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DESCRIPTION & GOAL

A credit guarantee mechanism that helps climate-focused social enterprises build a
credit history and unlock commercial debt. The credit guarantee is twinned with
technical assistance to help the enterprises absorb and repay credit.

SECTOR

Energy Access, Renewable Energy, Transport, Buildings, Waste, Sustainable Agriculture,
Hygiene Services

FINANCE TARGET

Social enterprises that focus on climate action in healthcare, sustainable mobility, green
buildings, green energy, sustainable agriculture, and waste management.

GEOGRAPHY

India



The Lab identifies, develops, and launches sustainable finance
instruments that can drive billions to a low-carbon economy. The
2023 Lab cycle targets two thematic areas (gender and
adaptation), three geographic regions (Brazil, India, and East &
Southern Africa), and one global open slot.
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SUMMARY

India now has over 63 million micro, medium, and small enterprises (MSMEs), growing at
18.5% annually (Mishra, 2023). However, only 15% of the MSMEs have access to formal credit
(Global Alliance for Mass Entrepreneurship, 2022). Estimates show that India's credit gap for
MSMEs stands at USD 250 billion (Ministry of Finance, 2022). This credit gap exists primarily
because these enterprises have a non-existent credit history. Hence, financial institutions
consider them a sub-prime category for lending.

The Government of India, development finance institutions (DFIs), and philanthropies have
tried to address this issue using credit guarantee schemes. However, these schemes require
that the enterprise have a credit history or provide collateral against loans.

Ensuring the success of climate-focused social enterprises is critical for India to achieve net
zero by 2070. Many of them are MSMEs that lack a credit history and hence cannot avail
themselves of formal credit.

The Impact Financing Facility for Climate-Focused Social Enterprises is a credit guarantee
mechanism to help climate-focused social enterprises without a credit history to assess loans
and build a credit history. This will subsequently unlock commercial debft for this segment.
Technical assistance complements the facility to help the enterprises absorbb and repay
credit and reduce defaults.

The instrument meets all four of the Lab endorsement criteria:

¢ Innovative: India’s first credit guarantee for climate-focused social enterprises (and
their end-users) without a credit history.

¢ Financially Sustainable: By increasing leverage on the guarantee pool using data
and risk analytics, origination fees from financial institutions, value capture from
reduced default rates, and institutionalizing the credit guarantee in government
schemes, financial sustainability can be achieved.

e Catalytic: This facility is expected to expand credit guarantees to serve enterprises
that the formal financial system has not yet done. This will catalyze incubators and the
government to introduce more such instruments for this underserved segment of
borrowers.

e Actionable: A pilot conducted in 2021-23 provided credit to six enterprises that have
not defaulted yet, helping prove the instrument’s viability. Learnings from the pilot will
inform the development of this instrument.

After the Lab’s endorsement, Villgro will formalize an agreement with a financial institution
(which will lend to selected beneficiaries), develop the beneficiary pipeline, and seek
funding for capitalizing the pool for providing credit guarantee and technical assistance.
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CONTEXT

A lack of credit access is holding back India's climate-focused social
enterprises, which are critical for achieving net zero.

MSMEs in India contribute 30% of the Gross Value Added and employ over 9.3 million
people, making them the second largest sector in terms of employment in India (IBEF, 2022).
The number of MSMEs in India has risen to over 63 million, increasing at a CAGR of 18.5%.
However, only 15% of the MSMEs have access to formal credit, leaving a significant gap in
the credit market. Banks have increased their velocity and volume of loan disbursals, but
most MSMEs remain unimpacted. This gap exists due to the non-exposure to credit to these
enterprises, which translates into a non-existent credit history, making them risky borrowers for
institutional lending.

This sub-optimal allocation of credit creates several negative externalities in the Indian
economy. The credit gap for MSMEs in India is estimated at USD 250 billion (RBI, 2019). To
plug this gap, substantial credit allocation is required.

The Government of India has tried to address this through schemes such as the Credit
Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE) and Emergency Credit Line
Guarantee Scheme (ECLGS). However, these schemes usually require the enterprise to have
some credit exposure or collateral. As a result, 80% of MSMEs are still unable to access
institutional credit (Layek, 2021).

Social enterprises, which form a subset within MSMEs, are often seen as a riskier borrower
category since their purpose is achieving a social outcome rather than focusing on
profitability. Despite theirimmense contribution and potential to create multiplier effects at
various levels, they are deprived of funding.

The Impact Financing Facility for Climate-Focused Social Enterprises has a credit guarantee
mechanism that helps innovative, new-to-credit climate-focused social enterprises and their
end-users unlock collateral-free commercial debt, build a credit history, and scale
operations. The facility also offers technical assistance to assist borrowers to improve their
financial performance and increase their ability to repay their debt. The goal is to enhance
the bankability of the enterprises and their end-users despite not meeting conventional
credit criteria, build their credit history within a short credit cycle to raise debt by themselves,
and create social and environmental impact at scale.

