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Since 2005 has been declared to the United Natf@as of Microfinance and Muhammed
Yunus and th&rameen Banlgot the Nobel Price of Peace in 2006, microfinagdiecame
well known as a successful tool to reach the pogegions with weak infrastructure and low
incomes. Can microfinance play a role in expandiegess to improved cooking stoves
(ICS)?

Microfinance is not only an instrument that splitggh investment costs into affordable
monthly rates, it is offered through Microfinanasstitutions (MFI) that entertain a whole
network with close relationships to their customésedit clients have to be assessed, credits
have to be disbursed, installments have to be atetleand failures have to be followed up
and, in this case, guarantees have to be recovered.

Note: The instrument “microcredit” needs an instition in the background. It is not a tool
by it self.

Grameen Bank Meeting in Bangladesh

Up until today, only very few projects combiningeegy and microcredit have been imple-
mented successfuflyThe main reason for this is a lack in communaratietween the differ-
ent stakeholders in the finance and in the eneegyos. The following chapters intend to
make a contribution to enhancing mutual understanth both sectors and are specifically
addressing the practitioners implementing ICS mogr and supports them in order to better
understand the microfinance point of view.

Currently, several thousand MFIs worldwide are mfig credit to almost 133 million bor-
rower€. To keep this paper short, some generalizationdéde made. Some MFIs may offer
products not listed here or have procedures thet i@t been taken into consideration. In
fact, the microfinance industry entertains good affdctive global learning networks with
the result of a remarkable standardizations irs#wor.

The following chapters give an overview and disdhgspotential of microfinance within im-
proved cooking stoves (ICS) projects. First anod@iction into microfinance is given ex-
plaining the principle, the products and the mgpes of existing institutions. In chapte?.--
MicroFinance and Energy - potential and risks of micro financed ICS preégeare listed de-

! Literature advise: Study: Using Microfinance topird Access to Energy Services — Publishe@ikiyGroup
Foundation andUSAID, Washington DC 2007 — Websitgww.hedon.info/goto.php/1207/news.hffr]

Z Literature advise: The Micro Credit Summit Campagwiblish every year a report - Website:
www.microcreditsummit.org/pubs/reports/socr/indémh 6]

% Some of the global networks are listed with tiwegbsites bellow:

CGAP — Consultative Group to Assist the Poevwawv.cgap.org?2]

Micro Credit Summit Campaignwww.microcreditsummit.org3]

SEEP Network -www.seepnetwork.orff]
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pending on the different kind of institutions. Thext Chapter3. - Developing an ICS

Project with an MFI - gives practical hints for project developmend anplementation with

MFIs and the last chaptdr - Considerations on Potential and Limits wraps up the poten-
tials and risks from the point of view of the enepyoject and the MFI.



Microfinance and Improved Stoves — MicroEnergy International 4

1. Introduction to Microfinance

This chapter starts with a short explanation of mh&n topics. Further it introduces the
principal mechanism of micro credit, the differepgpe of microfinance institutions and the
variety of products in the sector.

» Microfinance refers to the provision of sustainable high gydimancial services t
poor or low-income clients for productive or congive purposes including no just
micro credit but also savings, insurance and fuadsfers.

» A Microfinance Institution (MFIs) can be an NGO or a regulated bank that offers
microfinance services like micro credit, insurarmresavings. The main role of the
MFI is to assess the clients regarding their creditthiness, disburse the loans, col-
lect the installments and to follow up in case eayment failures. A number of me-
thodologies have been developed in the microfinamdestry to support the MFIs be-
coming economical sustainable entities.

» Micro credit is a microfinance instrument. It means the extamsif very small loans
to poor or low-income clients who are not considebankable. In general these
individuals lack collateral and therefore cannotemeven the most minimal
qualifications to gain access to traditional credibis is why micro credit is oftep
disbursed via a group guarantee methodology @@ loan where group members
guarantee for each other. More wealthy clients ¢hatoffer a small collateral can also
qualify for anindividual loan.

» The majority ofMFI clients are women — In most cultural contexts, men docceat
the group lending methodology so that they haveualify for an individual loan
Furthermore, experience have shown that they aserédiable in repaying.

