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OUTLOOK: STABLE

NBFC-MFIs’ AUM expected to grow by
22-25% in FY2023 driven by buoyant
demand and expected increase in
average ticket sizes

With expected recovery in
delinquencies, credit cost expected to
decline in FY2023, though it would
remain above the pre-Covid level

Adequate capital and liquidity support
entity-level risk profiles

Non-banking financial companies - microfinance institutions (NBFC-MFIs) reported a healthy rebound in the growth in the assets under
management (AUM) in H2 FY2022. With the pickup in economic activity and growth in disbursements in H2 FY2022, NBFC-MFIs registered
an overall growth of 25% in their AUM in FY2022 with the AUM crossing Rs. 1,00,000 crore as on March 31, 2022. However, with
disbursements slowing down, NBFC-MFIs saw a decline in the annualised growth rate of the AUM to 8% in Q1 FY2023 as the industry was
busy implementing the revised regulatory framework. Nevertheless, given the buoyant demand and the expected increase in the average
ticket size, the growth in the industry’s AUM in the remaining quarters is expected to improve significantly. ICRA estimates full year
growth of 22-25% in FY2023. Microfinance-focused small finance banks (SFBs) also witnessed a similar growth trajectory and are expected
to grow at a healthy pace, going forward as well. This is expected to keep the combined on-book portfolio growth of NBFC-MFIs and SFBs
at a similar range of 22-25% in FY2023.

= 90+ dpd to improve in FY2023: The gradual improvement in collections helped the industry register an improvement in delinquencies
in H2 FY2022 followed by a further recovery in Q1 FY2023. The 90+ days past due (dpd) of 5.7% as on March 31, 2022 was higher than
ICRA’s estimate of 5% as slippages from the restructured book remained high. However, with further write-offs and recoveries, the 90+
dpd improved to around 5% by June 30, 2022. For FY2023, ICRA expects a significant decline in delinquencies driven by some recoveries
and write-offs by the entities and retains its estimate of 90+ dpd at around 2% by March 31, 2023.

= Healthy on-balance sheet liquidity and capitalisation profile: On-book liquidity, as a percentage of the AUM, stood at around 18% as
on March 31, 2022 for the ICRA sample? of NBFC-MFIs compared to around 20% as on March 31, 2021 (15% as on March 31, 2020). In
addition, the NBFC-MFIs (ICRA sample) enjoyed an adequate capitalisation profile with a managed gearing {(on-book borrowings + off-
book)/net worth} of 4.2 times as on March 31, 2022. Going forward, ICRA expects the leverage to remain adequate.

=  Stable outlook on NBFC-MFIs: ICRA carries a Stable outlook for the microfinance industry, driven by the expected healthy growth in the
AUM and the improvement in the profitability. The Reserve Bank of India’s (RBI) revised regulations have given more flexibility to NBFC-
MFIs for fixing the lending rates, which is expected to provide upside to the profitability going forward.

1 ICRA sample comprises 26 NBFC-MFIs accounting for around 80% of the industry AUM as on March 31, 2022
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Credit Costs

Funding and Liquidity

of MFIs & SFBs

Profitability (RoMA)
MFIs + SFBs

Given the buoyant demand and the expected increase in the average ticket size, the growth in the industry’s AUM in the
remaining quarters of FY2023 is expected to improve significantly. ICRA estimates full year growth of 22-25% in FY2023.
SFBs are also expected to grow at a healthy pace and the overall growth in the AUM of MFls + SFBs is expected to be in a
similar range of 22-25% in FY2023.

22-25% in FY2023

With the expected recovery in delinquencies, the credit cost is expected to decline in FY2023, though it would remain
above the pre-Covid level.

The outstanding restructured portfolio of NBFC-MFIs (ICRA sample) improved to 7.7% of AUM as on March 31, 2022 from
10.7% of AUM as on September 30, 2021. ICRA expects a further decline in the same in FY2023, driven by amortisation
and slippages.

. Liquidity is expected to remain comfortable for most entities.
Debt — Rs. 40,000 crore in

=T The combined funding requirement in FY2023 to support growth, apart from refinancing existing/maturing lines, stands

at around Rs. 40,000 crore for MFIs and SFBs.

With the improvement in margins and the reduction in credit costs, the profitability is expected to improve in FY2023,
1.5-1.7% in FY2023 though it would remain below the pre-Covid level (FY2020).

The combined profitability of NBFC-MFIs and SFBs is expected to be 1.5-1.7% in FY2023 with SFBs reporting a lower return

on managed assets (RoOMA) at 1.1-1.3% than that of MFIs at 1.9-2.1%.