The facility is led by Villgro, a social enterprise incubator founded in 2001 that has incubated
over 300 startups and provided over USD 9 million in seed funding. Its goal is to play a
catalytic role, supporting enterprises in their portfolio to establish a credit history, raise capital
by themselves, and ultimately generate impact at scale.



CONCEPT
1. INSTRUMENT MECHANICS

A credit guarantee that enables new-to-credit climate-focused social
enterprises and their end-users to avail credit and scale

The facility is envisaged as a first-loss default guarantee (FLDG) whose guarantee pool is
capitalized through donor grants. This is augmented by providing technical assistance (TA)
to beneficiaries. The guarantee covers several beneficiaries and can be leveraged multiple
times to lend.

Backed by the credit guarantee pool created by this facility, a commercial institutional
lender lends to beneficiaries. This is essential because only licensed financial institutions can
offer credit in India. The guarantee pool will be leveraged 3-5 times the size of the
guarantee pool.

Villgro initially targets working capital loans, with plans to provide credit guarantees for other
loans, such as asset and end-user financing. Over a few credit cycles, once the credit history
of the beneficiary is established, they can approach commercial lenders for loans without
credit guarantees. The objective of the facility is to graduate beneficiaries from being reliant
on the facility to be able to avail loans from commercial lenders without reliance on the
facility.

The instrument also targets end-users of these enterprises — especially those at the bottom of
the pyramid (BOP.) These users face similar challenges as the enterprises — such as lack of
credit history and consequent lack of access to credit. Financing end-users also helps
climate-focused social enterprises expand their market, friggering a virtuous cycle of
revenue growth, which improves their ability to absorb and repay credit.

Figure 1. Instrument Mechanics

Guarantee payout
in case of default
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Credit Commercial
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1.1 KEY STAKEHOLDERS

e Donors are private philanthropies and DFIs providing grants to capitalize the initial
guarantee pool and TAF. The guarantee pool and TAF will be replenished regularly
until they become financially self-sufficient.

e Villgro intermediates the credit guarantee pool capitalization and provides technical
assistance. Villgro also builds the pipeline of beneficiaries, doing preliminary due
diligence before passing them on to the commercial lender.

¢ Commercial lender leverages the credit guarantee pool and provides loans,
conducting their own due diligence to complement Villgro’s preliminary assessment
of potential beneficiaries.

e Climate-Focused Social Enterprises are the beneficiaries of the facility. The
beneficiaries also include end-users of the enterprises’ products and services. They
are expected to build their credit history and graduate to other commercial lenders
without credit guarantee support.

1.2 TARGET SECTORS

The instrument targets two broad thematic areas and multiple sectors within these thematic
areas:

e Gender & livelihoods: focus on three areas: women-owned enterprises, women-
centered product/service startups, and startups focusing on livelihood generation for
women.

e Circularity: focus on enterprises providing products or services emphasizing circularity
and carbon markets.

Under the thematic areas, the sectoral focus areas are healthcare, green energy,
sustainable mobility, green buildings, green energy, climate-resilient agriculture, and waste
management.

Table 1. Sectors considered

Sectoral Potential market

- H 1
focus areds Sub-sectors considered size? (USD)

e Frugal Healthtech innovations
e Cold supply chain -
e e Innovative health insurance >80 billion
e Women's health services
Sustainable e Bafttery technology -
mobility e Charging stations >30billion
Green e Climate-smart building materials
buildings e Water conservation technology and >50 billion

services

e Energy-related applications giving
rise to rural livelihoods s
>
e Distributed/rooftop solar 65 bilion
e Biomass energy

Green energy

! This is an indicative list — beneficiaries will not only be limited to these sub-sectors.
2 Figures are the estimated market size in 2030 except green energy, which estimates total investment between now and
2030 for India to achieve net zero by 2070



e Solar microgrids

e Battery systems

e Energy efficiency technology and
service providers

ez e Animal feed
resilient . >20 billion
. o Water-efficient crops
agriculture
Waste e Waste-to-energy -
management e Circular economy =45 billion

Several climate-focused social enterprises fall under these sectors, providing a wide array of
products and services. Villgro's experience incubating hundreds of startups in a wide array
of sectors will be useful in identifying beneficiaries, cost-effectively conducting due
diligence, and recommending to the financial institution partner to lend to the selected
beneficiaries.

