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A case for sustainable MFI: Dumarwana SFCL

1. Introduction
The country’s Social Reform Agenda believes that microfinance institutions have a large role to play in poverty alleviation. Indeed, some literature on development finance report the unique and significant role played by microfinance institutions in the “war against poverty. Banks rarely lend to the poor, mostly because of information problems, high credit risk perception, lack of acceptable collateral and high transaction costs of processing small loans. MFIs are a valid solution to widespread financial exclusion in Nepal. In order to ensure access to basic financial services(bank accounts, savings, credit, insurance, remittances) to all excluded households, the financial sector will have to accept microfinance as the mainstream of finance. As such, the government responded by creating a number of credit programs intended to provide the poor access to financial services. On the other hand, the private sector approach is to use MFIs such as credit NGOs, rural banks, cooperatives and credit unions to reach the poor.However, despite the government’s credit programs and the private sector’s own approach to providing credit, the problem of lack of access to micro financial services still persists. Despite significant role of MFIs in the economy, many MFIs tend to be unsustainable. Among 1300 MFIs reporting to the MIX for 2006, only about 565 showed a positive return on assets.( Richard Rosenberg,2008)

.
Many MFIs involved in poverty alleviation programs have weak institutional capacity; they lack a viable and sustainable delivery system. They have a relatively small financial base and face huge investment requirements in staff training and client orientation. 
1.1. Objectives

The basic objective of this study is to assess the sustainability of Dumarwana SFCL on the basis of its operational and financial performance, social performance and its  impact on local communities.

1.2. Methodology

In order to accomplish the set objectives mainly secondary source of data is used. Annual reports of last five years, half yearly closing documents, monthly progress report etc of SFCL Dumarwana are the source of secondary data. Some information has been collected from primary source as well. Primary source includes discussion and interview with manager and employees of SFCL and a few  clients. However, social performance and social impact of Dumarwana SFCL as presented in the findings is entirely based on the study report prepared by GTZ-PSP/RUFIN in 2007.
2. Literature Review

Different people perceive sustainability in different ways. A recent publication defined “the sustainability as development that meets the need of the present without compromising the ability of future generations to meet their own needs (Schriners, 2000:5)”. In general view sustainability is considered as development, which is about bringing certain types of positive changes in a dynamic system, linking ecology, economy and society.

From banker’s perspectives, a microfinance institutions is said to have financial sustainability when the operating income from the loan is sufficient to cover all the operating costs. To continually provide financial services to the poor, the MFIs themselves must be viable and sustainable. It should not be a case of the blind leading another blind wherein the end state will be the collapse of MFIs and microfinance programs. However, a recent study shows that many of the MFIs are far from attaining this goal. As in other developing countries, this situation is true for Nepal as well.
In the context of social and economic development of the poor involving semi formal institutions such as MFI deploying micro credit, it is imperative need to categorize sustainability factor into three types namely (I) Benefit sustainability (II) Organizational sustainability and (III) Financial sustainability.

While financial sustainability and organizational sustainability are the concerns of the investors and the MFIs, the benefit sustainability (the positive return of assets to the clients) is important to the client being ‘poor micro credit borrowers’…That is to say how the benefit in terms of income generation and enhanced social status accrued for  reduction of poverty from the microfinance, is sustained ultimately at client(the poor)level. The mission of the most of MFIs also aims to have such social impact in the poverty sector…The analysis on sustainability of MFI would therefore become complete only after including benefit sustainability of MFI at its clients level along with other financial and organizational sustainability.
The size of MFI in terms of number of borrowers and the portfolio is necessary for analyzing of its sustainability but ultimately at poor client level it matters how the benefit in terms of their wellness is sustained due to the MF program even in the given number of size and portfolio, benefited.

