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Total Facilities

Detailed Rationale & Key Rating Drivers

The rating assigned to the long-term bank facilities of Madura Micro Finance Limited (MMFL) primarily factors in
experienced promoters and management team, good asset quality & profitability indicators and comfortable
capitalization levels. The rating also takes note of adequate loan appraisal, MIS and risk management systems. However,
the rating is constrained by geographical concentration of loan portfolio and regulatory & political risks inherent in the
microfinance industry.

Going forward, the ability of the company to grow its portfolio while sustaining good asset quality, profitability and
geographically diversify its loan portfolio will form the key rating sensitivities. Any change in the regulatory environment
is also a key rating sensitivity.

Detailed description of the key rating drivers

Key Rating Strengths

Experienced promoter and management team

Madura Micro Finance Limited (MMFL) was founded by Dr K. M. Thiagarajan, who was the former Chairman and CEO of
Bank of Madura. Now, the company is headed by Dr Tara Thiagarajan, who is the Chairman and Managing Director. She is
a neuro scientist and has a total experience of 22 years with 10 years in the MFI sector. The board of MMFL comprises
three Independent Directors and 5 directors with extensive experience in banking and microfinance operations. The
company has strengthened the senior management team by recruiting experienced professionals to look after various
departments like Credit, Risk & Legal, People excellence, Business Development, etc. The microfinance operations is
headed by Mr M. Narayanan, President and CFO, who has about 25 years of experience in banking & financial services
and 10 years in microfinance industry.

Adequate loan appraisal and collection system

MMFL operates under the SHG lending model in which the group undergoes training programs in various activities. The
group also undergoes Basic Awareness Training (BAT) regarding loan process, product details, group formation and group
liability. MMFL’s Member Welfare Associates (MWAs) and Member Relationship Associates (MRAs) who are the field
officers, are provided with tabs and they complete the loan application process and submit the documentation to the
branch/cluster manager along with KYC details. The Branch/cluster manager then meets the group in the center meeting
to assess its integrity and repayment capacity. All the relevant documents including KYC, each group member details are
sent to the Head Office. The credit bureau (Equifax and High Mark) check is done at the HO. After verifying all the details,
loan is sanctioned by GM-Credit at HO. Loans are disbursed to individual bank accounts through cheque/NEFT. Every
borrower is given with the repayment schedule indicating the due dates and the passbook for the loan account. The
portfolio is monitored on an on-going basis by post disbursement verification of assets created out of loan amount. The
repayment happens on monthly basis in the branches by the group members. At the end of each day, the collected
amount is deposited into the designated bank branch and updated in the system. This facilitates in generation of the
reports the same day and assists in reconciliation process as well.

Risk management systems & MIS
The risk and legal team handles four functions, namely, Collections, Internal audit, Risk management and Legal. The
internal audit team visits the branches every quarter. The company has appointed KPMG so as to standardize the internal

1Complet‘e definition of the ratings assigned are available at www.careratings.com and other CARE publications
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audit process. The collections are monitored by a 6-member collection team assisted by 55 credit risk associates (CRAs).
At present, the company uses in-house software ‘Sakthi Sangamam’ for loan origination and processing, member
acquisition, group formation and collections. The branches can access data from HO through web. System generated
reports containing demand and collection reports, pending payments reports, etc., will be sent to all the branches on a
daily basis. The system would be able to generate various reports like PAR report, disbursement report, cash status, audit
report etc. MMFL is in the process of migrating to ‘Oracle Finance’ software. The migration to new software is expected
to be completed in 9 months.

Good Asset quality

MMFL have maintained healthy asset quality primarily on account of better collection efficiency. The collection efficiency
has been consistently strong and maintained above 99% in the past three years. Gross NPA and Net NPA stood at 0.23%
and 0.12% as on March 31, 2016, as against 0.18% and 0.10%, respectively, as on March 31, 2015. As on December 31,
2016, GNPA and NNPA stood at 0.17% and 0.08%. Net NPA to Networth stood comfortable at 0.59% as on March 31,
2016, and 0.38% as on December 31, 2016. As on February 28, 2017, 1+ DPD and 30+ DPD stood at 3.75% and 1.73% as
against 1.19% and 0.57%, respectively, as on March 31, 2016.

Comfortable capitalization levels

The company has maintained comfortable capital adequacy levels over the years. CAR and Tier 1 CAR stood comfortable
at 20.12% and 19.15% as on March 31, 2016, as compared with 23.57% and 22.63% as on March 31, 2015. In September
2016, AVT & Co Ltd. has infused fresh equity of Rs.40 crore into the company. Subsequently, CAR and Tier 1 CAR has
improved to 22.35% and 21.38% as on December 31, 2016. Overall gearing stood at 4.55x times as on March 31, 2016, as
against 3.67x times as on March 31, 2015. On account of fresh equity infusion in September 2016, Overall gearing has
improved to 3.73x times as on December 31, 2016.