1.3 KEY POLICY AND FINANCIAL CONDITIONS

After examining several financial instruments, a credit guarantee was shortlisted as the most
efficacious instrument for assisting new-to-credit beneficiaries to avail credit. Credit
guarantees can be leveraged to create a lending pool multiple fimes that of the guarantee
pool. This helps make a much larger impact than concessional loans or other types of
blended finance. Credit guarantees are the most prominent blended finance instruments
used in India. They comprise 51% of the total number of blended finance instruments used in
India between 2002 and 2023. This is because they are relatively simpler to execute from a
regulatory perspective. Blending capital is challenging in India because concessional
capital is considered charitable contributions and can flow only via a not-for-profit entity
(Saxena & Joseph, 2021). Non-profits usually do not have licenses required to operate as
financial institutions and hence cannot invest independently. They can, however, offer
guarantees for financial institutions to lend to beneficiaries.

Table 2. Blended finance instruments developed in India between 2002-23

Instrument ‘ Number Value (USD million)

Guarantees & Insurances 40 1,877
Social Success Notes 11 178
Subordinate Debt 08 372

Grant 06 1,264
Development Impact 05 38

Bond

Concessional Capital 05 907
Credit Line 01 250

Source: India Blended Finance Collaborative Deal Tracker



2. INNOVATION

Villgro's credit guarantee instrument uniquely combines technical
assistance with a credit guarantee, addressing the lack of credit history
and other barriers to credit access for climate-focused social
enferprises.

2.1 BARRIERS ADDRESSED: SOCIAL ENTERPRISES' LACK OF CREDIT HISTORY

The instrument addresses three critical barriers to credit access for climate-focused social
enterprises in India: lack of access to credit, lack of low-cost, high-quality due diligence, and
the gap between formal debt providers and enterprises without credit scores.

Table 3. Barriers addressed

Barriers ‘ Instrument value added ‘

Provide credit guarantee, which enables collateral-free
debt to innovative, revenue-positive enterprises and their
end-users without a credit history. Provide TA to enhance
ability to service debt.

Lack of access to credit

Villgro has rich data on the performance of the enterprises it
has incubated in the past, which can be used to assess their
quality and provide low-cost, high-quality due diligence.
Enterprises outside Villgro's portfolio are eligible but will
undergo preliminary due diligence before admission.

Lack of low-cost, high-
quality due diligence

Gap between formal debt
providers and
beneficiaries without
credit scores

Villgro's partnerships with financial institutions can bridge the
gap between new-to-credit beneficiaries and formall
lenders.

2.2 INNOVATION: CREDIT GUARANTEE FOR UNCOVERED ENTERPRISES

The instrument was compared with similar existing instruments (see the full list in the Annex)
to evaluate its additionality and position in the market. Table 4 summarizes Villgro’s
approach vis-a-vis similar instruments:

Table 4: Credit guarantee instruments in India

Similar
Instruments

Description Differentiation

A USD 15 million loan portfolio
guarantee for loans to The proposed instrument focuses on
organizations engaged in a wider number of sectors.

sustainable landscapes.

Rabobank
Foundation + USAID
credit guarantee

Credit Guarantee Government of India’s credit . .
. The proposed instrument is less
Fund Trust for Micro guarantee to catalyze the flow - .
T . . bureaucratic and favors enterprises
and Small of institutional credit to micro

without a credit history.

Enterprises (CGTMSE) and small enterprises.




Most of these are partial credit
guarantees, which are pari-passu.
The proposed instrument will be a
first-loss default guarantee covering
a more comprehensive range of
sectors.

Partial credit guarantees, which
cumulatively add up to USD 248
million in multiple sectors.

USAID-USDFC Partial
Credit Guarantees

2.3 CHALLENGES TO INSTRUMENT SUCCESS

The first challenge is ensuring that the instrument transitions from grant funding to achieve
financial sustainability. This would be groundbreaking for this type of instrument in India, as
almost all credit guarantee products have grant funding or government backing. Several
models have been identified to make the instrument financially self-sufficient, as detailed in
Table 5. In addition, the proposed credit instrument also looks at beneficiaries from a value
chain perspective. This includes end-user financing and ensuring beneficiaries stay on track
of the impact mandate by managing the pipeline selection.

Table 5. Models for recapitalizing the guarantee pool

Model Payor Explanation

One time/periodic

registration fee Beneficiary Beneficiaries pay a fee to access the facility.

Beneficiaries pay a guarantee fee as a
Beneficiary percentage of the loan availed. The fee is
bundled with the loan interest rate.

Guarantee fee
proportional to loan

Commercial lenders pay a portfolio origination

Origination fee Commercia fee when beneficiaries graduate from the
lenders i S - .
facility after achieving creditworthiness.
Success fee based . Commercial lenders pay into the guarantee
T Commercial .
on reduction in pool to reduce default rates through technical
lender . .
defaulf rates advisory from Villgro.

The risk of product development and success of the product is another challenge. Various
credit products are available, and the challenge is infroducing products that are both
suitable for the beneficiaries and have low default risk. The product-market fit for each
credit product can only be found by careful experimentation, iteration, and building on
successful products. This process will also help reduce the default risk, ensuring that the
credit guarantee instrument remains solvent.

