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V. iéit dates: 6-9 Februai’y, 2006 Operational head: Mr Tanay Chakravarty

‘Maximum validity of rating*: till February 2007

Rating
Microfinance operations of NEEDS are only sewen months old. Scale of operations is too small to
achieve the operational sustainability level.“Though the financial performance of the organisation nceds
to be continuously monitored to make any definite conclusions, it has performed reasonably well in first
‘seven-months of operations. The organisation has a good repayment rate and advantage of high capital
adequacy. The organisation has well-expericnced and qualified management personnel, who are well
otiented in appraisal of loan applications and tracking of overducs. Its accounting and MIS are
reasonable {or a professional microfinance programme. Its overall petformance on managerial
Jparameters is rzasonable. Tts performance on governance and strategy is reasonable. Though it has an
eexperienced Board and Chief Executive and has established linkages with donors and commercial
lenders, ws strategy to lend to the new livelihood projects of development organisations has relatively
higher risk of default in the eventuality of failute of projects. The organisation has to some extent
limited e risk by good loan appraisals and sccuring a small Guarantee Fund from the donors.

In M-CRiZ. - view, NEFDS has the capacity to absorb loan funds; however, owing to the
otganis#or:'y ineaparience. the funds should be released in tranches based on petiodic evaluation of
portfolio quaiity. :

A rating update afier one year is suggested to ascertain changes in the creditworthiness of the
‘institution. This rating is valid, subject no other significant changes in the organisational structure and
‘external operating environment.
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by the MELI9.any. (nansial instintiongr 4

her sipnit "8 the Toan prosramme or in its external
environment. A ratmg update (comprehenswe repeat rating) is recommended whenever such
changes take place or at the end of one year from the date of the initial assessment, whichever
is earlier. Any substantial additional information that becomes available could also result in a
rating update or a rating review (revision of rating grade based on a desk analysis).

L\abxhty The rating assigned is a professional opinion of the assessors and M-CRIL does not
guarantee the information and cannot accept any legal responsibility for ¥ctions arising out of

the recommendations made.
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Catcgory wisc rating

{ Category

Rating gradc!

A Governance aspecls

\\B Managerial factors

\| C Financial j)e;_fommm'e

Overall

Key Risk Factors

1 Strategy to fund new livelihood project: The or,

financial services to the village

support of development organisations, including NEL
agencies have expertise in undertaking development pro
of failure. NLEIEDS has arranged for a Guarantee Fund of Rs2 lakhs

providing finance to new food

ganisation has the strategy to provide : o

community for their new livelihood projects initiated with the

DS and PRADAN. Though these

jects, new projects have inherent risk

from IO, Austria for

proccssmg units; however the amount is not adequate to
cover the risk of an increased portfolio.

2 Availability of human resource in the region: NEEDS is alread: facing limitation in
recruiting suitable human resource especially at the middle management level for its

microfinance programme. Lack of availability

threat to the growth plan of the organisation.

of trained/qualified human resource poses

Key Programme Strengths

Governance, experience and
strategy

Management and operations

’

Long vears of experience in the |1
tegion
Wc]l—cxpcri;nccd and qualified | 2
wonrd 3
Linkage with BASIX and

FWWB for capacity building 4
supportt

Established linkages with donor
agencics and commercial

lenders

Ciood MIS and accounting
S)’Stcn1

Prompt tracking of overdues
Qualificd and cxpertenced
senior management

Well documented policies

Financial

]

|

i —~

|1 Good repayment rate and
i

|

|

1

)

|
p()rrfo]in quality \
[Tivh capital adequacy (after

2 prv juacy
absorbing first vear Tosses) l

|

M-CRIL’s grading sheet is attached at the end of the report.
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'l‘ . .
Organisational Profile

Legal form Years of m-f Number of
Operation Active borrowers Staff Branches Active borrowers/
I e Stafl meniher
i
Trust, not 2or profit 7 months 98 SHGs 7 ‘ - 14 SHIGs
organsaton 488 Individuals ‘ 79 individuals