1.1 The Principle of Micro Credit

Micro credit can be considered as the most imponainrofinancing tool: This very small
loan, depending on the local economical contextbaal to 100£€is given to a member of a
lending group. The money can only be used for dymtive, income generating purpose: The
borrowers could, for example, buy stock for th&io, an oven for their bakery or a sewing
machine.

Note: A “regular” micro credit to buy an improvedtgve can only be given, if the return on
investment is high and fast enough to pay back tiegular rates — In other cases a special
loan is needed as described in the further chapters

The main target group of microcredit consists adrpand very poor women who cannot offer
any kind of security or asset as a guarantee. Thvaseen are organized in local lending
groups where members guarantee for each other.

The group guarantee is the most powerful and iniaanstrument of microfinance that al-
lows to offer financial services even to the incogneup with earnings below one dollar a day
or to beggars

This is how it works in the Grameen Bank:

“* The amount can also be higher, it depends orotta conomical context. In an east European cgritég0

to 5000€ can be considered as a micro credit.
® Video recommendation: Jami Borattp://video.google.com/videoplay?docid=7351863 3886974
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The self-formed group of five women decides whd bd the first one to get a loan
After repaying her loan, the second woman in tloeigrwill get a loan
The same procedure happens with the third, fourthfifh one.

A

After all five have repaid their loans, they haee@mplished their first cycle and start
their second one: The first woman will get a neighkr loan.

5. By this way, the individual borrowers and their gpacan upgrade cycle by cycle and
get step by step access to higher loans and otfarcial products.

The methodology differs from MFI to MHEINCA for example has groups up to 25 members
and they have to save a certain amount of monay®efetting their first loan. In the group
lending methodology, the strong social pressurkaces the usual personal asset-based secur-
ities.

Table 1 — Proporties of Micro Credit

Basic Properties of the Micro Credit

Very small loans

No assets as guarantee

Mainly femal borrowers

Group lending mechanism

Short pay back periods

The loan must be used for income generating activities

Women are the favorite target group of MFIs as @epee has shown that they feel more re-
sponsible for their families and for this reasonwha stronger motivation for a sustainable
investment into productive and less risky busingsBarthermore, women are bound to their
house and children and easy to find for the cabbecbf the rates. Borrowing to men has
proved to be more risky because they are lesdblejithey tend to misuse the credit and in-
vest more in personal consumptive items, are maybilen and difficult to catch in case of
credit failuré.

The high quota of women reached through MFIs m#hkes a suitable partner for ICS pro-
grams. MFIs can not only promote ICS, they can plag a role in implementing and financ-
ing as described in the chap8r - Developing an ICS Project with an MFI

Micro credits have to be repaid in regular rateshort intervals: Monthly, biweekly and in
some cases even weekly. Loan officers supervisgrthgs and are responsible for collecting
the rates and the disbursement of new loans. Léf&cers have to be familiar to the local
context they are working in, but strangers to thlages/areas they are serving. This staffing
policy enables the officers to have enough empathyne side and authority on the other
side. To avoid corruption, a rotating system hdwaag a lot of success.

® Literature recommendation: Yunus, M., Grameen B&anker to the Poor. Published by Public Affalsw
York 1999(6]
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1.2 Who offers Microfinancing & is ICS an option for them?

Microfinancing can be offered by different kind MfIs with a variety of entity shapes. They
can have different formal status. For example lgamized as foundations, NGOs or even as
regulated institutions under the banking law obardry. Mainly these institutions have a pri-
vate background, but in some countries they cam ladspublic. As the entity shape have a
coherence with the ability to finance special pduike an ICS, the types will be discussed
in the following.

Most MFIs start as a simple NGO disbursing loangghWhcreasing experience, client net-
work and portfolio growth they aspire the more fafmatatus of a regulated banking institu-
tion because in most countries, it is a prerequigitbe able to offer saving opportunities to
your clients. “Regulated” means a high institutiotnansparency and an adaptation of the fi-
nancial procedures to the national banking lawsTiioften limiting the flexibility: Regu-
lated MFIs in Uganda for example, are not allowedisburse loans with repayment periods
longer than 6 months. On one side, it makes theme reostainable, on the other side, those
MFIs can only finance businesses and assets Widifgear return on investment period.