The instrument also faces the risk of not being able to scale up. This can be addressed by
partnering with multiple financial institutions, other incubators, and government-run
programs. For example, the national government’s Startup India initiative aims to catalyze
the country’s startup ecosystem and has committed INR3 100 billion (USD 1.21 billion) towards
funding startups. This can be augmented by a credit guarantee scheme serving startups.
The proposed instrument can be a prototype for the government to consider and scale up.

Figure 2 summarizes the risks fo the instrument’s success and strategies to address them.

3 Exchange rate between INR and USD has been considered as INR 82.55 = USD 1
10



Figure 2. Risks and their mitigation

Graduation from grant funding

Risk that the capital used Risk of failure when Risk that the instrument
for the guarantee might not experimenting with the right might not scale
graduate from grant funding product offering for the market

Origination fee and Build a base with

related mechanisms proven products Expand the program

by tie-ups with multiple
financial institutions

Stress test new products
before commercial
introduction

Partner with other
incubators and the
government

More data; better Customize products
risk analytics for sectors

MARKET TEST AND BEYOND
3. IMPLEMENTATION PATHWAY AND REPLICATION

Impact Financing Facility implementation builds on an ongoing pilot to
capitalize a USD 3-5 million guarantee pool for social enterprises seeking
loans.

Villgro is conducting a pilot program in India to test a new credit guarantee instrument,
validate the concept, and analyze data. The Lemelson Foundation granted USD 85,000 to
capitalize a first loss default guarantee instrument, which was then placed with Caspian
Debt, a social impact investment fund based in India. Caspian Debt leveraged this amount
to create a lending pool of USD 262,000, of which USD 232,000 has been lent to six
beneficiaries. The average ticket size of the loans was USD 38,000, with interest rates ranging
from 16-19%. The loans were mostly working capital loans with a repayment period of 18
months. There has been no default in the pilot, which is still ongoing.

The Impact Financing Facility for Climate-Focused Social Enterprises builds on the pilot in
several ways. First, the guarantee pool and lending pool will be larger. Second, a wider
range of loan typologies will be considered. Third, the financial sustainability of the
instrument will be a key focus area.

The target market of the instrument is India because of the large and growing number of
MSMEs, especially social enterprises, and because of the large number of startups in India. A
growing number of startups utilize climate-focused technologies or create products or
services related to climate action.
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The implementation pathway includes finalizing the partnership with a commercial lender,
creating a pipeline of potential beneficiaries, and raising capital for the guarantee pool.
Raising money to fully capitalize the USD 3-5 million pool is expected to take up to two years.
The first few cohorts of beneficiaries will be gradually chosen over this period. The size of the
full cohort of beneficiaries will depend on the size of the guarantee pool, the rate of its
drawdown (due to defaults and operational expenses), and its subsequent replenishment.
The grants for technical advisory will be raised separately to keep it separate from the
guarantee facility.

The challenge of creating a partnership with a commercial lender is expected to be
minimized, as a pilot is already ongoing. The challenge of creating a high-quality pipeline of
beneficiaries and conducting due diligence is mitigated by the fact that Villgro already has
a high-quality pipeline because it is an incubator. However, the insfrument will not be limited
to enterprises incubated by Villgro and will be open to any eligible social enterprise and its
end-users. Villgro will conduct due diligence on whichever beneficiaries have been
selected. This may be augmented by additional due diligence, which the commercial
lender may conduct.

In terms of replication, with the success of this facility, other incubators can replicate this
idea in India and globally. In addition, the government can create a guarantee pool
accessible to new-to-credit enterprises and end-users. This will not only help replicate the
instrument but also scale it up.

Figure 3. Implementation roadmap

Month: 3 6 9 12 15 18 21 24

Lab Endorsement

Finalize partnership with
commercial lender(s)

Fundraise to capitalize guarantee pool

Create and update beneficiary pipeline

Legal structuring of the
instrument vehicle

Due diligence of potential beneficiaries
Fundraise for TA facility

Lending to cohort 1

Lending to cohort 2

Lending to cohort 3

Lending to subsequent cohorts

Subsequent fundraising to replenish
guarantee pool and TA facility

27+




4. FINANCIAL IMPACT AND SUSTAINABILITY
4.1  QUANTITATIVE MODELING

The facility was modeled, and sensitivity analysis was done to understand the response of
the facility to various levers such as loan defaults, allocation of the guarantee pool to various
loan types, the infroduction of fees and expenses such as a guarantee fee, interest on the
pool, operating expenses, and technical assistance costs. The model assumes that the pool
will be drawn down by defaults and replenished annually to make up for this draw-down.

