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HOW SHOULD THEY GET THE MONEY? 
 
 
The handout for the previous session, entitled ‘Legal forms for Microfinance Institutions’, 
described four institutions and asked you to decide what legal form each should chose for 
the next stage of its growth.  This handout takes the four stories further.  It describes the 
financial situation of each of the four institutions, after they had transformed their legal 
form, and shows that each needs more funds.  Your task is to recommend an appropriate 
type of funds, such as equity shares, short or long-term loans, or deposits, for each 
institution. 
  
 
1. The New Non-Bank Finance Company (NNBFC, lately, ‘The Departing NGO’) 
 
The NNBFC was formed to carry on the microfinance business of the Departing NGO. The 
NGO donated the outstanding portfolio, worth five million dollars, as equity for the new 
institution.  The operating cash balance of half a million dollars, and the fixed assets of 
the same value, were transferred to the NNBFC as a convertible loan.  This would have to 
be repaid in five years, at a modest rate of interest, but it could instead be converted into 
an equity donation so long as the NNBFC obtained a banking licence before the loan fell 
due.  NNBFC was profitable from day one and it soon became clear that they would very 
soon need a substantial injection of more funds to satisfy the demand for loans.  In the 
longer term, NNBFC management hoped to accumulate the necessary ten million dollars of 
equity and thus to qualify for a fully-fledged commercial banking licence.  
 
 
2. The Ambitious Villages Co-operative (AVC). 
 
Two hundred women in district Y formed the AVC, a co-operative savings and loan 
association to intermediate between the savings and the borrowing needs of their different 
village groups.  The outstanding savings of all the members amounted to $10,000, all of 
which except for an operating cash balance of $1000 was lent out to members. They 
decided to convert $5000 of their savings into share capital and to leave the rest as 
withdrawable savings.  The members soon started to demand more loans, since they had 
agreed to commit their savings to the new formal institution and they expected to be able 
to borrow more in return. The committee agreed that this was reasonable, but they 
wondered how the AVC could raise more money.  
 
 
3. The Un-banked People’s Bank (UPB, created by the Multi-Millionaire Migrant) 
 
The rich migrant invested fifty million dollars in his old country to start a bank for the un-
banked, which he called the UPB.  He invested ten million dollars of this as his own equity, 
and the balance of forty million dollars as a ten year loan, with interest to be paid 
quarterly and the principal to be repaid at maturity.  Prepayments were allowed, without 
penalty. The new bank was profitable from the outset, since the $50 million was all 
invested in high yielding government bonds and operating expenses only grew slowly as 
staff were hired and offices were opened.  The Central Bank, however, did not want any 
banks to be controlled by foreigners, whatever their original origin.  They demanded that 
the original investor’s 100% share should be reduced to a maximum of 75% within a year, 
and they also required that within five years of its establishment no single investor, of any 
nationality, should hold more than 25% of the Bank’s shares. 
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4. The Secular MFI (SFMI, set up by the Good-Hearted Priest) 
    
The priest set up a very small specialised micro-finance institution to take over the 
informal loans he had been making from donated funds for many years.  It was set up as an 
NGO, under the name SMFI, to emphasise its main activity and its separation from its 
religious origin.  He persuaded a few reputable local people to join the committee of the 
new institution and he handed over the loan portfolio of $10,000 to it.  The committee 
formalised the operations and they insisted that all new borrowers should pay interest at 
12% a year to cover the stipend of a part time secretary.  They ran the SFMI successfully 
and many needy local people who had not belonged to the priest’s congregation started to 
ask for loans.  The priest was not able to contribute any more funds, so the committee 
decided to search elsewhere for funds to satisfy the demand. 
 
 