» Itischallenging for regulated MFIsto develop special programslike ICS programs as
regulations are limiting their flexibility.

Some NGOs discover microfinancing as a useful addsotheir social services — It makes
them and their target group independent from aoithdi partners if financing and ownership
is an important factor within their projects. A tgal example for this are NGOs working

along an agricultural value chain that offers nolyaconsulting and training but also credits
to their members so that they can buy bigger stocksetter quality seeds, invest in tools and
machines, build warehouses etc...

» NGOs are much more flexible and open to new experiments like financing ICS

An other kind of microfinancing is the micro lendimr micro leasinghrough supplier of
specific products. Only few suppliers are ablefferahis financial service as a large amount
of cash flow is needed to pre-finance all the systas well as a supplementary credit man-
agement department. Credit clients have to be ssdgesredits have to be disbursed, install-
ments have to be collected and failures have tfolb@ved up and, in this case, guarantees
have to be recovered. All those tasks need know-texperience and infrastructure. Most
suppliers are not able or not willing to develojs tkind of “second business”. Thus, two ex-
periments of this kind have started recently witb suppliers of solar productSolar Energy
Africain Uganda andara Solar in Tanzania.

» Microlending ICS means enabling a stove producer or retailer to give loans. Thisis
only a suitable solution if they are large enough to handle an extra department for fi-
nancing.

As the microfinance industry has matured in thé 1&syears, more and mocenventional
banks like for exampleBarcleysare discovering this sector as a new venture witeir ac-
tivities. In most cases they are targeting thevagboor ¢hapter 2 - MFIs targeting the ac-
tive poor).

» For conventional banks it is even more unusual to give loans for a special product,
especially aslong as ICSare not standardized.

An increase in quality and standardization on ade and a sensitization for the topic on the
other side will enable more and more institutiomplayy a role in the dissemination of ICS.
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1.3 Microfinance Products

In the following chapter, different microfinanceopuct categories that can play a role in the
dissemination of ICS are described:

Micro credits as described earlier in this chapter can be coresidine typical core product
of microfinancing: Small loans disbursed to womegamized in groups as an investment for
productive income generating activities.

» Micro credits can be used to finance the purchase of an ICS.

The good experience with microcredit and the grgwdgompetition in the sector is the reason
why microfinance institutions have started offerwityer financial products such bslivid-
ual loans

Individual loans are offered to entrepreneurs whe sdill excluded from the conventional
finance sector but have credit requirements resfetd their businesses that are much larger
than what is usually disbursed in groups. In comtipetsituations, this kind of loans is also
offered to clients that do not accept group lendmgthods: Mostly men and more wealthy
entrepreneurs.

Individual loans are higher and the client needsrgotors or an asset as a security. In a lot of
cases, MFls clients upgrade from group loans tividdal loans.

» Thisloans can be suitable to finance institutional stoves, in regions with high cooking
fuel costs, but also the production of ICS.

If during an evaluation an MFI realizes that a pagt of their clients are in need of a specific
product, they have the opportunity to develop aneaiship with a supplier and offer a special
loan. It can be a product that supports the incgereeration like a bicycle or a cell phone or
even, if the clients do not belong to the very p@product mainly used for consumptive
purposes. In this case, it is often cal@hsumer lending Solar Home Systems are part of
this category. Quality issues play an importane foére because products must perform at
least as long as the repayment period is goingdfdhe product has a high value for a longer
period, they are considered an asset and finarfuedigh asset loansIn a next step, the
client can use this asset as a guarantee for andodl loan.

» This category of loans can be useful for financing expensive and high quality ICSlike
for example well manufactured solar cookers.

A special and very popular form of asset loan & hbusing loan. In general it is offered to

clients after they have passed through multipleitieycles. MFIs have experienced already
in early stages that even if housing is not digegénerating income, house ownership brings
so much stability into a borrower’s life that itsha very direct impact on the income of the
families’ — It's a long-term investment but the return ipracious component helping the

family breaking the vicious circle of poverty.