Working capital loans, asset loans, and end-user loans were considered. Their interest rates,
repayment period, and grace period for repayment vary, as shown in Table 6. The
guarantee pool is assumed to be fully capitalized over two years. After the guarantee pool’s
full capitalization, the pool is considered to be replenished annually.

Table 6. Loan types considered

% of Upper Rep.qyment
lending limit of — period
pool to individual ALEES (grace
be loan rate p.a. period of
repayment)
Sepace (INR mn) in months
Working
capital 40% 5 14% 12 (3)
loans
Asset Loans 40% 10 16% 24 (6)
E”fr}? - 20% 2 18% 24 (3)

An initial guarantee pool of INR 250 million (USD 3 million) was considered, which would be
capitalized over two years. A sensitivity analysis was done to understand the quantum of
replenishment required for the guarantee pool and the number of loans it can enable of
various types by varying the leverage of the guarantee pool.

The model revealed that as leverage increases, the default value also increases. Hence,
there is a faster depletion of the guarantee pool with increased leverage. This also causes a
lumping of loan disbursals because, in the first quarter of every year, more loans would be
provided due to the guarantee pool being replenished.

In addition, the increased default value will also increase the amount required to replenish
the guarantee pool. The number of loans enabled with increasing leverage, on the other
hand, increases with an increase in leverage to a certain point. Beyond that point, the
number of loans enabled decreases due to the default payout rising in value due to the
increased number of loans. Optimal leverage balances the practicality of replenishing the
guarantee pool and the number of loans it enables.

13



Table 7. Sensitivity analysis on the guarantee pool by varying leverage

Average number of

Annual average replenishment of

Leverage guarantee pool (INR mn) loans enabled per
annum
2 8 47
4 16 79
6 23 85
8 29 66
10 33 31

The guarantee pool's replenishment requirement also increases as the default rate increases
at a constant leverage. Table 8 shows the sensitivity analysis on the guarantee pool of INR
250 million (USD 3 million), whose leverage was maintained at a constant rate of 5X. The
number of loans enabled decreases with rising default rates. Hence, the instrument must
focus on reducing default rates by various means, including providing technical assistance
to beneficiaries.

Table 8. Sensitivity analysis on the guarantee pool by varying default rate

Annual average

Average number of

Portfolio default replenishment of loans enabled per
rate guarantee pool P
annum
(INR mn)

2% 7 97

4% 15 87

6% 24 80

8% 34 70

10% 45 58

4.2  PRIVATE FINANCE MOBILIZATION AND REPLICATION POTENTIAL

Philanthropic grants and funding from DFIs will initially capitalize the credit guarantee pool
and TAF. The guarantee pool will be used to provide a portfolio guarantee for debt. The
guarantee pool will be locked up till the debt is repaid. Once repaid, the amount will be
released and can be used to guarantee debt again. Defaults on the debt will cause a
drawdown in the guarantee pool. The guarantee pool must be replenished annually to
avoid being depleted.

With improved data and risk analytics, the leverage on the guarantee can be increased;
hence, a greater amount of debt can be provided for the given guarantee pool. As more
social enterprises borrow using this facility, commercial lenders will see the possibility of
lending to social enterprises without a credit history as a potential market. Some financial
services companies in India have already begun lending to enterprises without a credit

14



history. This market can grow, and eventually, commercial lenders can lend without a credit
guarantee.

Villgro's instrument provides a basis for governments and other incubators to design similar
guarantee instruments. The Government of India, for example, can introduce a credit
guarantee and institutionalize it as part of the Startup India program or similar programs. This
will ensure greater leverage and sustainability of such a scheme.

Figure 4. Financial sustainability of the instrument

Final structure
Commercial viability

Initial structure Intermediate structure
Grants for guarantees Leverage increases

Commercial capital
Commercial capital

Commercial capital

Credit guarantee pool’s With improved data and
Grants are used to . . -
s leverage is expanded by risk analytics,
capitalize the pool used o : .
. revolving it and reducing requirement of guarantee
for credit guarantee . . . -
guarantee requirement in will be obviated

subsequent debt cycles

5. ENVIRONMENTAL AND SOCIO-ECONOMIC IMPACT

Gender, livelihoods, and circularity would be the key impact areas of
the instrument across multiple sectors.

The instrument impacts the gender, livelihoods, and circularity thematic areas. The gender
and livelihood thematic area proposes incorporating a gender lens throughout the facility
such that gender outcomes demonstrate a business value for all stakeholders. This includes:

e Improving access to markets and finance for women-led climate-focused social
enterprises.

e Creating livelihood opportunities for women in the rural value chains - such as micro-
entrepreneurs, asset owners, sales agents, etc.; and urban areas — such as owners of
charging infrastructure, waste collection, recycling units, etc.

e End-user financing to catalyze the adoption of such technologies by women
consumers.

