness based on their credit
history. This score is usually calculated using various factors such as payment history, outstanding
debt, length of credit history, types of credit used, and new credit.

e Credit History: A summary of the individual's borrowing and repayment behavior, including details
of loans, credit cards, mortgages, and other forms of credit. This section may include information
on the timeliness of payments, defaults, bankruptcies, and any outstanding debts.

e Personal Information: Details about the individual such as name, address, date of birth, social
security number (or equivalent), and other identifying information.

e Inquiries: A list of organizations or individuals who have requested the individual's credit report
within a certain period. Multiple inquiries within a short timeframe may indicate that the individual
is actively seeking credit, which could be a sign of financial distress.

e Public Records: Information obtained from public sources such as court records, tax liens,
judgments, and bankruptcies that may impact the individual's creditworthiness.

Microfinance institutions use credit check reports to evaluate the risk of lending to a particular borrower
and to determine the terms and conditions of the loan, including the interest rate and repayment
schedule. A positive credit check report with a high credit score and a clean credit history indicates that
the borrower is likely to repay the loan on time, whereas a negative report may result in the application
being rejected or the borrower being offered less favorable loan terms.

4.4.2 Verification procedure of credit check report
in microfinance

In India, the verification procedure of a credit check report in microfinance typically involves several
steps to ensure the accuracy and reliability of the information provided by the borrower. Here's a
general overview of the verification process:

e Application Submission: The borrower submits an application for a microfinance loan to the
microfinance institution (MFI). The application includes personal details, financial information, and
consent for accessing the borrower's credit report.

— B
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e Credit Check Request: The MFI requests a credit report for the borrower from one or more credit
bureaus in India, such as TransUnion CIBIL, Equifax, Experian, or CRIF High Mark. The request
includes the borrower's identifying information, such as name, address, and PAN (Permanent
Account Number).

e Credit Report Retrieval: The credit bureau retrieves the borrower's credit report from its database
and sends it to the MFI.

e Verification of Information: The MFI verifies the information provided in the credit report with
the details provided by the borrower in the loan application. This includes cross-checking personal
details, employment status, income, existing loans, repayment history, and any other relevant
financial information.

e Document Verification: The MFI may request supporting documents from the borrower to verify
the information provided, such as identity proof, address proof, income documents, and bank
statements.

e Field Verification: In some cases, especially for larger loan amounts or where there are doubts
about the borrower's credibility, the MFI may conduct field verification. This involves physically
visiting the borrower's residence or place of business to verify the information provided in the
application and credit report.

e Credit Decision: Based on the results of the verification process and the borrower's creditworthiness,
the MFI makes a decision regarding loan approval, loan amount, interest rate, and repayment terms.

e Loan Disbursement: If the loan application is approved, the MFI disburses the loan amount to the
borrower's bank account.

It's important to note that the verification procedure may vary slightly between different microfinance
institutions and may also depend on factors such as the loan amount, borrower's credit history, and
risk assessment policies of the MFI. Additionally, regulatory requirements and guidelines set by the
Reserve Bank of India (RBI) or other relevant authorities may also influence the verification process in
microfinance.
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UNIT 4.5: Verification Criteria and the Importance of
Ensuring that Customers’ Documents

— Unit Objectives |©

By the end of this unit, the participants will be able to:

1. Discuss the significance of handling customer information safely in Microfinance.

Explain the concept of KYC.

Display an itemised list of verification criterias for KYC documents in Microfinance

Cite the importance of rechecking customer’s documents at the NBFC/microfinance institutions.

vk W

Elaborate on the methods commonly used for cross verifying customer documents

— 4.5.1 Brief concept of customer information

Customer information in microfinance refers to the data and details collected from individuals or
businesses seeking financial services from a microfinance institution. This information is crucial for
assessing eligibility, managing risk, and tailoring financial products to meet the needs of clients.
Components of customer information in microfinance typically include personal details (name, address,
contact information), demographic information (age, gender, household size), financial history (income,
expenses, assets, liabilities), and any collateral or guarantors provided. This data is used for customer
identification, credit assessment, and ongoing relationship management to ensure responsible lending
and sustainable financial inclusion.

Customer information in microfinance typically includes a range of personal and financial data collected
from clients to facilitate the provision of financial services. Handling customer information safely
in microfinance is critically significant for various reasons. Handling customer information safely in
microfinance is of paramount importance due to the following reasons:

e Trust and Confidence: Safeguarding customer information fosters trust and confidence among
clients, encouraging them to engage with the microfinance institution and avail its services without
fear of privacy breaches.

e Legal and Regulatory Compliance: Microfinance institutions are often subject to stringent legal and
regulatory requirements regarding the protection of customer data. Adhering to these regulations
ensures compliance and mitigates the risk of penalties or legal action.

e Risk Mitigation: Protecting customer information helps mitigate the risk of identity theft, fraud,
and unauthorized access to sensitive financial data. This safeguards both the institution and its
clients from potential financial losses and reputational damage.

e Maintaining Reputation: Mishandling or unauthorized disclosure of customer information can
significantly damage the reputation of a microfinance institution. Safely handling customer data
preserves the institution's credibility and integrity in the eyes of its clients and stakeholders.

e Customer Retention: Ensuring the security and confidentiality of customer information promotes
customer retention. Clients are more likely to continue their relationship with the microfinance
institution if they feel their personal and financial data are well protected.

e Business Continuity: A data breach or security incident can disrupt operations and erode customer
trust, leading to financial and operational challenges for the microfinance institution. Safeguarding
customer information contributes to business continuity and long-term sustainability.
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— 4.5.2 Concept

What is KYC?

KYC refers to "Know Your Customer" That is a regulatory and risk management process that financial
institutions, including microfinance institutions (MFls), must adhere to when onboarding new clients
or customers. The KYC process involves verifying the identity of customers to ensure they are who they
claim to be and to assess their risk profile.

In the microfinance sector in India, KYC is particularly important due to the nature of the clientele.
Microfinance institutions typically serve economically disadvantaged individuals, including those in
rural and remote areas who may lack traditional forms of identification. The KYC process helps MFls in
India establish the identity and credibility of their clients, thereby mitigating the risk of fraud, money
laundering, and other financial crimes.

The Reserve Bank of India (RBI), the primary regulatory authority for financial institutions in India, sets
guidelines and regulations governing the KYC process to ensure compliance and enhance the integrity
of the financial system. MFIs operating in India are required to adhere to these regulatory standards
and implement robust KYC procedures to safeguard against financial risks and maintain trust with their
clients.

— 4.5.3 Verification criteria for KYC documents in microfinance —

In India, microfinance institutions (MFls) play a crucial role in providing financial services to underserved
and economically disadvantaged individuals. When conducting KYC (Know Your Customer) procedures
in the microfinance sector, specific verification criteria may be tailored to comply with regulatory
requirements and suit the unique needs of the industry. Here's a list of verification criteria for KYC
documents in microfinance in India:

1. Proof of Identity (Pol):

e Aadhaar Card: Verify the Aadhaar number and authenticate it through the Aadhaar
authentication system.

e Voter ID Card
e Passport
e PAN (Permanent Account Number) Card
e Driving License
2. Proof of Address (PoA):
e Aadhaar Card: Address mentioned on the Aadhaar card can be used as proof of address.
e Voter ID Card
e Passport
e Utility Bills (electricity, water, gas, telephone) not more than three months old
e Bank Statement or Passbook with address
e Ration Card
3. Photograph Verification:

e Ensure that the customer's photograph matches their appearance during verification and
matches the photograph on the provided ID proof.

4, Biometric Verification:

e Utilize biometric authentication methods like fingerprints or iris scans, especially if Aadhaar
Card is used as Pol or PoA.
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5. Signature Verification:

e Cross-verify the signature on the provided documents with any signature provided during the
application process or through subsequent verification.

6. Validity and Authenticity:

e \Verify that the documents are valid, non-expired, and issued by the appropriate governmental
or authorized institution.

e Check for any signs of tampering, forgery, or alterations in the documents.
7. Document Consistency:
e Ensure consistency of information across all documents provided by the customer.

e Cross-verify details such as name, address, and date of birth to detect any discrepancies or
inconsistencies.

8. Financial Profile:

e Assess the customer's financial profile and transaction history, especially if opening a savings
account or applying for a loan.

e Verify income sources and assess repayment capacity.
9. Regulatory Compliance:

e Ensure compliance with regulatory guidelines set forth by the Reserve Bank of India (RBI) and
other relevant authorities governing the microfinance sector.

10. Data Security and Privacy:
e Safeguard customer data and ensure compliance with data protection regulations such as the
Personal Data Protection Bill (if applicable).
11. Customer Due Diligence (CDD):

e Conduct thorough customer due diligence to mitigate the risk of money laundering, terrorism
financing, and other illicit activities.

These verification criteria are designed to help microfinance institutions in India establish the identity
of customers, mitigate risks, and ensure compliance with regulatory requirements while providing
financial services to the underserved population. It's essential for MFls to stay updated on regulatory
changes and adapt their KYC processes accordingly.

4.5.4 Importance of ensuring that customer’s documents
are rechecked at the NBFC/microfinance institution

Ensuring that customers' documents are rechecked at Non-Banking Financial Companies (NBFCs) and
microfinance institutions in India is particularly crucial due to several factors specific to the Indian
financial landscape:

e Compliance with Regulatory Guidelines: The Reserve Bank of India (RBI) imposes stringent
regulations on NBFCs and microfinance institutions to safeguard the interests of customers and
maintain the stability of the financial system. Rechecking documents ensures compliance with
these regulatory guidelines, reducing the risk of penalties and legal repercussions.

e Prevention of Identity Fraud: India has been grappling with issues related to identity fraud and
document forgery. Rechecking documents helps mitigate the risk of lending to individuals using
false identities or forged documents, thereby protecting the institution's assets and maintaining
the integrity of the lending process.

'
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Financial Inclusion Initiatives: With a significant portion of the Indian population residing in
rural and underserved areas, NBFCs and microfinance institutions play a crucial role in promoting
financial inclusion. Rechecking documents ensures that loans are provided to genuine borrowers,
contributing to the success of financial inclusion initiatives and fostering economic growth in these
regions.

Mitigation of Credit Risk: India's diverse socio-economic landscape presents varying degrees of
credit risk. Rechecking documents allows NBFCs and microfinance institutions to accurately assess
the creditworthiness of borrowers, reducing the likelihood of defaults and non-performing assets
(NPAs).

Customer Confidence and Trust: In India, where financial literacy levels vary widely among the
population, customers often rely on the integrity of financial institutions when availing loans or
other financial services. Rechecking documents instills confidence and trust among customers,
reassuring them that their financial transactions are conducted transparently and securely.