Microfinance programme: Operational highlights

Outstanding Loan portfolio | Cumulative loans Avcrage loan size from
borrowings of MFI of MFI disbursed by MF1 MFT to borrowers
(Rs) (Rs) (Rs) (Rs)
-
7.3 lakhs 14.8 lakhs 20.9 lakhs 4188
NI v > ¢ 73 Ao . . i

niads L 30 < g B .,W’ LS

Key financial ratios

e A =

Portfolio at risk

Current repayment

Risk weighted

Weighted average

Yicld to APR

Total income to
average total assets

Total expenses to

Return on average

Operational sclf

Financial self

(>=60 days) rate capital adequacy cost of funds ratio
ratio
it 97.7% 36.9% 11.7% R7.6%
Yield on portfolio Other income to Financial cost Loan i0ss Operating
average portfolio ratio provisioning ratio | expense ratio
P3N 8.6% 18.3% 3% 91.8%,

average total asscts total assets sufficiency sufficiency
1150 54.0% () 12.5% 213% 2000,
. Notes

1. All figures are for NELEDS microfinance propramme as on 31 December 2005,

2. Periodic ratios, which include Financial cost ratio, Operating, expense ratio, Toud income to average
toral assets, Total expenses 1o average total assets, Return on averape total assets are calenlated for 7-
meaih period (1 June 2005 to 31 December 20055 The ratios presented here are annuoalised
fearapolated tor 12 months).

3. Other income includes income that the organisation receives as membership fee and documentation
charges 2.2% of the disbursed loan amount). Yield does not include documentation and
membership charges collected, which is part of other mcome.

4. Loan loss seserve, as on 31 December 2005 was 1.9%5 of the pross portfolio.

5. The rotin of repayment rate and PARg: has been caleulated from the MIS reports penerated by

NEEDS. Accuracy of data gencrated by the MIS has been verified by the rating team through an
audit of the systems.
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NEEDS - financial overview

Portfolio at risk (>=60 days): 31 December 2005
T 1110% e
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NEEDS Upper-end MFls Overall database \
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i Note: 1. nypperent = 10

Naaraae = 212 (excuding outliers): Database fipures as on 31 December 20004

- I )3

| ) 2. Outhiers and rare ' 2AE]s with no dircet lending have been removed (o analysis. Upper-end figures ceflect top 10 Mils.
: © 3. iheupper-end MIFIs and overall database ratios represent simple averages for their respective sampe

-»
4. T he performance of cither the Hpper-end METs or all METs (overall database), do not necessanly teflect M-CRILs rating standar i
Income and expense distribution: Debt and eguity composition:
1 June 2095-31 December 2005 31 Decembear 2003
oo A . Pt s -
% of average 2, i —— -
pqr folio__._... . - @ nterest lm-:-oﬂE__W < i OConcessors 1oz =
70% |- 2 ‘
O nvestment income E?2 !
- | i
60% o o e _ |% || @ correrza -an
@ Other income 1 H
50% 4 — - o= e | S ;
0% me e e e 1 i[
_ Q nterest expense !
30% - e !
@ Provisions O — | moumane
20% R I SUrpat Te e
® Salaries R 4
10% — S ) ‘ 0 Donaez es = &
0 Other operating [ grants
0% ool expenses Al SR N
i Income Expense e AU L. S __Equity o
* Other operating cxpenscs include travel, depreciation and Concessional debt is borrowingtcomp.savings taken at = B
administrative expenses voluntary savings taken at <= bank deposit rates el
408 ’ v Do ekt - . o . . " U “ g s co e eyt pEE B, T
Wm&'éompouﬁom 31 December 2005 ™" Liability & net worth composition: 31 Dec AR w2
[ e e i .
1 Cash !
I Net fixed assets 29, Netw oth
I 14% - 26 8%,
i
1 T
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1 Organisational background

M-CRIL

Network for Enterprise Enhancement and Development Support (NI DS is a not for profit
otganisation — registered as a Trust under the Indian Trust Act in the year 1997. 1t started its
operations in November 1998 with the objective of providing professional assistance to various

:NGOs working in the Santhal Pargana region of Jharkhand. From 2001 onwards it has started

.implemenung development projects on its own. The organisation was established at the initiative
of the current Executive Director (IFD), Mr Mutari M Choudhury.

NEEDS has, since its inception, worked for ensuring food and livelihood security of the poor

tribal population of Santhal Pargna region of Jharkhand. It has implemented several projects with

grant support from leading international and national donor agencies.

