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210.00
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(Rs. Two Hundred Ten Crore Only)

Details of instruments/facilities in Annexure-1

Detailed Rationale& Key Rating Drivers

The rating of Midland Microfin Limited (MML) continues to derive strength from the experience of the promoters and
management team, MML’s adequate track record, good loan origination, appraisal and portfolio management systems in
place and company’s ability to maintain good asset quality profile. The company has been able to ensure high collection
efficiency post demonetization resulting in limited impact on asset quality. However, the rating is constrained by the small
scale of operations, moderate earnings, increasing gearing levels, high geographical concentration of operations and
inherent socio-political, regulatory and operational risks in micro finance business.

The ability of MML to grow its portfolio and improve profitability, while maintaining a good asset quality, diversifying its
operations geographically and improve its overall gearing would be the key rating sensitivities.

Detailed description of the key rating drivers

Key Rating Strengths

Experienced promoters and management team

The promoters of MML belong to the Midland group of Punjab engaged into asset finance and banking business. The
management of MML is headed by Mr Amardeep Samra, Managing Director, who has an experience of over 19 years in
the field of finance, hire-purchase, leasing, commercial real estate development and management of Agri based co-
operative societies. He is assisted by Mr Vijay Kumar Bhandari, Chairman of the Board of MML with over 34 years of
experience in the banking industry and Mr Dinesh Gupta, who has over two decades of experience as a corporate advisor
and investment consultant. MML has created separate departments with clearly demarcated roles and responsibilities for
handling different functions. MML has formed different board committees for technically review and formulation of
policies and procedure for the working of the MFI including audit committee, risk management committee, board
management committee, and head office executive committee.

Strong loan origination, appraisal & portfolio management systems in place

MML has strong internal controls and procedures from group formation, loan appraisal and sanction to disbursement,
loan utilization checks and collection with checks at multiple levels to ensure transparency of operations. MML also has a
separate internal audit team conducting audit of the centre meetings, branches and head office at regular intervals. The
MIS helps in monitoring disbursements, collection and cash reconciliation on a daily basis along with maintaining security
of data and faster access to reports for day-to-day monitoring. MML has strengthened its IT infrastructure and software
by migrating to a more flexible and structured software e-Fimo which is a complete ERP based Core Micro finance
solution with automated functionalities.

Comfortable capital adequacy albeit increasing gearing levels

MML’s capital adequacy ratio (CAR) and Tier-l CAR stood at 25.52% and 15.22% respectively as on Sept 30, 2017. MML
has raised preference share capital of Rs. 25.50 crore (including Rs. 12.75 crore share premium) on Oct 11, 2017 which is
likely to improve capital adequacy ratios further. Large part of these preference shares (around 80%) were longer tenure
maturity (7-10 years). The overall gearing levels (excluding preference capital from debt as well as equity) increased to

'Complete definition of the ratings assigned are available at www.careratings.com and other CARE publications
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6.21x as on Sept 30, 2017 as against 4.64x as on March 31, 2017 (P.Y. 4.21x). The ability of the company to raise equity
capital and reduce its overall gearing going forward would be crucial for its credit profile.

Good asset quality

MML has been able to maintain good asset quality since 2011 when it started its operations. MML’s asset quality is
supported by rigorous supervision by operations team and regular checks and controls of finance and internal audit
department. GNPA and NNPA stood at 2.10% and 0.20% respectively as on September 30, 2017. The overall collection
efficiency since demonetization (Nov 2016-Nov 2017) has been 97%. However, the company’s ability to maintain asset
quality with further increase in scale of operations as it expands to new geographies is yet to be seen.

Key Rating Weaknesses

Moderation in earnings profile during H1FY18 due to impact on operations post demonetization

MML'’s total income had grown by 52% to Rs. Rs. 46.62 crore during FY17 on the back of disbursements upto October
2016 (prior to demonetization). However, de-growth of portfolio since demonetization has meant moderation in interest
income earned and decline in Net Interest Margin during FY17 and H1FY18 to 9.04% and 4.47% respectively from 10.79%
during FY16. Also, MML has had to provide for higher operating expenses due to deployment of staff towards recovery
operations as against disbursements. Consequently, the operating cost ratio (OCR) increased to 12.90% for FY17 due to
higher incidence of fixed costs (administrative and employee expenses) over a reduced asset base as at the end of FY17.
The operational costs have been high during H1FY18 due to setting up of new regional offices (Chandigarh, Jaipur,
Varanasi, Patna) and expansion of branch network in the new geographies (Bihar and Western UP) that MML is planning
to enter. The operational costs of MML have also traditionally remained high due to emphasis on strict controls and
practices which include supervision of operations at branch, cluster and headquarters level. With improving economies of
scale, the operating expenses had been consistently declining since FY14 as reflected by operating cost ratio (OCR) which
declined from 11.18% during FY14 to 7.12% during FY16. MML has also provided for higher contingent provision on
standard assets of Rs. 1.66 crore during H1FY18 as against provision of Rs. 0.76 crore during FY17. Consequently, MML
has reported net loss Rs. 2.08 on income of 21.33 crore for H1FY18 as against PAT of Rs. 4.31 crore for FY17. As the
company expands its portfolio size in H2FY18 and consequently its NIMs and level of operating expenses improve, its
profitability is likely to improve in H2, FY18.