» An ICScomponent can be integrated into a housing loan program.

Some MFIs have already specifiErfergy Loans’ or even energy programs led by depart-
ments of their own or subsidiaries like for examBlameen Shak{iSubsidiary ofGrameen
BanK) or the energy division EEDSIn Sri Lanka. They can be directly approachedafor
ICS prograrf.

" Literature recommendation: Yunus, M., Grameen B&anker to the Poor. Published by Public Affalsw
York 1999 [6]
8 Other specific energy programs of MFIs are memtibim [1]
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2. MicroFinance and Energy

They are two ways of how energy and microfinanae lwa combined: In most cases, energy
projects need an instrument for local supplieremad user financing. In some cases, MFIs
identify energy as an important need of their corglis or discover energy as an attractive
new venture.

In the first case, the energy project may hire erafinance specialist and develop an adapted
mechanism specifically for the project (sd®@pter 3. - Developing an ICS Project with an
MFI1). In this case it is important to integrate themiinance specialist into the preliminary
market research already because the criteria pleaifg the potential clients or ICS producer
do not only include ability and willingness to playt also their eligibility for a credit by mea-
suring the risk of non-repayment.

» In practice this is one of the most common problems: The project area and beneficia-
ries are identified and - in a second step - project managers start to search for a fi-
nancial mechanism. Under certain circumstances, client assessment may result in only
very few already identified end users worthy of an energy loan.

» Exactly the same can happen with potential ICS producer. They may fulfill important
technical criteria but not the requirements of an MFI to get a loan.

A microfinance system for energy requires a saiidaistructure in the background as offered
by MFIs. In small and time bounded energy projeitts, difficult to organize such a system

and to reach long term sustainability. The mairribes are described in the following chap-
ter.

2.1 System Value and Business Costs for Enduser Financing

The main barrier in end user financing of energghésprice and financial requirements of an
energy-financing tool: The development of a susiai@ microfinance infrastructure is costly
and time-consuming because:

* Field-, market research, business planning, mangoand evaluation have to be fi-
nanced

« Staff has to be hired and trained — Salaries habe fpaid
e ICS stock has to be bought and managed

» Transportation has to be organized

» Logistics, maintenance and service create runnisgsc

» The growing access to cash flow must be assurednergy systems have to be pre-
financed through the organization

e Capital for pre-financing has to be borrowed artdrigst needs to be paid

All those positions represent the business costsaas part of the service charge that the cus-
tomer has to pay in additido the price of the energy system itself. It negdisgh number of
clients to keep the running costs down and tolgebteak even.

For this reason, most microfinance energy projsiag with a high value technology in a way
that the turnover is higher and business costsotl@xceed 30% of the total price: The prob-
lem of financing a lower price technology like chd&€S in the initial phase is that the busi-
ness costs are not depending on the system cdstsimiplementation of al0€ stove is not
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much cheaper than a 500€ solar system since tlsendisation infrastructure and net-
workwhich need to be developed, are the same.

» Exactly for thisreason, it is recommendable to implement low cost energy technol ogy
like ICS through already existing microfinance institutions. In this case, additional
costs are only generated for the organization of the supply and partially for the tech-
nical service that may be required (if it is part of the business plan (see chapter 3. 5. -
Product Developmeny}

2.2 Energize Microfinance Institutions

It is the central role of MFIs to develop their wetks and financial infrastructure and to

reach out to target groups that are not yet sebyethe conventional financial sector. This

target groups are usually also underserved regatteir energy needs: They may face prob-
lems with accessing modern energy facilities tormap their business or their home or they
may spend an important part of their monetary inedar energy sources due to the use of
cheap and inefficient appliances.

Worldwide, several thousand institutions offer rafarance — Regarding the use of microfin-
ance to expand access to energy services, itpéuhéd look at six different aspects:

1. MFIs targeting the poorest

MFIs targeting the active poor

MFIs focusing on urban and peri-urban areas
MFIs focusing on rural areas

MFIs with NGO status

6. MFIs with banking status

ok~ wbd

Those aspects don’t exclude each other; MFIs miaspfne of them — For the energy project,
it is important to identify their focus and the ohal for the product.