NEEDS has an 11-member Board. Mf Mutari Choudhury, who is the ED and Mr Tanay
_Chakravarty, who is the President are the two Exccutive Directors. NEEDS has constituted a
“separate Board for its microfinance programme, which has seven members. Apa: from the two

Executive Directors of NEEDS, this Board has members having extensive expet ence in

development sector and finance, and arc well qualified.

2 Microfinance operations

2.1 Background of microfinance operations

. NEEDS started its microfinance (direct lending) programme in June 2005 and named it
«‘Ajiwika’. At the time of the rating, the programme was operational mainly in Deoghar district of

Jharkhand with a few clients in adjacent Banka district of Bihar too.
Till February 2006, the organisation had no branch, but was about to launch a new branch in
Hazaribhag district. It had an outreach of 551 individual clients in 98 SHGs, to whom it has

disbur:d a loan amount of ~Rs21 lakhs.

The organisation is led by the Exccutive Director (ED), who is also the promoter of NEEDS.

. NEEDS’ mictrofinance programme is l¢d by Mr Tanay Chkaravarty who is associated with
'NEEDS from its inception as a Director and holds qualifications in rural development. Other

(5 RR TN

microfinance staff involves two accounts staff, onc executive (Operations Manager) and three

field staff.

For its microfinance operations, NEEDS has availed of loan funds from BASIN and FYWWEB. In
addition to these, NEEDS has been recently sanctioned a loan of Rs10 lakhs from ICICI Bank,
which was however not received till the rating visit. Apart from the loan funds, it has utilised Rs
9.7 lakhs out of its corpus, of which Rs5.9 lakhs was in the form of reimbursement of
operational expenses and Rs3.8 lakhs was in the form of fixed asscts. It has also received a grant
“ of Rs2 lakhs from KFO, Austria as a Guarantee Fund for providing financial support to the new
“food processing enterpriscs.

\ . : 1,"‘ i’w K ' .
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The details of loan funds reccived by NEEDS have been summarised in the following table

Source of loan funds Cumulative 6‘utstandi:xg on - _Rmm
amounts received 31 Dec 2095 interest
(Rs lakhs) (Rs lakhs)
FWWB 15.0 9.4 13.5%
BASIX (term loan) 10.0 Nil 18.01%
BASIX (soft loan) 5.0 5.0 (%
Total - 30.0 14.4

Source of grant funds Amount received
during May-Dec 2005

(Rs lakhs) -
NEEDS corpus (cash) 5.9
NELDS corpus (fixed asscts) M 3.8
KFO, Austtia : 2.0
Total o 17

Apart from loan and grant fund, the organisation has Rs1.9 lakhs of secuiity deposits from its
clients. As per its lending policy, it retains 10% of the disbursed amount as security deposit.

The flow of funds to and from the organisation is as given in the following d

iagran.
Funding institutions I‘Donor agencies J
Grant l
& . )
Weighted avg, Sy
@10.8% p.a .
- NFEDS - v
o)
A

Security deposit (10%

Repavments
of the loan amouny) b

Loan at
18%0 pa

Clients
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P Loan products
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2.2 Microfinance policies

: NEEDS" microfinance programme (Ajivika is treated and managed by it as a separate
sorganisaton, though it is yet to get registration under Section 25 of Companies Act. Ajivika

lends to SHGs promoted by NEEDS, PRADAN and few other NGOs. Though it 1dentifics
individual members and their loan requirements at the time of disbursement, it maintains a single
loan account of SHG as the botrower. Since the cutrent level of economic activity in the region
is low, lending is done mainly for the sgtting up of new micro-enterprise or for agriculture under
the development projects of the associated NGOs.

NEEDS 7Ajivika) has a well documented and structured process of loan appraisal. It has a two
stage detailed rating tool for SHGs which is developed by Saadhan and BASIX. The field officer

" recesves the request for loan from the SHGs and conducts the first rating at the same time. After

the SHG clears the first rating (achieving atleast 70% marks), the loan application is transferred
to the Zvecutive (Operations Manager), who visits the SIIG and conducts the second rating.
The SHGs, which ciear both the ratings, are called to the NEEDS office in Dec -har, where they
are handed over the loan amount cheque and a schedule for repayment. Repayt ents, in cash,
are collected by the field officers as per the loan repayment schedule in the mont. ly mectings of
the SHGs. ’

Savings

- NEED= does not collect savings from its clients. It however, keeps a security deposit of 10% of

the loan amount as security before disbursement. This amount is cither returned after the loan is
completely repaid or is adjusted with the last instalment. NEEDS does not pay any interest on
this deposit.

