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UNIFORM REGULATION for all lenders aim of move; guidelines to help protect borrowers and lower credit costs: experts

RBI Removes Rate Caps On NBFC-MFIs

Our Bureauv

Kolkata: The Reserve Bank of In-
dia has removed the interest rate
ceiling on loans offered by non-
bank microfinance institutions
(NBFC-MFIs) while making a few
other sweeping changes to put all
microfinance lenders including
banks, small finance banks, NBFCs
and not-for-profit companies on a
uniform regulatory platform.

The RBI also raised the annual hou-
sehold income to ¥3 lakh for a collate-
ral-free loan to be classified as a mi-
crofinance loan. So far, such loans gi-
ven to households with an annual in-
come of .25 lakh in rural India and
¥2lakh in urban and semi-urban are-
as were classified as microloans.

With thischange, unsecuredloans
by several other non-banking fi-
nance companies willalso be consi-
dered as microloans, industry ex-
perts said. All such loans, irrespec-
tive of the end-use, will come under

this classification.

The changes announced on Mon-
day will come into effect on April 1.

To protect borrowers from falling
into a debt trap — an issue that keeps
haunting the sector — the regulator
capped the monthly loan repayment
of borrowers, saying that it should
not exceed half the monthly house-
hold income. Also, no loan can be lin-
ked toa lien on the deposit account of
the borrower; the RBI said. There will
be no prepayment penalty on microfi-
nance loans.

“The rule of a 50% fixed obliga-
tion to income ratio being applied
uniformly to all categories of bor-
rowers will reduce the pressure, lo-
wer delinquency and lower credit
costs for the industry,” said Manoj
Nambiar, managing director of
Arohan Financial Services.

The harmonised regulations will
address concerns related to the over-
indebtedness of microfinance borro-
wers, said Alok Misra, chief executi-
ve of Microfinance Institutions Net-

Margin
More Freedom 0 Was
RBI has raised annual introduced
household income to 3 Id(h a decade
fora ago to stop
classified as mlcroloan NBFC-MFIs .
Unsecured loans by other usurious rates
NBFCs, irrespective of end
use, will now be classified They now have
as microloans h b':al\'r‘w
Xing
Monthly loan repayment approved ?2 32Lcr
is capped to below half the rates but will Combined microcredit
monthly household income be under RBI portfolio as of Dec 31,
to prevent debt traps scrutiny 2021, up 1.9% YoY

work, the industry lobby group.

The margin cap on lending rates
was introduced a decade back to stop
NBFC-MFIs from charging usurious
rates, The RBI has now offered free-
dom in fixing board-approved len-
ding rates but warned that they sho-
uld not be usurious and that rates wo-
uld be under its supervisory scrutiny.

The removal of the interest rate cap

would allow these lenders to go for
risk-based pricing, said Sadaf Saye-
ed, chief executive of Muthoot Mi-
crofin. “Raising the household inco-
me threshold will help MFIs reach
many more households. With a level
playing field and increased competi-
tion, the end customers will benefit.”

The RBI also reduced the mini-
mum requirement of microfinance

loans in the total loan assets of
NBFC-MFIs to 75% from 85%.

Banks remain the largest microfi-
nance lenders with an about 40%
market share, followed by NBFC-
MFIs, small finance banks, other
NBFCs and NGOs. Their combined
microcredit portfolio stood at ¥2.32
lakhcroreattheend of Decemberlast
year, registering 1.9% growth year-
on-year, according to the latest data
from industry association Sa-Dhan.

The RBI had issued a draft consulta-
tive document on the regulation of
microfinance loans in June last year.
Now, it issued the final guidelines ba-
sed on the feedback it received.

The regulator has told NBFC-
MFTIs to raise their net-owned fund
to¥7 crore by March 31, 2025, and to
10 crore by March 31, 2027, from ¥5
crore at present. RBI also removed
certain exemptions applied to not-
for-profit entities with %100 crore
and directed them to register as
NBFC-MFIswithinthreemonthsto
bring them within itsambit.
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RBI REMOVES INTEREST
CAP FOR MICRO LOANS

The Reserve Bank of India (RBI) has
increased eligibility criteria for
microfinance loans to ¥3 lakh while
removing the interest rate cap on

such loans. Ithasalso asked all lenders

to putin place a board-approved policy on pricing.
Inthe final guidelines for microfinance loans
released on Monday, the RBI said itwill scrutinise
the rates charged by the lenders sothattheydo not
charge usurious rates from borrowers, and has
asked the lenders to putin place a ceiling on pricing

of loansand related fees. 6»

RBI removes interest ca
for microfinance loans

Annual income criteria
forloans hiked to 3 lakh

SUBRATA PANDA
Mumbai, 14 March

he Reserve Bank of India (RBI) has

I increased eligibility criteria for

microfinance loans to a house-

hold having an annual income of up to

¥3 lakh while removing the interest rate

cap on such loans. It has also asked all

lenders to put in place a board-approved
policy on pricing.

In the final guidelines for microfinance
loans released on Monday, the RBI said it
will scrutinise the rates charged by the
lenders so that they do not charge usurious
rates, and has asked the lenders to put in
place a ceiling on pricing of loans and
related fees.

The microfinance institutions are
required to disclose pricing-related infor-
mation to a prospective borrower in a
standardised simplified fact sheet.
Further, the RBI has asked the lenders to
prominently display the minimum, max-
imum, and average interest rates charged
on loans in all its offices, in the literature
issued by them, and details on its website.

The regulator has also revised the def-
inition of microfinanceloans by increasing
the loan cap. Collateral-free loan given to
a household having annual household
income up to %3 lakh will now be consid-
ered as microfinance loan. Currently, a
microfinance borrower is identified by the
annual household income not exceeding
%1.25 lakh for rural and %2 lakh for urban
and semi-urban areas.

“All collateral-free loans, irrespective of
end use and mode of application/process-
ing/disbursal, provided to low-income ho-
useholds, i.e., households having annual
income up to ¥300,000, shall be consid-
ered as microfinance loans,” the RBI said.

THE GUIDELINES

® All collateral-free loans,
irrespective ofend-use, considered
microfinance loans

W Board-approved policy for
income assessment

M Limiton loan repaymentis at
50% of monthly household income

M Cap on processing fee and
interest removed; disclosures
on charges to be
made explicit

u Self-
regulatory
organisations
may publish a
range of
interest rates
charged by
members for each
district, for awareness

The RBI has also said that to ensure col-
lateral-free nature of the microfinance
loan, the loan shall not be linked with a li-
en on the deposit account of the borrower.

“The framework will address issues of
over indebtedness and multiple lending,
which were of paramount concerns for the
sector,” said Alok Misra, chief executive
officer (CEO) and director, MFIN.

“More importantly, the RBI has taken
aprudent view of the bottlenecks that are
presented in credit delivery, addressing
each of them. Revision of household
income is a very progressive move with
far-reaching implications as needier and
low-income households will now come
into the purview of accessible credit, tak-
ing us closer to our financial inclusion
goal,” Misra said.

Chandra Shekhar Ghosh, managing
director and CEO of Bandhan Bank, said
thelatest guidelines are a strong reflection
of the maturity that the microcredit indus-
try has reached in India. “It will help har-
monise the regulatory framework for dif-
ferent types of lenders, encourage healthy
competition and enable customers to
make an informed choice regarding their
credit needs.”

The RBI also said the regulated entities
should have board-approved policy to
ensure that the outflows of a household
on account of repayment of monthly loan
obligations should not exceed 50 per cent
of the income of the household.

“The computation of loan repayment
obligations shall take into account all out-
standing loans (collateral-free microfi-
nance loans as well as any other type of |
collateralised loans) of the household.
The outflows capped at 50 per cent of the
monthly household income shall include
repayments (including both principal as
well as interest component) towards all
existing loans as well as the loan under
consideration,” the RBI said.

Also, for existing loans, if outflows on
account of repayment of monthly loan
obligations of ahousehold as a percentage
of the monthly household income exceeds
the limit of 50 per cent, then they shall be
allowed to mature. However, insuch cases,
no new loans shall be provided to these
households till the prescribed limit of 50
per cent is complied with.