2.2.1 If the MFl is targeting the very poor

Especially MFIs organized in thdicro Credit Summit Campaighave a commitment and
experience with methodologies to reach out to &y poor. The most prominent programs
are the beggar program of tBeameen Banin Bangladesh andmi Borain Kenya.

For most of the MFIs reaching the very poor isadiyea special program as they are difficult
to identify, motivate and integrate in groups. Toans are very small, in some cases just a
few cents and repayment intervals are very short.

The programs are expensive and often cross-subdidirough other programs. Tk&a-
meen Banlbeggar loan, for example, is interest-free —wWay, a first barrier is removed and
very poor people are given the chance to experieredit and repayment as a methodology
and opportunity for investment capital — Thus, ginegram itself is not self-sustaining and
needs the clients to upgrade step by step sohbgtdan reach the conventional micro loan
programs.

» Potential and Risks for ICS Programs

This target group of the very poor often does rayt for their cooking fuel, they collect it or
even, in the case of scarcity, do not cook atrall jast beg for cooked food.



Microfinance and Improved Stoves — MicroEnergy International 10

ICS programs may get in touch with this target gruough the MFI, but microcredit cannot
be a financing instrument in this case because:

» There is no economical substitution potential astnobthe end users are not yet pay-
ing for their fuel and saving time is not valuedMiy by this target group.

* Microfinance is mostly subsidized when it comesdgaching out to the very poor. ICS
disseminated this way would need a further subaidgast on the interest rate.

» “Reaching the very poor” is already a special paogfor most of the MFIs; combin-
ing it with ICS financing risks makes it “a spegmbgram in a special program”.

2.2.2 If the MFI is targeting the active poor

Most of the MFIs worldwide are targeting the actp@or and developing financial services
for them. The name “active poor” is given to peoplth a low income but who have already
an ongoing small business. This target group ig &y and easy to motivate and in tremend-
ous need of investment capital to grow and devtiep business.

» Potential and Risks for ICS Programs

Expenses for cooking and heating in the householdtbin the businesses are often high and
the time-saving aspect can be important for thigetagroup as they are actively generating
income and need to raise a revenue on their inezgan

In fact, cooking appliances can be considered akély energy product to finance for MFIs
because their target group are active women emineprs. Cooking is an issue for them with-
in their household but often also within their mgsises.

The biggest challenge is the requirements of Miliegpect to the quality aspects (see chap-
ter3. 1 - Requirements for cooperatioh

2.2.3 If the MFlI is targeting urban or peri-urban areas

Historically, microfinance has started in ruralageOrganizations like terameen Banknd
FINCA have their roots in villages and have develope&itr tnethodologies based on rural,
social, economical, and cultural structures. Betdhowing microfinance industry, especially
in the African context, focuses on urban areaéirtinitial phases. The main reasons for this
development are:

* Low population density in rural areas;

» Extreme poverty in rural areas that requires omlyyvsmall loans or no loans at all be-
cause of a very informal non-monetary economy.

» Challenges of infrastructure conditions;
« Donor expectations looking for a fast return orelstiment and break even;

When established in urban centers, institutiong sfareading out to rural areas, first along
the main roads and then step by step into moreteeareas.

» Potential and Risks for ICS Programs

Depending on the local circumstances, urban orygpan MFI-customers face specific prob-
lems of lacking or limited access to cooking fuet klso specific living and business condi-
tions that should be taken into consideration.
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As MFI clients belong to the lower social classiagy are confronted with all the typical
challenges of energy and poverty in urban areas.shortage and price increase of biomass
affects them in their home and, depending on thd ki income-generating activities, also in
their businesses. As heating and cooking fuel istipgurchased and not collected in urban
areas, especially if it is used to run a small gmige like a restaurant, an ICS will have a di-
rect impact on the return of investment. In thisegaMFIs have a high interest not only to
finance, but also to actively promote ICS withieithcustomer group.