Growing scale of operations and good profitability levels

After the demise of founding member, MMFL has witnessed slower growth. Later, Dr. Thara Thiagrajan has taken charge
and with increased focus on MFI business, MMFL has witnessed continuous growth in the scale of operations over the last
three years thus increasing its outreach. Over the last three years, the loan portfolio has grown at a CAGR of around 51%
from Rs.230 crore as on March 31, 2014 to Rs.524 crore as on March 31, 2016 backed by growth in disbursements during
the same period. The disbursements increased from Rs.223 crore in FY14 (refers to the period April 1 to March 31) to
Rs.554 crore in FY16 thus registering a CAGR of around 57%. With the growth in the loan portfolio, interest income on
loan portfolio had grown at the CAGR of around 52% from Rs.46 crore in FY14 to Rs.106 crore in FY16. NIM has marginally
decreased from 11.97% in FY15 to 11.21% in FY16 due to increase in interest expenses. Operating expenses to average
total assets has increased from 5.86% in FY15 to 6.20% in FY16 due to increase in employee costs. ROTA also marginally
declined from 4.32% in FY15 to 3.78% in FY16.

Key Rating Weaknesses

Resource profile

MMFL's funding profile has improved from FY15 where its major source of funding is term loans from banks and financial
institutions which constituted 100% of the total borrowings. However, in FY16, the company has issued NCDs amounting
to Rs.76.60 crore. As a result, contribution from banks and FIs dropped to 83% and NCDs accounted for 16% as on March
31, 2016. Within banks, MMFL enjoys limit from 20 banks.

Geographically concentrated loan portfolio

As on March 31, 2016, MMFL operated with 246 branches in 44 districts across 4 states as against 223 branches in 37
districts across 3 states as on March 31, 2015. The total branches have increased from 246 in FY16 to 261 in 9mFY17. The
company is operating in 4 states namely TN, Karnataka, Maharashtra and Kerala. The portfolio is geographically
concentrated with TN accounting for 85% share followed by Maharashtra (8%), Karnataka (5%) and Kerala (2%) as on
December 31, 2016. Although strong presence in a particular region helps the company to understand the dynamics of
the particular region, it is exposed to geographical concentration risk.

Analytical approach:
Standalone

Applicable Criteria

Criteria on assigning Outlook to Credit Ratings

CARE’s Policy on Default Recognition

Financial Ratios-Financial Sector

CARE'S Rating Methodology for Non Banking Finance Companies (NBFCs)
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About the Company

Madura Micro Finance Limited (MMFL) is a Non-Banking Finance Company (NBFC) established in September 2005 and
started operations in early 2006. The company got converted to NBFC-MFI in December 2013. The lending model has its
origins at the former Bank of Madura where beginning in 1995, the late Dr K. M. Thiagarajan who was the Chairman and
CEO, experimented with a new model of SHG (Self Help Group) training and lending as a means to create a sustainable
profit-based model of rural lending. In the year 2001, Bank of Madura merged with ICICI Bank. Subsequently, Dr K. M.
Thiagarajan started rural lending through Micro Credit Foundation of India in 2003 and later started MMFL in 2005. Dr
Tara Thiagarajan is the Chairman and Managing Director of the company. As on December 31, 2016, promoters hold 46%
stake and the remaining is held by Elevar Unitus Corporation (Private Equity Investor) (13%), AVT & Co Ltd (13%), Midland
Rubber & Produce Company Limited (13%), Employees Welfare Trust (7%) and others (8%). As on December 31, 2016, the
company is operating with 261 branches in 45 districts across 4 states with AUM of Rs.775 crore.

MMFL is engaged in the activity of extending loans to economically backward women through Women Self Help Groups
for income generation purposes. The main objective of the company is to assist the poor women for their upliftment,
promoting entrepreneurship and providing micro credit/finance in different loan cycles at reasonable rates of interest.

During FY16 (refers to the period April 01 to March 31), the company reported PAT of Rs.19.2 crore on a total income of
Rs.118.8 crore.

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

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

Note on complexity levels of the rated instrument: CARE has classified instruments rated by it on the basis of complexity. This
classification is available at www.careratings.com. Investors/market intermediaries/regulators or others are welcome to write to
care@careratings.com for any clarifications.

Analyst Contact:

Name: Mr P Sudhakar

Tel: 044-2849 7812

Mobile: 9442228580

Email: p.sudhakar@careratings.com

**For detailed Rationale Report and subscription information, please contact us at www.careratings.com

About CARE Ratings:

CARE Ratings commenced operations in April 1993 and over two decades, it has established itself as one of the leading credit rating
agencies in India. CARE is registered with the Securities and Exchange Board of India (SEBI) and also recognized as an External Credit
Assessment Institution (ECAI) by the Reserve Bank of India (RBI). CARE Ratings is proud of its rightful place in the Indian capital market
built around investor confidence. CARE Ratings provides the entire spectrum of credit rating that helps the corporates to raise capital
for their various requirements and assists the investors to form an informed investment decision based on the credit risk and their own
risk-return expectations. Our rating and grading service offerings leverage our domain and analytical expertise backed by the
methodologies congruent with the international best practices.