Further, the lenders will not be allowed
to charge a penalty if the borrower decides
to pre-pay their obligations. Penalty, if any,
for delayed payment shall be applied on
theoverdueamount and not on the entire
loan amount, the RBI said.

The RBI also said self-regulatory orga-
nisations and other associations may
develop a common framework based on
the indicative methodology to determine
the household income.
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RBI removes pricing caps
for microfinance lenders

The move brings NBFC-MFIs on the same level as other such lenders, including banks

pika Gopaku
gopika.g@hllive com
MUMBAI

he Reserve Bank of India
(RBI) has removed caps on
the pricing of small loans
givenby non-banking finan-
cial company-microfinance
institutions (NBFC-MFIs), bringing
them to thesame level asothersuchlen-
ders, including banks. With this, the
underwritingofloans willbe done ona
risk-based analysis, and arisk premium
will be charged based on the borrower.

The existing guidelines prescribe a
maximum interest rate that a microfi-
nance lender could charge on loans.
This is 10-12 percentage points above
the institution’s cost of funds, or 2.75
times the average base rate of the five-
largest commercial banks, whicheveris
lower.

All microfinance lenders must now
putin placeaboard-approved policy for
the pricing of loans, according to the
directionsissued on Monday. The policy
should include a well-documented
interest rate model and the different
interest rate components, such as cost of
funds, risk premium, and margin. It
shouldalso contain the range of spread
of'each component for categories of
borrowersand a ceilingon the inter-
estrate and all other chargesappli-

-

size. Earlier, the income caps were kept
at.25lakhinrural areasand 32 lakhin
otherareas.

The central bank has also put a limit
on the maximum repayment value to
50% ofthe monthly household income
to curtail over-lending to customers.
Thus, if the household incomeis X3 lakh,

cable to the microfinance loans. IALL microfinance THIE policy 5|}|‘°U|d
“If an institution has access to :Sﬁﬁ’;lg'cfg P o g’écfjﬁ:n‘{'e% S

!ow-cost funds, it can c_hargca low-  approved policy for  rate model and rate

interest rate. If an institution does  the pricing of loans components

not have recourse to low cost of

NBFC-MFIs will now have to underwrite loans on a risk-based analysis and charge a risk-premium based on borrower.

over-indebtedness and multiple lend-
ing, which were of paramount concerns
for the sector,” said Alok Misra, chief
executive officer of MFIN. “Revision of
household incomeisavery progressive
move with far-reaching implicationsas
needier, low-income households will
now be able to access credit, taking us

ED FRAMEWORK

IT should also FURTHER it must
containtherangeof  havea ceilingon the
spread of each interest rate and all
component forclass  other charges on

of borrowers microfinance loans

microfinance regulation forall lenders.
“Increasing the non-qualifying asset
limit to a maximum of 25% will allow
institutions toachieve amore balanced
lending portfolio, reduce the cyclicity
and volatility impact on the balance
sheet, and strengthen the ability of insti-
tutions to weather any external risks,”
said Udaya Kumar Hebbar, manag-
ingdirectorand chiefexecutive offi-
cerof CreditAccess Grameen.
The central bank has also
increased the maximum limit on
microfinance loans given by NBFCs
thatare not qualified as NBFC-MFIs
1025% from10% earlier. This would

funds and borrows from non-bank
lenders, it has the flexibility to chargea
higherinterestrate,” said P. Satish, exec-
utive director, Sa-Dhan.

RBI hasalso raised the annual house-
holdincome level to 33 lakh for classifi-
cation of eligibility to avail of microfi-
nance loans, thusincreasing the market

the maximum loan instalment that a
borrower needs to pay cannot exceed
L5 lakh per year. RBI also said that
there would be no prepayment penalty
onmicrofinance loans.

“Besides creatingalevel playing field,
the framework will address issues of

closertoour financial inclusion goal,” he
said.

RBI has also given a breather to
NBFC-MFIsby reducing the minimum
requirement of microfinance loans of
totalloan assets to 75 % from 85% earlier,
in sync with the harmonization of

allow lenders such as L&T Finance
and Fullerton toincrease lendingto the
MFIsector.

The RBI issued draft guidelines on
the regulation of microfinance loansin
June last year. Ithas nowissued the final
guidelines based on the feedback
received.
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CHANGE IN MICROFINANCE DEFINITION
RBI drops interest rate
ceiling on micro loans

Industry says new
norms to safeguard
interests of
borrowers, deepen
micro credit reach

SHRITAMA BOSE &
MITHUN DASGUPTA
Mumbai/Kolkata, March 14

THE RESERVE BANK of India
(RBI) on Monday released a
revised framework for micro-
finance loans, putting an end
to regulated interest rates in
thesegment and harmonising
micro-lending norms across
banks and non-bank lenders.

Theregulatoralsostandard-
ised the definition of microfi-
nanceloans,stating thatall col-
lateral-free loans, irrespective of
end use and mode of applica-
tion, processing and disbursal,
provided tohouseholdswithan
annual income up to ¥3 lakh
shall be considered as microfi-
nance loans. The latest frame-
workis based ona consultation
paper released by the RBI in
June2021.

Microfinance lenders shall
now have to put in place a
board-approved policy regard-
ing pricing of loanswhich shall
cover,among other things, a
well-documented interest rate

All collateral- mPutinwell- m Outsourcing
free loans to documented | ofany activity
= households interest rate by lenders
with annual income model to does not
up to 3 lakh to be arrive at diminish their
micro loans interestrate | obligations
Monthly loan
obligations of a
household to
not exceed 50% of
the monthly

household income
Lenders must
define board-

approved

policies regarding
pricing of micro loans

m Minimum requirement of micro | mOnus of compliance

loans stands revised to 75% of
total assets from 85% earlier

shall rest solely with
lenders now

model orapproach forarriving
at the all-inclusive interest
rate.The new framework tates
that the monthly loan obliga-
tions of a household shall not
exceed 50% of their monthly
household income. Each
lender will now be required to
have a board-approved policy
regardingthe limitontheout-
flows towards debt repayment
as a share of monthly house-
hold income.

Chandra Shekhar Ghosh,
MD & CEO, Bandhan Bank,
said the new norms will help

deepen the penetration of
micro credit in India by
encouraging competition.
“The latest guidelines are a
strong reflection of the matu-
rity that the microcredit indus-
try has reached in India; and it
will help harmonise the regu-
latory framework for different
types of lenders, encourage
healthy competition and
enable customers to make an
informed choice regarding
their credit needs,” he said.

Continuved on Page 13

RBI drops
interest rate
ceiling on micro
loans

ManojKumar Nambiar, MD,
Arohan Financial Services, said
that the decision to apply the
ruleofa 50% fixed obligationto
income ratio uniformly to all
categories of borrowers will
reduce the pressure on them,
andlead tolowerdelinquencies
and provisions forthe industry.
NBFC-MFIs account for about
31%of the outstanding micro-
finance portfolioin thecountry.
Many of them have for long
heldbanks responsibleforlend-
ing excessively to bottom-of-
the-pyramid borrowers and
thereby,reducing theirability to
repayall theirlenders.

NBFC-MFIs will now be
allowed to have non-microfi-
nanceloansaccount for 25%of
their portfolios, against 15%
earlier. This will enable them to
diversify their loan portfolios,
industry executives said. Udaya
Kumar Hebbar, MD & CEO,
CreditAccess Grameen, said,
“Increasing the qualifyingasset
limittoamaximum of 25%will

FROM THE FRONT PAGE

allow institutions to achieve a
more balanced lending portfo-
lio, reduce the cyclicity and
volatilityimpacton thebalance
sheet, and strengthen the abil-
ity of institutions to weather
any external risks.”

Alok Misra, CEO & director
at industry association MFIN,
said that besides creating a
level-playing field, the frame-
workwilladdressissuesof over-
indebtedness and multiple
lending which were major con-
cernsfor thesector.“Revision of
household incomeisavery pro-
gressivemovewith farreaching
implications as more needy,
low-income households will
now come into the purview of
accessible credit, taking us
closertoourfinancialinclusion
goal,”he said.