The circularity thematic area looks to maximize value from products throughout their
lifecycle.
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The credit guarantee instrument will take inspiration from Sustainable Development Goals
(SDGs) to set social and economic targets. Some relevant metrics that will be considered for
the instrument are shown in Table 9.

Table 9. Specific SDG targets of the instrument

SDG

Specific Targets

Relevant

sectors/themes

GENDER
EQUALITY

¢

Target 5.6: Universal access to reproductive
rights and health

Target 5.7: Equal rights to economic resources,
property ownership, and financial services
Target 5.8: Promote the empowerment of
women through tfechnology

Gender &
livelihoods,
healthcare

CLEAN WATER
AND SANITATION

v

Target 6.3: Improve water quality, wastewater
treatment, and safe reuse

Target 6.4: Increase water-use efficiency and
ensure freshwater supplies

Target 6. a: Expand water and sanitation
support to developing countries

Green buildings,
waste
management

Target 7.1: Universal access to modern energy
Target 7.2 Increase global percentage of
renewable energy

Target 7.3: Double the improvement in energy
efficiency

Target 7. b Expand and upgrade energy
services for developing countries

Green energy,
green buildings

DECENT WORK AND
ECONOMIC GROWTH

Target 8.4: Improve resource efficiency in
consumption and production

Circularity, waste

Target 9.4: Upgrade all industries and
infrastructures for sustainability

. . management,

Target 8.10: Universal access to banking, . geme

/J . . - . climate resilient
insurance, and financial services .

“ agriculture
Target 9.1: Support local engagement in water

AND INFRASTRUCTURE and sanitation management
Target 9.3: Increase access to financial services Waste
and markets management

1 SUSTAINABLE CITIES
AND COMMUNITIES

Target 11.1: Safe and affordable housing
Target 11.2 Affordable and sustainable
fransport systems

Green buildings,

Target 12.5 Substantially reduce waste
generation

Target 11.3 Inclusive and sustainable sustainable
AE@_ urbanization mobility
n & Target 11.6: Reduce the environmental impacts
of cities
Target 12.2 Sustainable management and use
RESPONSIBLE
1 CONSUMPTION of natural resources Waste
sl Target 12.4: Responsible management of management
m chemicals and waste ragement,
circularity
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13 Rh‘#ﬁﬁ‘ e Target 13.3: Build knowledge and capacity to

All thematic areas
and sectors

@ relevant to this
instrument

meet climate change

1 ?33?’:&“@5'&?2 e Target 17.3: Mobilize financial resources for All thematic areas
developing countries and sectors
e Target 17.7: Promote sustainable technologies relevant to this
to developing countries instrument

Since the instrument will deal with a wide range of sectors and industries, the instrument will
have broad-based measures of social and environmental impact and customized metrics
for each of the beneficiaries. Table 10 details the broad-based environmental, social, and
economic benefits the insfrument aims to achieve in five years.

Table 10. Broad-based goals for the instrument

Metric | Potential impact (2023-28)
No. of end beneficiaries (end-users) 25,000
Np. of gender-centered jobs enqbled 7 500
(includes women-owned enterprises) '
No. of livelihoods enabled 10,000
Reduction in emissions 50,000 tCO2e
Reduction in water waste 350 million liters

For the pilot of this instrument, customized metrics were used to measure the impact on
beneficiaries. Similarly, Villgro will develop customized metrics for each selected beneficiary
depending on their products or services.

An impact monitoring system will lower the cost of due diligence. Ideally, the impact should
be measured at source, which optimizes the cost of measurement throughout the value
chain. Villgro tracks all business and impact metrics of its incubatees using its proprietary
software, VITALS (Villgro Information Tracking and Learning System). This can be customized
and expanded to cover the beneficiaries of the credit guarantee facility.

5.1  ENVIRONMENTAL IMPACT

Six enterprises were part of the pilot implemented for the instrument. Customized metrics with
specific impact measurement metrics were evolved for each enterprise.

One of the pilot’'s beneficiaries is involved in converting food and agri-waste to produce bio-
manure and biogas. The credit guarantee allowed the beneficiary to meet the working
capital needs of a new plant it had set up. Table 11 provides an example of the
environmental metrics being tfracked for the beneficiary during the fiscal year of 2022-23
when they were under the pilot program.

Given the diverse sectors that this instrument will cater to, metrics will be customized for
each beneficiary.
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Table 11. Customized impact metrics tracked for a beneficiary of the pilot project

Metric | Potential impact (2023-28)
Waste processed during the period 18,419 MT
Sale of biogas 301 MT
Emissions avoided 10,105 1CO2e

Source: Villgro

5.2 SOCIAL AND ECONOMIC IMPACT

Customized social and economic impact metrics were developed for each of the
beneficiaries of the pilot program. Table 12 provides an example of these metrics being
tracked for a beneficiary producing intensive aquaculture systems. The beneficiary received
working capital loans to support the requirement of a technical product that positively
impacts land and water use by avoiding intensive aquaculture and preventing marine
deforestation.