Sustainability requires that MFIs must cover all transaction costs (loan losses, financial costs and administrative costs etc.) with Return on Equity (net of any subsidy received) and consequently function without subsidies. It is the ability of an MFI to maintain or increase its flows of benefits or service through internally generated income or funds. Factors affecting financial viability and sustainability are: outreach, rate of interest, loan size, operational efficiency, clients drop out, and operating cost, repayment rate, saving mobilization, management system, financial management skill and institutional capacity.
3. Dumarwana SFCL: A glimpse
SFDP sub-project office(SPO) was established in 2045 by the then Agricultural Development Bank Nepal(ADB/N). The project transformed into SFCL in 2053.Loan assets of SPO was transferred in 2054 to the Small Farmers Cooperative Ltd.(SFCL) Dumarwana. SFCL is a cooperative of small farmers duly registered under the cooperative Act. Of Nepal 2048.It is fully owned, managed and controlled by the local poor and marginalized farmers.  The main working area of this SFCL is Dumarwana and Pipra Simra. The total population of these VDCs is 47,486 of which female population is 24,218 and male 23,268.Out of the total households 6936, 6321 households are poor likely to be served under microfinance program. Till date this SFCL has  served 2289 HHs(36 percent) and has a plan  to serve the rest HHs  within a period of coming five yrs. In the course of expanding its outreach, the SFCL has started  providing microfinance services  in  neighboring Nijgarh  VDC recently.Tharus are the indigenous cast of these VDCs. However, other major ethnic communities are Brahmin, Chhetri, Newar, Magar, Gurung, Rai, limbu, Damai, kami, Srki, tamang, Yadav, Dhangar, Kalwar, Chamar, Dusadh, Musahar, Bhuihar and Muslims.
3.1. SFCL’s Activities

Animal Artificial fertility service
Livestock medicine and food grains sales and distribution.

Sale and distribution of chemical fertilizers, seeds and insecticides.

Replication and Business expansion program.

Milk collection and sale and processing (Dairy operation)

School operation

.

3.2. Products of SFCL

Savings products

Regular saving

Voluntary savings

Daily savings

Child savings

Fixed saving

Provident fund savings

Festival savings

Khutruke savings

Insurance savings

Pension savings

Mahila Pewa Savings

Loan Products

Irrigation

Alternative energy

Agriculture

Livestock

Land purchase

Small trade (Rs100, 000)

Large trade (700,000)

Hire purchase

Foreign employment

Housing loan

Social work (Rs.25, 000)

Contingent loan (Rs.10, 000)

Educational loan

Insurance products:

Member’s life/accident insurance

Livestock insurance

Remittance services: SFCL provides remittance facility to members and non-members as well.
3.3. Dumarwana SFCL: A unique MFI

Dumarwana SFCL possesses the characteristics of both Development MFI and Commercial MFI. Developmental MFIs focus more on the poor and on social impact, and offer more broad based financial services such as micro insurance and remittances. On the other hand the commercial MFIs focus on micro credit to those slightly above the poverty line. They diversify in lending to include housing and personal loans. Their portfolio grows and they become increasingly dependent on banks for funding. Considering that Dumarwana SFCL is focusing more on the below poverty line population along with  financial services  to above the poverty line population as well pooling resources from banks and financial institutions, it can be considered as a unique MFI in Nepal. 

4. Performance Analysis

4.1. Operational Performance 

Members/Borrowers
The number of members and borrowers of Dumarwana SFCL is 2843 and 1980 in mid July 2009, annual increment being 15 percent and 19 percent respectively. Out of the total borrowers 1980, women borrowers are 1702 constituting 86 percent of the total. Borrowers are 70   percent of total members. Annual increment in number of clients over the period of five years is by 23 percent.
Loan portfolio analysis
The total loan outstanding in mid July 2009 is Rs. 81177 thousands with 1980 borrowers, average loan outstanding being 41 thousands.However, 436 borrowers have a loan outstanding of less than Rs.10 thousands. Loan disbursement of this SFCL was Rs.128744 thousands in mid July 2009 which was 19132 in mid July 2005, the annual increment being 21 percent. Gross Loan portfolio annual growth over the period of five years has been 18 percent (Rs. 18959 thousands in 2005)
Portfolio quality

The total non –performing loan assets of the SFCL is 758 thousands in mid July 2009 which is about 1 percent of the total outstanding loan portfolio. This non –performing loan is annually decreasing by 27 percent (NPL was Rs.1236 thousands in 2005).Interest Receivable which was Rs.961 thousands in 2005 has become nil by mid July 2009.
Internal Resources

 Internal Resources comprise Member’s saving, share amount and client’s security fund .Internal resources of this SFCL has seen exponential growth over the years. By mid July 2009, this resource has come to be 66304 thousands from Rs.12750 thousands in mid July 2005 annual increment being 19 percent. Internal Resource of the SFCL contributes to   82 percent of the total loan portfolio.  Only saving amount of the members has reached Rs.57683 thousands in July 2009 which was Rs. 11945 thousands in 2005. Average saving amount per member has come to be Rs.20 thousands in 2009 from Rs 11 thousands in 2005.Thus saving amount per member has annual increment of 10 percent. 

