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Facilities/Instruments Amount (X crore) Rating Action
Long-term / Short-term bank facilities 3,000.00 CARE AA; Stable / CARE A1+ Reaffirmed
Long-term instruments — Subordinate debt 350.00 CARE AA; Stable Assigned
Non-convertible debentures 200.00 CARE AA; Stable Assigned
Non-convertible debentures 200.00 CARE AA; Stable Reaffirmed

Details of instruments/facilities in Annexure-1.

Rationale and key rating drivers for the credit enhanced debt

CARE Ratings Limited (CARE Ratings) has reaffirmed the ratings of Fedbank Financial Services Limited (Fedfina). The ratings
reaffirmation factors in Fedfina’s stable operating performance along with its comfortable liquidity position. The ratings also factor
in the company’s demonstrated ability to raise funds at competitive rates and continued support from its parent Federal Bank
Limited (FBL, rated ‘CARE AA; Positive”).

The company being a subsidiary of FBL enjoys the benefits of shared brand name along with financial and operational support
from its parent. CARE Ratings also derives comfort from the high degree of management integration with senior management
representation of FBL on the board of Fedfina. Nonetheless, the ratings remain constrained by the limited portfolio seasoning of
the recently acquired portfolio, high leverage, and geographical concentration.

CARE Ratings notes that Fedfina’s ability to scale up its operations while improving its profitability and maintaining resilient asset

quality and ability to infuse additional equity will remain a key monitorable. Besides, any moderation in linkage with the parent,
FBL, resulting in reduced intent and ability to support Fedfina in future also remains a key monitorable.

Rating sensitivities: Factors likely to lead to rating actions.

Positive factors: Factors that could individually or collectively lead to positive rating action/upgrade:

o Significant scale-up of operations with maintenance of resilient asset quality and sound profitability
o Significant improvement in credit profile of the parent.
o Comfortable leverage on a sustained basis.

Negative factors: Factors that could individually or collectively lead to negative rating action/downgrade:

o Significant weakening of parent’s credit profile.

o Gearing level above 6x on a sustained basis.

. Any change in the ownership structure resulting in reduction in FBL's stake in Fedfina below 51% or moderation in
Fedfina’s linkage with FBL.

o Significant deterioration in the asset quality of Fedfina with gross non-performing assets (GNPA) exceeding 6% on a

sustained basis.

Analytical approach: Standalone

CARE Ratings has analysed the standalone credit profile of Fedfina factoring operational and managerial linkages with its parent,
FBL, which holds 73.22% ownership in the company. Fedfina enjoys the benefits of a shared brand name besides operational
and managerial linkages with the parent.

Outlook: Stable

A Stable outlook has been assigned to Fedfina on account of stable operations and consistent earning profile of the company.

IComplete definition of the ratings assigned are available at www.careedge.in and other CARE Ratings Ltd.’s publications.
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Key strengths

Strong parentage and their continued support: Fedfina is a subsidiary of FBL which holds 73.22% ownership in the company
as on February 28, 2023. True North, a private equity (PE) player holds 25.72% stake acquired in two tranches in 2018 and 2019.
The parent, FBL, has been infusing growth capital in Fedfina from time-to-time. So far, it has infused capital of around 456 crore,
and True North has infused capital of around X375 crore to support growth in the operations. CARE Ratings expects FBL to
maintain majority shareholding in Fedfina over the medium term.

Fedfina not only enjoys the benefits of a shared brand name but also has operational and managerial linkages with its parent.
The strategic importance of Fedfina to FBL is evident from the management integration, wherein, the Managing Director and CEO
as well as the Executive Director of FBL are on Fedfina’s Board. The company also has a separate distribution vertical that sources
home loans, auto loans, personal loans, and SME loans for its parent. In addition to capital support through equity infusion,
Fedfina also enjoys financial flexibility in the form of funding lines from FBL.