W
.

Organisation has the strategy to give loan for the purpose of starting a new micro-enterprise or

. for other livelihood activitics like agriculture. The organisation charges an interest of 18% per
. annum on reducing balance. Apart from that, it charges an upfront document charge of 2.2% of

the loan amount and keeps 10% of the loan amount as sccurity deposit. The normal repayment
period of a loan is one year. The cost of loan to the client on a yearly loan is 27.4% per annum.
The repayment schedule is based on the livelihood activity for which the 1dan is taken by the
borrower. Most of the repayment schedules have a moratorium of one to two months,
repayment begins with smaller instalments followed by the bigger ones and normal repayment
period is one yeat.

Insurance

- NEEDS does not offer any insurance product to its clients. However, realising that it faces the

risk of failure of livelihood projects, it has approached some insurance companies. The
organisation is likely to enter into an agreement for obtaining life insurance cover on the lives of
its clients; howevet, it is finding it difficult to get insurance for the hvelihood projects like
poultry, goatery, sericulture and agricultural activities.
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3 Observations

31 Governance & strategy

NEEDS shows a reasonable performance on governance with a grade of B+. It reflects long
experience of the organisation in the regien, organisation’s focus on credit discipline and
sustainability and its linkages with donots and commercial lenders. However, the otganisation’s
performance is limited mainly by its lack of experience in microfinance and to some extent due

to, its strategy to finance new livelihood projects in the region, which increascs the financial risks
for the organisation.

» Strategy for microfinance opetrations

NEEDS started its microfinance (direct lending) programme in May 2005, The purpose of

this programme was to meet the credit requirements of the new micro-enterprises sct up

under the development projects implemented by NEEDS itself and other NGGOs working in ~
the region, including PRADAN. Its strength is its understanding of the loci! sommunity for

a long time and its linkage with some reputed development organisation. This understanding

gives it the advantage of easy identificatipn and appraisal of the potential clients. With a large

number of new development projects coming up in the region, it estimates that it would not
be a challenge for it to attain a viable size.

The organisation has kept its microfinance completely separate from its development
activities. The microfinance programime, which is named Ajivika, has a completely separate
team, separate accounting system and MIS, separate office premises and a distinct
recognition among the clients too. NEEDS has maintained a commetcial orientation for its
microfinance programme and maintained a professional lender-borrower relation with its
client. Though the organisation has a well-structured appraisal and tracking of overdue
system, organisation faces relatively higher risk of default due to failure of the new projects
promoted by the development organisation. These projects include vegetable cultivation,
poultry, goatery, sericulture and food processing units. The organisation realises that it would
need to insure these projects or would need a guarantee from either the implementing
otganisations or the donor agencies. It has secured a Guarantee Fund of Rs3 lakhs from s
KFO, Austria, of which it has already received Rs2 lakhs. However, this fund is inadequate
and docs not reduce the quantum of risk significantly. On the positive side, the organisation
has a good appraisal system of SHGs and support of development organisation like
PRADAN, which are experts in promoting viable micro-enterprises ame ng the villag: s,

NEEDS has Lept the design of its loan products flexible to the requirement of the projects.
Normally the products have a moratorium of one to two months and repayment starts with
smaller repayments. The normal repayment period is one vear. Though the Toan is designed
keeping in view the projects’ requirements, the organisation has done well to make sure that
the moratorium period and the total loan period is not too long to affect its cash flows. The
organisation has also done well to give high importance to the policy of providing loan

.+ % repayment schedule to the clients as well as the field staff. The organisation has also kept itsks i R

loan products client fricndly by allowing them to make pre-payments; however, the
organisation has limited its interest loss, by charging an upfront fec of 2.2%. With a rate of
interest of 18% petr annum on reducing balance and 2.2% upfront charge, organisation is
expected to earn a retutn of 27.4%, which scems to be reasonable to cover its financial and







