Lenders will be barred from
charging pre-payment penal-
ties on microfinance loans.
Penalty, if any, for delayed pay-
ment shall be applied on the
overdueamountandnotonthe
entire loanamount, the master
directions said.

“The guidelines are path-
breaking and mark a paradigm
shift in the way the microfi-
nance business is done,” Nam-
biar said, adding, “The credit

harmonisation  guidelines
between all micro lenders —
banksand NBFCs —isan impor-
tant step. Being allowed to
charge preferential rates will
allowustoofferbetter pricingto
our better customers.” Nambiar
expects the new measures to
help the industry shake off the
impact of the pandemic and to
treble its ¥2.45-trillion portfo-
lio over the next four-five years.

The norms lay down specific
pointerswith regard torecovery
of loans and place the onus of
complying with them squarely
onthelender,evenwithrespect
tooutsourcedactivities.Recov-
eries shall be made at a desig-
nated place decided mutually
by the borrowerand the lender.
However, field staff shall be
allowed to make recoveries at
theplaceof residence orwork of
the borrower if the borrowe:

engagedin microfinanceactiv-
ities that have an asset size of
%100 croreand above must reg-
isteras NBFC-MFIs and send in
applications for the same
within three months from the
date of the circular. K Paul
Thomas, MD & CEO, ESAF Small
Finance Bank said, “Bringing
%100 crore-plus not-for-profit
companies on par with other
players will bridge the regula-
tory gaps.”With this move, the
RBI has taken a holistic
approach to regulate the sector
irrespective of legal status or
mode of operations, he added.
According to Kuldip Maity, MD
& CEOQ, Village Financial Ser-
vices (VFS), the common regu-
latory framework creates a
level-playing field and now
bothborrowersand lenderswill
have options. It will also
improvelendinginthesectoras

failstoappearatthed d
placeon twoormoresticcessive
occasions. The framework
specifically prohibits the harsh
recoverypractice,includingthe
use of threatening or abusive
language and calling the bor-
rowerbefore 9:00a.m.and after
6:00 p.m.

The framework states that
‘not-for-profit’  companies

well as saf 1 the

of the borrowers.“Revision in
the household income is
anotherimportant move,which
will allow MFIs to cater tomore
needy borrowers. We also wel-
come the move to relax the
Qualifying Assets Criteria to
75%{from 85% earlier. Thiswill
allow MFIs to diversify their
portfolio,” Maityadded.
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'RBI liberalises norms

for microfin industry

Makes Them Uniform Across Lenders,
Removes Ceiling On interest Rates

Times NEws NETWORK

Mumbai: The RBI on Mon-
day revamped its norms for
microfinance, making them
uniform across lenders, re-
movingtheceilingon interest
rates and hiking the cap on fa-
mily income for MFI loans.

According to an RBI cir-
cular, any collateral-free lo-
angiventoahousehold with
an annual income of up to
Rs31akh is an MFI (microfi-
nance institution)loan. The
circular also allows the len-
der to put in place a board-
approved policy for pricing
of the loans as long as they
were not usurious. In the
past, the central bank had
linked lendingto costs.

The norms said that len-
ders could not havealien on
deposit account for loans
disbursed and boards could
approve the policy for flexi-
bility in repayment frequ-
ency and income assess-
ment. Lenders cannot pro-
vide loans where the loan
repayment is at 50% of

monthly household income
or more. If there are any ex-
istingloans wheretheoutgo
is above 50%, the loans will
be allowed to mature. The
RBI also does away with the
limit on processing fees and
interest removed.

New guidelines to
help grow reach
of microfinance,
boost competition

“The harmonised regu-
lations will usher in a new
beginning for the microfi-
nance sector where a com-
mon regulatory framework
will apply to all regulated
entities (REs) of the RBI.
Besides creating a level pla-
ying field, the framework
will address issues of over-
indebtedness and multiple
lending which were of para-
mount concerns for the sec-
tor,” said Alok Misra, CEO
&director, MFIN, an associ-
ation of microlenders.

According to Udaya Ku-
mar Hebbar, CEO at Credi-

tAccess Grameen, the new
regulations will pave the
way for increased competiti-
veness. “The revision of the
income cap to Rs 3 lakh will
expand the market opportu-
nity and interest rate cap re-
moval will promote risk-ba-
sed underwriting. This re-
flects the confidence shown
by the central bank in the
ability of MFIs to responsib-
ly cater to the bottom of the
pyramid,” he said.

C S Ghosh, MD & CEO of
Bandhan Bank, which was
originally amicrolender sa-
id that the guidelines will
deepen the penetration of
microfinance inIndia. “The
latest guidelines are a
strong reflection of the ma-
turity that the microcredit
industry has reached in In-
dia; and it will help harmo-
nise the regulatory fram-
ework for different types of
lenders, encourage healthy
competition and enable cus-
tomerstomakean informed
choice regarding their cre-
ditneeds,” said Ghosh.
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RBI eases norms for microfinance firms

Central bank removes ceiling on interest rates, but urges against usurious levies

SPECIAL CORRESPONDENT
MUMBAI

The Reserve Bank of India
(RBI) on Monday allowed mi-
crofinance institutions the
freedom to set interest rates
they charge borrowers, with
a caveat that the rates should
not be usurious.

In revised guidelines for
microfinance loans, which
will take effect on April 1, the
RBI tweaked the definition
of a microfinance loan to in-
dicate a collateral-free loan
given to a household having
annual income of up to 3
lakh. Earlier, the upper li-

Interest rates will be
subject to RBI's supervisory
scrutiny. =GETTY IMAGES

mits were 1.2 lakh for rural
borrowers and ¥2 lakh for ur-
ban borrowers.

As per the revised norms,
regulated entities (REs)

should put in place a Board-
approved policy regarding
pricing of microfinance
loans, a ceiling on interest
rate and all other charges ap-
plicable to microfinance
loans.

“The revision of the in-
come cap to ¥3 lakh will ex-
pand the market opportuni-
ty and interest rate cap
removal will promote risk-
based underwriting, said
Udaya Kumar Hebbar, MD
and CEO at CreditAccess
Grameen Ltd.

“This reflects the confi-
dence shown by the central

bank in the ability of MFIs to
responsibly cater to the bot-
tom of the pyramid,” he said.

“Interest rates and other
charges/ fees on microfi-
nance loans should not be
usurious. These shall be sub-
jected to supervisory scruti-
ny by the Reserve Bank,” the
RBI said in its master direc-
tion. Earlier, the cap on the
interest rate was the lower of
average cost of borrowing
multiplied by 2.75; or cost of
funds plus 10%, according to
industry executives.

CONTINUED ON » PAGE 9

RBI eases norms for
microfinance firms

Each RE shall disclose pric-
ing-related information to a
prospective borrower in a
standardised, simplified
factsheet, the RBI said.

“Any fees to be charged to
the microfinance borrower
by the RE and/ or its partn-
er/ agent shall be explicitly
disclosed in the factsheet.
The borrower shall not be
charged any amount which
is not explicitly mentioned
in the factsheet,” it added.

There shall be no pre-pay-
ment penalty on microfi-
nance loans. Penalty, if any,
for delayed payment shall
be applied on the overdue
amount and not on the en-
tire loan amount, the regu-
lator said.

Any change in interest
rate or any other charge
shall be informed to the bor-
rower well in advance and
these changes shall be effec-
tive only prospectively, it
said.

The RBI said each RE
would have to put in place a
mechanism for identifica-
tion of the borrowers facing
repayment-related difficul-
ties, engagement with such

borrowers and providing
them necessary guidance

about the recourse
available.
“The REs shall have a due

diligence process in place
for engagement of recovery
agents, which shall, inter
alia, cover individuals in-
volved in the recovery pro-
cess,” it said.

Details of agents
To ensure due notice and
appropriate authorisation,
the RE will provide the de-
tails of recovery agents to
the borrower while initiat-
ing the process of recovery.
As per the new norms the
minimum requirement of
microfinance loans for
NBFC-MFIs stands revised
to 75% of the total assets.
Alok Misra, CEO & Direc-
tor, MFIN, the association of
microfinance entities said,
“Extremely comprehensive,
the harmonised regulations
will usher in a new era/be-
ginning for the microfi-
nance sector where a com-
mon regulatory framework
will be applicable to all regu-
lated entities of the RBI.”
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RBI allows MFIs
to fix Interest rates

PTI ® MUMBAI

he Reserve Bank of India

(RBI) on Monday allowed

microfinance lenders to fix
interest rates on loans with a
rider that those should not be
usurious for the borrowers.
A microfinance loan is defined
as a collateral-free loan given to
a household having an annual
income of up to Rs 3
lakh.

