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EXECUTIVE SUMMARY

Profile
Swayam Krishi Sangam (“SKS”) is Non Government Organization registered under Andhra Pradesh (Telangana areas) Public Societies Registration Act , 1350 Fasli (Act 1 of 1350 F) whose mission is to empower the poor to become economically self-reliant.  Founded in 1998, SKS engaged in providing education to poor children and started testing micro finance activities as a poverty alleviation tool on a pilot basis. It follows the Grameen Bank methodology and uses a robust technology infrastructure to deliver collateral-free loans to the rural poor.  

Over 85% of SKS’ clients are marginalized members of society (backward castes, scheduled castes and scheduled tribes), virtually all are illiterate, and few earned more than Rs. 20 per day as agricultural laborers prior to joining.  Without access to small amounts of capital, these poor cannot establish small enterprises of their own, and are consistently vulnerable to crises that require emergency funds.  In both cases, the poor often borrow from village moneylenders who charge high interest rates and mortgage personal property.

Business Highlights

Since it began its pilot microfinance operations in June 1998, SKS has focused on building the capacity to serve large numbers of the poor.  Efficient operational processes and innovative management systems have been designed to allow rapid growth while maintaining portfolio and service quality.  Microfinance operations provided by SKS have been well received.  The highlights of SKS’ past achievements include:  
· Development of highly customized loan products
· Successful identification of target clients and target markets

· Well trained staff
· Strong methodology and operations

· Strong accounting, MIS and Internal Audit systems

· Successfully established solid reputation with both domestic and foreign commercial banks and financial investors

· Reduction of administrative costs as a percentage of portfolio outstanding from over 600% at the program’s inception to approximately 20% despite serving poor, rural markets

Vision

In order to fulfill its mission of providing financial services to empower the poor, SKS has been planning to convert its pilot action research into a formal microfinance company operating on a for profit basis but with community ownership. The proposed vehicle is a regulated non-banking finance company, to be known as SKS Microfinance Private Limited (“SKSM”). 
SKSM aims to serve poor women in rural areas of India’s 100 poorest districts.  SKSM will be professionally managed, profitable, and owned and governed by all stakeholders including clients, management, employees and social investors.  In five years, SKSM intends to be serving at least 200,000 clients in India’s semi-arid Deccan region.

SKSM will commence its business activities once registration is received from the Reserve Bank of India and will convert the pilot operations of SKS into formal financial services to the poor, so that it can attract equity investments and mainstream funds for lending to the poor through the group lending approach.
SKS MICROFINANCE PRIVATE LIMITED
Lessons learnt out of Pilot Testing:

MARKET OPPORTUNITY

Target Market

SKSM proposes to serve the poor in rural areas of India’s Deccan plateau.  Often landless and working as agricultural laborers, these poor have no assets or savings to fall back on during times of crisis.  Access to capital during emergencies and to start small enterprises is available only from village moneylenders who charge high interest rates and mortgage personal property.  To repay these loans, the poor often "mortgage" themselves or their children into bonded labor.
Market Profile

Geographic Area.  The Deccan covers 7 districts in the Telengana area of Andhra Pradesh state, 4 districts in northern Karnataka state and 7 districts in the Marathwada region of Maharashtra state (see boxed area on maps).  Each district has about 250,000 poor households, making the total market for SKS’ services about 4.5 million households.
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	Andhra Pradesh
	Karnataka
	Maharashtra

	Total area (km2)
	275,068
	191,791
	307,690

	Administrative districts
	23
	20
	31

	Deccan region districts
	7
	4
	7

	Rural population
	48.3 million
	31.1 million
	48.4 million

	% Rural to total population
	73%
	69%
	62%

	Rural literacy
	36%
	48%
	56%

	Per capita income
	Rs. 4,507
	Rs. 4,075
	Rs. 6,184

	Rainfall
	887 mm/yr
	1,758 mm/yr
	975 mm/yr

	Irrigated to total cultivated area
	39%
	20%
	14%


Source:  Census 1991

Population Served.  Over half of the Deccan’s population lives in abject poverty, and the rates of hunger, malnutrition, and disease are among the highest in the world.  The vast majority of these poor are landless laborers or marginal farmers who survive through subsistence agriculture.  The average daily wage for this population is Rs. 20 for women and Rs. 30 for men.  Since people subsist on rain-fed agriculture, they usually have only about 200 days of work per year, depending on the rainfall.  
The poorest – largely Dalits – also have to deal with the severe social discrimination that is part of the Indian caste system.  Dalits are often prohibited from drinking in the same tea stalls or drawing water from the same wells as upper castes.  They are also forced to live in segregated areas within their own villages.