Employee’s efficiency/productivity
There are currently 10 employees working in SFCL.Number of clients per employees and the number of depositors per employee’s counts 198 and 284 respectively in July 2009.Loan outstanding per employee and savings per employee comes to be Rs.     8118 thousands and Rs. 5768 thousands respectively. Loan outstanding per employees was Rs.  2106 thousands    and savings per employees    was Rs.1327 thousands      In July 2005.
Repayment Rate (RR)

Loan Repayment rate of the SFCL in mid July 2009 was 99.3 percent. It was 99.1 percent, 99 percent, 94 percent and 94 percent in the previous four years respectively.
4.2. Financial performance 
Financial performance measures MFI’s ability to attain operating and financial self –sufficiency. The analysis of financial performance includes income analysis, expenses analysis and self-sufficiency analysis.
Income Analysis

Interest is the primary source of income of MFIs. Income reflects the productivity of the MFI in mobilizing the available resources. Dumarwana SFCL has earned interest income of Rs.12845 thousands during the period of one year (2008/2009).The interest income has annually increased by 17 percent over the period of last five years (Rs. 2990 thousands in July 2005).Interest income and interest expenses ratio was 2.53:1 in July 2009.However, it was 2.95:1, 2.98:1, 3.95:1 and 3.02:1 in previous years 2005, 2006, 2007 and 2008 respectively.
Yield on Gross portfolio

Yield on gross portfolio was 8 percent in July 2009.The yield has a decreasing trend by 19 percent annually over the period of last five years. It was 14 percent in 2005 and 12 percent, 11 percent and 10 percent in the subsequent three years.
Operating expenses ratio
Operating expenses is 2 percent of loan outstanding in 2009.It was 4 percent and 3 percent in 2007 and 2008 respectively. This expenses being 2 percent and 3 percent in 2005 and 2006,annual decrease over the years is 9 percent.
Risk coverage ratio

Risk coverage ratio in 2009 is 102 percent.

Self sufficiency 

	
	2005
	2006
	2007
	2008
	2009
	Annual increase (%)

	OSS (%)
	163
	157
	214
	171
	172
	2

	FSS (%)
	134
	138
	167
	133
	134
	0%


Return Analysis
	
	2005
	2006
	2007
	2008
	2009
	Annual increase (%)

	ROE (%)
	19
	29
	23
	20
	26
	2

	ROA (%)
	4
	4
	5
	5
	6
	8


Book Net worth and Earning per share
There has been a substantial growth in book net worth of the SFCL. The networth has reached Rs.18866 thousands in 2009 from 4666 thousands in 2005, the annual increment of the net worth being around 20 percent. Earning per share of the cooperative is Rs.57.38 in 2009 from Rs.48.72 in 2008.

Growth Analysis

	
	2005
	2006
	2007
	2008
	2009
	Average Annual increment

	Portfolio growth (%)
	14
	20
	16
	83
	67
	25

	Performing Assets growth (%)
	18
	21
	28
	66
	63
	21

	Total assets growth (%)
	17
	21
	24
	64
	62
	21

	Client per employee growth(No.)
	126
	175
	239
	245
	284
	14


Governance and transparency
Periodic group meeting, meeting of the Managing Committee in a regular basis to discuss and decide on policy issues, follow up and monitoring of the works performed by the staff, compliance with the cooperative Act. and Rules along with the prudential and non-prudential regulations set for the  cooperatives and MFIs, Protection of the right of share holders by declaring reasonable dividend in annual general meeting, proper recording and reporting system, formation of Audit Committee, Loan Committee and various other sub-committees clearly mentioning their  rights and duties etc ensure governance and transparency in the cooperative. 
5. SOCIAL PERFORMANCE OF DUMARWANA SFCL (Based on the study Report of GTZ-PSP/RUFIN in 2007)
Methodology of the study report
The methodology followed primarily a qualitative method which involved using a mix of secondary research followed by board members/employees workshops, purposive group discussions and in depth interview with the SFCL manager. The study heavily draws on the findings of five focus group discussions with the members from the steering committee, women clients, clients from socially excluded groups, mixed group and non –SFCL members. The information was collected on the basis of indicators defined to measure the social performance and impact of the MFIs.

This report reviews the social performance of Dumarwana SFCL on the basis of the following core social issues.