Enhanced Operational Efficiency: While rechecking documents may require additional time
and resources, it contributes to operational efficiency in the long run. By minimizing errors and
discrepancies, NBFCs and microfinance institutions can streamline their lending processes, reduce
operational costs, and improve overall productivity.

Compliance with KYC Norms: Know Your Customer (KYC) norms are essential for verifying
the identity and address of customers. Rechecking documents ensures compliance with KYC
requirements, which is essential for preventing money laundering and terrorist financing activities.

Onthewhole, ensuring that customers' documents are rechecked at NBFCs and microfinance institutions
in India is critical for maintaining regulatory compliance, preventing identity fraud, promoting financial
inclusion, mitigating credit risk, fostering customer trust, enhancing operational efficiency, and adhering
to KYC normes. It is integral to the sustainable growth and success of the Indian financial sector.

— 4.5.5 Methods used for cross verifying customer documents —

Preface

Cross-verifying customer records in microfinance in India is crucial for ensuring accuracy, minimizing
fraud, and maintaining regulatory compliance. The records of customers in microfinance in India typically
include a range of information necessary for assessing creditworthiness, managing loan accounts, and
ensuring regulatory compliance. It comprises of identity, income, employment and contact details,
financial history, loan application and approval documents, and collateral deeds.

Some methods commonly used for this purpose:

KYC (Know Your Customer) Documentation: KYC norms require microfinance institutions (MFls)
to collect and verify certain documents such as Aadhaar card, PAN card, passport, voter ID, etc.,
to establish the identity and address of customers. Cross-verification involves checking these
documents against official records to ensure authenticity.

Credit Bureau Checks: MFIs can cross-verify customer records by accessing credit bureau
databases such as CIBIL (Credit Information Bureau India Limited) or Equifax. These bureaus
maintain comprehensive credit histories of individuals, including loans taken from various
financial institutions. Cross-checking customer records with credit bureau data helps identify any
discrepancies or inconsistencies.

Biometric Authentication: Aadhaar biometric authentication is increasingly used in India to verify
the identity of customers. MFIs can use fingerprint or iris scanning devices linked to Aadhaar
databases to authenticate customer identities during loan disbursal or repayment processes, thus
ensuring the accuracy of customer records.
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Field Investigations: MFIs often conduct field investigations to verify customer information,
especially in rural areas where documentation may be scarce or unreliable. Field officers visit
customers' residences or workplaces to confirm details such as income, employment status, and
living conditions, thus validating the accuracy of customer records.

Data Analytics and Al: Advanced data analytics and Al technologies can be leveraged to detect
anomalies or patterns indicative of fraudulent activities in customer records. Machine learning
algorithms can analyze large datasets to identify inconsistencies or suspicious behavior, enabling
MFls to take appropriate corrective actions.

Regular Audits: Regular internal and external audits are essential for ensuring the integrity of
customer records in microfinance institutions. Auditors review loan documents, transaction records,
and other relevant information to verify accuracy and compliance with regulatory requirements.

Customer Feedback Mechanisms: Establishing feedback mechanisms allows customers to report
any inaccuracies or discrepancies in their records. MFIs can use this feedback to investigate and
rectify errors, thereby improving the accuracy and reliability of customer records over time.

Collaboration with Government Agencies: MFls can collaborate with government agencies such as
the Unique Identification Authority of India (UIDAI) or the Registrar of Companies (RoC) to verify
customer records against official databases. This collaboration ensures access to reliable and up-to-
date information for cross-verification purposes.
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— Summary

Documents required for microfinance applications typically include: Identification proof (such as
a national ID card or passport), proof of address, income proof (such as bank statements or pay
stubs), business plan (for entrepreneurs), and guarantor information.

Biometric machines are utilized in microfinance for secure authentication and transaction
processing.

Standard operating procedure for biometric machines in microfinance applications includes:
Registration of clients' biometric data (fingerprints or iris scans) upon enrollment, verification of
identity during transactions, and periodic updates to maintain accuracy and security.

The microfinance loan application form typically includes sections for personal information,
financial details, loan purpose, collateral (if applicable), and terms and conditions, often designed
to be simple and accessible to applicants with limited financial literacy.

Obtaining any missing information or documents from the customer is crucial for microfinance
applications as it ensures accuracy, completeness, and compliance with regulatory requirements,
leading to better-informed lending decisions, reduced risk, and enhanced customer satisfaction.

Credit rating is an assessment of an individual's or business's creditworthiness, which determines
their ability to repay borrowed funds. Factors affecting creditworthiness in microfinance applications
include income stability, debt-to-income ratio, credit history, collateral, and character.

Verification criteria for KYC documents in microfinance applications typically include: Ensuring the
authenticity, completeness, and validity of identity proofs, address proofs, and income documents
provided by applicants, adhering to regulatory standards and internal policies.

Ensuring that customers' documents are rechecked at the NBFC/microfinance institution for
microfinance applications is crucial to verify the accuracy and authenticity of the information
provided, mitigating the risk of fraud and ensuring compliance with regulatory standards.

Implement multiple layers of verification, including cross-referencing customer records with
government-issued identification, conducting on-site visits to confirm residential addresses, and
leveraging digital platforms for data validation, ensuring accuracy and reducing the risk of fraudulent
microfinance applications.
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— Exercise

Multiple-choice Question:

1. Which of the following documents is typically required to apply for a microfinance loan?
a. Birth certificate b. Passport-sized photograph

c. Utility bill d. All of the above

2. Which of the following biometric characteristics is commonly used for identification in biometric

machines?
a. Eye color b. Fingerprint
c. Hair length d. Shoe size

3. What is the purpose of a microfinance loan application form?
a. To request information about the borrower's personal life

b. To assess the borrower's creditworthiness and financial situation
c. To provide a template for drawing doodles

d. To collect feedback on the microfinance institution's services

4. What does KYC stand for in microfinance?
a. Know Your Cash b. Know Your Client

c. Know Your Creditor d. Know Your Collateral

5. Why is it important to recheck customer documents at NBFC/microfinance institutions?
a. To increase administrative workload

b. To ensure compliance with regulatory requirements
¢. To discourage customers from applying for loans

d. To delay loan disbursement processes unnecessarily

Descriptive Questions

1. What is the purpose of a standard operating procedure (SOP) for biometric machines?

2. Describe the overall layout of the microfinance loan application form. Is it organized and easy to
follow?

3. How does obtaining missing documents enhance the efficiency of microfinance operations?
Explain the role of credit rating in determining a customer's eligibility for microfinance services.
5. List the commonly accepted KYC documents in microfinance.
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— Notes

Scan the QR codes or click on the link to watch the related videos

https://www.youtube.com/watch?v=EDOmMwYRj65A https://www.youtube.com/watch?v=rHZgLA4jsSU

Biometric technology explained How Biometrics Works - What is a Biometric System?



https://www.youtube.com/watch?v=ED0mwYRj65A
https://www.youtube.com/watch?v=rHZgLA4jsSU
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— Key Learning Outcomes | ¢

By the end of this module, the participants will be able to:

1. Explain the fundamentals and pivotal aspects of a loan sanctioning and disbursement process.
2. Set forth the importance and strategies of disbursing loan within a stipulated time period.
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UNIT 5.1: Loan Sanctioning and Disbursement Process

Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Chart out the concept and process of a Loan Sanctioning process and Loan Disbursement process
in Microfinance.

2. Explaintheimportance of ensuring the disbursement of loan within a stipulated time in microfinance:
3. Suggest strategies adopted by MFIs for disbursing loans within a time frame.

5.1.1 Concept and Process

Loan Sanctioning process:

Loan sanctioning refers to the formal approval or authorization granted by a financial institution or
lender to disburse a loan amount to a borrower. It is a crucial step in the lending process where the
lender evaluates the borrower's creditworthiness, assesses the associated risks, and determines
the terms and conditions under which the loan will be provided. The loan sanctioning process in
microfinance in India emphasizes financial inclusion, responsible lending practices, and sustainable
economic development at the grassroots level. MFls play a crucial role in providing access to credit and
promoting entrepreneurship among underserved communities while balancing financial sustainability
with social impact.

Loan Disbursement process:

The loan disbursement process refers to the steps involved in providing funds to a borrower after their
loan application has been approved. This process can vary depending on the type of loan, the lending
institution's policies, and local regulations. The loan disbursement process in microfinance in India
emphasizes responsible lending practices, client empowerment, and socioeconomic development by
providing financial services to underserved communities.

Aspect Loan sanctioning process Loan disbursement process
The process of approving a loan .
P . PP .g . The process of releasing the approved
application based on criteria such as
. . . loan amount to the borrower after
creditworthiness, repayment capacity, . .
. . completing all necessary documentation
and adherence to microfinance and compliance checks
institution (MFI) policies and procedures. P )
Definition 1. Application submission and 1. Verification of borrower's identity and

verification.

documentation.

2. Credit appraisal to assess borrower's
creditworthiness.

2. Final approval of the loan amount by
the MFI.

3. Loan approval decision by the loan
sanctioning committee.

3. Signing of loan agreement and
completion of legal formalities.

4. Communicating loan approval or
rejection to the borrower.

4. Disbursement of loan amount through
various channels (cash, bank transfer,
mobile money, etc.).
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Aspect Loan sanctioning process Loan disbursement process

To evaluate the borrower's eligibility and | To provide the borrower with access to
assess the risk associated with lending to | the approved funds for their specified

Purpose them. purpose.
Docume- Requires submission of various

. . . Involves verification of submitted
ntation documents by the borrower, including

documents and completion of

identification, income proof, and )
P disbursement-related paperwork.

collateral (if applicable).

Typically takes place before the
disbursement process and may vary in
Timeframe | duration depending on the MFl's internal
processes and complexity of the loan
application.

Usually occurs immediately after loan
approval, though the timeframe can vary
based on the disbursement method and
operational efficiency of the MFI.

. Ensures compliance with regulator
Focuses on assessing the borrower's P g y

Risk . . . requirements, minimizes operational
creditworthiness, repayment capacity, .
Assessment . risks, and prevents fraudulent
and willingness to repay the loan. .
disbursements.
Establishes the terms and conditions Ensures that the disbursed funds are
Monitoring | of the loan, including interest rates, used for their intended purpose and
and Control | repayment schedules, and penalties for monitors the borrower's repayment
default. behaviour throughout the loan tenure.

