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Swayam Krishi Sangam (SKS)*
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<4th Rating Update> Assessment:

Ratin
. 2 a o Highly Recommended
Grade B High safety, Good systems

Visit dates: 4 -7 July, 2005 Operational Head: Mr Vikram Akula
Maximum validity of rating®: dll July 2006

Rating
SKS has improved its performance on governance, management and financial indicators as compared
to the last rating. This has resulted mainly from SKS Microfinance Pvt Lid being licensed by the RBI
to operate as an NBFC, improvement in the management quality and improvement in capital adequacy.
The performance of the organisation has worsened on the portfolio quality and profitability fronts but
the improvement in capital adequacy has resulted in improvement in the financial grade.
In M-CRIL’s view, on account of overall good performance, commendable approach to sustainability
and self-reliance, as well as the growth plans of SKS, it can absorb — from all sources — additional funds
of Rs80 crores during the next one vear — for on lending to its borrowers. This includes funds inflow
under partnership with other financial institutions (ICICI Bank, HDFC Bank or others).

Given low capital adequacy, high growth plans of the organisation and delay in the flow of external
equity, the capital adequacy position of the organisation should be monirored closely by the lending
LnsHtutoens,

In light of the planned transfer of microfinance operation of SKS to the new entity — SKS Microfinance
Pvt Limited {the NBFC), all loan funds should now be given to the new entity.

A rating update after one vear is suggested to ascertain changes in the creditworthiness and absorptive
potential of the instiruton, This rating is valid, subject to no other substantial inflows of loan
funds into the organisation beyond the limits specified here and to no other significant changes in

the organisational structure and external operating environment,

for Micro-Credit Ratings International Ltd |

Jermamvy

;fﬁ Sanjay Sinha, Managing Director
[4)

*Validity Though, at the time of the rating visit. all the operations were with SKS, the operations are
likely to be transferred to SKS Microfinance Pyt Limited with effect from October 2003, This
rating would remain valid for the SKS Microfinance Pvt Limited as well. This rating, however,
will not be valid if any other significant change in the institutional structure or external
environment happens. A rating update (comprehensive 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,

Liability 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 actions arising out of
the recommendations made,
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Key Risk Factors
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Problems in the portfolio quality: During the last one year, SKS faced major problems
relating to portfolio quality in one of its branches, which required very high provisioning.
This has in-turn affected the profitability of the organisation adversely. SKS, on its part,

has done well to appropriately modify its branch roll-out strategy where establishing
relationship with the district administration and other opinion leaders of the region has
been made mandatory before lending to the client. This has remained a localised
phenomenon and it has not occurred again afterwards. In a highly competitive
environment and with high growth strategy, possibility of similar incidents happening
again cannot be ruled out.

Key Programme Strengths

| Governance, experience and

strategy

Management and
operations

Financial

2

Long years of experience
in microfinance

Well-experienced Board of
Dharectors

2

Very good MIS and
ACCOUNTINg system

Ettective system for
tracking averdues

Stable, qualified and
experienced staff at all
levels

ra

Good yield to APR ratio
Positive return on assets

Low Operating Expense
Ratio

[ B ]
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27 October 2005

M-CRIL

Mr Vikram Akula

CEO

Swayam Krishi Sangam

301, Babukhan Estate, Basheer Bagh
Hyderabad 500076, India

Tel: +91 40 2329 8131

Dear Mr Akula,

Final rating report of Swayam Krishi Sangam (SKS)
Please find enclosed with this letter, the final raung report of SKS. This rating report has been
finalised after presenting it to an external Ranng Committee. [ hope that the rating report is
perceived to be useful.

Please also find enclosed with this letter, the invoice for the final payment for the assignment.

T look forward to mamntaining continuing productive relationship with yvou in the future.