Each regulated entity (RE)
should put in place a board-
approved policy regarding pric-
ing of microfinance loans, said
the ‘Master Direction — Reserve
Bank of India (Regulatory
Framework for Microfinance
Loans) Directions, 2022".

In the past, the central
bank used to announce the
rates on quarterly basis.
“Interest rates and other
charges/ fees on microfinance
loans should not be usurious.
These shall be subjected to
supervisory scrutiny by the
Reserve Bank," it said.

Also, each RE has to dis-
close pricing-related informa-
tion to a prospective borrow-
er in a standardised simplified
factsheet. "Any fees to be
charged to the microfinance
borrower by the RE and/ or its
partner/agent shall be explicit-
ly disclosed in the factsheet.
The borrower shall not be
charged any amount which is
not explicitly mentioned in
the factsheet,” it added.

The directions will come
into force from April 1.

Further, there should be
no pre-payment penalty on
microfinance loans.

"Penalty, if any, for delayed
payment shall be applied on the
overdue amount and not on the
entire loan amount,” the RBI
said.

Regarding limit on loan
repayment obligations of a
household, it said each RE
should have a board-approved
policy regarding the limit on
the outflows on account of
repayment of monthly loan
obligations of a household as a
percentage of the monthly
household income. "This
shall be subject to a limit of
maximum 50 per cent of the
monthly household income," it
said.

There should also be a
standard form of loan agree-
ment for microfinance loans in
a language understood by the
borrower.

Under the earlier guide-
lines, an NBFC that does not
qualify as a non-banking finan-
cial company - microfinance
institution (NBEC-MFI), can-
not extend microfinance loans
exceeding 10 per cent of its
total assets.

The maximum limit on
microfinance loans for such
NBFCs (NBFCs other than
NBFC-MFIs) now stands
revised at 25 per cent of the
total assets.

In December 2021, RBI
had fixed the applicable aver-
age base rate to be charged by
NBFC-MFIs to their borrowers
for the quarter beginning
January 1, 2022 at 7.89
per cent.

MFIN, the association for
microfinance entities has wel-
comed the harmonised regu-
lations for the sector
announced by RBIL.

Commenting on the reg-
ulation, Alok Misra, CEO and
Director, MFIN said the har-
monised regulations will usher
in a new era/beginning for the
microfinance sector where a
common regulatory frame-
work will be applicable to all
REs of RBI.

"Besides creating a level
playing field, the framework
will address issues of over
indebtedness and multiple
lending which were of para-
mount concerns for the sector,”
Misra said.
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No rate cap on microfin loans

OUR SPECIAL
CORRESPONDENT

Mumbai: The RBI has made
more individuals eligible for
micro-finance loans, while re-
moving the cap on interest
rates on such loans.

In its regulatory frame-
work for the microfinance sec-
tor, the RBI said the annual

' household income level will be
Rs 8 lakh to get a loan against
the previous limit of Rs 1.25
lakh income for rural house-
holds and Rs 2 lakh for semi-
urban and urban households

Besides, the monthly loan
obligations of a household as a
percentage of its income
should be a maximum 50 per
cent. A household comprises
an individual family unit -
husband, wife and their un-
married children.

_ RBI RULES

®Loans on income up to
Rs 3 lakh per annum

®No interest cap on loans

m Debt of individuals can-
not exceed 50% of income

mAll loan information and
costs should be clearly
given in writing

The outflows should in-
clude repayments — both the
principal as well as the inter-
est component — towards all
existing loans as well as the
loans under consideration.

If existing loans exceed 50
per cent, they will have to ma-
ture. No new loans shall be
given till the obligation level
reaches 50 per cent.

The RBI also removed pric-
ing caps on the microfinance
loans. Previously, there were
limits set on the maximum in-
terest rate that a microfinance
lender could charge on loans .

However, the RBI said that
the lenders cannot charge
usurious rate of interest. “In-
terest rates and other
charges/fees on microfinance
loans should not be usurious.
These shall be subject to su-
pervisory scrutiny by RBI,”
the framework said.

The lender will have to dis-
close pricing-related informa-
tion to.a prospective borrower
in a standardised simplified
factsheet.

The regulations also said
that there should be no pre-
payment penalty on the loans.

“Thelatest guidelines are a
strong reflection of the matu-

rity that the microcredit in-
dustry has reached in India. It
will help harmonise the regu-
latory framework for different
types of lenders, encourage
healthy competition and en-
able customers to make an in-
formed choice,” Chandra
Shekhar Ghosh, MD and
CEO, Bandhan Bank said.

“Besides creating a level
playing field, the framework
will address issues of over in-
debtedness and multiple lend-
ing which were of paramount
concerns for the sector,” said
Alok Misra, CEO of Microki-
nance Institutions Network.

“Revision in the household
income will allow MFIs to
cater to more needy borrow-
ers,” said Kuldip Maity, man-
aging directors and chief exec-
utive officer of Village Finan-
cial Services.
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Microfinance lenders
can’tcharge usurious

interestrate: RBI

SNS & AGENCIES
KOLKATA, 14 MARCH

Microfinance lenders cannot
charge usuriousrate ofinter-
est from borrowers, the
Reserve Bank said today,
and also asked them to put
in placea ceiling on pricing
ofloans and related fees.

A microfinance loan is
defined as a collateral-free
loan given to a household
havingan annual income of
up to Rs 3 lakh.

Issuing “Master Direc-
tion ~ Reserve Bank of India
(Regulatory Framework for
Microfinance Loans) Direc-
tions, 2022”, the RBI said all
regulated entities (REs)
should putin place aboard-
approved policy regarding
pricing of microfinance
loans, covering, aceilingon
theinterest rate and all other
charges applicable to micro-
finance loans.

"Interest rates and other
charges/ fees on microfi-
nance loans should not be
usurious. These shall be sub-
jected to supervisory scruti-
ny by the Reserve Bank,"
the framework said.

Also, each RE has to dis-
close pricing-related infor-
mation to a prospective bor-
rower inastandardised sim-
plified factsheet.

"Any fees to be charged
to the microfinance bor-
rower by the RE and/ or its
partner/agentshall be explic-
itly disclosed in the fact-
sheet. The borrower shall
notbe charged anyamount
which is not explicitly men-
tioned in the factsheet," it
added.

Also, there should be no
pre-payment penalty on
microfinance loans.

"Penalty, ifany, for delayed
paymentshall be applied on
the overdue amount and
not on the entire loan
amount,” the RBI said.

Regarding limit on loan
repayment obligations of a
household, it said each RE
should have a board-
approved policy regarding the
limit on the outflows on
account of repayment of
monthlyloan obligations of
ahousehold as a percentage
of the monthly household
income.

"This shall be subject to
a limit of maximum 50 per
cent of the monthly house-

hold income," it said.

There should also be a
standard form ofloan agree-
ment for microfinance loans
inalanguage understood by
the borrower.

Under the earlier guide-
lines, an NBFC that does
not qualify as a non-bank-
ing financial company -
microfinance institution
(NBFC-MFI), cannot extend
microfinance loans exceed-
ing 10 per cent of its total
assets.

The maximum limit on
microfinance loans forsuch
NBFCs (NBFCs other than
NBFC-MFIs) now stands
revised at 25 per cent of the
total assets.

Commenting on the
development, Alok Misra,
chief executive officer &
director, MFIN, the associ-
ation for microfinance enti-
ties, sa “Extremely com-
prehe >, the harmonised
regulations willusherinanew
era/beginning for the micro-
finance sector where acom-
mon regulatory framework
will be applicable to all reg-
ulated entities (REs) of the
RBIL.”

Besides creating a level
playingfield, the framework
will address issues of over
indebtedness and multiple
lending which were of para-
mount concerns for the sec-
tor, he said.