5.1.2 Importance of ensuring the disbursement of loan
within a stipulated time in microfinance

Funds are provided to borrowers according to a predetermined schedule or timeframe. It involves
releasing the loan amount to the borrower once all necessary documentation and requirements have
been fulfilled, typically within a specified period agreed upon by the microfinance institution (MFI) and
the borrower. Ensuring the timely disbursement of loans in microfinance is crucial for several reasons:

e (Client Satisfaction: Timely disbursement of loans enhances client satisfaction and trust in the
microfinance institution (MFI), leading to stronger customer relationships and loyalty.

e Operational Efficiency: Adhering to stipulated disbursement timelines streamlines MFI operations,
minimizing delays and bottlenecks in the loan process, which in turn reduces administrative costs
and improves overall efficiency.

e Business Growth: Prompt loan disbursement enables clients to access capital when needed,
empowering them to invest in their businesses promptly, seize opportunities, and fuel economic
growth within their communities.

e Risk Management: Timely disbursal reduces the risk of default by ensuring that funds reach clients
when they are most needed, thereby promoting better loan repayment behaviour and lowering
credit risk for the MFI.

e Regulatory Compliance: Meeting stipulated disbursement timelines ensures compliance with
regulatory requirements, safeguarding the MFI's reputation and reducing the likelihood of penalties
or legal issues.
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e Competitive Advantage: Efficient loan disbursement processes differentiate MFls in a competitive
market, attracting clients who prioritize quick access to funds and positioning the institution as a
reliable financial partner.

In summary, timely disbursement of loans in microfinance is essential for meeting borrower needs,
building trust, maximizing impact, avoiding opportunity costs, complying with regulations, and
maintaining operational efficiency. By prioritizing timely disbursal, MFls can better fulfill their mission
of promoting financial inclusion and empowering marginalized communities.

5.2.3 Strategies adopted by MFIs for disbursing loans
in a timely fashion in India

Microfinance institutions (MFIs) in India employ several strategies to disburse loans in a timely fashion,
ensuring efficient delivery of financial services to their clients. Here are some common methods used:

e Streamlined Application and Approval Processes: MFls often simplify and streamline their loan
application and approval processes to expedite the disbursement of funds. This may involve using
standardized application forms, reducing documentation requirements, and implementing efficient
approval workflows.

e Use of Technology: Many MFIs in India leverage technology to automate various aspects of the loan
disbursement process. This includes using loan management software, mobile applications, and
digital platforms to collect borrower data, assess creditworthiness, and facilitate electronic fund
transfers. Technology-driven solutions help reduce processing times and minimize manual errors.

e Group Lending Models: Group lending models, such as Self-Help Groups (SHGs) and Joint Liability
Groups (JLGs), are commonly used by MFIs in India. In these models, loans are disbursed to groups
of borrowers who collectively guarantee each other's repayments. Group-based lending facilitates
faster disbursal as the MFI can assess the creditworthiness of the group as a whole rather than
individual members, speeding up the approval process.

e Local Presence and Field Staff: Many MFls maintain a local presence in the communities they serve
and deploy field staff to interact directly with clients. Field staff play a crucial role in facilitating
the loan disbursement process by collecting loan applications, verifying borrower information, and
coordinating with borrowers to schedule disbursement meetings. Their proximity to clients enables
quick turnaround times and personalized assistance throughout the disbursement process.

e Partnerships with Banks and Financial Institutions: Some MFIs in India collaborate with banks and
financial institutions to leverage their infrastructure and resources for loan disbursement. Through
partnerships, MFls can access banking channels, such as electronic fund transfer systems and
branch networks, to disburse loans efficiently. This enables faster disbursal while also enhancing
the credibility of MFIs through association with established financial institutions.

e Risk Management Practices: MFIs implement robust risk management practices to assess and
mitigate credit risks associated with loan disbursement. This includes conducting thorough credit
assessments, verifying borrower identities and income sources, and implementing risk-based
pricing strategies. By effectively managing risks, MFIs can expedite the disbursement process
without compromising loan quality or portfolio performance.

By employing a combination of streamlined processes, technology adoption, community engagement,
and risk management, MFls in India strive to disburse loans in a timely fashion, thereby fulfilling their
mission of promoting financial inclusion and empowering underserved communities.

'
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— Summary £

Loan sanctioning in microfinance refers to the approval process where a microfinance institution
assesses a borrower's eligibility and creditworthiness for a loan based on their financial history,
income, and repayment capacity.

Disbursement in microfinance signifies the actual transfer of approved loan funds to the borrower's
account or in cash, enabling them to utilize the funds for their intended purposes such as business
expansion, household expenses, or emergencies.

Microfinance borrowers typically submit loan applications along with necessary documentation to
microfinance institutions (MFls), providing information about their business, income, and intended
use of the loan.

Prompt disbursement of loans facilitates smooth business operations for microfinance institutions
by maintaining borrower trust and confidence. It enhances the institution's reputation, attracts
investors, and ensures a steady flow of repayments, thereby sustaining the institution's operations
and promoting its long-term viability.

Timely disbursement of loans in microfinance ensures that individuals, especially those in
underserved or rural areas, have access to much-needed capital for entrepreneurial ventures or
to meet urgent financial needs, thereby fostering economic empowerment and reducing poverty.
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Multiple-choice Question:

1.

What is the initial step in the loan sanctioning process in microfinance?
a. Credit appraisal b. Documentation verification

c. Client assessment d. Loan disbursement

What is a key benefit of timely loan disbursement in microfinance?
a. Enhancing borrower satisfaction b. Reducing interest rates

¢. Minimizing default rates d. Expanding the loan portfolio

How does timely loan disbursement contribute to the success of microfinance institutions?
a. By building trust and credibility among borrowers

b. By reducing operational costs
c. By simplifying loan approval processes

d. By increasing profit margins

What risk is associated with delaying loan disbursement in microfinance?
a. Increased borrower trust b. Decreased financial inclusion

c. Reduced loan repayment rates d. Enhanced institutional reputation

What is a common strategy adopted by MFIs for disbursing loans within a time frame?
a. Delaying loan disbursement to assess borrower credibility

b. Implementing stringent documentation requirements
c. Streamlining internal processes and workflows

d. Ignoring borrower requests for quicker disbursement

Descriptive Questions

Hw N

What is the purpose of loan sanctioning in microfinance?
Describe the steps involved in the loan application process for microfinance.
What are the implications of delayed loan disbursement in microfinance?

Explain the significance of adhering to a stipulated timeframe for loan disbursement in microfinance
for poverty alleviation.

Explaintheimportance of ensuringthe disbursementofloanswithinastipulated timein microfinance,
highlighting its impact on borrower satisfaction, operational efficiency, and maintaining credibility
in the market.
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— Notes

Scan the QR codes or click on the link to watch the related videos

https://www.youtube.com/watch?v=Fa118jrof8I| https://www.youtube.com/watch?v=KBUDBV5eCMo

How to Get Home Loan Sanction Letter Accounting entries for loans



https://www.youtube.com/watch?v=Fa118jrof8I
https://www.youtube.com/watch?v=KBUDBV5eCMo
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— Key Learning Outcomes | ¢

By the end of this module, the participants will be able to:

1. Itemize the types and formats of reports that a Microfinance Executive works with.
2. Apply the procedures to set and review revenue or accounts target.
3. Recount the standard process and importance of documentation and reporting.
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UNIT 6.1: Documentation and Reporting Procedures

— Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Outline the types and format of reports that a Microfinance executive works with.
2. llluminate on the importance of documentation and reporting.
3. Highlight the standard documentation and reporting procedures in Microfinance.

6.1.1 Types of reports that a microfinance executive

[ work with

Microfinance executives in India work with various types of reports to effectively manage their
organization's operations, monitor performance, ensure compliance, and make informed strategic
decisions. The format of these reports may vary depending on the specific needs of the organization
and the preferences of its executives. They may be presented in traditional paper-based formats or
in digital formats such as spreadsheets, presentations, dashboards, and specialized software systems
for financial and management reporting. Additionally, many microfinance executives in India rely on
customized Management Information Systems (MIS) platforms or software solutions tailored to the

Report Type

Financial Reports

Description

Provide an overview of the organization's
financial performance, including income
statement, balance sheet, and cash flow
statement.

needs of microfinance institutions for generating and analyzing reports efficiently.

Format

Excel spreadsheets, PDFs

Portfolio Reports

Detail the composition and performance of
the microfinance portfolio, including loan
disbursements, repayments, defaults, and
portfolio at risk (PAR).

Excel spreadsheets, PDFs,
dashboards

Client Impact
Reports

Assess the social and economic impact of
microfinance services on clients, including
poverty alleviation, income generation, and
empowerment metrics.

Word documents,
PowerPoint presentations

Risk Management

Identify and assess potential risks to the
microfinance institution, such as credit risk,

Excel spreadsheets, PDFs,

Customer (KYC), and data protection.

Reports . . . risk heatmaps
P operational risk, and market risk. P
Ensure adherence to regulatory requirements
Compliance and internal policies, covering areas such as PDFs, compliance software
Reports anti-money laundering (AML), Know Your reports

Board Reports

Provide updates and insights for the
organization's board of directors, including
strategic initiatives, financial performance, and
key challenges.

PowerPoint presentations,
Word documents
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Report Type Description Format
Analyze market trends, competitor activities, | PDFs, PowerPoint
Market Research . . .
and opportunities for expansion or product | presentations, Excel
Reports . e e . .
diversification in the microfinance sector. spreadsheets
. Track operational metrics and performance
Operational . P . P - Excel spreadsheets,
indicators, such as loan disbursement efficiency,
Reports . . dashboards
repayment rates, and customer satisfaction.

6.1.2 Importance of documenting and reporting procedures
in Microfinance

Documenting and reporting procedures in microfinance in India refers to the process of systematically
recording and outlining the various operational, financial, and regulatory steps involved in the
provision of financial services to low-income individuals and communities. This documentation
typically encompasses a range of activities, including loan origination, disbursement, repayment, client
assessment, risk management, and regulatory compliance. This documentation and reporting serve
several key purposes:

e Transparency and Accountability: Documented procedures ensure transparency in operations,
providing a clear overview of how funds are managed and disbursed. This transparency enhances
accountability among staff and management.

e Compliance: Microfinance institutions (MFls) are often subject to regulatory requirements. Proper
documentation helps ensure compliance with legal and regulatory frameworks, reducing the risk
of penalties or legal issues.

e Risk Management: Clearly documented procedures enable better identification and mitigation
of risks, such as fraud, default, or operational inefficiencies. Reporting mechanisms allow for
monitoring these risks over time.

e Quality Control: Standardized procedures promote consistency and quality in service delivery. They
provide a framework for staff training and enable efficient onboarding of new employees.

e Decision Making: Comprehensive reporting facilitates informed decision-making by providing
accurate data and insights into the institution's performance, enabling management to identify
areas for improvement and make strategic adjustments.

e Investor Confidence: For MFls seeking investment or funding, thorough documentation and regular
reporting instill confidence in stakeholders, including investors, donors, and regulatory bodies,
regarding the institution's governance, sustainability, and impact.