SKSM proposes to operate through eight branches in the Medak district and one branch in the Nalgonda district of Andhra Pradesh’s Telengana region in the initial stages.  These districts, like the rest of the Deccan, are semi-arid areas with largely rain-fed agriculture.  Most of SKS’ borrowers support themselves as agricultural laborers.  With loans from SKS, many purchase inputs for agriculture and animals for husbandry activities.  SKSM intends to maintain a focus on the Deccan plateau during the coming five years.  From its base in Medak district, SKSM can expand to the adjacent Deccan regions of Karnataka and Maharashtra states.

Access to Financial Services
Outside of Andhra Pradesh’s Telengana area, the poor of the Deccan region have minimal access to providers of financial services.  The entities that do provide these include:

· Self-Help Groups (SHGs).  SHGs are promoted by NGOs, state governments, banks, and local government bodies, and are organized as groups of at most 20 individuals (usually women).  SHGs are self-managed, self-governed and initially self-financed from member savings.  Currently, there are about 400,000 SHGs active in Andhra Pradesh, although Telengana has far less penetration than coastal Andhra.  Since SHGs depend on some higher-level intermediary, and are self-managed, their outreach and administration are less structured, making them less likely long-term competition for professionally managed MFIs.
· Formal Banks.  India can boast of a bank branch to serve every 15,000 people in the country, even in rural areas.  However, most of the very poor remain outside the formal banking system because the bureaucratic nature of loan applications, the collateral requirements, and remoteness of banks make it difficult to obtain loans.  In addition, most poor do not have the literacy required to complete a loan application.  For commercial banks, interest rates on individual loans below Rs. 200,000 are controlled at a level that makes these loans financially non-viable.  At best, many commercial banks lend to SHGs or MFIs to fulfill regulatory requirements for lending to “priority sectors” such as the rural poor. 
· Non-Governmental Organizations (NGOs).  A number of NGOs operate in the Deccan region providing financial services of some kind.  Most of these are grant-based and do not offer sizeable and progressive credit to borrowers.  Without a strong focus on establishing sustainable operations, they are not able to extend outreach broadly.
· Microfinance Institutions (MFIs):  In contrast to NGOs, MFIs focus exclusively on providing financial services, although some may also promote awareness of health and lifestyle issues with product delivery.  Andhra Pradesh is India’s most vibrant MFI market, and is home to SHARE, Spandana, BASIX, and SKS among others.  Generally, MFIs are professionally managed and work in distinct geographical areas.  
· Government Programs.  State governments, such as that of Andhra Pradesh, have implemented various programs to attempt to alleviate poverty through providing financial services.  In Andhra Pradesh, the Velugu program attempts to build the capacity of self-managed community organizations and then provides funding to support income-generating activities.  
· Moneylenders.  Between 1961 and 1991, Indian rural household indebtedness to the informal sector, including moneylenders, dropped from 84% to 36%.  But among the poorest households (assets < Rs. 5,000), dependence on this informal finance was as high as 58% in 1991, and especially in areas such as the Deccan that are underserved by formal and other financial providers.  
Service Provider Analysis:
	
	SHGs
	Commercial Banks
	NGOs
	Government Programs
	Money-lenders
	SKS
(MFIs)

	Geographic Reach
	Village Level
	Branch Area
	Varied
	State
	Local
	Nationwide Potential

	Population Focus
	Poor
	Not Poor
	Varied
	Varied
	Varied
	Poorest

	Sustainability Focus
	Yes
	Yes
	No
	No
	Yes
	Yes

	Growth Potential
	Low
	Low
	Low
	Low
	High
	High

	Level of Supervision
	Low
	Low
	Low
	Low
	Low
	High

	Affordable Service
	Yes
	Yes
	Yes
	Yes
	No
	Yes

	Portfolio Quality
	High
	Low
	High
	Low
	High
	High

	Professional Management
	No
	Yes
	No
	No
	No
	Yes


Competitive Advantage

Among the service providers described above, only professionally managed MFIs have the dual mission of reaching the poorest and operating profitably.  Other efforts are concentrated in a single location, are specifically designed to work for a fixed period of years, or do not employ the discipline and management skills required to work with the poorest successfully.