1. Outreach to the poor and excluded

2. Adaptation of the services and products to the target clients

3. Improvement  of social and political capital of clients
4. Social Responsibility of the institution
Outreach to the poor and excluded
The area covered by the SFCL is rural where 74% of the members are women, 50% are socially excluded, 50% are landless tenants and 25% are illiterate individuals.  It has to be noted that these categories are mutually exclusive.

In order to improve the depth of outreach, the SFCL together with the VDC conducted a household survey. The survey findings reflected that the poorest of the poor were excluded from using their services.  The SFCL worked on looking for alternative means of loan security that suits the cash flow patterns of the assetless poor and the disadvantaged.  The SFCL decided to increase their scale in terms of number of clients and the number of segments and declared fiscal year 2005/06 as “Membership Increment Year”. 

They developed strategies and invested resources to include socially and economically excluded women through collateral free loans. With this strategy the SFCL has been able to increase its women membership from 693 to 1,192 in two years time which is an increment of 72%, by accepting to provide loans only secured through “social” collateral. The eligibility criteria for membership reflect that the SFCL believes in reaching the poor and excluded mass. The farmers who own more than one and half bigas (about 1 hector)  of land, government job holders or who has more than NPR 2,500 monthly income are not eligible to avail loan from the SFCL.  

The SFCL is now planning to expand to the adjoining VDC as per the model jointly developed by ADBL and GTZ. This strategy aims at diversifying the risk and reaching to the wider segment. The transaction size ranges from NPR 10,000 to 75,000 depending on the client’s need and performance over the period of time.  However the size of transaction cannot exceed NPR 10,000 for the collateral free loan.

Adaptation of the services and products to the needs of target clients
Dumarwana SFCL provides two types of loan products, medium term (2 ½ years) and short term (1 year). The types of short terms loans are production (agriculture), trade, hire purchase TV, motorbike, fridge), and foreign employment. The loans provided for livestock, irrigation, alternative energy, and cottage industry (sewing/cutting, tile, rice mill, bread factory etc.), would fall under medium term loan.  Consumer /emergency loans are provided upto 10,000 only for the members with good credit ratings (green card holder). Loans are also provided against the savings of the members.

 The SFCL provides different types of voluntary savings products such as children savings, pewa savings etc. Pewa savings is designed exclusively for women, whereby they can save money collected from different sources like gifts from parents, and savings from household expenses. This kind of savings is kept confidential even from the other family members. The SFCL is planning to introduce emergency and education savings in the future, where the emergency fund would be used for health and education purpose. The SFCL has been providing livestock insurance it has recently introduced the life insurance for loans. They have recently introduced remittance services through SKBB where 60% of commission goes to the bank. 

Dumarwana SFCL has developed a number of new initiatives to meet the needs of those people excluded from its mainstream microfinance program. They have started providing banking services to the business community of that area. Even the non members are encouraged to do regular savings. 

Repayment is pretty flexible as the members enjoy the flexibility of repaying the loan even before the maturity date. The installments on principal and interest are paid on a monthly basis in order to instigate regular paying habit. If a member fails to pay monthly interest she has to pay 2% more interest. If the principal is not paid within the due period ie three months, the borrower has to pay 4% more interest. Once the loan is sanctioned, SFCL employees themselves go to the members for the regular transactions. The credit committee meets once a month to decide to give the loans to a borrower. 

The client drop out rate is 1% at present.  A wide variety of factors can influence a client’s decision to stop borrowing, leave her savings account dormant for long periods, or withdraw from the program. But he SFCL has not conducted exit interviews to identify the reasons for drop out. However the SFCL warns the clients well in advance, who have intentions to willfully default. But the management would consider restructuring of loans if the client fails to repay the loan due to unforeseen situations.

The poor and the excluded require information, knowledge, and skills for growth and development. They have very limited opportunities for accessing these services, unless the MFI deliberately makes these available to them. The SFCL is instrumental in providing various services to ensure that the clients can have access to the non financial services as well. In some cases they have collaborated with other local organization like District Agriculture Development Office (DADO), District Veterinary Office (DVO), NGOs, and business community. 

The SFCL had provided training on management of family budget to its clients where the clients were taught to calculate their disposable income to better manage their expenses and savings. Together with the local NGO, SFCL conducted literacy classes to its members. They have also set up milk collection facility to develop business linkages between farmers and the market. They also buy feed for the livestock in bulk and sell to the farmers to ensure higher quality and cheaper price. The SFCL acts as a focal point for any development or social projects who want to enter Dumarwana VDC with a view to facilitate access to other social organizations. 