Yours sincerely

danmariy

Sanjay Gandhi
Team Leader
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Organisational Profile

' Years of Number o ‘
-l o detve | Towd iy
form : i e Total Staff |  Bramches borromwerry
operation Barrowers Cilfenits - e
Society 7 73,635 86,869 290 26 254

¥ The wo, af active awd tatal borrowers i ivcdusive of borrowers from the povifadie managed o bebalf of ICICT @ HDIE Bank

Operational highlights

Cﬁenfé;_savings Outstanding Loan portfolio Loans disbursed | Average loan size
deposit with borrowings of SKS | managed by SKS | in current year by from SKS to
SKS (in Rs) (in Rs) (in Rs) SKS (in Rs) botrrowers (in Rs)
Mil ' 25.7 crores 33.2 crores* 65.2 crores 7,350
| | .
Key financial ratios
Portfolio at risk | Current repayment | Risk weighted capital | Weighted average | Yield to APR
(=60 days) rate adequacy ratio cost of funds ratio
4.6%* 97.7% 12.6% 10.2% 88.1%
Yield on portfolio {ther income i Financial cost ratio b 4 Dpetatmg.
average portfolio provisioning ratio | expense ratio
27.7% 4.0% 13.9% 4.0%n 11.3%
Total income to Tortal expenses to Return on average Operational self | Financial self
average total assets | average total assets total assets sufficiency sufficiency
32.2% 30.8% 1.3% 104.2% 99.7%

Notes:

I BKS is registered as a society and has been underraking microfinance under rhis legal form rll dare, However, in
2003, SKS floated an NBFC (SKS Microfinance Pvt Lid) to formalise its microfinance operations. The new
entiry obrained licence from the Reserve Bank of India in January 2005, m operate a5 an NBFC and 1 plans 1o rake
aver the entre microfnance operations of 315 from October 2005,

B

All figures and financial ratios presenced above have been calculated after consolidating the records and the

Anancial statements of micrnfinance programme of SES and SKS Microfinance Pyt Led, as on 31 March 2005,

SRS has stopped collecting savings from its clients and rerurned whatever savings that had been collected from

themn. As of now, savings are collected by the Mumal Benefit Trusts (M [B1s) of SKS clients — at fve of its branch
locations, The MBTs give loans ro their members out of these savings. As on 31 March 2003, the rotal savings
held by these five MBTs was Rs 1.2 crore and their toeal loans ourstanding (to the members) were Rs 49.6 lakhs.

4. 5KS also manages loan portfolio on behalf of ICICT Bank and HDFC Bank and the figure of total loan portiolio
mentioned above is inclusive of the outstanding portfolio of bath these banks, which are managed by SKS, The
total portfolio managed by SKS for ICICI Bank and HDFC Bank was Rs 10.6 crores as on 31 March 2005.

3. PAR (60 days) has come down during April —June 2005, with no fresh overdues and good collection of old
overdue loans. PAR (=60 davs) as on 30 June 2005 15 2.72%.

6. (rher income includes amount collected as loan cover fees as well as interest on deposirs,
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Comparative Highlights

Grade Distribution

Category NQ;;E;]JH ] a;ﬂ‘agw A; {%‘3“ 0;3&‘;“ g;;% Movement!
Governance B p+ B+ o- o T
Management - - a- a- o J
Financial performance | o= o= o~ o o ? g
Overall B+ o |r o o- | o ir ’1‘

Select Indicators/Ratios
| November | Joouary | & Octobe
Indicator/ratio 01’2;3; o a;ﬂ;;n ;[ﬁ;;st 2;:] 4 i g:;éj; Change
1 Growth
Loans outstanding (Rs crores) h53 4.0 5.1 306 33.2 L
Outstanding borrowing (Rs crores) (.0 3.24 4.7 27.4 25.7 Lo
Active borrowers 1,810 | 9,197 :' 20,190 51,672 | 73,635 A
Average loan size (Rs) 3,656 . 6,542 4,442 7,660 7,350 ¥
2 Credit Performance
| Current repayment rate 99.3% 99.7% 99.6% 100% | 99.6% |
Portfolio at risk (=60 days) 0.2% 0.0% 0.0% 0.0 4.6% d
3 Efficiency and Pmﬂtabi]-i“t}' -
Active clients per staff 40.2 180 293 257 254 v
h]:mns to total assets 68.9% T8.8% B0.5% 73 BO%o* L
Annual return on assets {46.8%) | (11.9%) (4.7%) 3.4% | L3% &
Ciperating welbsuERMEey 27% 65% 83%% 119% | 104.2% v
Finanecial self-sufficiency 24% 57% T4% 116% 99.7% v
ll Cpita bl s Bt | 142 36% 20%, 87% |  12.6% )