Geographical concentration of portfolio base; concentration declining to some extent and likely to decline further

MML was operating in 80 districts across 3 states (viz. Punjab, Rajasthan and Haryana) as on Sept 30, 2017. The company
being a Punjab based player has major portfolio concentrated in Punjab. However, the expansion and new branches being
opened in Haryana and Rajasthan the concentration of portfolio of MML in Punjab has reduced to 62% as on Sept 30,
2017 as against 72% as on March 31, 2017. The Top State concentration/Net Worth however has increased to 431% as on
Sept 30, 2017 (as against 208% as on March 31, 2017 and 363% as on March 31, 2016). As the company expands its
presence to two more states (Bihar and Western UP) in current fiscal, its portfolio concentration is likely decline further.

Industry Prospects

On account of various events post demonetization, collection efficiency of the MPFIs/newly converted SFBs has
deteriorated. This has impacted the asset quality of the MFIs/SFBs leading to increase in credit costs. It is expected that
the loss on account of this event is likely to be in the range of 5-10% of the total loan portfolio for the sector.

Given the current situation and any further deterioration in the situation from hereon, the profitability of the MFIs/SFBs
are expected to take a severe hit in FY18 on account of higher provisioning costs. Overall FY18 is expected to be a
challenging year for the sector with growth expected to moderate on the back of demonetization as the MFIs/SFBs will
primarily concentrate on overhaul of entire operations to minimize future losses. The portfolio growth for the sector is
expected to be around 25 to 30% y-o-yin FY18 as compared to 50-60% y-o-y growth achieved in the past few years.
However given the market potential, the sector is likely to continue its high growth post normalization of situation with
MFIs continuing to attract funds and improving operational efficiencies to maintain profitability.

The credit view will continue to factor in risks associated with unsecured lending, socio-political intervention, geographic
concentration and operational risks related to cash based transaction.

Analytical approach: Standalone

2 | CARE Ratings Limited



& Ratin gs
Professsanal Rk Opinson

Press Release

Applicable Criteria

Criteria on assigning Outlook to Credit Ratings

CARE’s Policy on Default Recognition

Rating Methodology for Non-Banking Financial Companies

Financial Sector Ratios

About the Company

Midland Microfin Ltd (MML) was originally incorporated as ‘Sajan Hire Purchase Pvt Ltd (SHPPL)’ on May 28, 1988. SHPPL
was engaged in hire purchase business. In June 2010, the Midland group of Punjab promoted by Mr. Amardeep Samra
and family acquired SHPPL with the aim of venturing into the microfinance business and the name of the company was
changed to MML in January 2011. The hire purchase business was also discontinued at the same time. MML is registered
with RBI as a NBFC-MFI (Non-Banking Financial Company-Microfinance Institute) since January 2015.

MML is currently operating in three states (i.e. Punjab, Rajasthan and Haryana). The operations are managed through a
network of 580 branches with total of 1,33,481 JLG individual active borrowers and loan portfolio of Rs. 203.09 crore as
on Sept 30, 2017.

Brief Financials (Rs. crore) FY16 (A) FY17 (A)
Total operating income 30.69 40.62
PAT 3.71 4.31
Interest coverage (times) 1.41 1.27
Total Assets 178.04 230.74
Net NPA (%) Nil Nil
ROTA (%) 2.85 2.11

A: Audited

Status of non-cooperation with previous CRA: Brickworks Ratings vide its Press Release dated December 31, 2016 has
stated its inability to review the rating in the absence of information from the company to review the ratings.

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: Gaurav Dixit

Tel: 011-45333235
Mobile: 9717070079
Email: gaurav.dixit@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.
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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.
Annexure-1: Details of Instruments/Facilities

Name of the Date of Coupon Maturity Size of the Issue | Rating assigned
Instrument Issuance Rate Date (Rs. crore) along with Rating
Outlook
Fund-based - LT- - - Dec-2020 210.00 CARE BBB; Stable
ITerm Loan
Annexure-2: Rating History of last three years
Sr. Name of the Current Ratings Rating history
No. Instrument/Bank Type Amount Rating | Date(s) & | Date(s) & | Date(s) & | Date(s) &
Facilities Outstanding Rating(s) Rating(s) Rating(s) Rating(s)
(Rs. crore) assigned in | assigned in | assigned in | assigned in
2017-2018 | 2016-2017 | 2015-2016 | 2014-2015
1. Debentures-Non LT 25.00 CARE 1)CARE BBB; [1)CARE BBB |1)CARE BBB- [1)CARE BBB-
Convertible Debentures BBB; Stable (15-Jul-16) |(31-Jul-15) |(30-Apr-14)
Stable  |(05-Sep-17)
2. |[Fund-based - LT-Term LT 210.00 CARE 1)CARE BBB; [1)CARE BBB |1)CARE BBB- -
Loan BBB; Stable (15-Jul-16)  |(31-Jul-15)
Stable |(05-Sep-17)
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CARE Ratings Limited

(Formerly known as Credit Analysis & Research Ltd.)
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. V Pradeep Kumar

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

Cell: +91 98407 54521

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

Email: pradeep.kumar@careratings.com

CHANDIGARH

Mr. Anand Jha

SCF No. 54-55,

First Floor, Phase 11,

Sector 65, Mohali - 160062
Chandigarh

Cell: +91 85111-53511/99251-42264
Tel: +91-0172-490-4000/01

Email: anand.jha@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: +91 — 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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