In general, documenting and reporting procedures in microfinance are essential for ensuring
transparency, accountability, legal compliance, risk management, and overall operational effectiveness.
These practices contribute to the sustainability and success of microfinance institutions in serving their
clients and achieving their social and financial objectives.
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6.1.3 Standard documentation and reporting procedures in

microfinance

In India, microfinance institutions (MFIs) follow standardized documentation and reporting procedures
to ensure transparency, accountability, and compliance with regulatory requirements. These
procedures are crucial for maintaining the integrity of the microfinance sector and for building trust
among stakeholders, including investors, regulators, and clients. Below are the key components of
documentation and reporting procedures in microfinance in India, along with examples:

Client Documentation:

e Know Your Customer (KYC) Documentation: MFls collect basic information about clients to verify
their identity and assess their creditworthiness. KYC documents typically include proof of identity
(e.g., Aadhaar card, voter ID card) and proof of address (e.g., utility bills, ration card).

e Loan Application Forms: Clients fill out loan application forms providing details such as loan
amount, purpose, repayment terms, and collateral (if any).

e Loan Agreements: MFls and clients sign loan agreements outlining the terms and conditions of the
loan, including interest rates, repayment schedule, and penalties for default.

e Promissory Notes: Clients sign promissory notes as a legal commitment to repay the loan according
to the agreed terms.

Financial Reporting:

e Quarterly Financial Statements: MFIs prepare quarterly financial statements, including balance
sheets, income statements, and cash flow statements, to provide a snapshot of their financial
performance.

e Portfolio Reports: MFls generate portfolio reports showing details of loans disbursed, outstanding
balances, repayment rates, arrears, and write-offs. These reports help assess the quality of the loan
portfolio and monitor risk.

e Audit Reports: MFIs undergo regular audits by external auditors to ensure compliance with
accounting standards and regulatory requirements. Audit reports provide an independent
assessment of the MFI's financial health and internal controls.

e Regulatory Reporting: MFIs submit reports to regulatory bodies such as the Reserve Bank of India
(RBI) and National Bank for Agriculture and Rural Development (NABARD) to comply with regulatory
guidelines and reporting requirements.

Social Performance Reporting:

e Impact Assessment Reports: MFls measure and report on their social impact, including outreach
to underserved populations, poverty alleviation, women's empowerment, and financial inclusion.
Impact assessment reports help demonstrate the MFI's contribution to social development and
justify investment in the sector.

e (Client Protection Principles (CPP) Compliance Reports: MFls adhere to the CPP developed by the
Smart Campaign to ensure fair and transparent treatment of clients. Compliance reports assess the
MFI's adherence to CPP principles such as appropriate pricing, fair terms, and ethical behaviour.

Example:

A microfinance institution in India, let's call it "ABC Microfinance," follows these documentation and
reporting procedures. ABC Microfinance collects KYC documents from clients during the loan application
process, including Aadhaar cards and utility bills. Once a loan is approved, clients sign loan agreements
and promissory notes outlining the terms of the loan.

'
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ABC Microfinance prepares quarterly financial statements, portfolio reports, and regulatory reports,
which are reviewed by internal and external auditors. These reports provide insights into the MFl's
financial performance, loan portfolio quality, and compliance with regulatory requirements.

Additionally, ABC Microfinance conducts impact assessments to measure its social performance,
including the number of clients served, poverty levels, and women's empowerment indicators. The
MFI also ensures compliance with CPP by regularly reviewing its practices and policies.

By following these documentation and reporting procedures, ABC Microfinance maintains transparency,

accountability, and social responsibility in its operations, contributing to the sustainable development
of the microfinance sector in India.
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Microfinance executives regularly work with financial reports that include income statements,
balance sheets, and cash flow statements. These reports provide insights into the organization's
financial health, performance, and sustainability. They use these reports to track key financial
metrics, assess profitability, and make strategic decisions related to resource allocation, risk
management, and expansion.

Microfinance executives also utilize operational reports to monitor and evaluate various aspects of
their organization's operations. These reports may include loan portfolio performance reports, client
outreach and impact assessments, and operational efficiency metrics. By analyzing operational
reports, executives can identify areas for improvement, optimize processes, and ensure that
the organization is effectively fulfilling its mission of providing financial services to underserved
communities while maintaining operational effectiveness.

Standard documentation and reporting procedures in microfinance typically involve maintaining
accurate records of financial transactions, client information, and loan disbursements in accordance
with regulatory requirements and organizational policies.
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— Exercise

Multiple-choice Question:

1. Which of the following is not a common type of report used by microfinance executives?
a. Financial Statements b. Loan Applications

c. Portfolio Performance Reports d. Risk Assessment Reports

2. What is the primary purpose of a microfinance executive's report format?
a. To provide detailed financial projections
b. To communicate progress and outcomes effectively
c. To outline operational policies

d. To summarize customer complaints

3. What is the primary purpose of documenting loan agreements in microfinance?
a. To comply with legal requirements

b. To provide a record of the terms and conditions of the loan
c. To keep track of borrower information

d. All of the above

4. What types of reports might a Microfinance executive work with?
a. Financial reports, client progress reports, risk assessment reports

b. Weather reports, marketing reports, sales reports
¢. Medical reports, travel reports, entertainment reports

d. News reports, fashion reports, gossip reports

5. Why is documentation and reporting important in Microfinance?
a. To increase workload for executives b. To complicate processes unnecessarily

c¢. To maintain transparency and accountability d. To reduce efficiency and effectiveness

Descriptive Questions

1. Explain the format of a financial performance report in microfinance.

2. How doesstandard documentation helpin ensuring transparency and accountability in microfinance
operations?

3. Outline the types and formats of reports typically handled by a Microfinance executive, detailing
the purpose and content of each report and how they contribute to decision-making processes
within the organization.

4. llluminate on the importance of documentation and reporting in Microfinance, discussing how
it enhances transparency, accountability, and strategic decision-making, while also facilitating
regulatory compliance and stakeholder communication.

5. Highlight the standard procedures followed in documentation and reporting in Microfinance,
including aspects such as adherence to regulatory guidelines, accuracy of data, timeliness of report
submission, and the utilization of standardized formats and templates for consistency and clarity.
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Scan the QR codes or click on the link to watch the related videos

https://www.youtube.com/watch?v=jHtBI3nDOTw https://www.youtube.com/watch?v=wY5z9AiBb3E

How to Create MIS Report in excel How to Write Process Documentation



https://www.youtube.com/watch?v=jHtBl3nD0Tw
https://www.youtube.com/watch?v=wY5z9AiBb3E
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— Key Learning Outcomes

By the end of this module, the participants will be able to:
1. Describe the concept of Recievables and the procedure for the collection of the same.
2. Describe the concept of settlement and process to update it.
3. Cite the various techniques for reporting, detecting and prevention of fraud.
4. llluminate of the importance of coordinating with the legal department.
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UNIT 7.1: Guidelines and Importance of Collection of
Recievables in Microfinance

. . . )
Unit Objectives | ©
By the end of this unit, the participants will be able to:

1. Conceptualise the meaning and types of receivables in Microfinance.

2. Describe the standard procedures for the collection of receivables in microfinance in India.
3. Render legal guidelines for the collection of receivables in Microfinance.

4. Cite the importance of following standard procedures and legal guidelines.

7.1.1 Concept

Meaning of ‘Recievables’ in Microfinance:

In the context of microfinance, "receivables" typically refer to the outstanding loan repayments that
microfinance institutions (MFls) expect to receive from their borrowers. These are amounts owed to the
MFIs by borrowers who have taken out microloans for various purposes such as starting or expanding a
small business, purchasing assets, or meeting personal financial needs. Receivables play a crucial role in
the financial sustainability of MFls, as they represent the future cash inflows that the institution relies
on to fund its operations and continue serving its clients.

Receivables in microfinance can include various types of financial obligations owed to the MFls, such
as:

e Loan Principal: The original amount disbursed by the MFI to the borrower, which the borrower is
expected to repay over a specified period of time. This constitutes the principal component of the
receivable.

e Interest Income: In addition to repaying the principal amount, borrowers are typically required to
pay interest on the outstanding loan balance. Interest income represents the additional amount
earned by the MFI as compensation for the use of its funds.

e Late Fees and Penalties: MFls may impose late fees or penalties on borrowers who fail to make
timely repayments. These additional charges contribute to the receivables and help incentivize
borrowers to adhere to the repayment schedule.

e Service Charges: Some MFIs may levy service charges or processing fees on loans disbursed to
cover administrative costs associated with loan processing, disbursement, and monitoring. These
charges are included in the receivables and contribute to the MFI's revenue stream.

7.1.2 Standard procedures for the collection of receivables
in microfinance

Standard procedures for the collection of receivables in microfinance in India typically involve several
steps aimed at ensuring timely repayment while also maintaining positive relationships with borrowers.
When it comes to the collection of receivables, MFls are expected to adhere to certain standard
procedures and legal guidelines to ensure fair treatment of borrowers and compliance with regulations.
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e Reminder Notices: Microfinance institutions (MFIs) often start the collection process by sending
reminder notices to borrowers who have missed their repayment deadlines. These notices can
be sent via SMS, email, or physical mail, reminding borrowers of their outstanding payments and
urging them to make the payment as soon as possible.

Example: ABC Microfinance sends a friendly SMS reminder to its borrower, Mr. Patel, whose
repayment was due last week. The message politely reminds Mr. Patel of the outstanding amount
and provides instructions on how to make the payment.

e Follow-Up Calls: If borrowers do not respond to reminder notices, MFIs may follow up with phone
calls to discuss the situation and offer assistance. During these calls, MFI representatives can inquire
about the reasons for non-payment and explore potential solutions such as restructuring the loan
or offering a grace period.

Example: XYZ Microfinance calls Mrs. Khan, a borrower who has missed her repayment deadline,
to understand her situation. Mrs. Khan explains that she faced unexpected medical expenses but
assures the MFI representative that she will make the payment by the end of the month. XYZ
Microfinance offers Mrs. Khan a one-month grace period to repay the overdue amount.

e Field Visits: In cases where borrowers are unresponsive to reminder notices and phone calls, MFls
may conduct field visits to the borrower's home or place of business. Field officers can engage
directly with borrowers, understand their circumstances, and negotiate repayment arrangements
if necessary.