Among professionally managed microfinance institutions, SKS has four distinct competitive advantages which give it the ability to scale rapidly while maintaining near-perfect portfolio quality:

· Operational Efficiency.  Real-time portfolio monitoring with detail down to the village level and highly controlled operating processes to enable quick rollout.
· High Quality Personnel.  Tech-savvy field staff mirror the borrowers, creating strong customer relationships and highly motivated staff. 
· Culture of Innovation.  Continuous process of innovating through technology, operations and management to provide flexible services and to achieve scale cost-effectively.
· Reputation.  Five years of providing timely, reliable, and customized financial services to the poorest.

Methodology

SKSM will follow the methodology adopted by SKS in its pilot testing.  SKS has adapted the pioneering Grameen Bank (Bangladesh) approach to local conditions of the Deccan region.  It lends to five-member groups of women and designates the group the ultimate guarantor of each of its members.  If one member does not repay, no individual in the group is eligible to receive another loan.  The keys to this approach include:

· Social Collateral.  The poorest do not have physical assets that can be used as security.  Instead, borrowers organize themselves into groups that take collective responsibility for repayment of one another's loans.
· Doorstep Micro Banking.  Providing financial services in the villages enables the rural poor to collect that day’s wages and avoid the costs of travel to mainstream banks.  The illiterate poor are also unable to complete loan applications, which often require several trips.
· Customized Products.  SKS designs loans with small, weekly repayments corresponding to wage structures, consumption and income generating loans to prevent emergency “distress sales,” and small first loans to inculcate credit discipline and collective responsibility.  Interest and loan repayments are made equal for easy comprehension.
· Focus on Women.  SKS works exclusively with women because they are the most marginalized among the poor and because they tend to invest the majority of their income into the household and for their children.  Women also typically undertake small, manageable activities.
SKS’ operating philosophy is to focus on providing financial services only.  It believes that its clients are best able to decide which enterprises to establish, and do not require business development or other training services.  

Products

	Product
	Purpose
	Maximum Amount
	Terms

	LOANS
	
	
	

	Income Generation Loan (IGL)
	Income generation, 
Asset development
	Cycle 1:  Rs. 10,000
Cycles 2+:  Prior cycle max plus Rs. 3,000 
	Rate:  15% flat 
Fee:  1% of amount upfront 
Term:  50 weeks
Repaid:  weekly

	Mid-Term Loan (MTL)
	Same as above, Available at middle (week 25) of IGL
	Cycle maximum minus IGL amount borrowed
	Rate:  15% flat 
Fee:  1% of amount upfront 
Term:  50 weeks
Repaid:  weekly

	Emergency Loan (EL)
	Only pregnancies, funerals, hospitalizations
	Rs. 1,000
	Rate:  interest-free
Fee:  none
Term:  20 weeks
Repaid:  bullet


Loan Utilization

SKSM does not propose to restrict the way its loans are employed, except to ensure that they are for income-generating activities.  Borrowers invest in enterprises ranging from agriculture to animal husbandry and trading.  At the pilot testing, loan funds were utilized as follows:
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GROWTH STRATEGY

To aggressively increase outreach, SKSM will first solidify its presence in the Telengana region of Andhra Pradesh state, and then grow rapidly westward into the underserved Deccan areas of Maharashtra and Karnataka states.  In its pilot phase, SKS has developed a standardized “cookie-cutter” branch model that can be easily replicated and results in rapid achievement of break-even.