2.2. 4 If the MFl is targeting rural areas

MFIs offering services in rural areas can mostlyfdaend in the Asian context where popula-
tion density is high enough or legal constraintgehaindered microcredit to be spread to ur-
ban areas.

A stronger outreach to rural areas in the Latin Aca& or African context could also be

found within MFIs that focus on offering financis¢rvices along an agriculture value chain
like cocoa, coffee or honey. Those can be considire most viable partners in rural areas,
because they often have a very close relationghifheir customers offering them a wide

range of financial, educational and advocacy sesvic

» Potential and Risks for ICS Programs

Rural MFI clients often still have access to fréeniass that they can collect. However, MFI

clients along the main national roads are oftemlved in the commercialization of biomass

through their businesses, collecting and sellingpdvor running a charcoal business. For
these reasons, MFIs active in those areas can beeamasting partner for creating awareness
for alternative development within biomass consegowaprograms.

2.2.5 If the MFI has an NGO Status

Almost all MFIs start with an NGO status in theiitial phase. It makes operations easier be-
cause they can develop new methodologies and gexfmeriments. As MFIs grow and be-
come economically sustainable, they develop theiteonkto upgrade to banking status (see
chapterl. 2 -Who offers Microfinancing & is ICS an optionfor them?).

» Potential and Risks for ICS Programs

During the NGO phase, MFIs are much more flexibld aan experiment with all kind of
products without too many risks for their core Ioesis. Also, they can integrate all kinds of
funds and grants into their activities more easilthout starting separate accountings. This
argument makes it easier for them to develop aiapgogram for ICS dissemination.

2.2.6 If the MFI has a Banking Status

MFIs that operate under banking regulations arenofarge and reach out to many clients,
have easy access to funds and are economicalbisaiske.

» Potential and Risks for ICS Programs

The operations of regulated MFIs are very standactand they have limited flexibility only
to adapt a financial mechanism to an energy prodaoaeneral, they can only offer general
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financing to an ICS program without specific adéiptes or subsidies. Also, they are not in a
good position to cover parts of the supply chaid aged a partnership with a supplier (so-
called “two-hand-model”). It is often more helptal outsource the energy project in a sepa-
rate department or even in an new company.

2.3 Preliminary Identification of the Partner for ICS Dissemination

MFIs can cover different areas as shown below, whatcan look like is described in the fol-
lowing table

Grameen Bank Jami Bora FINCA Sinapi Barcleys
Bangladesh Kenya Uganda Ghana Uganda

MFIs targeting the poorest X X
MFIs targeting the active poor X X X X
MFIs focusing on urban and peri urban X X X
MFIs focusing on rural areas X X X
MFIs with NGO status X X
MFIs with banking status X X X

To identify the right partner, local MFIs can beabmzed regarding their focus and the largest
client group category they serve.
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3. Developing an ICS Project with an MFI

The following chapter gives an overview of projdevelopment requirements and steps to be
taken when developing a partnership with an MFI.

3.1 Requirements for cooperation

As described in the upfront chapters, MFIs needyh level of technological standardization
to be effective and economically sustainable. T$hibe reason why the few successful micro-
finance ICS programs were disseminating LPG-Teawolsing standardized bottles with-
ing a well working quality management system

MFIs have a long credit-relationship with their mmers focusing their business (and not the
household). The mutual trust, which is an impor{zant of the relation makes MFIs to a po-
werful partner for awareness creation and markdtumgon the other hand requires reliable
products and producers. In the negative case thiddnalso influence the stove image and
dissemination, which due to the high organizatiewel of MFI client networks bad news
could spread rapidly.

For this reason, it is recommended to not dissetmil@S through MFIs as long as the stove
is not well tested and quality control instrumeaits implemented. The stoves should first be
tested regarding the following aspects:

- Ability of the producers to keep the quality stamti&ithin a measurable range:

0 The rumor that products fail or do not save as nmascphromised will be spread
out very fast within the MFI network and may leadthe failure of the whole
project.