Table 12. Customized impact metrics tracked for beneficiary of the pilot project

Metric ‘ Impact
Increase in income for farmers 35%
Number of women farmers benefitted 46%
Reduction in land usage 2.5x
Reduction in water usage 2.5x
Supply chain value loss reduction Less than 2% loss on post-harvest
Numbg—‘;r of Farmer Producer 0
Organizations engaged
Number of wholesalers engaged 13

Source: Villgro

6. NEXT STEPS

Villgro is solidifying a partnership with a financial institution to lend to selected beneficiaries.
In parallel, Villgro is pitching to private philanthropies and DFls to capitalize the guarantee
pool and TAF. Villgro, being a social enterprise incubator, already has a robust pipeline of
potential beneficiaries. Screening criteria are being developed to funnel the potential
beneficiaries and select the initial batch. Villgro will continue to seek funding periodically to
replenish the guarantee pool and TAF until the financial sustainability strategy yields fruit and
the pool can be sustained without external support. Villgro is also developing the capacity-
building and technical assistance package for beneficiaries.
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8. ANNEXURES

8.1 GUARANTEE FINANCE INSTRUMENTS INTRODUCED IN INDIA BETWEEN

2002-2022

Deal Name

Duration

Sector

Capital Commitment

Stakeholders

Climate Smart
fund: Blended
Finance structure

(years)

Climate

USD 3.6 Mn catalyzed by

Guarantee

involving an 2022 5 . . Confidential
- Action a partial guarantee
International
Foundation and
mid-sized NBFC
Funding fo
Women FPOs:
Blended Finance
structure involving | 2022 5 Agriculture USD 1 ].25_Mn catalyzed Confidential
. by a partial guarantee
an International
Foundation and
mid-sized NBFC
IIT Delhi-360 ONE
Foundation Mobilized additional USD .
Livelihood 0.5 mn using ~30% partial IPE Clobal, IIT Delni,
. Health, . ) Implementing Entity
generation 2022 3 T risk guarantee; USD . .
- Livelihood . . undertaking training,
through skilling 0.04Mn as interest-linked .
. . . 360 ONE Foundation
project under incentives
SAMRIDH initiative
CDC Microfinance USD 43 Mn total portfolio Q\Argﬁ&nrgf;gg’ g
COVID-19 2021 4 Livelihoods with 18-30% guarantee Asq Fus’ion ya
Response Program cover Aashirvad
Mobilized ~ USD 1.7Mn as
CIIE.CO - FinTech Financial loans using ~USD 0.25Mn CIIE.CO, 360 ONE
) 2021 1 . . .
incubator Services as grant as first loss Foundation
franche
USAID- USDFC
Clean Energy USD 43 Mn with 50% pari-
Partial Credit 2021 7 Energy passu guarantee NBFC
Guarantee
USAID-USDFC . .
AgTech Partial 2021 9 Agriculture Ui[;r?;\’lr\gg with particl NBFC
Credit Guarantee 9
USAID-USDFC . .
AgTech Partial 2021 7 Agriculture Ui[;rljsn’lr\gg with partial NBFC
Credit Guarantee 9
USAID-USDFC . .
AgTech Partial 2021 9 Agriculture Ui[;rzl{\‘?g:”h partial NBFC
Credit Guarantee 9
USAID-USDFC
CO\_/ID Response 2021 5 Fmo.ncml USD 50 Mn with 50% pari- Private Bank
Partial Credit services passu guarantee
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USAID-USDFC