Geographic Expansion
Given the experience of SKS, SKSM is well-positioned to expand west into the Deccan regions of Maharashtra and Karnataka states, and east into additional Telengana areas of Andhra Pradesh state.  Given the familiarity of the Telengana region with microfinance, SKSM will add several new branches to its current position in Medak district, and then expand into the nearby Warangal and Nizamabad districts.  (on chart, ( )
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[image: image10.wmf][image: image11.wmf]In the next phase, SKS will expand westward into the adjacent Nanded and Bidar districts of Maharashtra and Karnataka, respectively.  These are the poorest districts in each state, and are desperately underserved by the non-profit, government and private sectors.  As a result, the rural populations in these areas are less familiar with microfinance, so growth rates for SKSM will likely be lower than SKS has experienced to date.  (on chart, ()
Branch Deployment

Medak District.  To consolidate its operations in Medak, SKSM will spin-off branches from its existing branches, along with a critical mass of borrowers, to create immediately profitable new branches that can grow in an area familiar with microfinance.  It will then establish further branches in other areas of Medak where SKSM can introduce its activities and build a client base.  

Warangal and Nizamabad Districts.  Once SKSM has established a solid presence in Medak, it will set up branches in Nalgonda and Rangareddy.  

Nanded and Bidar.  After entering Warangal and Nizamabad, SKSM plans to enter Nanded, in Maharashtra state, and Bidar, in Karnataka state – adjacent Deccan districts which rank among the poorest in India.  

SOURCES OF FINANCING
To aggressively expand outreach, SKSM as a regulated, for-profit company will have a capital of Rs. 4.4 crores in the first five years of its operation.

Ownership Structure

SKSM is being structured to give all stakeholders including clients, management, employees and investors the opportunity to hold ownership and to participate in governance.  The company’s proposed ownership structure at commencement of operations is as follows:

SKS Clients.  SKS Clients, through their Mutual Benefit Trusts, will own substantial part of the capital. Each trust will serve the community  and use this as the vehicle for this equity ownership in the company.

Social Investors.  Social investors including Unitus, Inc., a U.S.-based “microfinance accelerator” and TMSV, LLC, a U.S.-based social venture fund, intend to invest a total of US$ 500,000 (about Rs. 2.4 crore) in SKS.  

SKS Cooperative Society (ESOP).  To allow its employees, management and founders to participate in the business and governance of SKS, an employee stock ownership plan (ESOP) will be formed after the commencement of operations.  The ESOP is expected to purchase shares worth Rs. 20 million (US$ 400,000) that will be granted to employees over four to five years (according to years in service and position).  Additional shares will also be allocated over a 5-year period as bonuses for current and future staff.

ACCOUNTING SYSTEMS, MANAGEMENT INFORMATION SYSTEMS AND INTERNAL CONTROLS
The SKS management information system (MIS), called SKS MAPS (Monitoring, Accounts, Portfolio & SmartCards) offers: 

· Accurate information systems that are actively used to make decisions, monitor performance, and provide accountability for funds.

· Operations that manage small transactions efficiently, increasing productivity and allowing management to devote more effort to improving its core business. 

· A high degree of flexibility, with the capability to track over 100 types of savings and loan products.

· Report generation for increasing the depth and nature of loans for effective and efficient management.

Portfolio Tracker

The heart of SKS’ MAPS product is its Portfolio Tracker module that enables the electronic capture of all savings, loan, and portfolio performance data at the client, group, branch, and field staff level.  The application includes a setup screen that allows parameterizing branch, field staff, group, center, and client reference data according to its own business specifications.  

Beyond its flexibility to support varied setup and product needs, the application’s functionality serves daily business needs, utilizing stored data to generate collection sheets for field staff (by center meeting), indicating the principal, interest, and compulsory savings to be collected from each client and group, as well as details on any arrears and savings and loan outstanding balances.  Once the field staff has collected the money and obtained client signatures, the staff returns to the branch office.  Only unexpected events, such as lack of repayment, lack of compulsory savings, or new voluntary savings deposits and withdrawals, must be input into the system; expected input is pre-calculated and entered into all relevant fields, which saves time and reduces instances of error.  A user with accountant-level privileges tallies and confirms each collection sheet amount and cash amount before transactions are processed. 
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Once collected, data can be consolidated in daily, weekly, and monthly reports, offering real-time analysis of operations including branch and field staff performance (such as efficiency, portfolio quality, and other characteristics), client credit history and product performance.

Accounts Module

The Accounts Module is seamlessly integrated with the Portfolio Tracker, meaning that in addition to real-time portfolio quality information, SKS has access to immediately updated full financial statements (Balance Sheets, Income Statements, and Statements of Cash Flows, as well as General Ledgers).  SKS performs accounting according to International Accounting Standards.  