In order to enhance participation and generate ownership, the employees of SFCL discuss about the possibilities of introducing innovative services among the group members. As a result new services like milk collection, establishment of chilling centre, mobilization of Junior Technical Assistants (JTA) were introduced. 

The SFCL has invested in dairy products manufacturing with 35% shareholdings and has established one chilling centre and seven dairy collection centers in different rural areas. The milk collected in all seven collection centers is brought to the chilling centre from where it is sold to the private dairy firm called Amrit Dairy Pvt. Ltd., in Simara. They have also invested in private school. 
 Improvement of social and political capital of clients

A major cause of social exclusion is the lack of access to social and political capital on the part of the people. Dumarwana SFCL has tried to address this root cause. They believe that ‘Information is power’ and provides adequate information about the financial terms and conditions to the clients. The monthly loan statement of the SFCL differentiates between the amount of the principal and the amount of the interests and fees to be paid. The clients are given the Pass book where every loan as well as savings transactions are recorded.  Annual accounts of the SFCL are published and the clients have access to it.

There are 13 inter groups and one representative from each inter group is elected as a board member. One inter group is comprised by 6-10 groups.  Among 13 board members, 2 are women and 4 are from Janajaties. The SFCL has 75% and 50% women and socially excluded membership respectively, but this encouraging women participation is not reflected in the board. 

The term of the board members is three years. These board members meet once a month. The elected members have received trainings and study tours organized by GTZ, and SKBB. 

The SFCL has provided leadership trainings for the group leaders. The SFCL is very instrumental in influencing the decisions concerning the public policy of the local government as the local VDC has set aside a quota for representation from SFCL. The management feels that their representation in local VDC has enhanced the voice of their clients in influencing the public policy. 

Social Responsibility of the institution

SFCL’s responsibility to society is to create sustainable value to all stakeholders, including clients/shareholders, employees and the community, in an environmentally and socially responsible manner.Social responsibility requires an adaptation of the MFI corporate culture to their cultural and socio-economic context, an adequate human resource policy, credit guarantees adapted to the local conditions, and balanced relationships between staff and clients.  

Towards employees
The MFI enhances its social responsibility to its employees by being fair to them, taking care of them, and providing them opportunities for professional growth. With regards to employee participation in decision making, they feel proud that management decisions are mostly based on the minutes of the staff meeting. The recommendations made by the staff are well respected.  In the period of the last 12 months, there has been no employee turnover.

Towards the clients
The MFI enhances its social responsibility to its clients by being sensitive to their needs, taking measures to understand their situation and local language, and providing them the means to recover in times of collective disaster. The SFCL had introduced a special kind of savings exclusively for women members where they have the opportunity to deposit their personal savings and keep it confidential. They have also introduced life insurance scheme for its members that frees the family from the burden of debt in case of death of the borrower. Further they provide additional fund to the deceased’s family for performing death rituals. The management would consider restructuring of loans if the client fails to repay the loan in case of natural disaster.

Towards the local community

The MFI enhances its social responsibility to the local community by understanding the people’s culture and values, supporting community projects, and being sensitive to their situation and needs. The SFCL management and the staff respect the culture of the natives (Chaudhary) of that VDC and some of the staff even speak Bhojpuri.  The SFCL has assisted the local community through financial support for community projects like school, temple, Monastery (Gumba), Chautara (shed under the three, when community people usually meet and converse on some issues), road construction and tap water distribution. The SFCL has invested in private school where the children from both the members and the non members can attend. The SFCL also provides non financial services to the non members as well.

6. IMPACT ASSESSMENT

Sustainable development means a balance between economic growth for more prosperity, equal opportunities, and natural resources use for the benefit of present and future generations. Microfinance holds a big promise to reach the poor, empower women, and alleviate poverty, support community development, address environmental concerns to name but a few such goals. In what follows we would aim at understanding Dumarwana SFCL’s progress towards the achievement of these goals.

6.1. Social impact  
 Employment creation for the excluded population

By the virtue of objective, SFCL has been promoting agriculture and livestock sector which seems to have more priority towards income generation (self-employment) rather than employment generation. The focus is on small savings and loan provision for consumption and production, group formation, etc. Further the SFCL has now concentrated in providing services to the landless tenants in smaller sizes of loans which has even narrowed down the prospective of inducing entrepreneurship which would create jobs. Up till now SFCL has been able to provide 8 full time jobs in the dairy. However none of the employees represent women and socially excluded.  But, the SFCL is instrumental in promoting self-employment. 

