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Summary of rated instrument

Instruments* Rated Amount (Rs. crore) Rating Action

Long term bank facilities 50.00 [ICRA]BBB(Stable); reaffirmed
*Instruments details are provided in Annexure-1

Rating action
ICRA has reaffirmed the [ICRA]BBB (pronounced ICRA triple B) rating for the Rs. 50.00 crore® bank
facilities of Repco Micro Finance Limited (RMFL). The outlook on the rating is Stable”.

Rationale

The rating continues to factor in the operational, managerial and financial support received by RFML
from its holding entities, Repco Home Finance Limited (RHFL; rated [ICRAJAA-
Stable/[ICRA]JA1+) and Repco Bank (RB). The rating also factors in the company’s comfortable
capitalisation profile, its healthy profitability and comfortable asset quality.

The rating takes note of RMFL’ moderate scale (assets under management, AUM of Rs. 560.7 crore as on
September 30, 2017) and geographically concentrated operations. ICRA also takes note of the limited
diversity in RMFL’s funding profile, with high dependence on Repco Bank and other commercial banks;
however, the company’s liquidity profile is expected to remain comfortable because of the shorter tenures
of its assets and the expected funding support from the parent. Going forward, RMFL’s ability to
diversify its funding profile would be crucial to meet the targeted portfolio, CAGR of 45% over the next
three years.

ICRA notes that since FY2016 RMFL has gradually reduced its dependence on Repco Foundation for
Micro Credit (RFMC, a section 8 not-for-profit company of the Repco Group) for its microfinance
operations. Currently, the microfinance operations, monitoring and inspection functions are managed by
RMFL employees. Over the past two years, the company absorbed the employees of RFMC and also
recruited new employees to manage its operations. ICRA takes cognisance of RMFL’s efforts in
strengthening its senior management team by appointing experienced department heads and improving its
risk management systems by revising its inspection policies and procedures. The company is in an
advance stage of implementing IT systems which have been exclusively designed for microfinance
operations; currently, RMFL uses RB’s IT systems. ICRA notes that, notwithstanding the initiatives
taken, there is scope for further improvement in operational processes, MIS and internal controls, and
strengthening of the senior management team, to meet the needs of the growing loan portfolio.

'Rs. 1 crore = Rs. 10 million = Rs. 100 lakh
2 For complete rating scale and definitions, please refer to ICRA’s website (Www.icra.in) or other ICRA rating publications
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Key rating drivers

Credit strengths

Strong shareholders provide financial, managerial and operational support: RB and RHFL held
68% and 32% respectively of the stake in RMFL, as on September 30, 2017). The holding entities
have demonstrated financial support to the company in the past and are committed to continue to
provide financial support to RMFL. RB also provides managerial and operational support to RMFL.
The board of RMFL largely includes representatives from the Repco Group, with experience in
banking and other financial services. The Managing Director of RMFL, Ms. R.S. Isabella is also the
Managing Director in charge of RB. The experienced board members guide the operational and
strategic decision making process at RMFL. During FY2017, the shareholders infused equity capital
of Rs. 10.0 crore and are expected to infuse further equity of about Rs. 20.0 crore in Q4FY2018.
RMFL also has access to funding lines from RB, which stood at 59% of its total borrowings as on
September 30, 2017.

Initiatives to strengthen the senior management team and improve overall risk management
and internal controls: With RMFL discontinuing its dependence on RFMC for its operations, its
employee base has increased sharply from 150 employees in March 2016 to 618 employees in
September 2017. During FY2017, the company strengthened its senior management team by
appointing experienced staff members of RFMC as department heads and is also in the process of
recruiting professionals in technology, human resources and legal departments to augment the team
further. During FY2017, the company improved its risk management systems by strengthening its
inspection team and by increasing the frequency of branch inspection audit from quarterly to twice a
month. While RMFL currently uses the loan origination software of RB, it is in an advanced stage of
implementation of its own new IT system, which is being customised for microfinance operations.

Comfortable capitalisation profile:  The current capitalisation profile of the company is
comfortable, with gearing at 4.6 times as on March 31, 2017. The company aims to grow at a CAGR
of 45% in the next three years and the gearing is expected to increase from 4.6 times as on March 31,
2017 to about 6 times by March 2019. RMFL’s ability to maintain comfortable capitalisation in view
of the envisaged portfolio growth would be crucial, given the moderate internal generation expected.
ICRA takes comfort from the capital infusion by the shareholders in the past and their willingness to
infuse further capital.

Healthy profitability indicators supported by improved operational efficiency: RMFL’s
profitability indicators are healthy with PAT/ATA at 4.11% for FY2017, supported by its good
operational efficiencies (operating expenses’/AMA® of 4.2% in FY2017) and moderate credit costs
(0.6% in FY2017). ICRA expects RMFL’s operating expenses to increase from the current levels
with the augmentation of the management team and the increased focus on risk management and
internal controls and processes. It would therefore be crucial for the company to contain its credit
costs while growing the portfolio and diversifying to new geographies going forward.

Comfortable asset quality indicators: RMFL’s asset quality indicators are comfortable with 90+
dpd at 0.7% as on March 31, 2017 and 0.8% as on September 30, 2017. ICRA notes that the
company’s concentration in Tamil Nadu, where the impact of demonetisation on microfinance
collection efficiency was lower than in other states, has supported its asset quality indicators.