Example: DEF Microfinance sends a field officer to visit Mr. Sharma, a borrower who has not
responded to reminder notices or phone calls. During the visit, Mr. Sharma explains that he lost
his job and is facing financial difficulties. The field officer works with Mr. Sharma to develop a new
repayment plan based on his current financial situation.

e Legal Action: If all attempts to collect overdue payments fail, MFls may resort to legal action as a
last resort. This can involve initiating legal proceedings through the appropriate judicial channels,
such as filing a case in a civil court or seeking arbitration.

Example: GHI Microfinance, after exhausting all other options, decides to file a case against a
borrower who has consistently defaulted on repayments. The MFI engages a legal team to handle
the case and follows the necessary legal procedures to recover the outstanding amount.

e Credit Bureau Reporting: MFIs may report delinquent borrowers to credit bureaus, which can
impact the borrower's credit score and ability to access credit in the future. This serves as an
incentive for borrowers to prioritize timely repayment of their microfinance loans.

Example: JKL Microfinance reports a borrower's overdue payments to a credit bureau after multiple
unsuccessful attempts to collect the outstanding amount. The borrower, upon learning about the
impact on their credit score, makes the payment to avoid further damage to their credit profile.

By following these standard procedures, MFls aim to strike a balance between ensuring repayment of
loans and maintaining positive relationships with borrowers, thereby promoting financial inclusion and
sustainability in the microfinance sector.
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7.1.3 Legal guidelines for the collection of receivables in
microfinance

Legal guidelines for the collection of receivables in microfinance in India are primarily governed by
regulations established by the Reserve Bank of India (RBI) and other relevant authorities. These
guidelines are aimed at ensuring fair treatment of borrowers, preventing harassment or coercion
during debt collection, and promoting responsible lending practices.

e Reserve Bank of India (RBI) Regulations: The RBI issues regulations and guidelines that govern
the operations of microfinance institutions (MFIs) and their collection practices. These regulations
emphasize fair treatment of borrowers, transparency, and responsible lending.

Example: The RBI's Fair Practices Code for lenders mandates that MFls must treat borrowers with
dignity and respect, avoid harassment or coercion during debt collection, and ensure transparency
in all interactions with borrowers.

e Consumer Protection Laws: Indian consumer protection laws, such as the Consumer Protection
Act, 2019, provide legal protections to borrowers against unfair practices by lenders. These laws
empower borrowers to seek redressal in case of grievances related to debt collection.

Example: If an MFI engages in aggressive or unethical debt collection practices, such as using
abusive language or threatening borrowers, the affected borrowers can file a complaint with the
appropriate consumer protection authorities for investigation and resolution.

e Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest
(SARFAESI) Act, 2002: The SARFAESI Act provides a legal framework for the enforcement of security
interests by lenders in cases of default. Under this act, lenders have the right to take possession of
collateral assets and sell them to recover outstanding debts.

Example: If a borrower defaults on a microfinance loan secured by collateral, such as property
or gold jewelry, the MFI can initiate proceedings under the SARFAESI Act to enforce its security
interest and recover the outstanding debt by selling the collateral assets.

e Banking Ombudsman Scheme: The RBI's Banking Ombudsman Scheme provides a mechanism for
the resolution of disputes between banks (including MFIs) and their customers, including disputes
related to debt collection practices. Borrowers can approach the banking ombudsman for resolution
if they are dissatisfied with the MFI's debt collection efforts.

Example: If a borrower believes that an MFI has engaged in unfair or unethical debt collection
practices, such as charging excessive penalties or misrepresenting the terms of the loan agreement,
they can file a complaint with the banking ombudsman for investigation and resolution.

e DataProtection Laws: With the implementation of the Personal Data Protection Bill, 2019 (expected
to become law soon), MFIs will be required to adhere to strict data protection regulations when
collecting and processing borrowers' personal information for debt collection purposes.

Example: Under the Personal Data Protection Bill, MFIs will be required to obtain explicit consent
from borrowers before collecting and processing their personal data for debt collection purposes.
They must also ensure the security and confidentiality of borrowers' personal information to
prevent unauthorized access or misuse.

By adhering to these legal guidelines, MFIs can ensure compliance with regulatory requirements,
protect borrowers' rights, and maintain the integrity of the microfinance sector in India.
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7.1.4 Importance of Following Standard Procedures and
— Legal Guidelines for the Collection of Receivables in
Microfinance in India

Standard procedures and legal guidelines for the collection of receivables, microfinance institutions
in India can uphold ethical standards, protect borrowers' rights, and maintain financial sustainability
while contributing to the inclusive growth of the microfinance sector.

Following them for the collection of receivables in microfinance in India is crucial for several reasons:

Compliance with Regulations: Adhering to standard procedures and legal guidelines ensures
compliance with regulatory requirements set forth by the Reserve Bank of India (RBI) and other
relevant authorities. Failure to comply with regulations can result in penalties, fines, or legal action
against microfinance institutions (MFls).

Protection of Borrowers' Rights: Standard procedures and legal guidelines are designed to protect
the rights and interests of borrowers. This includes ensuring fair treatment, preventing harassment
or coercion during debt collection, and promoting transparency in loan transactions.

Maintaining Trust and Reputation: By following ethical and legal practices in the collection of
receivables, MFls can maintain the trust and confidence of their clients and stakeholders. This
enhances the institution's reputation and credibility within the microfinance sector and the broader
financial community.

Reducing Legal Risks: Adhering to legal guidelines helps mitigate legal risks associated with debt
collection. It reduces the likelihood of disputes, complaints, or legal challenges from borrowers and
minimizes the potential for litigation or regulatory scrutiny.

Financial Sustainability: Effective receivables management, guided by standard procedures and
legal guidelines, contributes to the financial sustainability of MFIs. Timely collection of repayments
ensures a steady cash flow, which is essential for meeting operational expenses, servicing debt, and
supporting ongoing lending activities.
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UNIT 7.2: Procedure for Follow-up and Recovery of Overdue
from Defaulters or Debtors

. . . )
Unit Objectives | ©
By the end of this unit, the participants will be able to:

1. Explain the meaning of defaulters and debtors.
2. Outline the procedures for follow-up and recovering overdue from the defaulter or debtors.

7.3.1 Premise

Who are defaulter or debtors?

Microfinance institutions typically provide small loans, savings, and other financial services to low-
income individuals or groups who lack access to traditional banking services. When a borrower fails to
repay their loan or meet their repayment schedule, they are considered a defaulter or debtor.

Defaulter:

A defaulter refers to a borrower who has failed to meet their repayment obligations according to the
terms and conditions of their loan agreement with a microfinance institution (MFI).

This failure to repay could be due to various reasons such as financial difficulties, unexpected
circumstances, or mismanagement of funds.

Microfinance institutions often have specific criteria for classifying borrowers as defaulters, such as a
certain number of missed payments or a prolonged period of overdue amounts.

Debtor:

A debtor is an individual or entity that owes money to a creditor, which, in the context of microfinance,
typically refers to borrowers who have taken loans from MFls.

Debtors have an obligation to repay the borrowed funds along with any associated interest or fees as
per the terms agreed upon in the loan contract.

Not all debtors may become defaulters, as some borrowers may continue to make timely repayments
and fulfill their obligations as agreed.

Defaulting on microfinance loans can have significant consequences for both the borrower and the
microfinance institution. For the borrower, it can lead to increased financial distress, damage to their
credit score, and potentially exclusion from future borrowing opportunities. For the microfinance
institution, defaults can lead to financial losses, affect their ability to provide services to other clients,
and undermine the sustainability of their operations.
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_7.3.2 Procedure for follow-up and recovering overdue from
the defaulter or debtors in microfinance

Microfinance institutions often have mechanisms in place to address default, such as loan
restructuring, offering financial literacy training, or collaborating with borrowers to find alternative
repayment solutions. However, persistent defaulters may face more severe consequences, such
as legal action or being reported to credit bureaus, depending on the policies of the microfinance
institution and the regulatory environment in which they operate. This can be evaded by following
a procedure for follow-up and recovery of overdue payments:

¢ [nitial Communication:
Microfinance institutions (MFIs) typically start with reminders through phone calls, text messages,
or letters to remind the borrower of the overdue payment.

Example: An MFI sends a personalized SMS to a borrower reminding them of their outstanding
payment and providing them with information on how to make the payment or contact the MFI for
assistance.

e Personal Visits:
If the borrower fails to respond to initial communication, MFIs may send field officers or recovery
agents to the borrower's residence or place of business for face-to-face discussions.

Example: A field officer visits the borrower's home to discuss the overdue payment, understand
any challenges the borrower may be facing, and work out a suitable repayment plan.

¢ Negotiation and Restructuring:
MFIs may offer options for restructuring the loan, such as extending the repayment period or
reducing the installment amount to make it more manageable for the borrower.

Example: After assessing the borrower's financial situation, the MFI negotiates a new repayment

schedule with lower monthly installments to help the borrower clear the overdue amount gradually.
e Legal Action as a Last Resort:

If all attempts at negotiation fail, MFIs may resort to legal action as a last resort. This could include

filing a case in a civil court or seeking arbitration.

Example: After exhausting all avenues for negotiation and repayment, the MFI initiates legal
proceedings to recover the outstanding amount, including obtaining a court order for seizure of
assets or garnishment of wages.

e Continuous Monitoring and Support:
Throughout the recovery process, MFIs maintain regular contact with the borrower, providing
support and guidance to help them fulfill their repayment obligations.

Example: Even after restructuring the loan or initiating legal action, the MFI continues to monitor the
borrower's progress and offers assistance or counseling if needed to ensure successful repayment.

e Credit Reporting:
MFIs may report non-payment to credit bureaus, which can impact the defaulter's credit score and
ability to access credit from other financial institutions in the future.

Example: If a borrower consistently fails to repay despite efforts from the MFI, the institution
reports the default to credit bureaus, which may affect the borrower's creditworthiness for future
loans.
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UNIT 7.3: Format and Process to Update Settlement Details

— Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Describe the meaning and components of Settlement Details in Microfinance.

2. Elaborate the standard format and process to update settlement details in Microfinance with
examples.

7.3.1 Meaning and Components of Settlement Details
in Microfinance

“Settlement details" typically refer to the specifics regarding the repayment process of loans disbursed
to borrowers by microfinance institutions (MFls). These details encompass various elements crucial
for managing the repayment process effectively, ensuring compliance with regulatory standards, and
maintaining accurate financial records. Key components of settlement details in microfinance include:

e Loan Amount: The total amount of money borrowed by the microfinance client.

e Interest Rate: The percentage of interest charged on the loan amount. Microfinance interest rates
are often higher than traditional bank rates due to the higher risk associated with lending to low-
income individuals.

e Repayment Schedule: The timeline over which the borrower is expected to repay the loan, including
the frequency and amount of each installment.

e Grace Period: A period of time during which the borrower is not required to make loan payments.
This can provide borrowers with flexibility during times of financial difficulty.

e Penalties and Fees: Charges imposed on borrowers for late payments or other violations of the
loan agreement.

e Collateral Requirements: Assets that the borrower pledges as security for the loan. Microfinance

loans often do not require traditional collateral, but may instead rely on group guarantees or other
forms of social collateral.

e Terms and Conditions: Any additional terms or conditions governing the loan agreement, such as
restrictions on how the loan funds can be used.