Empowerment: position of individuals in their family and communities; social capital building

Access to savings and credit has generated a greater economic role in decision-making among women from Dumarwana.   This has enabled women to increase expenditure on the well-being of themselves and their children. Women’s control over decision-making is also seen as benefiting men through preventing leakage of household income. With improved women’s skills, mobility, access to knowledge and support networks, they have been able to speak up their minds at the community level as well. The women’s motivation and confidence level has gone up compared to the time when they were confined within their household. They would go for study tours, trainings if given the opportunity. This confidence was not apparent among the women from the non member group as they feel that they are confined within their own household and don’t have the opportunity and courage to participate in community activities.

Women reflected high confidence in their ability to cope with economic shocks (e.g. loss of an important family member, natural catastrophes etc.), by means of savings, credit, micro insurance products. 

There is a strong cooperation among the women members and this cooperation has led to formation of other social networks as well. One of the strongest social networks is Ama Samuha, which comprises of mothers of at least one child. These women are instrumental solving household disputes to major crime like girls trafficking. 

The women were proud that the household disputes have gone down because the women now have a strong unity and if the husband drinks and beats up his wife, the group of SFCL members would go to their house and warn the husband or even take him to the police. The SFCL members with the help of Human Rights organization brought back two of the community girls who were working for circus in India. Two men who were involved in girls trafficking were caught by women members and handed over to the police. The women feel much secure with this safety net. The women members confirmed that the relationship with their husbands have also improved. 

Health improvement

In the context of savings/credit groups, members start educating and helping each other. This can support the cohesiveness of a community. Health improvement measures have been exchanged among Pahadis and Madheshis, as a result janajatis have now started investing in cleanliness measures. 

Dumarwana SFCL provides loans for alternative energy and charges 1% less interest for such loan. This innovation in energy has helped improve the health of the members as respiratory related diseases have gone down. One of the women member from dalit community said that her son had died due to some common illness but in present context such ill luck would not happen. Members confirmed that the occurrence of common illness has gone down. Members would collect money, SFCL would lobby for discounts in the hospitals, contribute some amount in case a client gets a serious decease. Members even confirmed that more and more households are building toilets. However, in janajati community such improvement is still not very visible.

When compared with the non members, there is no visible difference is health awareness and improvements.

Child education 

 Dumarwana SFCL works to strengthen the livelihoods of poor women which would thereby enable children to be freed from obligations at home and pursue their education. The SFCL has also invested in private school with 25% share capital with an objective to increase the quality of education for the community. In 5-6 years time, Dumarwana has been populated with 9 government and 3 private schools.   Both men and women members of the SFCL are very much aware about importance of child education

 The awareness level has gone up among the girls themselves that should get college education before getting married. However, a significant proportion of women from janajati group still believed that girls should be married soon after puberty. 

 Conflict Management 

The SFCL is operating in an area which is highly affected by conflict. But due its good social performance, the SFCL has been able to work smoothly with all the conflict actors. The SFCL does not have inclination towards any of the leading political parties but works with its own ideology. The membership is not biased against any class, ethnicity and political parties. They consider the SFCL responsible towards the society. The SFCL has been instrumental in bridging the gap among different class and caste. At one occasion members from socially excluded groups were invited by the SFCL to cook and serve food to the so called higher caste. 

The local VDC was bombed once but the SFCL remained untouched. According to the members, the Maoist from that area were pressurized to attack the SFCL. These maoist well in advance informed the SFCL management and pretended to attack without causing any kind of damage. 

According the members, even, the emerging Madhesi-Pahari discord has not influenced them, as the Dumarwana VDC consists of multi-ethnic people who have blended with each other culturally and respect each other. Also, the higher comparative living standard and the embracing of women, socially and economically disadvantaged groups has lowered the potential for any conflict to emerge within the community.

"Building Local Capacity for Peace at SFCLs" with a mix of Do No Harm approach and some of the analytical tools of Conflict Sensitive Approach to Development has been developed after conducting field test in Dumarwana SFCL. Outcomes of this study highlights that addressing the following issues might lower conflict:

· Inclusion of disadvantage groups like landless, dalits and women even in decision making level. 

· Changing behaviors of SFCL leaders and staff members or keeping low profile i.e. using bicycle instead of motorbikes for field activities during the conflict period.