- Performance and performance changes of the stavegydhe period of repayment.

o Obviously, stove efficiency will decrease whileuse. The more the loans are
adapted to a realistic saving fuel scenario, theentbe good news will be
spread out within the MFI network that “the prodabkhost pays itself”.

3.2 Finding the right MFI partner

Depending on which kind of stove is to be dissemeidathe appropriate MFI should be ap-
proached according to the category of clients taey serving (very poor/active poor, ur-
ban/rural) and the status they have (NGO/Bank)essribed in chapte2. 2 - Energize Mi-
crofinance Institutions)

Almost all MFIs have available data regarding tlagegories of businesses they finance. A
first evaluation of those data will give an insighito the relevance of cooking fuel depending
businesses like for example:

- Restaurants

- Canteens

- Food processing
- Bakeries

° Those experiences are well described in the studing Microfinance to Expand Access to Energy $ms”

(1]
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- School$®

Some MFls like FINCA (www.villagebanking.org), fexample, already monitor the cook-
ing fuel expenses of their clients. Depending anréflevance, the motivation of the MFI to
go for an ICS project will be determined.

MFI Client in Ghana — Cooking for her restaurant

This assessment should also include an investig&ioMFI clients that may become part of
the ICS supply chain like producing and retailiighe MFI data is not precise enough, these
aspects have to be included in the market assesas@escribed later in chapter4. - Field
and Market Survey)

3.3 Institutional Assessment of MFls

The goal of this institutional assessment is thentification of the capacities of the MFI to
develop, implement and evaluate an ICS projecttandetermine the required institutional
support in capital, facilities and training. Thdéldaing aspects should be taken into consider-
ation:

- Organizational aspects

0 How is the decision-making process organized? -dWiflen have a strict hie-
rarchy and a board that will approve a new progedy after market assess-
ment and business planning has been completed.

- Available funding and capacities to access capital

0 Make sure the funding and accessible capital carudesl and is flexible
enough for the ICS project — especially if the MRéve a banking status.

- Human resources capacities
o Is there enough staff for the implementation obw mproject?

o What are the professional capacities of the si@#f their skills meet the re-
quirements of an ICS project?

o Does the MFI has training capacities?

o What is the capacity of the MFI regarding the inédign of staff with new
professional background?

Finally, the experience implementing projects, esply if they concern another field than
finance, should be also assessed.

9 Rural schools are businesses sometimes financstFbyin countries that still have school fees.
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3.4 Field and Market Survey

The goal of the field and market survey is the heteation of the product requirements and
the marketing strategy.

The methodology to be chosen for a field- and ntaslievey depends on following factors:

- The (already available) socio-economic and cookiabits data that may have been col-
lected during earlier project phases.

- The usual market survey methodologies of the M&thay should be integrated as much
as possible already in this phase.

It is recommendable to start the market researth aviqualitative approach as, on the one
hand, it helps to adjust the research questiona fapre quantitative study to the specific re-
guirements of the MFI and, on the other hand, it lsa considered as training and introduc-
tion of MFI staff to the topic of ICS. In some caséhe monitoring and evaluation instru-

ments of the MFI are already so mature and higklyetbped that just a few questions need
to be added.

» It is an important assessment aspect to differenbatween cooking habits and fuel
relevancies for home aridr business. Data that should be assessed fordatgories
are:

o Cooking fuel supply habits (purchasing/collecting) the social group
represented within the MFI clients.

o Microeconomics of cooking fuel including expensad éme spent for collec-
tion.

o0 The business case needs an analysis of the covgsituation: In some busi-
ness cases, it may not help to save money on fitielan ICS if the technology
hinders the entrepreneurs to be as fast as thaipetitors using a conventional
solution.

Determination of the different roles within the plypand cooking process: Is it the typi-
cal MFI client or what is his/her relation?

= Who would pay for a cooking appliance?
= Who is cooking?

= Who is collecting the wood?

= Who is paying for cooking fuel?

Experience has shown that many MFI clients in Ugatielegate cooking to maids or dough-
ters. The willingness to spend money for a stovsuich cases is rather low and the time for
collecting fuelwood doesn’t have any relevance. Blosv, in restaurants many MFI clients

cook by themselves and buy their fuel. Thus, theyelto be economic.