7.3.2 Standard Format and Process to Update Settlement

Details in Microfinance

Updating settlement details in microfinance in India typically follows a structured process to ensure
accuracy, transparency, and compliance with regulatory requirements. Here's a standard format and
process along with examples:

e Request Initiation: The process begins with a request from either the borrower or the microfinance
institution (MFI) to update settlement details. This request can be made through various channels
such as in-person visits to the MFI branch, phone calls, emails, or through the MFI's online portal.

e Documentation: The borrower or the MFI representative submits the necessary documentation to
support the request for updating settlement details. This documentation may include:
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o Identity proof (such as Aadhaar card, passport, voter ID, etc.).
o Address proof (utility bills, rental agreement, etc.).
o Bank account details (bank statement, passbook photocopy, canceled cheque, etc.).

Any other relevant documents as per MFI's requirements.

e Verification: The submitted documents are verified by the MFI to ensure their authenticity and
compliance with regulatory requirements. This step may involve physical verification of the
borrower's identity and address.

e Data Entry: Once the documents are verified, the updated settlement details are entered into the
MFI's system. This includes updating the borrower's personal information, bank account details,
loan account details, etc.

e Approval: The updated settlement details are reviewed and approved by authorized personnel
within the MFI. This step ensures that all necessary information is accurately captured and that any
changes comply with internal policies and regulatory guidelines.

e Communication: The borrower is informed about the approval of the updated settlement details
through an official communication from the MFI. This communication may be sent via email, SMS,
or letter, depending on the borrower's preferred mode of communication.

e Implementation: The updated settlement details take effect, and any future repayments or
transactions are processed based on the new information provided by the borrower.

e Record Keeping: A record of the updated settlement details is maintained by the MFI for audit and
regulatory purposes. This helps ensure transparency and accountability in the lending process.
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UNIT 7.4: Reporting Payments Frauds to the Manager

— Unit Objectives |©

By the end of this unit, the participants will be able to:

1. Examine the concept of payment frauds in Microfinance.

2. Elaborate on the standard procedure of reporting payment frauds to the manager in microfinance
in India.

3. Tabulate the fundamental techniques for detecting and preventing fraud in Microfinance.

— 7.4.1 What are payment frauds in microfinance?

Payment frauds in microfinance refer to any deceptive or illicit activities aimed at unlawfully obtaining
funds, manipulating financial transactions, or exploiting vulnerabilities within the microfinance
institution's payment systems. These frauds can take various forms and may involve internal or external
actors. Some common types of payment frauds in microfinance in India include:

e Identity Theft: Fraudsters may steal or impersonate the identities of clients or employees to
gain unauthorized access to accounts, initiate fraudulent transactions, or obtain loans using false
information.

e Account Takeover: Fraudsters may gain control of a client's account by obtaining their login
credentials through phishing scams, hacking, or social engineering techniques. Once they gain
access, they can conduct unauthorized transactions or manipulate account information.

e False Loan Applications: Fraudsters may submit loan applications using false or stolen identities,
fabricated documents, or inflated financial information to obtain loans that they are not entitled to.
They may then abscond with the funds or default on repayments.

e Forged Documents: Fraudsters may create counterfeit documents, signatures, or collateral to
support loan applications or transactions, deceiving the microfinance institution into disbursing
funds or accepting fraudulent securities.

e Payment Diversion: Fraudsters may intercept legitimate payments intended for clients, vendors,
or creditors and redirect them to their accounts through false invoicing, impersonation, or
manipulation of payment instructions.

e Collusion: Internal staff members may collude with external parties or clients to facilitate fraudulent
transactions, such as unauthorized withdrawals, loan disbursements, or falsification of records for
personal gain.

e Manipulation of Records: Employees may tamper with financial records, accounting systems, or
transaction logs to conceal fraudulent activities, embezzle funds, or misrepresent the financial
position of the microfinance institution.

e Phishing and Social Engineering: Fraudsters may use deceptive emails, messages, or phone calls to
trick clients, employees, or officials into disclosing sensitive information, such as login credentials,
account numbers, or personal details, which can then be used to perpetrate fraud.

e ATM Skimming: Fraudsters may install illegal card-reading devices (skimmers) on ATM machines
to capture card information and PINs, enabling them to clone cards and make unauthorized
withdrawals or purchases.

e Mobile Banking Frauds: With the increasing adoption of mobile banking and digital payment

systems, fraudsters may exploit vulnerabilities in mobile apps, SMS-based banking, or USSD codes
to initiate fraudulent transactions, steal funds, or compromise personal data.
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To combat payment frauds effectively, microfinance institutions in India employ various preventive
measures, such as implementing robust authentication mechanisms, conducting regular audits,
providing staff training on fraud detection and prevention, enhancing cybersecurity measures, and
fostering a culture of vigilance and compliance throughout the organization. Additionally, collaboration
with law enforcement agencies, industry partners, and regulatory authorities is essential to investigate
fraud incidents, prosecute perpetrators, and enhance the overall resilience of the microfinance sector
against fraudulent activities.

7.4.2 Standard procedure of reporting payment frauds to
the manager in microfinance in India

Reporting payment fraud in a microfinance setting in India requires a structured and systematic
approach to ensure that incidents are properly documented, investigated, and addressed. Here's a
standard procedure for reporting payment fraud to the manager:

e Identification of Suspicious Activity: Employees should be trained to recognize signs of potential
payment fraud, such as unusual transactions, discrepancies in records, or customer complaints
regarding unauthorized charges.

e Immediate Action: Upon identifying suspicious activity, the employee should immediately halt any
further transactions related to the suspected fraud and ensure the security of relevant documents
and records.

e Documentation: The employee should document all relevant details of the suspected fraud,
including the date, time, nature of the transaction, parties involved, and any other pertinent
information.

e Notification to Manager: The employee should promptly report the suspected fraud to their
immediate supervisor or manager. This notification should include a summary of the incident and
the documentation gathered.

e Investigation: The manager, upon receiving the report, should initiate an investigation into the
suspected fraud. This may involve reviewing transaction records, interviewing relevant parties, and
collaborating with internal or external auditors.

e Escalation if Necessary: If the investigation confirms the occurrence of payment fraud, the manager
should escalate the issue to higher management or the designated fraud response team within the
microfinance institution.

e Communication with Authorities: In cases of significant fraud or where legal action may be
warranted, the microfinance institution should cooperate with law enforcement agencies and
regulatory bodies. This may involve filing a formal complaint and providing relevant evidence.

e Remedial Actions: Based on the findings of the investigation, the manager should implement
appropriate remedial actions to address the fraud and prevent its recurrence. This may include
tightening internal controls, updating policies and procedures, and providing additional staff
training.

e Customer Notification: If the fraud impacts customers or clients, the microfinance institution
should communicate openly and transparently with affected parties, providing guidance on how to
protect themselves and any steps they need to take regarding their accounts or transactions.
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_7.4.3 Techniques for detecting and preventing fraud

in Microfinance

Fraudulent activities can jeopardize the financial stability of microfinance institutions (MFls),
undermines trust and confidence in the microfinance sector, both among investors and borrowers.
Fraudulent activities divert resources away from their intended purpose, hindering the positive social
impact of microfinance initiatives.

Below is a chart outlining various techniques for detecting and preventing fraud in microfinance in

India, along with the challenges associated with each technique:

Technique

Customer
Due Diligence
(CDD)

Description

Conduct thorough background
checks on clients, including identity
verification and financial history
assessment. Implement KYC
procedures to collect essential
information.

Challenges

- Limited access to reliable
documentation, especially in rural areas.
- Difficulty in verifying the authenticity
of information provided by clients. -
Cost and time involved in conducting
comprehensive due diligence for a large
number of clients.

Prioritize high-risk clients and
transactions for enhanced

- Lack of reliable data for accurate risk
assessment, particularly for clients with

Risk-Based . N limited financial history. - Complexity in
monitoring. Assign risk scores . . . .
Approach e developing and implementing effective
based on credit history, repayment . . S
(RBA) . . . risk scoring models. - Balancing risk
behavior, and involvement in R L e s -
. o mitigation with financial inclusion
previous fraudulent activities. Lo
objectives.
- High initial investment and ongoing
Utilize data analytics tools for maintenance costs for implementing
Data detecting patterns and anomalies sophisticated data analytics systems.
Analytics and | in financial transactions. Implement | - Limited expertise and resources for
Monitoring real-time monitoring systems to interpreting data and responding to alerts
track unusual transaction patterns. effectively. - Ensuring data privacy and
compliance with regulations.
- Resistance from staff to stringent
controls and audits, fearing loss of
Internal Establish robust internal control autonomy or trust. - Limited capacity and

Controls and
Audit

mechanisms and conduct regular
internal audits to assess compliance
and identify weaknesses.

expertise to implement and maintain
effective internal control systems,
especially in smaller microfinance
institutions. - Balancing control with
operational efficiency.

Fraud
Detection
Models

Develop and deploy machine
learning algorithms to analyze
historical data and identify
fraudulent patterns. Train staff to
recognize red flags and suspicious
behavior.

- Challenges in acquiring and processing
quality data for model training,
particularly in data-scarce environments.
- Ensuring transparency and fairness in
algorithmic decision-making. - Mitigating
bias and ensuring accuracy and reliability
of fraud detection models.
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Technique

Training and
Awareness
Programs

Description

Provide comprehensive training for
staff and clients to educate them
about fraud risks and prevention
measures. Raise awareness about
safeguarding financial information.

Challenges

- Limited resources and infrastructure

for organizing and delivering training
programs, especially in remote areas. -
Language and literacy barriers impacting
the effectiveness of awareness campaigns.
- Continuous reinforcement of training
due to staff turnover and client turnover.

Collaboration
with
Regulatory
Bodies

Collaborate with regulatory
authorities and industry associations

to share information and ensure
compliance with laws and
regulations.

- Limited coordination and information
sharing among regulatory bodies and
microfinance institutions. - Compliance
burden due to frequent changes in
regulations and reporting requirements. -
Ensuring independence and transparency
in regulatory oversight.