As of March 31, 2023, the total borrowings, including Rs. 500 crores of undrawn limits, from the parent FBL, stood at 849 crore,
making up 11% of the total borrowings.

Improving profitability matrices: The company has reported a PAT of X141 crore in 9MFY23 against X103 crore during FY22
and the PAT margin has improved to 16.25% for the period from 11.71% in FY22. The improvement is on account of increased
net interest margin (NIM) and decreased credit cost. The NIM has increased from 7.44% in FY22 to 8.12% in 9MFY23 on account
of increased yield on advances from 16.49% to 17.16%, during the period, while credit cost reduced from 1.40% in FY22 to
0.65% in 9MFY23. Furthermore, the company is estimated to register PAT of X180 crore for the year ended March 31, 2023.
Consequently, for 9MFY23, NIM improved to 8.12% (FY22: 7.44%) and the return on total assets (ROTA) improved to 2.48%
(FY22: 1.72%). The operating cost (Opex/Avg total assets), however, rose to 5.48% in 9MFY23 from 5.21% in FY22 due to
increase in operating expenses on account of funds deployed for expansion.

Sustenance of moderate asset quality: The asset quality in 9MFY23 remained in line with that of FY22, with Gross Stage 3
(GS3) and Net Stage (NS3) assets of 2.41% (FY22: 2.23%) and 1.95% (FY22: 1.75%), respectively. The restructured loan
portfolio stands at 170 crore (FY22: X260 crores) that is currently 2.13% of the AUM. The estimated GNPA for FY23 has improved
to 2.25% on account of recoveries during Q4FY23.

The current NPA levels may not be fully reflective of the asset quality due to limited seasoning of the overall loan portfolio.

Key weaknesses

Geographic concentration risk: The company’s operations exhibit geographical concentration with 54% of the AUM vested in
top three states Karnataka, Maharashtra, and Tamil Nadu, as of December 31, 2022. On similar lines, loan against property (LAP)
and home loans too are concentrated in Southern India. Business loans have major concentration in the state of Maharashtra,
Delhi, and Southern India. Nonetheless, the company has adequate monitoring in place to review performance of each geography
and manage and mitigate this risk in a timely manner. The same is evident from the actual loss history, which is close to nil in
these geographies.

Moderate portfolio seasoning: Fedfina has expanded into newer products and geographies over the years and is currently in
its growth phase with an AUM of X7,973 crore as on December 31, 2022, as against AUM of %6,187 crore as on March 31, 2022.
The new additions to the portfolio like medium-ticket LAP and small-ticket LAP have low seasoning with an average behavioural
tenure of around four years and eight years respectively. The operations in the small-ticket LAP and unsecured business loan
segments, are yet to see complete lifecycle, thus, portfolio seasoning remains a key monitorable.

High leverage: Due to the increase in operations and higher borrowing, gearing of the company has increased to 5.38x in
9MFY23 as against 4.48x in FY22 despite of healthy profitability and improvement in net worth. This has mainly happened due to
delay in additional equity infusion by the company. Earlier, the company had planned to raise additional equity to the tune of
%1,000 crore by way of IPO or fund raise from PE. It had also filed DRHP for IPO which was valid till May 13, 2023. However,
considering slowdown in capital market impacting the valuations, the company has temporarily postponed plan of equity infusion
and is raising funds by way of non-convertible debentures (NCDs) and subordinated debt.

To reduce the overall capital requirement, the company is planning to go for co-lending arrangement with banks for gold loan
and LAP and resorting to securitization of loans. Thus, by way of incremental co-lending, direct assignment, calibrated originations,
and potential equity raise at an appropriate time, the company plans to ensure that leverage is maintained below 6x in future.
CARE Ratings notes that increasing scale of operations while maintaining healthy gearing and timely equity infusion to support

2| CARE Ratings Ltd.



Press Release Cal'e

RATINGS

growth operations by the company will remain a key monitorable. Overall, CAR (%) is 18.69% for the period of 9MFY23 (FY22:
23.04%).