More importantly, the
Reserve Bank of India has
taken a prudent view of the
bottlenecks that presented
in credit delivery, address-
ing each of them. Revision
ofhousehold incomeisavery
progressive move with far
reaching implications as
more needy, low-income
households will now come
into the purview ofaccessi-
ble credit, taking us closer to
our financial inclusion goal,
he added.
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Microfinance lenders cannot charge usurious interest rate: RBI

MUMBAL: The Reserve Bank
of India (RBI) on Monday
allowed microfinance lenders
to fix interest rates on loans with
a rider that those should not
be usurious for the borrowers.

A microfinance loan is
defined asa collateral-free loan
given to a household having
an annual income of up to Rs
3 lakh.

Each regulated entity (RE)
should put in place a board-

approved policy regarding pric-
ing of microfinance loans, said
the ‘Master Direction Reserve
Bank of India (Regulatory
Framework for Microfinance
Loans) Directions, 2022’

In the past, the central bank
used to announce the rates on
quarterly basis.

“Interest rates and other
charges/ fees on microfinance
loans should not be usuri-
ous. These shall be subjected

to supervisory scrutiny by the
Reserve Bank,” it said.

Also, each RE has to disclose
pricing-related information toa
prospective borrower in a stan-
dardised simplified factsheet.

“Any fees to be charged to
the microfinance borrower by
the REand/ or its partner/agent
shall be explicitly disclosed in
the factsheet. The borrower
shall not be charged any amount
which is not explicitly men-

tioned in the factsheet,” it added.

The directions will come
into force from April 1. Further,
there should be no pre-payment
penalty on microfinance loans.

“Penalty, if any, for delayed
payment shall be applied on
the overdue amount and not
on the entireloan amount,” the
RBI said.

Regarding limit on loan
repayment obligations of a
household, it said each RE

should have a board-approved
policy regarding the limit on
the outflows on account of
repayment of monthly loan
obligations of a household as
a percentage of the monthly
household income.

“This shall be subject to a
limit of maximum 50 per cent of
the monthly household income,”
it said. There should also be a
standard form of loan agree-
ment for microfinance loans

in a language understood by
the borrower.

Under the earlier guidelines,
an NBFC that does not qualify
asa non-banking financial com-
pany - microfinance institution
(NBFC-MFI), cannot extend
microfinance loans exceeding
10 per cent of its total assets.

‘The maximum limit on
microfinance loans for such
NBFCs (NBFCs other than
NBFC-MFIs) now stands

revised at 25 per cent of the
total assets.

In December 2021, RBI had
fixed the applicable average base
rate to be charged by NBFC-
MFIs to their borrowers for the
quarter beginning January 1,
2022 at 7.89 per cent.

MFIN, the association for
microfinance entities has wel-
comed the harmonised regula-
tions for the sector announced
by RBI. AGENCIES
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RBI allows MFIs to
fix interest rates

MUMBALI : The Reserve Bank
of India (RBI) on Monday
allowed microfinance lenders
to fix interest rates on loans
with a rider that those should
nol be usurious for the bor-
rOWerS.

A microfinance loan is
defined as a collateral-free
loan given to a houschold
having an annual income of
up to Rs 3 lakh.

Each regulated entity (RE)
should put in place a board-
approved policy regarding
pricing of microfinance loans,
said the 'Master Direction
Reserve Bank of India
(Regulatory Framework for
Microfinance Loans)
Directions, 2022'".

In the past, the central
bank used to announce the
rates on quarterly basis.

"Interest rates and other
charges/ [ees on microli-
nance loans should not he
usurious. These shall be sub-
jected to supervisory scruliny
by the Reserve Bank," it said.

Also, each RE has to dis-
close pricing-related infor-

mation to a prospective bor-
rower in a standardised sim-
plified factsheet.

"Any fees to be charged to
the microfinance horrower
by the RE and/ or its part-
ner/agent shall be explicitly
disclosed in the facisheet.
The borrower shall not be
charged any amount which is
not explicitly mentioned in
the factsheet,” it added.

The directions will come
into force from April 1.

Further, there should be
no pre-payment penalty on
microfinance loans. "Penalty,
il any, for delayed payment
shall be applied on the over-
due amount and not on the
entire loan amount," the RBI
said. Regarding limit on loan
repayment obligations of a
houschold, it said each RE
should have a hoard-
approved policy regarding
the limit on the outflows on
account of repayment of
monthly loan obligations of a
household as a percentage of
the  monthly household
income. "This shall be subject
to a limit of maximum 50 per

cent of the monthly house-
hold income," it said. There
should also be a standard
form of loan agreement for
microfinance loans in a lan-
guage understood by the hor-
rower.

Under the earlier guide-
lines, an NBFC that does not
qualily as a non-banking
financial company - microfi-
nance institution (NBFC-
MFI), cannot extend microfi-
nance loans exceeding 10 per
cent of ils total assets.

The maximum limit on
microfinance loans for such
NBFCs (NBFCs other than
NBEC-MFIs) now stands
revised at 25 per cent of the
total assets.

In December 2021, RBI
had fixed the applicable
average base rate to be
charged by NBIC-MFIs to
their borrowers for the
quarter beginning January
1, 2022 at 7.89 per cent.
MFIN, the association for
microfinance entities has
welcomed the harmonised
regulations for the sector
announced by RBL
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MFIs welcome RBI's regulatory framework for microfinance loans

Microfinance institutions and an MFI-turned lender hailed the RBI's Regulatory Framework on microfinance
loans saying that these guidelines will further deepen penetration of micro-credit in country.

Topics

microfinance institutions | loans

Press Trust of India | Kolkata

Last Updated at March 14, 2022 20:38 IST

Microfinance institutions and an MFI-turned lender hailed the RBI's Regulatory Framework on microfinance
loans announced on Monday saying that these guidelines will further deepen the penetration of micro-credit
in the country.

The Reserve Bank of India (RBI) allowed microfinance lenders to fix interest rates on loans with a rider that
those should not be usurious for the borrowers.

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of up
to Rs 3 lakh.

The framework for microfinance loans announced by the RBI will further help deepen penetration of micro-
credit in the country, MD & CEO of Bandhan Bank C S Ghosh said.
Bandhan Bank is a microfinance company that got a universal banking licence some years ago.

The latest guidelines are a strong reflection of the maturity of MFls in the country and will go a long way in
harmonising the regulatory framework for different types of lenders, encouraging healthy competition and
enabling customers to make an informed choice regarding their credit needs, Ghosh added.

The new framework will help scale the industry further, ensure better risk mitigation and financial inclusion,
he said.

MD & CEO of Village Financial Services Kuldip Maity said this is indeed a welcome step and mark the
beginning of a new era of the MFI sector.

The common regulatory framework will create a level playing field and both borrowers and lenders will now
have options. The new framework will safeguard the interests of the borrowers and help the sector to cater
to the needy borrowers, he said.

CEO and Director of MFIN Alok Misra said the framework is comprehensive and it will usher a new beginning
in the MFI industry.

He said RBI has taken prudent steps on credit delivery and low-income households will now have access to
credit.

Sa-Dhan, an RBI-recognised self-regulatory organisation for microfinance institutions, also welcomed the
Master Direction of the RBI on Regulatory Framework for Microfinance Loans.

Its Executive Director P Satish said, "Sa-Dhan is pleased with the newly released Master Direction of the RBI
on Regulatory Framework for Microfinance Loans, as this lender agnostic comprehensive regulation will
bring uniformity in the sector.
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RBI allows microfinance lenders to fix interest rates on loan

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the ‘Master Direction — Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022°.

Written by PTI March 14, 2022 7:59:30 pm

The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates on loans with
a rider that those should not be usurious for the borrowers.

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of up
to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the ‘Master Direction — Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022’.

In the past, the central bank used to announce the rates on quarterly basis.

“Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank,” it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet.

“Any fees to be charged to the microfinance borrower by the RE and/ or its partner/agent shall be explicitly
disclosed in the factsheet. The borrower shall not be charged any amount which is not explicitly mentioned
in the factsheet,” it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans.

“Penalty, if any, for delayed payment shall be applied on the overdue amount and not on the entire loan
amount,” the RBI said.

Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved
policy regarding the limit on the outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income.

“This shall be subject to a limit of maximum 50 per cent of the monthly household income,” it said.

There should also be a standard form of loan agreement for microfinance loans in a language understood by
the borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company —
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 per cent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 per cent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFlIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 per cent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

“Besides creating a level playing field, the framework will address issues of over indebtedness and multiple
lending which were of paramount concerns for the sector,” Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh
will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.
“This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid,” Hebbar said.
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RBI’s Harmonised Regulations For Microfinance To Usher A New Era For Industry: MFIN

The RBI has also taken into consideration MFIN's plea to relax the 85 per cent qualifying asset criteria and
now fixed it at 75 per cent of the net assets, which will allow NBFC-MFIs to diversify their portfolio and also
provide larger loans to mature clients

14

March, 2022

by BW Online Bureau

MFIN, the association for microfinance entities, has welcomed the harmonised regulations for the sector
announced by the Reserve Bank of India on Monday.

The harmonised regulations come subsequent to the consultative document released by the RBI in June
2021 which sought to review the applicable regulatory framework for microfinance activities undertaken by
all REs of the RBI and address the concerns related to the over-indebtedness of microfinance borrowers,
among others.

Alok Misra, CEO and Director, MFIN said, “Extremely comprehensive, the harmonized regulations will usher
in a new era/beginning for the microfinance sector where a common regulatory framework will be applicable
to all Regulated Entities (REs) of the RBI. Besides creating a level playing field, the framework will address
issues of overindebtedness and multiple lending which were of paramount concern for the sector. More
importantly, the RBI has taken a prudent view of the bottlenecks that are presented in credit delivery,
addressing each of them. Revision of household income is a very progressive move with far-reaching
implications as needier, low-income households will now come into the purview of accessible credit, taking
us closer to our financial inclusion goal. “

The RBI has also taken into consideration MFIN's plea to relax the 85 per cent qualifying asset criteria and
now fixed it at 75 per cent of the net assets, which will allow NBFC-MFIs to diversify their portfolio and also
provide larger loans to mature clients.

Moreover, the RBI has stipulated all REs to use a comprehensive credit bureau report in lending decisions as
well as elucidated on transparent pricing and fair practices, keeping the client centricity as a key principle of
microfinance.

The RBI has also played an important role for the SRO to build a responsible microfinance ecosystem. Ever
since becoming an SRO in 2014, MFIN has played a key role in building a sustainable and transparent industry
through sustained efforts in building the credit bureau infrastructure for microfinance, developing industry
standards, issuing advisories on customer protection and lending practices, capacity building of members
and customers and the customer grievance redressal mechanism, among others.

Misra said, “We thank the RBI for recognising our role in monitoring and maintaining discipline on the ground
and in ensuring that the spirit of customer protection - that is intrinsic to RBI frameworks - is safeguarded.
Our work has become even more crucial now as we navigate the road ahead which will be exciting with the
changing ecosystem and the new regulations that lay focus on customer protection, risk management,
governance, transparency, and compliances. However, we have always enjoyed the support of our Members
who with their customer-centric approach are empathetic, inclined towards self-regulation and are
cognisant of their responsibilities.”
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RBI allows MFIs to fix interest ratesPTI Updated: March 14, 2022 19:44 IST
(Eds: Updating)

Mumbai, Mar 14 (PTl) The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix
interest rates on loans with a rider that those should not be usurious for the borrowers.

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of
up to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the 'Master Direction — Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022".

In the past, the central bank used to announce the rates on quarterly basis.

"Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank," it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet.

"Any fees to be charged to the microfinance borrower by the RE and/ or its partner/agent shall be
explicitly disclosed in the factsheet. The borrower shall not be charged any amount which is not explicitly
mentioned in the factsheet," it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans.

"Penalty, if any, for delayed payment shall be applied on the overdue amount and not on the entire loan
amount," the RBI said.

Regarding limit on loan repayment obligations of a household, it said each RE should have a board-
approved policy regarding the limit on the outflows on account of repayment of monthly loan obligations of
a household as a percentage of the monthly household income.

"This shall be subject to a limit of maximum 50 per cent of the monthly household income," it said.

There should also be a standard form of loan agreement for microfinance loans in a language understood
by the borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company -
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 per cent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands
revised at 25 per cent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 per cent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

"Besides creating a level playing field, the framework will address issues of over indebtedness and
multiple lending which were of paramount concerns for the sector," Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3
lakh will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.

"This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid,"” Hebbar said. PTI NKD CS NKD ANU
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RBI allows MFIs to fix interest rates

PTI 14 March, 2022 07:45 pm IST

Mumbai, Mar 14 (PTI) The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates
on loans with a rider that those should not be usurious for the borrowers.

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of up to Rs 3
lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance loans, said
the ‘Master Direction — Reserve Bank of India (Regulatory Framework for Microfinance Loans) Directions, 2022".

In the past, the central bank used to announce the rates on quarterly basis.

“Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be subjected to
supervisory scrutiny by the Reserve Bank,” it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised simplified
factsheet.

“Any fees to be charged to the microfinance borrower by the RE and/ or its partner/agent shall be explicitly disclosed
in the factsheet. The borrower shall not be charged any amount which is not explicitly mentioned in the factsheet,” it
added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans.

“Penalty, if any, for delayed payment shall be applied on the overdue amount and not on the entire loan amount,” the
RBI said.

Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved policy
regarding the limit on the outflows on account of repayment of monthly loan obligations of a household as a
percentage of the monthly household income.

“This shall be subject to a limit of maximum 50 per cent of the monthly household income,” it said.

There should also be a standard form of loan agreement for microfinance loans in a language understood by the
borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company — microfinance
institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 per cent of its total assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised at 25 per
cent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFIs to their borrowers for
the quarter beginning January 1, 2022 at 7.89 per cent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector announced
by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will usher in a
new era/beginning for the microfinance sector where a common regulatory framework will be applicable to all REs of
RBI.

“Besides creating a level playing field, the framework will address issues of over indebtedness and multiple lending
which were of paramount concerns for the sector,” Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh will
expand the market opportunity and interest rate cap removal will promote risk-based underwriting.

“This reflects the confidence shown by the central bank in the ability of MFlIs to responsibly cater to the bottom of the
pyramid,” Hebbar said. PTI NKD CS NKD ANU ANU
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RBI allows microfinance lenders to fix interest rates
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"Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank," it said. Also, each RE has to disclose pricing-related
information to a prospective borrower in a standardised simplified factsheet.

RBI allows microfinance lenders to fix interest rates

The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates on loans with
a rider that those should not be usurious for the borrowers. A microfinance loan is defined as a collateral-
free loan given to a household having an annual income of up to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding the pricing of microfinance
loans, said the 'Master Direction Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022'. In the past, the central bank used to announce the rates on a quarterly basis.

"Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank," it said. Also, each RE has to disclose pricing-related
information to a prospective borrower in a standardised simplified factsheet.

"Any fees to be charged to the microfinance borrower by the RE and/ or its partner/agent shall be explicitly
disclosed in the factsheet. The borrower shall not be charged any amount which is not explicitly mentioned
in the factsheet," it added. The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans. "Penalty, if any, for delayed
payment shall be applied on the overdue amount and not on the entire loan amount," the RBI said.
Regarding the limit on loan repayment obligations of a household, it said each RE should have a board-
approved policy regarding the limit on the outflows on account of repayment of monthly loan obligations of
a household as a percentage of the monthly household income. "This shall be subject to a limit of maximum
50 percent of the monthly household income," it said.

There should also be a standard form of loan agreement for microfinance loans in a language understood by
the borrower. Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company
- microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 percent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 percent of the total assets. In December 2021, RBI had fixed the applicable average base rate to be
charged by NBFC-MFIs to their borrowers for the quarter beginning January 1, 2022, at 7.89 percent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI. Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised
regulations will usher in a new era/beginning for the microfinance sector where a common regulatory
framework will be applicable to all REs of RBI.