Strengthening

Implement cybersecurity measures
to protect financial data from
unauthorized access and cyber-

- Rapidly evolving nature of cyber threats
and vulnerabilities, requiring continuous
investment in updating security measures.
- Limited awareness and understanding of

IT Security attacks. Encrypt data transmissions, — .
cybersecurity risks among staff and clients.
update software, and conduct . . . -
. . - Balancing security with usability and
security audits. -
accessibility of systems.
- Fear of retaliation and stigma associated
. . with whistleblowing, leadin to
Establish  anonymous reporting . 8 g. o
. . underreporting of fraudulent activities.
Whistle- mechanisms for employees and . ) . .
. - Ensuring confidentiality and anonymity
blower clients to report suspected fraud. . . .
. . . . of whistleblowers in small and close-knit
Mechanisms Ensure protection against retaliation .
. . L communities. - Adequate resources and
and provide avenuesforinvestigation. . "
procedures for investigating reported
cases.
- Resource constraints and competing
Continuously evaluate and refine | priorities limiting the focus on continuous
Continuous fraud prevention strategies based | improvement initiatives. - Lack of
Evaluation on emerging threats. Conduct post- | systematic processes for analyzing and
and incident reviews to analyze root | sharing lessons learned from fraud
Improvement | causes and implement corrective | incidents. - Overcoming resistance to
measures. change and inertia in implementing new

measures.
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UNIT 7.5: Procedure to Coordinate with the Legal Cell for
Status Update of Non-recoverable(s)

— Unit Objectives | ©

By the end of this unit, the participants will be able to:

1. Explain the meaning and types of non-recoverable(s) in Microfinance.

2. |lllustrate the legal acts governing the maintenance of non-recoverable(s).

3. Enumerate the procedure to coordinate with the legal cell for status update of non-recoverable(s).
4. Highlight the importance of any legal actions taken on non-recoverable(s) with examples

— 7.5.1 What are non-recoverable(s) in microfinance?

Loans that are deemed unlikely or impossible to be collected or repaid by the borrower are called ‘non-
recoverable(s).” These loans typically represent a loss for the microfinance institution (MFI) and are
written off as irrecoverable debts.

In the context of microfinance, non-recoverable loans can arise due to various factors:

e Default Risk: Microfinance typically involves lending to individuals or small businesses with limited
credit history and collateral. Consequently, there's a higher risk of default compared to traditional
banking. Borrowers might face difficulties in generating income or may prioritize other financial
obligations over loan repayments.

e Economic Factors: Economic downturns, natural disasters, or other unforeseen events can impact
borrowers' ability to repay loans. In India, factors such as crop failures, erratic weather patterns,
or fluctuations in commodity prices can affect the income-generating activities of microfinance
borrowers, leading to non-recoverable loans.

e Over-indebtedness: Borrowers may become over-indebted by taking loans from multiple sources
to meet their financial needs. This can lead to repayment difficulties and non-recoverable loans as
borrowers struggle to manage multiple debt obligations.

e Operational Issues: Inadequate loan monitoring, poor repayment discipline, or ineffective
collection mechanisms can contribute to non-recoverable loans. Microfinance institutions need
robust systems and processes to track repayments and manage delinquencies effectively.

e Regulatory Changes: Changes in regulatory requirements or policies can impact the microfinance
sector and borrowers' ability to repay loans. For instance, regulatory caps on interest rates or
restrictions on loan recovery practices can affect the profitability and sustainability of MFls, leading
to non-recoverable loans.

7.5.2 Legal acts governing the maintenance of non-
recoverable(s) in microfinance

In India, there are several legal acts and regulations that govern microfinance activities and provide
frameworks for dealing with non-recoverable loans. While there may not be specific laws solely
dedicated to non-recoverable loans in microfinance, various legal provisions and regulatory guidelines
apply. Here are some key legal acts and regulations relevant to managing non-recoverable loans in
microfinance in India:
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Reserve Bank of India (RBI) Regulations: The Reserve Bank of India is the central banking
institution in India, and it regulates and supervises the microfinance sector. RBI issues guidelines
and regulations from time to time to ensure the stability and integrity of the financial system,
including microfinance activities. These regulations may include provisions for provisioning against
non-performing assets (NPAs) and write-off procedures for non-recoverable loans.

Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest
(SARFAESI) Act, 2002: The SARFAESI Act empowers banks and financial institutions, including
microfinance institutions, to enforce the security interest in the assets of borrowers in the event
of default. It provides a legal framework for the recovery of non-performing assets (NPAs) through
measures such as asset reconstruction and enforcement of security interests.

Insolvency and Bankruptcy Code (IBC), 2016: The Insolvency and Bankruptcy Code provides
a comprehensive framework for the resolution of insolvency and bankruptcy proceedings for
individuals, partnerships, and corporates. Microfinance institutions can initiate insolvency
proceedings against borrowers with non-recoverable loans under the provisions of the IBC to
recover dues or liquidate assets for repayment.

Microfinance Institutions (Development and Regulation) Bill, 2012: Although this bill has not been
enacted into law yet, it aims to regulate microfinance activities in India comprehensively. It includes
provisions related to registration, governance, and borrower protection, which could potentially
address issues related to non-recoverable loans in microfinance.

Consumer Protection Act, 2019: The Consumer Protection Act, 2019, provides a legal framework
for consumer protection and redressal of grievances against unfair trade practices or deficiency
in services. It can be invoked by borrowers against microfinance institutions in case of disputes or
unfair treatment related to non-recoverable loans.

State-specific Money Lending Acts: Some states in India have their own money lending acts or
regulations that govern lending activities, including microfinance. These acts may include provisions
related to interest rates, recovery procedures, and borrower protections, which could impact the
handling of non-recoverable loans.

Microfinance institutions operating in India must comply with these legal acts and regulations while
managing non-recoverable loans to ensure transparency, fairness, and adherence to the rule of law.
Additionally, seeking legal advice and guidance from legal professionals familiar with microfinance
regulations can help institutions navigate the legal complexities associated with non-recoverable loans
effectively.

7.5.3 Procedure to coordinate with the legal cell for status

update of non-recoverable(s)

Coordinating with the legal cell for status updates on non-recoverable loans in microfinance in India
involves several steps to ensure effective communication and compliance with legal procedures. Below
is a detailed procedure along with examples:

Identify Non-Recoverable Loans: Begin by identifying the loans that are deemed non-recoverable.
These could be loans where the borrower has defaulted for an extended period despite efforts for
recovery, or where legal action has been initiated but no progress has been made.

Example: A microfinance institution (MFI) in India identifies a set of loans where the borrowers
have not made any repayments for over a year, despite multiple attempts to contact them.
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e Gather Documentation: Collect all relevant documentation pertaining to the non-recoverable loans.
This includes loan agreements, borrower details, repayment history, and any correspondence with
the borrowers regarding recovery efforts.

Example: The MFI gathers loan agreements, borrower profiles, repayment records, and
communication logs indicating attempts to recover the outstanding amounts.

e Prepare a Status Update Report: Compile a detailed report outlining the status of each non-
recoverable loan. Include information such as the outstanding amount, efforts made for recovery,
legal actions taken (if any), and the current status of legal proceedings.

Example: The status update report lists each non-recoverable loan, the outstanding principal and
interest, details of attempted communication with the borrowers, and the progress (or lack thereof)
of any legal actions taken.

e Schedule a Meeting with Legal Cell: Arrange a meeting with the legal cell or legal advisors within
the organization. Present the status update report and discuss the next steps to be taken regarding
the non-recoverable loans.

Example: The MFI's management team schedules a meeting with the legal advisors to review the
status update report and discuss potential strategies for recovering the outstanding amounts.

e Seek Legal Guidance: Seek guidance from the legal cell on the best course of action for each non-
recoverable loan. This may involve pursuing further legal action, exploring settlement options, or
writing off the loans as irrecoverable losses.

Example: Based on the advice of the legal advisors, the MFI decides to escalate legal proceedings
for certain non-recoverable loans, while exploring settlement options with borrowers for others.

e Document Decisions and Actions Taken: Document the decisions made during the meeting with
the legal cell and any actions taken subsequently. Maintain clear records of all communication and
steps taken regarding the non-recoverable loans for compliance and future reference.

Example: The MFI records the decisions made during the meeting with the legal advisors, including
plans for further legal action and settlement negotiations. This documentation is stored securely
for audit and compliance purposes.

e Follow-Up and Review: Regularly follow up with the legal cell to track the progress of legal
proceedings and any developments regarding the non-recoverable loans. Review the status of
these loans periodically and adjust strategies as necessary.

Example: The MFI conducts monthly follow-up meetings with the legal advisors to review the
progress of legal actions and assess the effectiveness of recovery strategies for non-recoverable
loans.

By following this procedure, microfinance institutions in India can effectively coordinate with their legal
cells to manage non-recoverable loans and mitigate financial losses.

7.5.4 Importance of collaborating with the legal cell for
any legal actions taken on non-recoverable(s)

Coordinating and working closely with the legal department or team within an organization when
contemplating or undertaking legal actions. This collaboration involves seeking legal advice, guidance,
and support to ensure that any legal actions taken by the organization are conducted in compliance
with applicable laws, regulations, and internal policies. It also entails leveraging the expertise of legal
professionals to assess risks, strategize approaches, and effectively address legal issues or disputes that
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may arise. Essentially, liaising with the legal cell involves integrating legal considerations and expertise
into decision-making processes and actions within the organization. Collaborating with the legal cell
is crucial for microfinance institutions (MFIs) in India when dealing with non-recoverable loans due to
several reasons:

Compliance with Regulations: India has a complex regulatory framework governing microfinance
activities. Engaging with the legal cell ensures that all actions taken regarding non-recoverable
loans comply with relevant laws and regulations, such as the Reserve Bank of India (RBI) guidelines
and any state-specific regulations.

Legal Remedies: The legal cell can advise on the available legal remedies for non-recoverable loans.
This might involve pursuing debt recovery through legal channels, such as civil court proceedings or
invoking provisions under the Securitisation and Reconstruction of Financial Assets and Enforcement
of Security Interest (SARFAESI) Act.

Risk Mitigation: Non-recoverable loans pose financial risks to MFls, impacting their sustainability
and ability to serve their clients. By working closely with the legal cell, MFls can mitigate these risks
by exploring options such as loan restructuring, writing off bad debts, or pursuing legal actions
against defaulters.

Protecting MFI Interests: Legal expertise helps in safeguarding the interests of the microfinance
institution. This includes drafting and reviewing loan agreements, ensuring proper documentation
of loans, and protecting the institution's rights in case of default.

