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Instrument * Amount Rating Action
(in Rs. Crore)
Bank loan Facilities 75.00 Rating Upgraded from

[ICRA]BBB-(positive) to [ICRA]A-(stable)
*Instrument Details are provided in Annexure-1

Rating Action

ICRA has upgraded the ratings assigned to the 75 crore bank loan facilities of Disha Microfin Private
Limited from [ICRA]BBB-(pronounced ICRA triple B minus) with a positive outlook to [ICRA]A-
(pronounced ICRA A minus). The outlook on the rating is stable.

Rationale

The rating upgrade takes into consideration the consolidation of assets and liabilities of Future Financial
Services Private Limited (FFSPL) with Disha and the combined strength of the two entities. The rating
also factors in the expected improvement in Disha’s business risk profile post its conversion into a small
finance bank (SFB) and the recent equity infusion of Rs.142 crore in the company in March 2017. The
rating is supported by Disha’s good loan origination, internal audit, MIS, risk management and collection
mechanisms, its experienced board, management team, geographic diversification and strong investor
profile. These positives, coupled with Disha’s good financial flexibility arising out of relationships with a
large number of lenders as well as its ability to raise equity have helped the company to scale up
operations (consolidated portfolio of Rs. 1232 crore as on February 28, 2017) while deepening its
footprint and diversifying across 7 states and reporting good profitability indicators. Nevertheless, ICRA
has noted Disha’s high pace of growth, high attrition rates and relatively high delinquencies in individual
loans segment (30+ delinquencies of 16.56% as on February 28, 2017 for the consolidated portfolio). The
consolidation happened in the month end of September 2016, due to similar audit processes, IT systems,
collection methods and common management working at the helm through the holding company Fincare
Business Services, the merger turned out to be positive for the consolidated entity.

Following the recent demonetisation action by the Government of India (Gol), inadequate currency
supply, political interference in some states, and disruption in borrower cash flows has led to a decline in
collection efficiencies in Disha’s portfolio; the company recorded ~85% collections in February 2017
vis-a-vis over 98% prior to demonetisation. Nevertheless, ICRA notes that Disha has a moderate share of
portfolio in districts where collections are below 80% which should help contain the extent of
delinquency and write-offs. The company’s ability to maintain good asset quality and liquidity profile
will be a key rating sensitivity going forward. In ICRA’s view, the pace of replenishment of adequate
currency supply in the system, the medium to long term impact on the livelihoods of the borrowers and
the quality of customer engagement by the MFIs will be key determinants of asset quality of MFIs,
including Disha.
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Key Rating Drivers

Key Strengths

e Good financial flexibility arising out of a diversified funding mix; the company would however have
to deepen its liability franchise on conversion to an SFB

e Strong investor profile with investment from True North supporting initial growth; commitment from
the investor for future capital support
Experienced senior management team with a collective experience of more than 25 years

o High collection efficiency and strong portfolio asset quality in last four years of operations. Prudent
lending policy, with centralised pre-disbursal credit checks and low borrower penetration at the
village level

e Strong tracking and MIS systems adequate to support future growth; strong audit system in place

Key Challenges

» To maintain profitability indicators and ability to improve diversity in product profile and earnings,
SFB’ s return ratios likely to be depressed due to negative carry of CRR/ SLR and increase in
operating expenditure on account of new branches

> Ability to build stable deposit base to support lending book as well as reserve requirement. To secure
funding from other sources, at competitive rates, till deposits scale-up

» To meet with the regulatory requirements as an SFB

» Recruiting good manpower, training and retaining them as it converts to an SFB

Description of key rating drivers highlighted above:

The rating upgrade takes into account the expected improvement in Disha's business risk profile after it
gets converted into a small finance bank (SFB) and the progress made towards this transition, including
broad basing the management team, identification of Information Technology partners as well as tying up
equity funding. ICRA notes that Disha has been able to bring down its foreign shareholding below the
mandated 49%. However, ICRA also notes that post conversion to SFB, Disha’s funding requirements
would increase by around 20-25% owing to CRR and SLR requirements. In the short term, the company
would be dependent on refinance from SIDBI, NABARD, funding through NCDs and securitisation for
meeting its funding requirements. In the initial phase of conversion, deposit mobilization is expected to be
low and not expected to be a significant funding resource. Thus, Disha’s ability to develop a deposit
franchise over the medium term would be a critical determinant of its liquidity position going forward. In
ICRA’s opinion, Disha would be able to offer additional loan products, offer fee based products as well as
develop a retail deposit franchise over the medium term given its large active customer base which would
support its liability profile and funding costs over the medium term. Overall, the ability of the company to
diversify its product mix, develop a good retail deposit franchise and maintain asset quality indicators
while managing the high pace of projected growth as well as meet the transition related challenges would
be important from a credit perspective.