Disclaimer

CARE’s ratings are opinions on credit quality and are not recommendations to sanction, renew, disburse or recall the concerned bank
facilities or to buy, sell or hold any security. CARE has based its ratings/outlooks on information obtained from sources believed by it to
be accurate and reliable. CARE does not, however, guarantee the accuracy, adequacy or completeness of any information and is not
responsible for any errors or omissions or for the results obtained from the use of such information. Most entities whose bank
facilities/instruments are rated by CARE have paid a credit rating fee, based on the amount and type of bank facilities/instruments.

In case of partnership/proprietary concerns, the rating /outlook assigned by CARE is based on the capital deployed by the
partners/proprietor and the financial strength of the firm at present. The rating/outlook may undergo change in case of withdrawal of
capital or the unsecured loans brought in by the partners/proprietor in addition to the financial performance and other relevant
factors.
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Annexure-1: Details of Instruments/Facilities

Name of the Date of Coupon Maturity Size of the | Rating .a smgngd
Issue along with Rating
Instrument Issuance Rate Date
(Rs. crore) Outlook
Fund-based - LT-Term i ) December 2019 100.00 CARE BBB+; Stable
Loan
Annexure-2: Rating History of last three years
Current Ratings Rating history
Name of the Type Rating | Date(s) & | Date(s) & | Date(s) & | Date(s) &
Sr. Amount . . . .
Instrument/Bank . Rating(s) Rating(s) Rating(s) Rating(s)
No. - Outstanding . . . . . . . .
Facilities (Rs. crore) assigned in | assigned in | assigned in | assigned in
’ 2017-2018 | 2016-2017 | 2015-2016 | 2014-2015
CARE
1 Fund-based - LT-Term T 100.00 BBB+: i i i i
Loan
Stable
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Mr. Saikat Roy
Cell: + 91 98209 98779
E-mail: saikat.roy@-careratings.com

CREDIT ANALYSIS & RESEARCH LIMITED
Corporate Office: 4th Floor, Godrej Coliseum, Somaiya Hospital Road, Off Eastern Express Highway, Sion (East), Mumbai - 400 022
Tel: +91-22-6754 3456 | Fax: +91-22-6754 3457 | E-mail: care@careratings.com

AHMEDABAD

Mr. Deepak Prajapati

32, Titanium, Prahaladnagar Corporate Road,
Satellite, Ahmedabad - 380 015

Cell: +91-9099028864

Tel: +91-79-4026 5656

E-mail: deepak.prajapati@careratings.com

BENGALURU

Mr. Deepak Prajapati

Unit No. 1101-1102, 11th Floor, Prestige Meridian II,
No. 30, M.G. Road, Bangalore - 560 001.

Cell: +91-9099028864

Tel: +91-80-4115 0445, 4165 4529

E-mail: deepak.prajapati@careratings.com

CHANDIGARH

Mr. Sajan Goyal

SCF No. 54-55,

First Floor, Phase 11,

Sector 65, Mohali - 160062
Chandigarh

Cell: +91 99888 05650

Tel: +91-172-5171 100 / 09

Email: sajan.goyal@careratings.com

CHENNAI

Mr. V Pradeep Kumar

Unit No. 0-509/C, Spencer Plaza, 5th Floor,
No. 769, Anna Salai, Chennai - 600 002.
Cell: 491 98407 54521

Tel: +91-44-2849 7812 / 0811

Email: pradeep.kumar@careratings.com

COIMBATORE
Mr. V Pradeep Kumar
T-3, 3rd Floor, Manchester Square

Puliakulam Road, Coimbatore - 641 037.
Tel: +91-422-4332399 / 4502399
Email: pradeep.kumar@careratings.com

HYDERABAD

Mr. Ramesh Bob

401, Ashoka Scintilla, 3-6-502, Himayat Nagar,
Hyderabad - 500 029.

Cell : +91 90520 00521

Tel: +91-40-4010 2030

E-mail: ramesh.bob@careratings.com

JAIPUR

Mr. Nikhil Soni

304, Pashupati Akshat Heights, Plot No. D-91,
Madho Singh Road, Near Collectorate Circle,
Bani Park, Jaipur - 302 016.

Cell: 491 — 95490 33222

Tel: +91-141-402 0213 / 14

E-mail: nikhil.soni@careratings.com

KOLKATA

Ms. Priti Agarwal

3rd Floor, Prasad Chambers, (Shagun Mall Bldg.)
10A, Shakespeare Sarani, Kolkata - 700 071.
Cell: +91-98319 67110

Tel: +91-33- 4018 1600

E-mail: priti.agarwal @careratings.com

NEW DELHI

Ms. Swati Agrawal

13th Floor, E-1 Block, Videocon Tower,
Jhandewalan Extension, New Delhi - 110 055.
Cell: +91-98117 45677

Tel: +91-11-4533 3200

E-mail: swati.agrawal@careratings.com

PUNE

Mr.Pratim Banerjee

9th Floor, Pride Kumar Senate,

Plot No. 970, Bhamburda, Senapati Bapat Road,
Shivaji Nagar, Pune - 411 015.

Cell: +91-98361 07331

Tel: +91-20- 4000 9000

E-mail: pratim.banerjee@careratings.com
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