Preventing Legal Pitfalls: Incorrect or hasty actions in dealing with non-recoverable loans can lead
to legal pitfalls, such as accusations of harassment or violation of borrower rights. Legal guidance
helps in navigating these complexities and avoiding potential legal disputes.

Collaboration with the legal cell ensures that the MFI can navigate legal complexities, protect its
interests, and optimize its approach to handling non-recoverable loans in the microfinance sector in
India.
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Collection of receivables in microfinance typically involves clear communication with borrowers
regarding repayment schedules, reminders of due dates, and various channels for payment, such
as mobile banking or in-person collection centers.

Adherence to standard procedures and legal guidelines is paramount in maintaining the trust and
integrity of the microfinance institution. It helps mitigate risks such as loan defaults, reputational
damage, and regulatory penalties, ultimately contributing to the sustainability and success of the
organization in serving its mission of financial inclusion.

Microfinance institutions typically initiate a follow-up procedure by sending polite reminders and
notices to the defaulter or debtor, urging them to settle the overdue amount promptly.

Upon identifying a payment fraud, employees in microfinance typically gather all relevant evidence,
including transaction records and communication logs, to substantiate the claim.

They then promptly report the fraud to their manager, providing a detailed account of the incident
and supporting documentation to facilitate investigation and appropriate action.

Legal guidance helps safeguard the institution's interests by providing insights into potential legal
implications, assisting in drafting agreements, and navigating disputes, ultimately minimizing
financial losses and reputational risks.
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— Exercise

Multiple-choice Question:
1.

)

What are the standard procedures for the collection of receivables in microfinance?
a. Allowing flexible repayment schedules

b. Implementing rigorous debt collection tactics
c. Ignoring legal guidelines for faster recovery

d. None of the above

Why is adherence to legal guidelines important in microfinance?
a. It ensures fair treatment of borrowers

b. It increases profits for microfinance institutions
c. It allows for arbitrary debt collection practices

d. It doesn't affect the success of microfinance operations

Regular audits and financial reviews
a. Implementing strong internal controls

b. Providing unlimited access to financial records

¢. Monitoring client transactions for unusual patterns

What role does the legal cell play in microfinance regarding non-recoverable(s)?
a. Providing legal advice and guidance

b. Representing the institution in legal proceedings
c. Reviewing contracts and agreements

d. All of the above

What is the procedure to coordinate with the legal cell for the status update of non-recoverable(s)?
a. Submitting a request via email

b. Filling out a form available online
c. Sending a formal letter through post

d. Holding a meeting with legal representatives

Descriptive Questions

What are the standard procedures for the collection of receivables in microfinance?
Explain the significance of setting up a repayment schedule with the defaulter.

Explain the importance of promptly reporting payment fraud incidents to your manager in
microfinance.

How do microfinance institutions verify the authenticity of collateral provided by borrowers to
mitigate fraud risks?

How can consultation with the legal cell help microfinance institutions navigate complex legal
procedures involved in addressing non-recoverable loans?
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Scan the QR codes or click on the link to watch the related videos

https://www.youtube.com/watch?v=Xm2VBoDVVHY https://www.youtube.com/watch?v=vtWHc_PaV7|

Accounts payable vs Accounts receivable Collection Calls Procedure



https://www.youtube.com/watch?v=Xm2VBoDVvHY
https://www.youtube.com/watch?v=vtWHc_PaV7I




8. Employability
Skills

“ ‘

‘ ‘ ‘ DGT/VSQ/N0102

=0

=)



Participant Handbook

Employability Skills is available at the following location

https://www.skillindiadigital.gov.in/content/list

Employability Skills



https://www.skillindiadigital.gov.in/content/list
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Module No. Unit No. Topic Name QR Code (s)
1.1.1 Banking https:// b /
Sector Land- 22 ps: WWXV‘VOU ube.com
. . watch?v=zgNORZvjops
scape in India
Unit 1.1: What's The Road
Banking Ahead For India's
Industry and Banking Sector
its Sub-Sec-
tors in India
1.1.6 Concept 2 https://www.youtube.com/
Module 1: of Insurance watch?v=3ctoSEQsY54
Introduction
to the Bank- How Does
ing Sector Insurance Work?
and Job Role -
of ‘Micro- E%JE
finance ﬁ
Executive 1.2.1 Concept https:// tub / pa
. . ps://www.youtube.com
of Microfi- 22 watch?v=bpSNM625LFU B
nance
About
Unit 1.2 In- Microfinance
troduction to
Microfinance
1.2.2 History of https:// b /
. . ps://www.youtupe.com
!\/Imrofmance 22 watch?v=Qg-qshHTiDA
in India
History of
Microfinance in
India
Module 2: .
Perform Unit 2.1
s Operational | 2.1.3 Pro-
Activities to
Structure cedures to
Source New https://www.youtube.com/
and pro- Perform 48 -
Customers ) . watch?v=gO7wxEaLlJ4
cedure of Microfinance
and Cross- . . .
Il the Microfinance | Functions: What are
>¢ functions Microfinance
Products Loans?



https://www.youtube.com/watch?v=zgN0RZvjops
https://www.youtube.com/watch?v=zgN0RZvjops
https://www.youtube.com/watch?v=3ctoSEQsY54
https://www.youtube.com/watch?v=3ctoSEQsY54
https://www.youtube.com/watch?v=bpSNM625LFU
https://www.youtube.com/watch?v=bpSNM625LFU
https://www.youtube.com/watch?v=Qq-qshHTiDA
https://www.youtube.com/watch?v=Qq-qshHTiDA
https://www.youtube.com/watch?v=gO7wxEaLlJ4
https://www.youtube.com/watch?v=gO7wxEaLlJ4
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Module No.

Unit No.

Topic Name

QR Code (s)

Unit 2.3
Microfinance
regulations,

standard 2.3.1 Standard https:// b /
ps://www.youtube.com
code of code of con- 48 watch?v=vO-t3ngKCd8
conduct, and | duct
seIf—reguIa_— Microfinance
tory associa- Code of Conduct
tions
Unit 2.5 Con-
cept of Cred-
. P . 2.5.1 Concept
itworthiness ¢ Creditwor- 48 https://www.youtube.com/
and Fiscal f:h_ reditwor watch?v=UvPxp843iMO0
. iness:
conceptsin What is
Microfinance Creditwor-
thiness?
3.1.2 Pro-
. . cedure for
Unit 3.1 Dig- .
. ; digitally up-
ital updating . .
f the detail dating details 61 https://www.youtube.com/
gf aceui?ezl S of acquired watch?v=SpDfVPRkrfs
custoqmers customers in
microfinance Customer
Module 3: in India: Acquisition
Perform Ad-
ministrative
Activities
Unit 3.3
Methods to 3.3.1 Concept https:// b /
set revenue of Revenue in 61 vF\)/:tcf:A;\Clr/b.ZﬁlLlij gk;.)cbc\t(m
or account Microfinance: What is Revenue
targets of a Company
& How it is
calculated?
Unit 4.1 List
Module of the doc-
4: Process uments and
and Verify installation 4.1.2 Concept https:// b /
, . . . . ps://www.youtube.com
Customers of blo'metrlc of Blo'metrlc 82 watch?v=EDOmMWYR65A
Documents machines Machines
for Microfi- | required for Biometric
nance Loan | microfinance technology
explained

applications



https://www.youtube.com/watch?v=vO-t3nqKCd8
https://www.youtube.com/watch?v=vO-t3nqKCd8
https://www.youtube.com/watch?v=UvPxp843iM0
https://www.youtube.com/watch?v=UvPxp843iM0
https://www.youtube.com/watch?v=SpDfVPRkrfs
https://www.youtube.com/watch?v=SpDfVPRkrfs
https://www.youtube.com/watch?v=baHLj6k8PbY
https://www.youtube.com/watch?v=baHLj6k8PbY
https://www.youtube.com/watch?v=ED0mwYRj65A
https://www.youtube.com/watch?v=ED0mwYRj65A
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QR Code (s)

4.1.3 Standard

and reporting
procedures in
Microfinance:

watch?v=wY5z9AiBb3E

operating
procedure hitps:// b /
. . ps://www.youtube.com
of biometric 82 watch?v=rHZgLA4jsSU
machines in ) .
icrofi How Biometrics
.rmcro‘ inance Works - What
in India is a Biometric
System?
5.1.1 Concept 90 https://www.youtube.com/
and Process watch?v=Fal18jrof8|
Module 5: Unit 5.1 Loan How to Get
. .. Home Loan
Facilitate sanctioning .
. . Sanction Letter
Loan Dis- and dis-
bursement bursement 5.1.2 Im-
Process process portance of
ensuring the
disbursement 90 https://www.youtube.com/
of loan within watch?v=KBUDBV5eCMo
a stipulated
time in microf- Accounting
inance: entries for loans
6.1.1 Types of
reports that a https:// b /
. . ps://www.youtube.com
mlcrofl_nance 33 watch?v=jHtBI3nDOTw
executive work
Module 6: .
Perf R Unit 6.1 with How to Create
er orm. e nit6. MIS Report in
cord Main- Documen- excel
tenance and | tation and
Administra- | reporting
tive Activi- procedures 6.1.2 Im-
ties portance of
documenting 99 https://www.youtube.com/

How to Write
Process
Documentation



https://www.youtube.com/watch?v=rHZgLA4jsSU
https://www.youtube.com/watch?v=rHZgLA4jsSU
https://www.youtube.com/watch?v=Fa118jrof8I
https://www.youtube.com/watch?v=Fa118jrof8I
https://www.youtube.com/watch?v=KBUDBV5eCMo
https://www.youtube.com/watch?v=KBUDBV5eCMo
https://www.youtube.com/watch?v=jHtBl3nD0Tw
https://www.youtube.com/watch?v=jHtBl3nD0Tw
https://www.youtube.com/watch?v=wY5z9AiBb3E
https://www.youtube.com/watch?v=wY5z9AiBb3E
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QR Code (s)

Module 7:
Perform
Receivables
Collection
Activities

Unit 7.1
Guidelines
and impor-
tance of
collection of
recievables
in microfi-
nance

7.1.1 Concept

121

https://www.youtube.com/
watch?v=Xm2VBoDVvHY

Accounts payable
vs Accounts
receivable

7.1.2 Standard
procedures for
the collection
of receivables
in microfi-
nance:

121

https://www.youtube.com/
watch?v=vtWHc_PaV7I|

Collection Calls
Procedure



https://www.youtube.com/watch?v=Xm2VBoDVvHY
https://www.youtube.com/watch?v=Xm2VBoDVvHY
https://www.youtube.com/watch?v=vtWHc_PaV7I
https://www.youtube.com/watch?v=vtWHc_PaV7I
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