· Making commitments "No use of SFCL property for personal work".

· Conducting regular auditing from internal and external bodies and presenting reports in general assembly.

· Inviting different actors involving in the village during the general assembly.

· Educating SFCL members and other actors on interest rate structure.

· Giving high priority on saving collection from members instead of depending on bank financing.

· Giving priority on community development activities to show social responsibilities in the village. 

6.2. Economic Impact

Increased income

Most of the households in the member group had access to more than two livelihood sources, and were earning higher income, which had a favorable impact on the acquisition of consumer durables and expenditure on food, education and health.

As mentioned by the women members and men members from the mixed group, purchasing land, feeding quality food to the children, renovation of house were the indicators for them for their increased income. Some of them had roof of rice straw in their house, which was then replaced with iron sheet (tin). Similarly, one of the members had purchased two bigha (1.25 ha) of land. However, increase in income for the dalit community was their ability to get access to food, treat their children during illness, change of their income generation activities from temporary wage labor (sand collection and cleaning) and sewing clothes to animal husbandry like goat raising, buffalo raising and opening of cloth shop. 

Non-members also had experienced increased income in their households, but they also considered that their increased income was not as par with that of members. However, both member and non-members confirmed that remittance played a dominating role with regards to the increase in income. 

The SFCL has been providing access to finance for more than a decade now, but surprisingly the members have not graduated from income generating activities concentrated mainly in agriculture and livestock sector to the creation of micro enterprises. In agriculture sector, they have been confined to paddy farming.  Alternative crops like, fruits, vegetables have not been significantly introduced which would have yielded higher return.

Increased savings

Members also affirmed their increase in savings. They clearly attributed this to SFCL because now they have an access to safe place for their savings. They have made their savings in other informal groups, which are also deposited in the SFCL. According to the participating members, they had about ten million of rupees as savings which was deposited in the SFCL. Non-members, however, did not experience increase in savings. They reflected that they lack the capacity to better manage their funds.  This is because, for members, it is either mandatory for making savings in SFCL each month or they have received orientation on management of family funds, but for non-members, it is not so.

 Increased access to food
Increase in access to food was experienced by all groups of respondents including women members, dalit groups, members from mixed group and non-members. Increase in access to food can also be indicated by increased consumption of vegetables, meat and other food items in local market. Male members from the mixed group mentioned that the VDC lacked the capacity to consume one goat some years back. Now, two buffalos and goats are consumed in the local market within one week. Open air market is run twice a week in the VDC. About seven to eight hundred kilograms of vegetables are consumed in this market. According to them, increased consumption of food is due to the increase in population, but at the same time it is also due to the increased income (increased purchasing power) of the community.  The intensity of access to food, however, was different for different groups of respondents. It's intensity is higher for women and male members from mixed group than that of dalit members.  

 Increased access to credit
All groups of respondents acknowledged the contribution of the SFCL for the easy access to credit. They also acknowledged the convenience of repayment of loan. According to them, they need not to come to the SFCL office to repay the loan, instead they can repay loan installments from the inter group, which saves their opportunity cost. The dalit respondents mentioned that it was easy to acquire loan from the SFCL, but since they had to repay the loan on time they were reluctant to reap this benefit. This statement pointed that the dalits lack the knowledge and the capacity to make productive use of the financial resources. All of the respondents mentioned that government owned Grameen Bikash Bank was operating in the VDC, but most of the community people took services from the SFCL because of their prompt service.  

Women's increased self-confidence in financial transactions

Increased self confidence in financial transactions was seen among the women members, which was well endorsed by the male members. Discussions have shown that women can independently handle the financial transactions with the SFCLs. They can come alone to SFCL office to take loan amount and repay the installments either at inter group or SFCL office. However, in dalit community some women still bring their husbands with them while taking loan from the SFCL. This indicates that although the women from dalit community have access to credit, they do not have control over it. Therefore, they do not have self-confidence in financial transactions. However, women from non-members' households are rarely involved in financial transactions. 
 Women's increased participation in income generation activities

The discussion, affirmed the increase in women's participation, both in the households of members as well as non-members, in different income generating activities. In the case of members, SFCL provided opportunity of credit services for the women for initiating income generating activities like farming, animal husbandry, trading etc. Since SFCL has also emphasized in increasing women membership and providing microfinance services to them, their increased participation in income generation activities is prevalent. However, in the case of non-members, their increased participation in the income generation activities is a part of their assistance to the income generation activities initiated by their husbands or family members not by themselves as done by member women.

