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India Ratings and Research (Ind-Ra) has assigned Virutcham Microfinance Limited’s (VML) ‘IND BB+’ with a Stable Outlook. The
detailed rating action is as follows:

Instrument Type Date of Issuance Coupon Rate Maturity Date Size of Issue (million) Rating/Outlook Rating Action

Bank loans - - - INR300 IND BB+/Stable Assigned

KEY RATING DRIVERS

VML’s rating reflects its small scale of operations and high geographic concentration. The company’s loan book fell to INR500.4 million at end-9MFY21 (FY20:
INR608.2 million; FY19: INR516.7 million) due to COVID-19 led lack of disbursements. The company loan book is skewed towards Tamil Nadu (accounted for
80% of its asset under management (AUM) at end-9MFY21), followed by Kerala (15%) and the rest by Puducherry (5%), exposing it to high geographical
concentration risk. However, the management has informed the agency that it is looking to expand in neighbouring southern states. The agency believes that
contiguous expansion is better, as non-contiguous expansion may present operational and control related challenges.

The rating, however, is supported by VML’s diversified funding profile, as the company had equally sourced its  loans from non-banking finance companies
(NBFCs) as well as banks at end-9MFY21, demonstrating the company’s funding flexibility. While the company’s cost of funds was high at around 14.5% at end-
9MFY21, the agency notes that the company is able to raise incremental funds at 8%-10%, which would contribute to a further rise in the profitability. The
company has also been able to renew or raise its majority funding lines on a continual basis and source funding from existing as well as new lenders.

The rating is also supported by VML’s adequate capitalisation level, as the entity received an equity capital of INR80 million from various investors over FY19-
FY20. The same helped VML in maintaining a comfortable capital adequacy ratio of 23.8% at end-9MFY21 (FY20: 32.8%) and Tier-I capital at 20.9% (25.5%).
Resultantly, the company’s moderate leverage (debt/equity) stood at 2.6x at end-9MFY21(FY20: 3.06x, FY19: 4.62x; FY18: 4.27x). Its equity-to-assets ratio stood at
27% at end-9MFY21 (FY20: 24.1%) and equity-to-AUM was 32.4% (FY20: 26.4%). The agency believes the current capital level is adequate, given the funding
situation and the company’s plans to log over 100% growth rate for FY22 maintaining balance sheet leverage at 5x.

Liquidity Indicator – Adequate:  At end-9MFY21, the company maintained a cumulative surplus of around 15% of its total assets even after stressing the inflows in
up to one-year bucket. The company also had INR50 million of unutilised bank lines at January 2020. At end-9MFY21, VML had INR33.4 million of cash on
balance sheet (5% of total average assets; all of which are unencumbered). Considering the company’s unsecured nature of lending and high geographic
concentration risk, the agency views the company’s maintaining adequate liquidity buffers to be very crucial.

The rating also factors in VML’s stable asset quality as  gross non-performing assets stood at 0.3% at end-9MFY21 (FY20: 0.2%; FY19: 0.1%), which is similar to
that of its peer entities with comparable portfolio size in the microfinance segment. The company’s profitability was moderate with return on average assets at
2.76% at end-1HFY21 (FY20: 1.88%).. However, the agency believes a rise in the company’s credit costs owing to delinquent loans could exert pressure on
profitability. 

RATING SENSITIVITIES

Positive: A positive rating action could result from the company’s ability to raise significant capital, expand and diversify the franchise, scale-up operations while
maintaining stable asset quality levels, modest funding diversification and adequate short-term liquidity.
 

Negative: Deterioration in the profitability and capital impairment, arising from deterioration in asset quality (gross non-performing assets rising over 5%), an
inability to secure planned equity infusions or adequate funding and refinance from financial institutions, the leverage exceeding 5x, and the inability to maintain
adequate capital buffers could result in a negative rating action.

COMPANY PROFILE
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VML was incorporated as a NBFC on 8 July 2008 and converted into NBFC-Microfinance Industry on 6 June 2014. VML started its microfinance operations in
November 2008. The company is primarily engaged in providing micro finance services to women in the rural areas of India who are enrolled as members and
organised as joint liability groups.
 
FINANCIAL SUMMARY

Particulars (INR million) 1HFY21 FY20

Total assets 628.1 667.5

Total equity 169.7 160.7

Net income 9.0 12.2

Return-on-average assets  (%) 2.76 1.88

Return-on-average equity  (%) 10.84 8.99

Equity/Asset (%) 27.0 24.1

Source: VML; Ind-Ra

COMPLEXITY LEVEL OF INSTRUMENTS

For details on the complexity level of the instruments, please visit https://www.indiaratings.co.in/complexity-indicators.

SOLICITATION DISCLOSURES

Additional information is available at www.indiaratings.co.in. The ratings above were solicited by, or on behalf of, the issuer, and therefore, India Ratings has
been compensated for the provision of the ratings. 

Ratings are not a recommendation or suggestion, directly or indirectly, to you or any other person, to buy, sell, make or hold any investment, loan or security or to
undertake any investment strategy with respect to any investment, loan or security or any issuer.

ABOUT INDIA RATINGS AND RESEARCH

About India Ratings and Research: India Ratings and Research (Ind-Ra) is India's most respected credit rating agency committed to providing India's credit
markets accurate, timely and prospective credit opinions. Built on a foundation of independent thinking, rigorous analytics, and an open and balanced approach
towards credit research, Ind-Ra has grown rapidly during the past decade, gaining significant market presence in India's fixed income market. 

Ind-Ra currently maintains coverage of corporate issuers, financial institutions (including banks and insurance companies), finance and leasing companies,
managed funds, urban local bodies and project finance companies. 

Headquartered in Mumbai, Ind-Ra has seven branch offices located in Ahmedabad, Bengaluru, Chennai, Delhi, Hyderabad, Kolkata and Pune. Ind-Ra is
recognised by the Securities and Exchange Board of India, the Reserve Bank of India and National Housing Bank. 

India Ratings is a 100% owned subsidiary of the Fitch Group.

For more information, visit www.indiaratings.co.in.

DISCLAIMER

ALL CREDIT RATINGS ASSIGNED BY INDIA RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS://WWW.INDIARATINGS.CO.IN/RATING-DEFINITIONS. IN ADDITION, RATING DEFINITIONS AND THE TERMS
OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE WWW.INDIARATINGS.CO.IN. PUBLISHED RATINGS, CRITERIA, AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. INDIA RATINGS’ CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST,
AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT
SECTION OF THIS SITE.
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