If the assessment is compiled with the usual manigoand evaluation tools of the MFI, a lot
of inter-sectoral correlations are possible and gl very helpful for the development of the
marketing and awareness-raising program.

If the usual monitoring and evaluation tools of MEI are not precise enough to further iden-
tify businesses that can play an important rolprmducing, disseminating and implementing
ICS, this should be included in this assessmentedls
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3.5 Product Development

The analysis of the results of the institutionaessment and the field and market research is
the initial phase of product development. The ooes play a major role in the decision-
making process regarding which business modekisrbst appropriate approach:

- What role should the MFI play within the supply tha

o Only financing? With which financial product (selkapterl. 3 - Microfin-
ance Product3?

o Awareness raising and marketing?
0 Logistics? Stocking? The whole dissemination progta
o Quality control and management?

Depending on the results of this process, the prgkn has to be developed including mar-
keting tools, defining the starting branch, scalipgstrategy and monitoring and evaluation
methodologies.
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4. Considerations on Potential and Limits

The greatest potential of a cooperation betweend@8rams and MFIs are the shared target
groupwomen and the fact the MFIs enable access to finan€1ber potentials are summa-
rized below:

4.1 Potentials for a cooperation between MFI and ICS programs

Market aspects
o Overcoming the financial barrier for investment®irergy efficiency
o Bundling the demand and offering access to new etsark

Social aspects
0 MFlIs have a high interest in enhancing the incoergegation aspects
o MFlIs focus on empowering women by enabling femateepreneurship

Quality aspects

o The long-term relationship with the customer thakss it possible to offer an
additional service that may be needed for a swst&nmplementation of ICS

o The MFI can become a central stakeholder in theswmer protection process
as quality is a main aspect in the relationshifwheir clients

Monitoring and evaluation aspects
o The performance of the MFIs clearly indicates theliy of their services

o MFIs have to monitor and evaluate their projectuutarly through third par-
ties to get access to finance.

o The monitoring methodologies of MFIs offer the ofpaity to evaluate the
impact of energy on the social aspects of life.

Furthermore, MFIs have an expanding market, regcaatually more than 133 Million bor-
rowers worldwide ww.microcreditsummit.org

4.2 The Limits of MFIs for Energy Outreach Programs

Although MFIs are offering so much potential, solingits should also been taken into ac-
count:

- Only few MFIs discover “energy”’ as a matter by tisees.
- MFlIs are bureaucratic and hierarchic organizatitmsy need time to move.

- To promote energy in a sustainable way, they needtérnalize expertise; this expertise
should be technology-neutral so that they are @mbt®mpare different products.

- Alot of training on different management levelsneeded.
- Only few MFIs target the very poor.

- If they target the very poor, they generally do nfier special credits (see chapter
MFIs targeting the poores)

- They do not, especially in Africa and Latin Ameticaach out to rural areas that much.
- MFIs work on a very standardized way
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- Staff fluctuation, especially on operational levslhigh.
- Profitability depends on the number of clients gredit officer and the repayment rates.

- MFlIs finance only eligible clients, each MFI has dwn criteria, as to how to identify
them.

- For a larger investment, a long-term relationsleiedit history) with the customer must
exist or an adapted collateral is needed.

- The target group that does not have expenses toggryet, for example if biomass is
collected and not purchased, is normally not eliggfbr an energy loan.

MFIs always need to “bundle” their clients; thisvidny microfinance becomes more and
more expensive, the more decentralized energy gupgakes technically sense???

4.3 The risk for MFls to go into an energy business

An energy project approaching an MFI for cooperasbould be aware of the risks from the
MFI's perspective.

- Developing an ICS program means to integrate plgrtreew infrastructure, product-
related services and incorporate parts of the sugin.

- To go into an ICS program means a new investmethtagjump into unknown business
fields.

- Alot of new knowledge has to be internalized.

- Partnerships need to be developed and stabilized.

- A quality management system has to be introduced.
- Stock and logistics have to be developed.

All those risks should be addressed by the energjeq as early as possible to encourage the
MFI.
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