The company has been able to maintain good capitalisation indicators supported by frequent capital
infusions as well as improving internal capital generation. A capital infusion of Rs. 142 crore was done in
Disha in March 2017. Based on the track record of Disha’s equity raising in the past and its strong
investor profile, ICRA expects the company to be able to raise equity in a timely manner going forward as
well.
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Disha has a diversified funding profile; with 64% (as on Dec-16) of the overall resource mix
(consolidated) comprising of lending from banks. Lending from NBFCs has reduced over the past few
years (33% as on Dec-2016 vis-a-vis 47% as on FY2013). As the company converts to a Small Finance
Bank, its funding requirements would increase in order to maintain regulatory reserve requirements (cash
reserve ratio and statutory liquidity ratio), as well as for growth and the company would need to develop
a deposit franchise over the medium term to replace the maturing liabilities.

Disha has a strong earning profile which is supported by moderate consolidated operating expenses
(5.05% as a percentage of average managed advances for 9MFY17) despite the relatively higher pace of
growth. The operating expenses of the company are expected to increase owing to the conversion to a
SFB which would affect profitability in near term. Operating expenses will relate to recruitment costs, IT
related expenses, marketing expenses and branch expansion costs. Over the long term, ability of the
company to raise a stable low cost liability franchise and maintain good asset quality indicators will be
important for maintaining good profitability indicators. The gearing levels of the company stood at 4.16
times as on Mar-16 vis-a-vis 3.91 times as on Mar-15. The gearing moderated to 2.83 times as on Dec-16.
The asset quality indicators for 30+dpd bucket worsened from 1.34% in Mar-16 to 16.56% in Feb-17
because of the impact of weak collections post demonetisation.

Analytical approach: Not Applicable

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

Company Profile
About Disha Microfin Private Limited

Disha Microfin Private Limited (formerly known as Banas Finlease Private Limited) is a Microfinance
institution and a Non-deposit accepting NBFC registered with Reserve Bank of India in the state of
Gujarat. The company is in existence since 1996 in Gujarat and received RBI license in 1999. In
February 2009, the current management led by Mr Sameer Nanavati took over the company and decided
to commence micro finance operations of the company based on Grameen Bank Joint Liability Group
(JLG) model. In October 2010, True North (erstwhile India Value Fund (IVFA)) - a private equity fund
acquired around 47% stake in the company through Indium IV and Rs. 10 crore was infused in the
company. The stake was further increased to 67% with equity infusion of Rs 15 crores in Mar-13. As on
date, the True North stake through Indium IV stands at 19.99%.

Disha reported a consolidated profit after tax (PAT) of Rs. 29.83 crore in FY2015-16 on consolidated
managed assets of Rs. 1042 crore as on Mar-16. Disha, on a consolidated basis, has a capital adequacy of
24.21% as on December 31, 2016.

Recent Results

During 9MFY 17, Disha on a consolidated basis reported a net profit of Rs. 24.59 crore on a total income
base of Rs. 141.37 crore.

Status of non-cooperation with previous CRA: Not Applicable

Any other information: Not Applicable


http://www.icra.in/Files/Articles/Rating%20Methodology%20NBFC%20April%202016.pdf
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Rating History for last three years:

Table: Rating History

Name Current Rating Chronology of Rating History for the past 3 years
of
S.N | Instr T Rated
o |umen | 'YPE ar?lg‘smt FY2017 FY2016 FY2015 FY2014
t .
Crores)
March 2017 | November 2015 | D°Se™*" | October 2013
Bank [ICRA]BBB-
1 Loan | Long 75.00 [ICRA]JA- [ICRA]BBB- [ICRA]BBB- | (stable); upgraded
facilit | Term ' (stable) (positive) (stable) from
ies [ICRA]BB(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
Details of Instrument

. Size of the .
Name of the instrument Date of | Coupon | Maturity issue Current Rating and
issuance rate Date Outlook
(Rs. Cr)
Bank Loan Facilities 2F§§)6 NA | Jun-2019 75.00 [ICRA]JA(stable)

Source: Company Data
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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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