" loan to total assets ratio has been caleulated by raking loans managed on behalf of lending institutions in loan

ourstanding as well as toral assets,

' An upward arrow indicares an improvement over the previous ratng and vice versa for a downward arrow; a
constant arrow indicares very low or no change,
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SKS - Financial Overview

Portfolio at Risk (>=60 days) as on 31 March 2003 Operating Expense Ratio: 1 Apnl 2004 - 31 March 2003
i ] T — N ]
Izﬂ% ...... —
15% —— S 20% A 17.8%
13.7%
11.3%
10% 4
| 10% .
4 5% | |
5% o i :
| 2.3% | |
| 0.0% ||
0% 4 - } 0%
i a0 SKS 2005 Uppec.and MEI: Gy arsl ditsbass SKS 2004  SK3 2005  Upper-end COwerall
R il g o NFis database
Note: 1. nyppecens = 10 Nsnbee = 1105 Dnatabase updated as on 31 December 2004,
2, Otliers and rated N0GOs with no divect lending have been removed for analysis. Upper-end figures vefleer MELs with top 10% scores.
3. The upper-end MFIs and overall darabase ratios represent sumple averages for their respective samples.

4. The performance of cither the Upper-end MFIs or all MFIs (overall database), do not necessasly reflect M-CRIL's raring standards.

Income and Expense Distribution:
L Apral 2004 -31 March 2005

Wofavg.
[ portfolio

& Interest income

O investment income

@ Other income

| @ Interest expensze

- @O Provisions
| @ Saiaries
| : |
3%, 1 @ Other operating
0% ~— : et AL S
Income Xpense

Debt and Equity Composition:
31 March 2005

y 00 = - ——
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04 === | || surplus/deficit
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© Debt  Equity

* Other operating expenses include reavel, depreciation and
adminiztrative expenses

* Coneessional debt is borrowing + comp.savings taken at < Bank PLR
+5i1 hasis poines, S voluntary savings taken at < bank deposit rares

Asser Composition: 31 March 2005

Liability & Net Worth Composition: 31 March 2005

Nat fixed
assels —~

~Cash
" 15.1% Other

IE% _current
Investments " assats
13.0% 1.7%

Net loans
outstanding——"
59.2%

Other Networth
I current ,--’_ 7.2%
| liat:ilitim.'\x £

9.5% :

— §3.2%

LT debt
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1 Organisational background

SKS was promoted by Mr Vikram Akula and few of his associates in 1997 and registered under
the Societies Registration Act, 1860. Mr Akula, a US citizen of Indian origin, worked with NGOs in
Andhra Pradesh as a Fulbright scholar. After gaining some experience in development work, he
decided to promote SKS to run a professional microfinance programme, besides working on other
areas like education and technology, Microfinance remains the mainstay of SKS since inception
and other programmes have insignificant presence in terms of resources invested . SKS was
promoted under the aegis of the SKS Foundation, USA, which provided initial fund and
nstitutional support.

The microfinance operations of SKS begun in June 1998, based on the Grameen Bank
(Bangladesh) methodology in the Narayankhed mandal of Medak district, Andhra Pradesh. The
operations have since expanded multifold and currently SKS operates in Medak, Nalgonda,
Warangal, Karimnagar and Nizamabad districts of Andhra Pradesh, covering about 87,000 women
clhients (with around 73,000 acove loans) in 2,517 village centres.