¥ AMA-Average Managed Assets
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Credit weaknesses

e Geographically concentrated and moderate scale of operations: RMFL’s scale of operations is
currently moderate with a portfolio of Rs. 560.7 crore as on September 30, 2017 (Rs. 472.5 crore
March 31, 2017 respectively). RMFL obtained an NBFC-MFI licence in 2013 and has a moderate
track record of over four years of operations. RMFL’s loan portfolio is concentrated in Tamil Nadu
with 76 branches in 31 districts of the state, exposing the company to regional, political and
competitive pressures. While the company plans to expand its operations to Karnataka and Kerala
during FY2018-FY2019, ICRA expects RMFL to remain a regional player in the medium term.

e Ability to improve funding diversity to support business expansion: RMFL raises funds mostly
from its parent, RB (59% of total borrowings as on September 30, 2017) and from other commercial
banks (41%). The company’s current liquidity position is comfortable on account of the short tenures
of its assets and the support extended by RB to bridge any short term liquidity mismatches. Going
forward, RMFL’s ability to secure incremental funding at competitive rates from diverse sources
would be critical to meet the robust growth targets.

e Ability to manage political, communal and other risks in the microfinance sector:
RMFL’s ability to manage the risks arising out of the marginal profile of borrowers, unsecured
nature of lending, and the political, communal and other risks in its portfolio and across new
geographies would be crucial. Additionally, in line with the industry, the company would face
challenges pertaining to reinstatement of field discipline, addressing the changes in borrower
behaviour post demonetisation and the risks associated with borrower overleveraging given their
access to informal funding sources.

Analytical approach: For arriving at the rating, ICRA has applied its rating methodologies as indicated
below.

Links to applicable criteria
ICRA'’s Credit Rating Methodology for Non-Banking Finance Companies

About the entity:

Repco Micro Finance Limited (RMFL) was incorporated in the year 2007 as Repco MSME
Finance & Development Limited. It obtained the NBFC registration from the Reserve Bank of
India in 2010 and subsequently became an NBFC-MFI in December 2013. Repco Bank held 68%
equity in the company as on March 31, 2016, while the remaining was held by Repco Home Finance
Limited. RMFL extends loans to women self-help groups for income generation.

As on March 31, 2017, the company had a net worth of Rs. 86.1 crore and a Tier-1 capital of 17.7%.
RMFL was operational in 31 districts of Tamil Nadu, with a portfolio size of Rs. 472.5 crore as
on March 31, 2017 (Rs.560.7 crore in September 30, 2017).


https://www.icra.in/Rating/ShowMethodologyReport/?id=395&Title=Non-Banking%20Finance%20Companies&Report=NBFCs,%20Rating%20Methodology,%20April%202016.pdf
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Key Financial Indicators (Audited)

FY2016 FY2017
Total Income 54.1 77.3
PAT 12.6 17.1
Net worth 59.1 86.1
Total Managed Portfolio 330.5 472.5
Total Managed Assets 335.0 495.2
Return on Managed Assets % 3.0% 4.1%
Return on Net worth % 22.8% 23.5%
Gearing (times) 4.5 4.6
Gross NPA% 0.9% 0.9%
Net NPA% 0.0% 0.0%
CRAR% 17.9% 17.7%

Source: RBL and ICRA research; Amounts in Rs. crore

Status of non-cooperation with previous CRA: Not Applicable

Any other information: Not Applicable

Rating history for last three years:

Table:
Current Rating Chronology of Rating History for the past 3 years
s Rated FY2018 FY2017 FY2017 FY2016 FY2015
No LTS Type an(}g:nt December | November | September August June
crore) 2017 2016 2016 2015 2014
1 Term Long 12.00 [ICRA]BBB i [ICRA]BBB | [ICRA]BBB- | [ICRA]BBB-
Loans term ' (Stable) (Stable) (Stable) (Stable)
, | Term Long | 45, |[ICRAIBBB | [ICRAIBBB ] ] ]
Loans term ' (Stable) (Stable)

Complexity level of the rated instrument:

ICRA has classified various instruments based on their complexity as "Simple",

Complex™ and "Highly

Complex". The classification of instruments according to their complexity levels is available on the

website www.icra.in



http://www.icra.in/
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Annexure-1
Instrument Details
Date of Coupon Maturity Current
IEION Instrument Issuance/ Rate Date AT;:TrsraeSEd Rating and
Sanction ' Outlook
- Term Loan-1 - - 30-11-2019 10.90
- Term Loan-2 - - 31-10-2019 10.00
- Term Loan-3 - - 30-06-2018 6.18 [ICRA]BBB
- Term Loan 4 - - 31-01-2019 6.81 (stable)
- Term Loan-5 - - 30-06-2018 7.62
- Term Loan 6 - - 30-07-2019 5.43
Proposed - - - 3.06
Limits
Total - - - 50.00
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Mr. Karthik Srinivasan Mr. A M Karthik Ms. Meenakshi D
+91 22 6114 3444 +91 44 4596 4308 +91 44 42974324
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Relationship Contacts

Mr. L. Shivakumar
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About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and
financial services companies as an independent and professional investment Information and Credit
Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a
Public Limited Company, with its shares listed on the Bombay Stock Exchange and the National Stock
Exchange. The international Credit Rating Agency Moody’s Investors Service is ICRA’s largest
shareholder.

For more information, visit www.icra.in
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