The Accounts team imports vouchers related to savings and loan transactions from the Portfolio Tracker, as well as for the input of new vouchers related to other needs of the organization, such as general and administrative expenses and interest income earned on bank accounts.  

SmartCards: Mobile Data Capture with SMART Cards

SmartCards automate village-level transactions and the interface between the village, branch office, and head office.  The application, developed for a hand-held terminal, is linked to both the Portfolio Tracker and Accounts modules at the branch level.  Each day, field staff automatically downloads collection sheets onto their hand-held terminals (e.g. Palm Pilot).  At the village level, only those transactions that vary from the expected amount collected or disbursed require a field entry update.  Much like the Portfolio Tracker, all fields are pre-calculated and their expected values stored.

Instead of using manual passbooks, client SmartCards are inserted into a SmartCard reader attached to the hand-held terminal, enabling both the field staff and client to benefit from a one-time transaction entry process that writes to the field staff terminal and the client SmartCard simultaneously.  Each high-memory SmartCard contains comprehensive account information about all products for each group or each client, depending upon the system configuration.  Field staff will provide clients a printed receipt in the early stages of SmartCards implementation, until they become comfortable with and confident in the SmartCard.  When the field staff returns to the head office, they upload and synchronize data from the hand-held terminal into the Portfolio Tracker module with the touch of a button.  Once approved by the Branch Manager, the transaction is completed with one click.
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The pilot phase of this project completed in May 2002 and a cost-benefit analysis of the project was conducted. The conclusions were that the cost of rolling out smartcards was high compared to the benefits. The anticipated benefits such as reduction in duration of village meetings and reduction in manual errors were not significant as existing operational methods were extremely efficient.

Monitoring Module

The Monitoring Module provides a means for automatic consolidation of branch level data stored in the Portfolio Tracker and Accounts modules.  This module allows management to track institutional and operating unit performance metrics, as well as compare these metrics against set business targets.  Full financial statements and detailed “Loan Portfolio Performance” reports are automatically generated, covering time periods specified by the user.  Key ratios for assessing microfinance performance can be selected, and if necessary, new ratios can be defined by the user.  Additional features include consolidated reports, and cross-sectional and trend charting.  International best practice standards for financial statements and key ratios have been followed.
PROPOSED BOARD OF DIRECTORS

Vikram Akula, Founder and CEO, SKS

Vikram is a social entrepreneur with over a decade of microfinance experience.  Vikram’s prior work experience includes serving as a community organizer with the Deccan Development Society in AP and as a researcher with the Worldwatch Institute in Washington, D.C.  Vikram holds an M.A. in International Relations from Yale University, a B.A. in Philosophy from Tufts University, and is a Ph.D. candidate in Political Science at the University of Chicago.  He has also been a Fulbright scholar in India and has been awarded an Echoing Green Public Service Fellowship for his work with SKS. 

Gautam Ivatury, CGAP Consultant
Gautam has several years of experience in entrepreneurship and finance, having worked as an investment banker at Donaldson, Lufkin & Jenrette (now Credit Suisse First Boston), and as an Investment Analyst at the International Finance Corporation, the private-sector arm of the World Bank Group.  Gautam also has small business and entrepreneurial experience, having founded and led a technology startup for over a year.  He holds an M.A. and a B.A. in International Affairs from Johns Hopkins University.  
Ashish Lakhanpal, Managing Director, TMSV, LLC.

Ashish is a graduate of Harvard Business School and is currently the Managing Partner of Think Investments.  He is also Secretary on the SKS Foundation Board of Directors. 
Geoff Davis, President, Unitus, Inc. 

Geoff has worked with microfinance programs worldwide. He was instrumental in establishing Grameen Foundation USA, a global leader in microfinance, and has spoken extensively on microcredit, including lectures and speeches at the International Monetary Fund, at Harvard University and on National Public Radio. He is also a core team member of the HP/McKinsey Mainstreaming Microfinance Initiative. Geoff has served as director of International Business Development for a California biomedical firm, and was the founder and president of a translation company. Geoff holds a bachelor's degree in international relations from Brigham Young University and a master's degree in public policy from Harvard University.