SKS has an experienced board, consisting of eight professionals from diverse backgrounds like
microfinance, medicine, law, management and journalism. In January 2004, one of the Directors,
Mr Sitaram Rao took over as Chief Executive Officer (CEO) from Mr Vikram Akula — the
founder CEO), who quit because of academic reasons. Mr Akula, however, continued as the Chairman
of SKS governing Board. Mr Akula has now taken charge as the CEO of SKS from September
2005. In addition to the governing Board, SKS5 also has a three-member project advisory
committee, which meets every quarter and reviews the operatons.

In order to give a more formal shape to the microfinance programme of SKS, it has been proposed
to shift the entire microfinance operation to the newly registered Non Banking Finance
Company (NBFC) — SKS Microfinance Private Limited, The NBFC has already received the
licence in January 2005 from the Reserve Bank of India (RBI), to carry on non-banking finance
activities. The process of transfer of operations 1s in progress and expected to be completed by
the end of August 2005. The present shareholding of the SKS-NBFC is primarily lying with the
five Mutual Benefit Trusts (MBTs) promoted by SKS, whose members are its clients. SKS
Microfinance Private Limited is also negotiating with several prospective investors including
Unitus, Mr Vinod Khosla (in individual capacity) and TMSV (Tungare Manobar Social 1 enture 1td)
for equity participation in the company.

2  Microfinance operations
2.1 Background of microfinance operations

SKS operates in five districts of Andhra Pradesh through 26 branches. At end of March™05, it has a
client-base of 86,869, of which 73,635 are active borrowers. They are organised mto 2,518 centres.

SKS is led by the CEO, who is supported by Director operations, Finance manager, Human
resource manager & Administrative manager. I'ield operations are managed by seven Area
managers and five Unit managers. At the branches, there is one cashier and 5-6 field officers
(Sangam Managers), apart from the Branch Manger.

To finance its loan pottfolio, SKS has obtained funds from diverse sources - Grameen Foundation,
SIDBI, FWAB, UTI Bank, HDFC Bank, ABN Amro Bank and Citd Bank.
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During last year, SKS also entered into partnership agreements with ICICI Bank and HDFC Bank
to organise clients and manage loans on behalf of these banks, using its infrastructure and expertse
in microfinance retailing. SKS has given a First Loss Deficiency Guarantee (FLLDG) to the extent
of 8% of the amount disbursed under the agreement. The responsibility of recovery of loans lies
with 5KS. The partner banks don’t pay any direct service charge to SKS5 for its service, instead SKS
pays 8.75% p.a. (declining) to the banks and in turn it charges an interest of 15% flat p.a on the loans
from the clients and keep the balance with itself. At present, the portfolio under the partnership
model amounts to Rs10.6 crores.

The details of the loans and grants received by SKS are presented in the following tables:

Outstanding as on | Outstanding as on Bt
Source of Loan Funds 31 March 2004 31 March 2005
(in Rs crores) (in Rs crores) St
Commercial loans
| FWWB 3.2 1.8 13.5%
| HDFC Bank 1.9 2.1 10.2%
| UTI Bank 0.6 1.0 13.0%
=1DBI 8.0 12.5 11.0%
ABN AMRO Bank 2.3 4.5 11.2%
| Citi Bank Nil 2.3 T0% |
Subordinate loans ) f
Grameen Trust 0.4 0.4 2%
SIDBI - transformation loan 1.0 1.0 1%
Total 17.4 25.8 10.2%
Amount received
Source of Grant Funds till 31 March 2005
(in Rs crores)
IDS (USA) | 0.74
SKS Foundation (IJSA) 1.89
CGAP |’ 0.22
Maharashtra Foundation (USA) i (.46
American India Foundation (.61
IUnirus .23
SIDBI 0.52
Others 0.11
Total 4.78

SKS has mobilised grants from different sources over the years and has distributed Rs 2.06 crores to
its clients (at five of its branches) with a condition to invest them in the share capital of the Mutual
Benefit Trust (MBT) of SKS clients, to enable its clients to become members of the MBTs. These
MBTs further reinvested these funds as equity in the SKS Microfinance Private Limited
providing it the necessary capital to start as an NBFC. The flow of funds to and from the
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organisation is as given in the following diagram:

Funds flow
Lending Loans (@ 10.2% p.a. Grants for caparal invesrment
Institutions l 4
ICICI/HDFC | _ SKS Soci » Clients
: (@: 8.75% p.a. KS Society Loan(a}15% flar p.4
partnership®* t-------=-- |~ A S >
Maodel
T Savings Share
Donors Operanonal and Capiral grants Capital
SKS Microfinance MBTs
Private Ltd. Equiry
. The dotted fines represent flow of foan fund into the pyster muder FLDG agreement between SKY and Financial
Tugrivutions
. The aperations of SRS are planned to be taken over by SES Microfinance Prt Ltd frome October 2003,

2.2 Microfinance policies

The organisation’s operations are largely based on the Grameen Bank methodology, with
modifications arising out of its experience in providing microfinance services to its clients. The
clients of SKS are essentially poor women, who are clubbed into a group of five. A collective of
eight to ten such groups in a locality (village) form a centre — the basic management unit. SKS
follows a well-defined process of identification, formation and regularisation of group, largely as
prescribed by Grameen Bank, Bangladesh.

Loan applications are collected by the Sangam Manager of SKS at the centre meetings and loans are
disbursed in the subsequent centre meeting. Preliminary appraisal of loan application from clients
is done by the other members of her group, who take joint liability for the repayment of the loan
once they approve it. All loan applications by clients are finally approved by the respective Branch

ll'lil.'!'ﬂg LS.

Savings products

As of now, SKS does not offer any savings products to its clients. At present, the savings services to
the clients are provided by the MBTs formed by SKS of its borrowers. However this service is
being offered at only the five places where MBTs are promoted by SKS. The savings products offered
by the MBTs are as follows:

Group Fund Savings: Once the group is formed and is recognized by SKS, each member has to
save Rs 5 per week in the group savings fund lying with MBT. No interest is paid to the members on
their savings and they also cannot withdraw it, unless they leave the group. However, a member
can borrow up to 50% of the group’s savings on the consent of the other group members.
Though the loans are from group fund, the repayment is managed by the field staff of SKS.

Individual/Voluntary Savings: In addition to the group fund savings, members who wish to put
aside extra money can do so in the individual savings accounts. SKS does not pay any interest on




these savings cither.
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Loan Products
Product name Purpose Cisistaim Interest rate, term and
repayment mode
SAcCRIE DenEibGn: | Sy meome Cycle: Rs. 10,000 | Rate:15% flat (28.1% effectire)

- Loan (IGL)

generanng activity

Cycles 2+: Prior
cycle max plus Rs.
3,000

Upfront fee: 1% as
processing charge and 1%
as loan cover fee '
Term: 50 weeks
Repayment: weekly

Mid-Term Loan
(MTL)

Same as above,
Available after Week
25 of IGL

[GL cycle maximum
munus 1GL amount
borrowed

Rate: 15% Hat(28.1% gffectire}
Upfront fee: 1% as
processing charge and 1%
as loan cover fee.

Term: 50 weeks
Repayment: weekly

Emergency Loan Only maternity, | Maximum Rs2,000 | Rate: 0%

(EL) funerals, , Upfront fee: nil
hospitalizations and | Term: 20 weeks
other emergencies Repayment: bullet

Group Fund Loan | Effectively a 50% of accrued | Rate: 0%

(GFL)* withdrawal of savings | compulsory savings | Upfront fee: nil

Term: decided by group
Repayment: decided by
the group

* GEL is offered by MBTy and not by SKS. At present this service is avarlable at only five branch locations where MBTs

bave beew set-up by SKS.

Insurance

SKS offers a life insurance product to its clients, that also covers her husband’s life. At the time
of loan disbursement to the client, 1% of loan amount is charged as loan cover fee. Under this
scheme, in case of death of the client or the client’s husband, loan outstanding to her is waived
off but also the principal amount already paid by her on the current loan is refunded to her family.
Farlier this scheme was completely in-house. However, from this year, SKS has ded up with LIC,
ING Vysya and Tata AIG to its clients under a group insurance scheme, where SKS is the master
policy holder. The premium amount is paid by SKS.