Liquidity: Adequate

The company’s cash, bank, and liquid investments amount to X812 crore as on March 31, 2023. This provides a liquidity cover of
54% for the debt repayments due for the next six months. Thus, the cash and cash equivalents along with contracted inflows
from loans and advances should enable the company to meet its debt obligations for the next one year. Additionally, the company
has undrawn credit lines to the extent of 1000 crore along with ability to raise capital due to parent support.

Applicable criteria

Policy on default recognition

Factoring Linkages Parent Sub JV Group
Financial Ratios - Financial Sector
Rating Outlook and Credit Watch
Non-Banking Financial Companies
Policy on Withdrawal of Ratings
Short-term instruments

About the company and industry

Industry classification
Macro-Economic Industry Basic Industry

Indicator
Financial Services Financial Services Finance Investment Company

Fedfina is a non-deposit accepting systemically important non-banking finance company (NBFC-ND-SI) and one of the five bank-
promoted NBFCs in India. Its parent, FBL, holds 73.22% stake in the company. Incorporated in 1995, Fedfina received the NBFC
license from the Reserve Bank of India (RBI) in August 2010, post which, it commenced the gold loan business. Subsequently,
Fedfina also ventured into LAP, wholesale, small-ticket LAP, housing, as well as the unsecured business and personal loan
segments.

Brief Financials (X crore) March 31, 2022 (A) December 31, 2022 (UA)
Total operating income 883.64 868.02

PAT 103.46 141.09

Total Assets 6,556 8609

Net NPA (%) 1.75 1.95

ROTA (%) 1.72 2.48

A: Audited UA: Unaudited; Note: ‘the above results are latest financial results available’

Status of non-cooperation with previous CRA: Not applicable
Any other information: Not applicable

Rating history for last three years: Please refer Annexure-2

Covenants of rated instrument / facility: Detailed explanation of covenants of the rated instruments/facilities is given in
Annexure-3

Complexity level of various instruments rated: Annexure-4
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Lender details: Annexure-5

Annexure-1: Details of instruments/facilities

Date of ST
Maturity Size of the Assigned
Name of the Issuance Coupon .
Instrument (DD-MM-  Rate(%) D2t (PD- fssue along with
MM-YYYY) (X crore) Rating
YYYY)

Outlook
Debentgres-Non- CARE AA;
Convertible INEOO7N07017 18-06-2020 9.00% 18-06-2023 187.50

Stable
Debentures
Debentures-Non-
Convertible CARE AA;
Debentures NA i i ) 12.50 Stable
(Proposed)
Debentures-Non-
Convertible CARE AA;
Debentures NA i i ) 200.00 Stable
(Proposed)
Debt-Subordinate CARE AA;
Debt (Proposed) NA i i i 350.00 Stable
LT/ST Fund-
based/non-fund- CARE AA;
based-EPC / PCFC / NA - - - 2100.62 Stable / CARE
FBP / FBD / WCDL / Al+
OD / BG/ SBLC
LT/ST Fund-
based/non-fund-

CARE AA;
based-EPC / PCFC / !
FBP / FBD / WCDL / NA 899.38 Stabl: 1/+CARE
OD / BG / SBLC
(Proposed)

*NA: Not applicable.
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Annexure-2: Rating history for the last three years