The discussions with different groups of respondents show that the financial performance of SFCL is quite good in terms of increase in income, savings, access to credit, access to food, self-confidence in financial transactions and women's participation in income generation activities. Members as well as non-members are satisfied with the financial services provided by the SFCL. However this increase in income cannot be attributed to SFCL alone because remittance has also played an important role here. 
6.3. Ecological impact  

The household of Dumarwana VDC confirmed that the availability of loan for the alternative energy has resulted in positive ecological impact as the trees are not being cut down for energy consumption. The SFCL has subsidized 1% interest for the loans taken for alternative energy which reflects their commitment towards the ecological aspect of the area. Additionally the SFCL also initiated Tree Plantation program within the vicinity where they planted 7,000 trees. 

The farmers confirmed increased awareness on use of compost fertilizes for their production. Compost has several environmental benefits as it has the ability to help regenerate poor soils, prevent erosion and reduces the need for water, fertilizers, and pesticides.
7. Major Findings and Conclusion
The Small Farmers’ Co-operative Ltd. (SFCL), Dumarwana can be considered as one of the best  performing sustainable MFI in Nepal from the  view point of its outreach expansion both in terms of scale and depth, financial sustainability and impact. Discussion with some clients of the SFCL and observation give adequate evidence that the SFCL Dumarwana in a period of a decade has significantly contributed in socio-economic transformation of the poor communities of two VDCs. Financial sustainability indicators  of last five years mainly ROE and ROA and FSS give clear indication that Dumarwana SFCL’s sustainability is unquestionable. The improving financial health of the SFCL over the years, corporate governance and borrower’s sustainability along  with the organizational sustainability   further corroborates its sustainability. 
Dumarwana SFCL is an example of how the financial, social and environmental performances of the MFI have complemented each other for the promotion of sustainable development.  The SFCL has been instrumental in instigation social harmony and sense of belonging among the diverse community of Dumarwana especially among women members. The SFCL also endorses the fact that transparency and social inclusion are the key ingredients to make any organization conflict sensitive. Due to its positive social performance, the SFCL has been surviving and growing even in the conflict affected area of the country. The condition of households among the members was significantly better with regards to access to savings and credit facility. Almost all of the households in the member group had access to more than two livelihood sources, and were earning higher income, which had a favorable impact on the acquisition of consumer durables and expenditure on food, education and health.

7.1. Recommendations

Based on the above facts about Dumarwana SFCL, the following are recommended for its further viability and sustainability:

· Build up the equity base by infusing more capital from existing owners and new investors

· Diversify loans, savings and other financial products/services according to client demand.

· Externalize the training costs of the poor by providing access to grants and government financial assistance but abiding by the principle of matching grants with MFI funds.
· Promote training in financial operations, resource mobilization, portfolio management, risk assessment and management, product pricing, management of loan arrears, strategic and business planning, among others.

· Invest in the development of new product lines and services, new microfinance technologies, broadening and deepening of micro financial services, adaptation of the “best practices in microfinance” etc.

· Improve systems and procedures such as automating systems and operating procedures, upgrading and institutionalization of performance standards, setting up internal control systems, conduct of periodic management audits, installation of updated and standardized accounting and reporting system.

· Staff training and development of career paths for capable staff, upgrade pay scales and incentive schemes to retain good personnel; and
· Professionalize management and staff.

· Set competitive but sustainable pricing of products/services.
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Innovative products and services of Dumarwana SFCL





1. 	Development and Social works


a. 	Secondary level English boarding school operation


b. 	Service of agricultural technician along with distribution of seeds, fertilizers, insecticides and pesticides.


c. 	Full Scholarship to 20 students of low income households (Dress, stationeries to 10 students)


d.	 Maternity assistance of Rs.500 for two deliveries.


e. 	Respect with Dosalla to 10 old members above 60 yrs on the basis of their contribution and Rs 1000 each for nutritious food.


f.	 Community road construction, support to local school, temples etc.


2.	Social safety program


a.	Member’s life and accident insurance of Rs.40000, premium @ Rs.400 annually.


b.	Free health check up once in a year.


c.	Rs.25, 000 to a family for death rituals in case the member dies.


d.	Livestock insurance along with the service of livestock technician, artificial conception (Rs.150 if insured and Rs.250 if not insured)
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