"Besides creating a level playing field, the framework will address issues of over-indebtedness and multiple
lending which were of paramount concerns for the sector," Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh
will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.
"This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid," Hebbar said.
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In the past, the central bank used to announce the rates on quarterly basis.

Edited By:Shubham Singh Updated: Mar 14, 2022, 21:06 PM IST

New Delhi: The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates on
loans with a rider that those should not be usurious for the borrowers.

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of up
to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the 'Master Direction Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022".

In the past, the central bank used to announce the rates on quarterly basis.

"Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank," it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet.

"Any fees to be charged to the microfinance borrower by the RE and/ or its partner/agent shall be explicitly
disclosed in the factsheet. The borrower shall not be charged any amount which is not explicitly mentioned
in the factsheet," it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans.

"Penalty, if any, for delayed payment shall be applied on the overdue amount and not on the entire loan
amount," the RBI said.

Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved
policy regarding the limit on the outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income.

"This shall be subject to a limit of maximum 50 per cent of the monthly household income," it said.

There should also be a standard form of loan agreement for microfinance loans in a language understood by
the borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company -
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 per cent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 per cent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFlIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 per cent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

"Besides creating a level playing field, the framework will address issues of over indebtedness and multiple
lending which were of paramount concerns for the sector," Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh
will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.
"This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid," Hebbar said.
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RBI allows microfinance lenders to fix interest rates on loans

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the 'Master Direction, Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022".

Written By: PTI Updated: Mon, Mar 14, 2022 07:50 pm PTI

The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates on loans with
a rider that those should not be usurious for the borrowers.

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of up
to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the 'Master Direction, Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022"'.

In the past, the central bank used to announce the rates on quarterly basis.

"Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank," it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet.

"Any fees to be charged to the microfinance borrower by the RE and/ or its partner/agent shall be explicitly
disclosed in the factsheet. The borrower shall not be charged any amount which is not explicitly mentioned
in the factsheet," it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans.

"Penalty, if any, for delayed payment shall be applied on the overdue amount and not on the entire loan
amount," the RBI said.

Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved
policy regarding the limit on the outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income.

"This shall be subject to a limit of maximum 50 per cent of the monthly household income," it said.

There should also be a standard form of loan agreement for microfinance loans in a language understood by
the borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company -
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 percent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 percent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 percent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

"Besides creating a level playing field, the framework will address issues of over indebtedness and multiple
lending which were of paramount concerns for the sector," Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh
will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.
"This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid," Hebbar said.
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RBI allows microfinance lenders to fix interest rates on loans

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the 'Master Direction, Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022".

Written By: PTI Updated: Mon, Mar 14, 2022 07:50 pm PTI

The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates on loans with
a rider that those should not be usurious for the borrowers.

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of up
to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the 'Master Direction, Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022".

In the past, the central bank used to announce the rates on quarterly basis.

"Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank," it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet.

"Any fees to be charged to the microfinance borrower by the RE and/ or its partner/agent shall be explicitly
disclosed in the factsheet. The borrower shall not be charged any amount which is not explicitly mentioned
in the factsheet," it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans.

"Penalty, if any, for delayed payment shall be applied on the overdue amount and not on the entire loan
amount," the RBI said.

Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved
policy regarding the limit on the outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income.

"This shall be subject to a limit of maximum 50 per cent of the monthly household income," it said.

There should also be a standard form of loan agreement for microfinance loans in a language understood by
the borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company -
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 percent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 percent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 percent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

"Besides creating a level playing field, the framework will address issues of over indebtedness and multiple
lending which were of paramount concerns for the sector," Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh
will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.
"This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid," Hebbar said.
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RBI Allows MFIs To Fix Interest Rates

Written By Press Trust Of India

Mumbai: The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates on
loans with a rider that those should not be usurious for the borrowers. A microfinance loan is defined as a
collateral-free loan given to a household having an annual income of up to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the ‘Master Direction Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022’

In the past, the central bank used to announce the rates on quarterly basis.

“Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank,” it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet. “Any fees to be charged to the microfinance borrower by the RE and/ or its
partner/agent shall be explicitly disclosed in the factsheet. The borrower shall not be charged any amount
which is not explicitly mentioned in the factsheet,” it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans. “Penalty, if any, for delayed
payment shall be applied on the overdue amount and not on the entire loan amount,” the RBI said.
Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved
policy regarding the limit on the outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income.

“This shall be subject to a limit of maximum 50 per cent of the monthly household income,” it said. There
should also be a standard form of loan agreement for microfinance loans in a language understood by the
borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company —
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 per cent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 per cent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFlIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 per cent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

“Besides creating a level playing field, the framework will address issues of over indebtedness and multiple
lending which were of paramount concerns for the sector,” Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh
will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.
“This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid,” Hebbar said. PTI NKD CS NKD ANU ANU
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RBI Allows Microfinance Lenders To Fix Interest Rates On Loans

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of up
to Rs 3 lakh.

Updated: March 14, 2022 8:22 PM IST

By PTIEmailEdited by Sanstuti Nath

Mumbai: The Reserve Bank of India (RBl) on Monday allowed microfinance lenders to fix interest rates on
loans with a rider that those should not be usurious for the borrowers. A microfinance loan is defined as a
collateral-free loan given to a household having an annual income of up to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the ‘Master Direction Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022’

In the past, the central bank used to announce the rates on quarterly basis.

“Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank,” it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet. “Any fees to be charged to the microfinance borrower by the RE and/ or its
partner/agent shall be explicitly disclosed in the factsheet. The borrower shall not be charged any amount
which is not explicitly mentioned in the factsheet,” it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans. “Penalty, if any, for delayed
payment shall be applied on the overdue amount and not on the entire loan amount,” the RBI said.
Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved
policy regarding the limit on the outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income.

“This shall be subject to a limit of maximum 50 per cent of the monthly household income,” it said. There
should also be a standard form of loan agreement for microfinance loans in a language understood by the
borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company —
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 per cent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 per cent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 per cent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

“Besides creating a level playing field, the framework will address issues of over indebtedness and multiple
lending which were of paramount concerns for the sector,” Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh
will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.
“This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid,” Hebbar said.
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RBI Allows MFIs To Fix Interest Rates

Source: PTI

The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates on loans with
a rider that those should not be usurious for the borrowers. A microfinance loan is defined as a collateral-
free loan given to a household having an annual income of up to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the ‘Master Direction Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022’

In the past, the central bank used to announce the rates on quarterly basis.

“Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank,” it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet. “Any fees to be charged to the microfinance borrower by the RE and/ or its
partner/agent shall be explicitly disclosed in the factsheet. The borrower shall not be charged any amount
which is not explicitly mentioned in the factsheet,” it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans. “Penalty, if any, for delayed
payment shall be applied on the overdue amount and not on the entire loan amount,” the RBI said.
Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved
policy regarding the limit on the outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income.

“This shall be subject to a limit of maximum 50 per cent of the monthly household income,” it said. There
should also be a standard form of loan agreement for microfinance loans in a language understood by the
borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company —
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 per cent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 per cent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFlIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 per cent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

“Besides creating a level playing field, the framework will address issues of over indebtedness and multiple
lending which were of paramount concerns for the sector,” Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh
will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.
“This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid,” Hebbar said.
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MFIN welcomes RBI's common regulatory framework for MFl lenders
. March 14, 2022, 9:06 pm