Current Ratings Rating History
Name of the Date(s) DELT ) Date(s) Date(s)
Instrument/Bank Amount aRm:. ;n:l_ aRn: and
Facilities Outstanding | Rating asasilgr?t(efl) asas;;sgl) a:s;;:é:) Rating(s)
(X crore) in2023- in2022- in2021- 2ssignedin
2020-2021
1)Withdrawn
(31-Mar-21)
2)CARE AA-;
1 Fund-based-Long LT i i i ) ) Stable
Term (31-Mar-21)
3)CARE AA-;
Negative
(29-Apr-20)
1)CARE AA-;
1)CARE Stable
Debentures-Non- CARE /%\,)A(EASiEbIe AA-; (31-Mar-21)
2 Convertible LT 200.00 AA; - (27’-Dec— Stable
Debentures Stable 22) (20-Jan- 2)CARE AA-;
22) Negative
(29-Apr-20)
LT/ST Fund- CARE /%\;)OEASiEbIe
based/non-fund- AA; / C:ARE
3 based-EPC / PCFC / | LT/ST* 3000.00 Stable/ | - Al+ - -
FBP / FBD / WCDL / CARE (27-Dec-
0D/ BG/ SBLC Al+ 22)
. CARE
4 ngE—Subordlnate LT 350.00 AA;
Stable
Debentures-Non- CARE
5 Convertible LT 200.00 AA;
Debentures Stable

*Long term/Short term.

Annexure-3: Detailed explanation of covenants of the rated instruments/facilities: Not applicable

Annexure-4: Complexity level of the various instruments rated

Sr. No. ‘ Name of the Instrument Complexity Level ‘

1 Debentures-Non-Convertible Simple
Debentures P

2 Debt-Subordinate Debt Complex
LT/ST Fund-based/non-fund-based-EPC

3 / PCFC/ FBP / FBD / WCDL / OD / BG / Simple
SBLC

Annexure-5: Lender details
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To view the lender wise details of bank facilities please click here

Note on the complexity levels of the rated instruments: CARE Ratings has classified instruments rated by it on the basis
of complexity. Investors/market intermediaries/regulators or others are welcome to write to care@careedge.in for any

clarifications.
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About us:

Established in 1993, CARE Ratings is one of the leading credit rating agencies in India. Registered under the Securities and
Exchange Board of India, it has been acknowledged as an External Credit Assessment Institution by the RBI. With an equitable
position in the Indian capital market, CARE Ratings provides a wide array of credit rating services that help corporates raise capital
and enable investors to make informed decisions. With an established track record of rating companies over almost three decades,
CARE Ratings follows a robust and transparent rating process that leverages its domain and analytical expertise, backed by the
methodologies congruent with the international best practices. CARE Ratings has played a pivotal role in developing bank debt
and capital market instruments, including commercial papers, corporate bonds and debentures, and structured credit.

Disclaimer:

The ratings issued by CARE Ratings are opinions on the likelihood of timely payment of the obligations under the rated instrument and are not recommendations to
sanction, renew, disburse, or recall the concerned bank facilities or to buy, sell, or hold any security. These ratings do not convey suitability or price for the investor.
The agency does not constitute an audit on the rated entity. CARE Ratings has based its ratings/outlook based on information obtained from reliable and credible
sources. CARE Ratings does not, however, guarantee the accuracy, adequacy, or completeness of any information and is not responsible for any errors or omissions
and the results obtained from the use of such information. Most entities whose bank facilities/instruments are rated by CARE Ratings have paid a credit rating fee,
based on the amount and type of bank facilities/instruments. CARE Ratings or its subsidiaries/associates may also be involved with other commercial transactions with
the entity. In case of partnership/proprietary concerns, the rating/outlook assigned by CARE Ratings is, inter-alia, based on the capital deployed by the
partners/proprietors and the current financial strength of the firm. The ratings/outlook may change in case of withdrawal of capital, or the unsecured loans brought
in by the partners/proprietors in addition to the financial performance and other relevant factors. CARE Ratings is not responsible for any errors and states that it has
no financial liability whatsoever to the users of the ratings of CARE Ratings. The ratings of CARE Ratings do not factor in any rating-related trigger clauses as per the
terms of the facilities/instruments, which may involve acceleration of payments in case of rating downgrades. However, if any such clauses are introduced and
triggered, the ratings may see volatility and sharp downgrades.

For the detailed Rationale Report and subscription information,
please visit www.careedge.in
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