Geoff Woolley, Director, Unitus, Inc.
Geoff Woolley is the originator of the concept of the University Venture Fund at the University of Utah and has been instrumental in the fund’s creation and evolution. He currently acts as the Chairman of the Board of Directors and sits on the Investment Committee.  Geoff is an alumnus of the University of Utah and founder of Dominion Ventures and European Venture Partners. 

With over 15 years in the Venture Capital business, he has been involved in financing over 250 growth companies. Geoffrey has restructured his activities in the USA to be Chairman of EVP. He continues to sit on the Board of various entrepreneurial companies and at the University of Utah. 
Sitaram Rao, Advisor, Swayam Krishi Sangam

Sitaram Rao is a Chartered Accountant (CPA equivalent) and Cost Accountant who has held Chief Executive and senior advisory positions with several finance and international marketing companies including the DCL Group (India), Muscat Finance Company (Sultanate of Oman), Laila Group (India), and Paradigm Infotech (USA). He has also served as a visiting faculty member at Management Development Institute (Delhi), Industrial Finance Corporation of India, Computer Maintenance Corporation, and the State Bank of India. Mr. Rao holds degrees in both Commerce and Law from Bombay University.
N. Krishna Prasad, Deputy General Manager, Small Industries Development Bank of India
N Krishna Prasad is working with Small Industries Development Bank of India (SIDBI) since 1995, and has head the Tripur branch of SIDBI in the past, he vast experience in Foreign Exchange and has been working as an expert for foreign exchange business at SIDBI.  Mr. Prasad has worked at Allahabad Bank for fifteen years prior to joining SIDBI.  Mr. Prasad is a science graduate and CAIIB
ANNEX 1: SUCCESS STORIES IN THE PILOT PHASE
Raipally Siddamma
Before becoming an SKS member, Siddamma earned about Rs. 20 per day as an agricultural laborer.  Now, after having taken four income-generating loans from SKS, she has secured a number of assets and runs several enterprises, including vegetable vending, fruit cultivation, and fishing.  Today, Siddamma earns a profit of about Rs. 100 per day – a remarkable five-fold increase from her initial earnings.  

Thumnoor Sangam Land Lease
In many villages, landlord have left drylands fallow as they concentrate on more lucrative, but smaller irrigated plots.  In Thumnoor village, 18 very poor, Dalit women took advantage of an SKS Group Fund Loan for Rs. 3,000 to lease two acres of land from a local landlord.  After collectively working and harvesting the land, each member secured food for her family, and the group earned a cash profit of Rs. 2,880, a near-100% return on investment after all expenses.  Brimming with confidence, the group has now borrowed Rs. 4,000 to lease even more land.

Thurkapally Nagamma

Nagamma is a quiet and hard-working cloth weaver from Thurkapally.  Nagamma’s family used to own land, but it was appropriated under a government housing project and her family never received the promised compensation.  Because her family had no assets, Nagamma desperately needed the collateral-free loan that SKS could provide.  With her first loan of Rs. 2,000, Nagamma and her family produced turban cloth.  Unfortunately, due to a weak market for turbans, the family was unable to earn much profit.  With a second year loan of Rs. 4,000, Nagamma decided to buy more expensive thread at Rs. 180 per bundle and produce cloth towels.  The demand for her towels has been tremendous, and Nagamma’s family now earns a substantial profit.

Kondapur Saalibai 
Saalibai is a Banjara tribal woman from the village of Kondapur. Saalibai's situation is especially tragic because her husband died soon after marriage, leaving her with a young son to raise. Unable to manage on her own, she moved into her brother-in-law's house. Initially, Saalibai borrowed Rs. 4000 for a buffalo. However, her new earning capacity prompted her brother-in-law to begin harrassing Saalibai and appropriating her money. Unable to make her weekly loan repayments, Saalibai had no choice but to sell her buffalo and return the funds she had borrowed to SKS. 

But Saalibai did not lose hope. Her husband had left her a small plot of land that lay neglected because she did not have money to till the land. Saalibai arranged to take a Rs. 1000 loan with which she bought manure and hired local villagers to help cultivate the field. She repaid her loan and made Rs. 2000 profit. Saalibai has now built a small home for herself, and has also taken a second year loan of Rs. 6,000 for a buffalo.
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