Mumbai, March 14 (UNI) Microfinance Institutions Network (MFIN), the association for microfinance
entities, on Monday welcomed the harmonized regulations announced by the RBI for the sector where
common regulatory framework will be applicable to all entities, banks, NBFCs, and MFIs, saying it will create
a level playing field for all the lenders. In its new guidelines issued today, the RBI has defined a microfinance
loan as a 'collateral-free' loan granted to a household with an annual household income of up to Rs 3 lakh,
which currently is Rs 125,000 for rural and Rs 200,000 for urban and semi-urban areas. The new framework,
called the Reserve Bank of India (Regulatory Framework for Microfinance Loans) Directions, 2022, which will
be effective from April 1, 2022, has also removed the pricing cap on NBFC-MFIs. The much-awaited
harmonized regulations come subsequent to the consultative document released by the RBI in June 2021
which sought to review the applicable regulatory framework for microfinance activities undertaken by all
regulated entities of the Reserve Bank and address the concerns related to the over-indebtedness of
microfinance borrowers, among others. Terming the new framework as "extremely comprehensive", MFIN
CEO and Director Alok Misra said the harmonized regulations will usher in a new era/beginning for the
microfinance sector where a common regulatory framework will be applicable to all regulated entities (REs)
of the RBI. "Besides creating a level playing field, the framework will address issues of over indebtedness
and multiple lending which were of paramount concerns for the sector. More importantly, the RBI has taken
a prudent view of the bottlenecks that presented in credit delivery, addressing each of them," he said. Misra
further said the revision of household income is a very progressive move with far reaching implications as
more needy, low-income households will now come into the purview of accessible credit, taking us closer to
our financial inclusion goal. The RBI has also taken into consideration MFIN plea to relax the 85 per cent
qualifying asset criteria and now fixed it at 75 per cent of the net assets, which will allow NBFC-MFIs to
diversify their portfolio as also provide larger loans to mature clients. As per the new guidelines, boards of
microfinance institutions will have the freedom to determine the interest rates on loans. "Interest rates and
other charges/ fees on microfinance loans should not be usurious. These shall be subjected to supervisory
scrutiny by the Reserve Bank," the RBI said. RBI also directed all the lenders' to adopt flexible repayment
policies to meet borrowers' needs. The RBI has also stipulated all REs to use comprehensive credit bureau
report in lending decisions as well as elucidated on transparent pricing and fair practices, keeping the client
centricity as key principle of microfinance. The RBI has also placed an important role for the SRO (self
regulatory organization) to build a responsible microfinance ecosystem. “We thank the RBI for recognising
our role in monitoring and maintaining discipline on ground and in ensuring that the spirit of customer
protection - that is intrinsic to RBI frameworks - is safeguarded. Our work has become even more crucial now
as we navigate the road ahead which will be exciting with the changing ecosystem and the new regulations
that lay focus on customer protection, risk management, governance, transparency, and compliances,"
Misra added. UNI PSK SHK2105
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MFIN welcomes RBI’s harmonized regulations for microfinance
o March 14, 2022, 9:05 pm

Kolkata, Mar 14 (UNI) MFIN, the Association for microfinance entities has welcomed the harmonized
regulations for the sector announced by the Reserve Bank of India on Monday. The much-awaited
harmonized regulations come subsequent to the consultative document released by the RBI in June 2021
which sought to review the applicable regulatory framework for microfinance activities undertaken by all
REs of the Reserve Bank and address the concerns related to the over-indebtedness of microfinance
borrowers, among others. Speaking on this important regulation, Alok Misra, CEO & Director, MFIN, said,
“Extremely comprehensive, the harmonized regulations will usher in a new era/beginning for the
microfinance sector where a common regulatory framework will be applicable to all Regulated Entities (REs)
of the RBI. "Besides creating a level playing field, the framework will address issues of over indebtedness
and multiple lending which were of paramount concerns for the sector. "More importantly, the RBI has taken
a prudent view of the bottlenecks that presented in credit delivery, addressing each of them. Revision of
household income is a very progressive move with far reaching implications as more needy, low-income
households will now come into the purview of accessible credit, taking us closer to our financial inclusion
goal," said Misra. UNI SJC SSP
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RBI allows MFIs to fix interest rates

Country: India SHARE

The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates on loans with
a rider that those should not be usurious for the borrowers.

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of up
to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the 'Master Direction — Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022'.

In the past, the central bank used to announce the rates on quarterly basis.

"Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank," it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet.

"Any fees to be charged to the microfinance borrower by the RE and/ or its partner/agent shall be explicitly
disclosed in the factsheet. The borrower shall not be charged any amount which is not explicitly mentioned
in the factsheet," it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans.

"Penalty, if any, for delayed payment shall be applied on the overdue amount and not on the entire loan
amount," the RBI said.

Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved
policy regarding the limit on the outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income.

"This shall be subject to a limit of maximum 50 per cent of the monthly household income," it said.

There should also be a standard form of loan agreement for microfinance loans in a language understood by
the borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company -
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 per cent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 per cent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 per cent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

""Besides creating a level playing field, the framework will address issues of over indebtedness and multiple
lending which were of paramount concerns for the sector,' Misra said.
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The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates on loans with
a rider that those should not be usurious for the borrowers.

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of up
to Rs 3 lakh. Each regulated entity (RE) should put in place a board-approved policy regarding pricing of
microfinance loans, said the 'Master Direction — Reserve Bank of India (Regulatory Framework for
Microfinance Loans) Directions, 2022".

In the past, the central bank used to announce the rates on quarterly basis.

"Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank," it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet. "Any fees to be charged to the microfinance borrower by the RE and/ or its
partner/agent shall be explicitly disclosed in the factsheet. The borrower shall not be charged any amount
which is not explicitly mentioned in the factsheet," it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans.

"Penalty, if any, for delayed payment shall be applied on the overdue amount and not on the entire loan
amount,' the RBI said.

Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved
policy regarding the limit on the outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income.

"This shall be subject to a limit of maximum 50 per cent of the monthly household income," it said.

There should also be a standard form of loan agreement for microfinance loans in a language understood by
the borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company -
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 per cent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 per cent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 per cent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

""Besides creating a level playing field, the framework will address issues of over indebtedness and multiple
lending which were of paramount concerns for the sector," Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh
will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.
"This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid," Hebbar said.
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The Reserve Bank of India (RBI) on Monday allowed microfinance lenders to fix interest rates on loans with
a rider that those should not be usurious for the borrowers.

A microfinance loan is defined as a collateral-free loan given to a household having an annual income of up
to Rs 3 lakh.

Each regulated entity (RE) should put in place a board-approved policy regarding pricing of microfinance
loans, said the 'Master Direction — Reserve Bank of India (Regulatory Framework for Microfinance Loans)
Directions, 2022'.

In the past, the central bank used to announce the rates on quarterly basis.

"Interest rates and other charges/ fees on microfinance loans should not be usurious. These shall be
subjected to supervisory scrutiny by the Reserve Bank," it said.

Also, each RE has to disclose pricing-related information to a prospective borrower in a standardised
simplified factsheet.

"Any fees to be charged to the microfinance borrower by the RE and/ or its partner/agent shall be explicitly
disclosed in the factsheet. The borrower shall not be charged any amount which is not explicitly mentioned
in the factsheet," it added.

The directions will come into force from April 1.

Further, there should be no pre-payment penalty on microfinance loans.

"Penalty, if any, for delayed payment shall be applied on the overdue amount and not on the entire loan
amount,' the RBI said.

Regarding limit on loan repayment obligations of a household, it said each RE should have a board-approved
policy regarding the limit on the outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income.

"This shall be subject to a limit of maximum 50 per cent of the monthly household income," it said.

There should also be a standard form of loan agreement for microfinance loans in a language understood by
the borrower.

Under the earlier guidelines, an NBFC that does not qualify as a non-banking financial company -
microfinance institution (NBFC-MFI), cannot extend microfinance loans exceeding 10 per cent of its total
assets.

The maximum limit on microfinance loans for such NBFCs (NBFCs other than NBFC-MFIs) now stands revised
at 25 per cent of the total assets.

In December 2021, RBI had fixed the applicable average base rate to be charged by NBFC-MFIs to their
borrowers for the quarter beginning January 1, 2022 at 7.89 per cent.

MFIN, the association for microfinance entities has welcomed the harmonised regulations for the sector
announced by RBI.

Commenting on the regulation, Alok Misra, CEO and Director, MFIN said the harmonised regulations will
usher in a new era/beginning for the microfinance sector where a common regulatory framework will be
applicable to all REs of RBI.

""Besides creating a level playing field, the framework will address issues of over indebtedness and multiple
lending which were of paramount concerns for the sector,' Misra said.

Udaya Kumar Hebbar, MD and CEO at CreditAccess Grameen said the revision of the income cap to Rs 3 lakh
will expand the market opportunity and interest rate cap removal will promote risk-based underwriting.
"This reflects the confidence shown by the central bank in the ability of MFIs to responsibly cater to the
bottom of the pyramid,' Hebbar said.
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