FAIR PRACTICE CODE FOR MICROFINANCE LOANS

1. PREAMBLE

1.1 This is a voluntary Code for adoption of Microfinance Loans granted by the Bank. It is
expected that this fair practice code will act as a benchmark service standard in their dealings
with individual customers. The code details the obligations towards beneficiaries under
Microfinance Loans and will guide their staff in dealing with customers. The code is expected to
help the Micro Finance Loanee Customers in knowing their rights and also the measures they
should take to protect their interests.

1.2 About This Code

As a voluntary document, the Code promotes competition and encourages market forces to
achieve higher operating standards to benefit customers. In the Code, 'vou' denotes the
customer and 'we' the Bank.

Unless stated otherwise, all parts of this Code apply to al Micro Finance Loan product and
services, whether we provide them across the counter, over the phone, on the internet or by
any other method.

Commitments outlined in this Code are applicable under normal operating environment. In the
event of force majeure, we may not be able to fulfil the commitments under this Code.

2. Definition of Microfinance Loan:

2.1 A microfinance loan is defined as a collateral-free loan given to a household having annual
household income up to X3, 00,000. For this purpose, the household shall mean an individual
family unt, i.e., husband, wife and their unmarried children

2.2 Al colateralfree loans, irrespective of end use and mode of application/ processing/
disbursal (either through physical or digital channels), provided to low-income households, i.e.,
households having annual income up to %3,00,000, shall be considered as microfinance loans
2.3 To ensure colateral-free nature of the microfinance loan, the loan shall not be linked with a
lien on the deposit account of the borrower

3. Assessment of Household Income:

For undertaking the income assessment of a low-income household, information related to
following parameters may be captured by the lender:

(i) Parameters to capture household profile

a) Composition of the household

i. Number of earning members

i. Number of non-earning members
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b) Type of accommodation (owned/ rented, etc.)

c) Availabilty of basic amenities (electricity, water, toilet, sewage, LPG connection, etc.)

d) Availabiity of other assets (land, livestock, vehicle, furniture, smart phone, electronic items,
etc.)

(i) Parameters to capture household income

a) Primary source of income

i. Sector of work (Agriculture & allied activities, trading, manufacturing, services, etc.)
i. Nature of work (Self-employed or salaried, regular or seasonal, etc.)

ii. Frequency of income (daily/ weekly/ monthly)

iv. Months/ days of employment over last one year

v. Self-reported monthly income

vi. Average monthly income (to be derived from (iv) & (v) above)

b) Other sources of income
i. Remittance

i. Rent/ Lease

ii. Pension

iv. Government transfer

v. Scholarship

vi. Others (specify details)

¢) Theincome assessment as above may be carried out for all earning members with respect to
all sources (primary or secondary) of income. While assessing income of all members from all
sources, it may be ensured that there is no double counting of income such as counting of
salary income of one migrant member also as remittance income for the household. d) Whike
the income computation may be done on a monthly basis, the income assessment for all
members and sources may be carried out over a period of minimum one year to ascertain the
stability of the household income.

(i) Parameters to capture household expenses

a) Regular monthly expenses (food, utiities, transport, house/ shop rent, clothing, regular
medical costs, school/ college fees, etc.)

b) Irregular expenses over last one year (medical expenses, house renovation, purchase of
household goods, functions, etc.)

2. Seff-reported income at 1(ii) above may be corroborated with the profie of household at 1(i)
and household expenses at 1(ii). Further, household income may also be verified from other
sources (bank account statements of the borrowers, group members, other references in the
vicinity, etc.).

4. Limit on Loan Repayment Obligations of a Household
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4.1 The limit on the outflbws 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 mit of
maximum 50 per cent of the monthly household income.

4.2 The computation of loan repayment obligations shall take into account all outstanding loans
(collateral-free microfinance loans as well as any other type of collateralzed 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.

4.3 Existing loans, for which outflows on account of repayment of monthly loan obligations of a
household as a percentage of the monthly household income exceed the limit of 50 per cent,
shall be alowed to mature. However, in such cases, no new loans shall be provided to these
households til the prescribed limit of 50 per cent is complied with.

5. Pricing of Loans

5.1 Rate of Interest should be 12.00% p.a. irrespective of loan limit. Penal interest 2.00% over
the normal rate on overdue portion only. Penal interest shall be applied on the overdue amount
and not on the entire loan amount.

5.2 Processing fees @ 0.50% of the loan mit shall be collected. Charges pertaining to CIR,
CERSAI, Inspection charges etc. shall be collected as applicable to MSME.

1.3 There shal be no pre-payment penalty on microfinance loans.

6. Recovery of Loans

Bank field staff shall be allowed to make recovery at the place of residence or work of the
borrower if the borrower fails to appear at the designated/ central designated place on two or
more successive occasions.

7. Quantum of Loan

Rs.1,50,000/-(Rs.75,000 in the first cycle and Rs.75,000/- in the subsequent cycles). Total
indebtedness of the borrower shall not exceed Rs.1,50,000 (excluding loan for education
and medical expenses); Cut back shall not exceed maximum 50 per cent of the monthly
household income.

8. REDRESSAL OF GRIEVANCES

8.1 Redressal of your complints internaly
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» We have a Grievance Redressal Cell / Department / Center within the organization. If you
want to make a comphint, we wil tell you how to do this and what to do if you are not
happy about the outcome. Our staff wil help you with any queries you have.

» Our complaint handling procedure is displayed on our website. The timeframe for

responding to your complaints and escalation process etc., are also displayed on the
webstte.

8.2 Banking Ombudsman Service and other avenues for redressal: Within 30 days of lodging a
complaint with us, if you do not get a satisfactory response from us and you wish to pursue
other avenues for redressal of grievances, you may approach Banking Ombudsman appointed
by Reserve Bank of India under Banking Ombudsman Scheme.
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