
 

 
The Andhra Pradesh Micro Finance Institutions (Regulation of Money 

Lending) Ordinance, 2010 (Ordinance) 
     

******** 
 
The Micro Finance Sector was conceived with the main objective of ensuring financial 
inclusion of the sub prime sector of the Society. In other words, banks and financial 
institutions did not and do not address the requirements of the economically backward 
sector and Micro Finance Institutions (MFIs) stepped in to address the requirements of 
the sub prime sector. Although the establishment of the micro finance sector was with a 
noble intention, implementation became an issue as funding for the micro finance sector 
came at a very high cost. In turn, the MFIs were forced to pass on the cost to their 
customers resulting in financial imbalances and further not providing the relief from 
money lenders to the sub prime sector which was another objective of the MFIs. In fact, 
most of the time it has been conceived that the MFIs merely replaced the money lenders 
again with their high lending rates.  
 
It is also to be noted that MFIs are not regulated by any statutory authority although 
some MFIs are registered with the Reserve Bank of India as an NBFC and NBFC 
Regulations govern those MFIs. The spate of suicides in Andhra Pradesh by borrowers 
unable to meet the demands of the micro finance lender has resulted in the State of 
Andhra Pradesh being the first State in the country to consider regulating the MFIs under 
a statute and has therefore passed the aforementioned Ordinance. The Governor of 
Andhra Pradesh gave his assent to the Ordinance thus enabling enactment of the 
Ordinance with effect from 15th October 2010.  
 
Given the practice of precedence in India, it would not be too long before other States in 
the country also follow suit in which case the Ordinance by the State of Andhra Pradesh 
would be the basis for legislation relating to micro finance institutions by other States in 
the country. The provisions of the Ordinance are briefly detailed hereunder for 
information of all. 
 

• The Ordinance is applicable and enforceable only in the State of Andhra 
Pradesh.  

 

• A MFI has been defined in Section 2(d) of the Ordinance as any person, 
partnership firm, group of persons including a company registered under the 
provisions of the Companies Ordinance, 1956, a non-banking finance company 
as defined under Section 58-A of the Reserve Bank India Ordinance, 1934, a 
society registered  under the Andhra Pradesh Co-operative Societies 
Ordinance,1964 or the Andhra Pradesh Societies Regulation Ordinance, 2001 
and the like, in whichever manner formed and by whatever name called, whose 
principal or incidental activity is to lend money or offer financial support of 
whatsoever nature to the low income population.  

 

• However what constitutes the low income population has not been defined in the 
Ordinance. 

 

• MFIs can advance loans to Self Help Groups at interest subject to the provisions 
of the Ordinance. 

   
 
 
 



 
REGISTRATION BY MFIs: 

 

• It is now mandatory for all MFIs including existing MFIs in Andhra Pradesh to 
register with the district Registering Authority being the Project Director (PD) of 
District Rural Development Agency (DRDA) for rural areas and PD of Mission for 
Elimination of Urban Poverty in Municipal Areas (MEMPA) for urban areas or any 
other person appointed by the District Collector to perform the function of the 
Registering Authority.   

 

• MFIs cannot grant or recover loans without obtaining registration from the 
Registering Authority. 

• The registration is valid for a period of one year and an application for renewal 
should be made 60 days before the expiry of one year. The Registering Authority 
can either grant or refuse renewal of registration after due verification and 
hearing of objections if any.  

• Under Section 5 of the Ordinance the Registering Authority may, at any time, 
either suo moto or upon receipt of complaints by Self Help Groups or the general 
public cancel the registration of the MFI after issuing notice and affording 
reasonable opportunity to show cause against such notice.  

 
OBLIGATIONS OF MFIs 
 
• MFIs have to specify the area of their operations, the rate of interest being 

charged or proposed to be charged, which cannot be subsequently increased 
and their system of conducting due diligence and recovery of the money lent 
while registering with the Registering Authority.  

• An undertaking should be given by the MFI that it shall comply with the 
provisions of the Ordinance. 

• There are various reporting norms to the Registering Authority prescribed under 
the Ordinance which must be complied with by the MFIs to ensure continued 
registration. 

• MFIs are also under an obligation to maintain proper books of account including 
statements of account to be furnished to the borrower. 

 
TERMS OF LENDING BY MFIs 

• In terms of Section 7 of the Ordinance, MFIs cannot seek collateral from a 
borrower by way of pawn, pledge or any other security and any security obtained 
from a borrower before the commencement of the Ordinance will forthwith have 
to be released in borrower’s favour.  

• Section 8 of the Ordinance requires MFIs to display the interest rates charged by 
them in a prominent place at their offices in bold letters visible to general public. 

• No MFI can extend a further loan to a Self Help Group or its members if there is 
an outstanding loan except with the prior approval of the Registering Authority. 

• No MFI shall receive any payment without issue of a duly signed receipt. Under 
Section 9 of the Ordinance the amount of interest should not be in excess of the 
principal amount and if any amount that is equal to twice the principal amount 
has been realized from the borrower, his loan will stand discharged and he shall 
be entitled to obtain refund of the excess amount. 

• It should not deploy any agents or use any other coercive act for recovery of 
money from the borrower. Any such act is made punishable under the Ordinance 
and the Registering Authority can cancel/suspend the license of such MFI. 

 



 
POWERS OF THE REGISTERING AUTHORITY 

• The Registering Authority can enter the premises of a MFI office and call for 
records/documents relating to the business and verify if the business is 
conducted in accordance with the provisions of the Ordinance.  

• It can also search the premises and seize any records/documents for the 
purpose of examination and they can also summon and examine the MFI or any 
other person who is in a position to furnish relevant information. 

• Complaints to the Registering Authority can be filed by any Self Help Group, its 
members or any member from the public in case of any violations of the 
provisions of the Ordinance by the MFI. 

• The State Government will soon establish Fast Track Courts after consultation 
with the High Court for settlement of disputes of civil nature. 

 
 
PENAL PROVISIONS UNDER THE ORDINANCE: 

• All those connected with and responsible for the day-to-day control, business and 
management of a MFI including the Partners, Directors and employees who 
resort to coercive measures would be liable for punishment including 
imprisonment which may extend up to three years or a fine which may extend to 
one lakh rupees or both. (Section 16) 

• All those connected with and responsible for the day-to-day control, business and 
management of a MFI including the Partners, Directors and employees of such 
MFI which carries on business without obtaining registration would be liable for 
punishment including imprisonment which may extend up to three years or a fine 
which may extend to one lakh rupees. (Section 17) 

• Any person contravening any provision of the Ordinance will be punished with 
imprisonment for a period of 6 months or with fine which may extend to ten 
thousand rupees or with both.  

 
 
To Conclude 
 

• Being the first legislation of its kind in the country the effectiveness of the same 
would be in implementation.  

• Unless quick relief whether legal or otherwise are provided to the self help 
groups and other borrowers the purpose of the Ordinance would fail.  

• The Ordinance is a social legislation to protect the interests of the borrowers 
without taking into account the funding requirements of MFIs and the business 
operations of the MFIs.  

• MFIs as a business option has not been addressed and this may have an 
adverse impact on the MFIs both existing and proposed.  

• In the event of an adverse impact, the business of MFI may not be feasible to 
commence which would consequently impact the objective of financial inclusion 
of the sub prime sector if fewer players enter the field.  
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