CO\_/ID Response 2021 Flno.ncml USD 100 Mn with 50% pari- Private Bank
Partial Credit services passu guarantee
Guarantee
Agtech Portfolio . .
Guarantee - Small | 2020 Agriculture USD 2 Mn with partial Agtech startups
NBFC guarantee
Dell Foundation Financial USD 20 Mn credit facility,
Loan Guarantee 2020 . with partial risk guarantee | Caspian Debt
. services
to Caspian Debt support
Guarantee for
Social En’ferprlse 2020 Livelihoods Total fundraising of USD 1 | Sattva, S'ombhav
[Transaction name Mn + Foundation
confidential]
NBFC - Foundation
Guarantee Financial
[Transaction 2020 . Total fund of USD 5.6 Mn -
services
Name
confidential]
Secondary FPOs,
Rabo Foundation- . . . . federations, agri
Nabkisan Portfolio | 2020 SF'e”rSIZCe'S' Uig%;“e"e” with partial | g\1e¢ agtech
Guarantee 9 companies, mature
FPOs
IQ EQ Corporate
Services (Mauritius
. USD 0.26 Mn mobilized (this is backed by
é'g%%h?gg 2020 Agriculture with a first loss tranche of | IIEF -Impact
USD 0.085 Mn Innovators and
Entrepreneurs
Foundation),
Agtech Portfolio . .
Guarantee - Mid- 2019 Agriculture USDrQ mn with partial Agtech startups
size NBFC guarantee
Rabo Foundation- . .
NBFC Portfolio 2019 Agriculture USD 3.2 Mn with partial Early stage FPOs
guarantee
Guarantee
USAID- USDFC
Clean Energy USD 20 Mn with 50% pari-
Partial Credit 2019 Energy passu guarantee NBFC
Guarantee
USAID-USDFC
Clean Energy USD 75 Mn with 50% pari- .
Partial Credit 2019 Energy passu guarantee Private Bank
Guarantee
USAID-USDFC . . .
Forestry Partial 2019 gg?fr:e Uizrlfn,'r\gg with partial NBFC
Credit Guarantee 9
USAID-USDFC . . .
Forestry Partial 2019 g(“:?sr:e Ui[;rzmgew”h partial NBFC
Credit Guarantee 9
USAID-USDFC . .
WASH Partial 2019 WASH UZ[S)SZ‘ ”J‘grévr'x‘e?% A | prvate Bank
Credit Guarantee P S
USAID-USDFC . .
WASH Partial 2019 WASH USD 10 Mn with 50% pari- | \pr

Credit Guarantee

passu guarantee
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USAID-USDFC

USD 1 Mn with 50% pari-

Facility

WASH Partial 2019 WASH assU quarantee NBFC
Credit Guarantee P S
Rabo Foundation- . .
Post Harvest 2018 Agriculture USD 2.7 Mn with partial FPOs

guarantee
Guarantee

2 INR denominated
Sindicatum bonds of INR 951 Mn and

INR 1,585 Mn, listed on
Renewable 2018 Energy -
Energy Company the London Sfrock

Exchange, with full

guarantee
USAID-USDFC . .
Healthcare Partial | 2018 Health Uf][s)si Mn VrV'T:T 50% part- | \grc
Credit Guarantee P guarantee
Citibank Financing C;lflbar?k, Uulvgn,

.. Financial Services,
Women 2015 Livelihoods USD 10 Mn loan facility Overseas Private
Entrepreneurs in with partial guarantee '
. Investment
India i
Corporation
USAID-USDFC . . . .
Multisector Partial 2015 ISZIe?Sirchelgl USD 35 Mnrwlj‘ffh 50% pari- NBFC
Credit Guarantee passu guarantee
USAID-USDFC . . . .
Multisector Partial 2015 ISZIe?Sirchelgl UZ[S)SL]JO '\J\gr(\;v:,rheg()% Par- 1 \BFC
Credit Guarantee P S
Northern Arc . . ~USD 450 Mn over
Pooled Bond Financial . . .
2014 . multiple issuances with -
Issuance/ Pooled services over 80 oriinators
Loan Issuance 9
Rabo Foundation- . . .
Full Guarantee 2013 Flno.ncml USD 0.07 Mn with full FPOs
services guarantee

Source: India Blended Finance Collaborative
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8.2 THEORY OF CHANGE

Enhance and accelerate India's pathway towards net zero by expanding the universe of enterprises contributing to the goal.

IMPACT Build credit history and accelerate cash flows for climate-focused social enterprises and their end users
which can be scaled up and replicated by commercial lenders

Create a paradigm change Establish climate-focused Accelerate the path towards Adopt and replicate Center gender and

in the financial marketplace social enterprises and their net zero by expanding the pool investments with financial inclusion in

OUTCOMES by expanding credit end users as a distinct of innovative climate-focused meaningful impact the development of
guarantee schemes for a segment for commercial social enterprises and their at scale innovative climate

new market segment capital to invest in end users finance instruments

KEY AUDIENCES Philanthropies Private finance institutions Development banks Additional audiences

Robust pipeline Stress test, Find the right Enable the creation Enable the Enhance capacity Applying a

Enterprises/end fund/finance the instrument- of credit history adoption of of beneficiaries gender lens

users that have instrument beneficiary fit - for beneficiaries by innovative which makes them to climate-focused

undergone basic and make it ready Develop a sandbox deploying debt technology better equipped to social enterprises to
due diligence stand for deployment for testing backed up by a by the bottom of absorb and repay ensure equity

to gain the most instruments that can credit guarantee the pyramid and debt

from the facility fit beneficiary needs other unserved

at various stages markets
Due diligence - Design and develop Build stakeholder coalition Build capacity Launch and scale up
Create a pipeline of the financial instrument to implement the of the beneficiaries the credit-guarantee pool
beneficiaries instrument

(enterprises and end users)
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