Moderate capital requirement is expected to meet the envisaged growth over FY2023-FY2025.
Comfortable Large MFIs are expected to be comfortably placed with respect to the leverage profile.
The combined equity capital requirement is estimated at Rs. 6,500-7,000 crore for MFls and SFBs during FY2023-2025.
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=  The industry (NBFC-MFIs) witnessed a revival in disbursements in H2 FY2022, especially in Q4 FY2022, after a lull in H1 FY2022. With the pickup in economic activity and the growth in
disbursements in H2 FY2022, the industry registered an overall growth of 25% in its AUM in FY2022 with the AUM crossing Rs. 1,00,000 crore as on March 31, 2022.

= The disbursements in the first quarter of a fiscal are usually lower and were impacted in the current fiscal (FY2023) as well because the industry was busy implementing the revised
regulatory framework. NBFC-MFIs reported an annualised growth of 8% in their AUM in Q1 FY2023. Nevertheless, given the buoyant demand and the expected increase in the average
ticket size, the growth in the industry’s AUM in the remaining quarters is expected to improve significantly. ICRA estimates full year growth of 22-25% for FY2023.

= Asnormalcy returned in Q2 FY2022 with the fall in Covid-19 infection rates and the improvement in the collection efficiency (CE), the softer bucket delinquencies of the sector improved.
Further, entities restructured the affected exposures, which also led to an improvement in the overdues for some players. The performance of the restructured book, however, remains
a monitorable as a sizeable part of the restructured book of many large entities was still under moratorium as on June 30, 2022.

=  The gradual improvement in collections helped the industry register an improvement in delinquencies in H2 FY2022 followed by further recovery in Q1 FY2023. The 90+ dpd improved
to around 5% by June 30, 2022 from the high of 6.2% as on September 30, 2021. For FY2023, ICRA expects a significant decline in delinquencies driven by some recoveries and write-offs
by the entities. For the 90+ dpd, ICRA retains its estimate of around 2% by March 31, 2023.

= Onthe liquidity front, NBFC-MFIs and SFBs continued to maintain a healthy liquidity profile in FY2022 though a marginal decline was seen to reduce the negative carry. On-book liquidity,
as a percentage of the AUM, stood at around 18% as on March 31, 2022 for the ICRA sample of NBFC-MFIs compared to around 20% as on March 31, 2021 (around 15% as on March 31,
2020). For NBFC-MFIs and SFBs combined, the on-book liquidity, as a percentage of the AUM, stood at around 16% as on March 31, 2022 compared to around 19% as on March 31, 2021
(around 15% as on March 31, 2020).

=  Theindustry witnessed pressure on its yields and hence margins in FY2021 and the trend continued to some extent in FY2022. SFBs witnessed higher pressure on the net interest margins
(NIMs) as the reversal of interest income impacted the yields, though the large MFIs reported largely stable NIMs in FY2022 compared to FY2021. The negative carry, because of the
excess liquidity maintained by most entities, also played a part in lowering the NIMs. On an overall basis, the industry (MFls + SFBs) reported a decline in the return on managed assets
(RoMA) to 0.3% in FY2022 (-0.3% in H1 FY2022) from 0.6% in FY2021. This was primarily on account of SFBs and small MFIs with both categories reporting losses in FY2022. Large MFls
and hence overall NBFC-MFIs reported profits in FY2022. With the performance of the restructured portfolio yet to be fully established, as a part of the restructured portfolios of several
entities was still under moratorium as on March 31, 2022, the pressure on the profitability is expected to remain to some extent, though ICRA expects a significant improvement in
FY2023 followed by further improvement in FY2024.

= Given the industry’s (NBFC-MFIs and SFBs) on-book portfolio growth (compound annual growth rate — CAGR) estimate of 20-25% p.a. for FY2023-FY2025 and the intention of maintaining
the blended managed gearing below 6.0 times (below 8.0 times for SFBs and below 5.0 times for NBFC-MFIs), the players would need external capital of Rs. 6,500-7,000 crore (18-20%
of closing net worth as on March 31, 2022) during this period, in ICRA’s opinion.

=  Onthe regulatory front, the RBI issued its final regulations, i.e. Master Direction - Reserve Bank of India (Regulatory Framework for Microfinance Loans) Directions, 2022, on March 14,
2022, which were initially made applicable from April 1, 2022 (however, the RBI later allowed the framework to be implemented not later than October 1, 2022). The said paper makes
regulations lender agnostic and is hence applicable to all the RBI regulated entities (REs) involved in microfinancing activities. The regulations have removed the pricing cap applicable to
NBFC-MFls, amid other changes, and aim to provide a level playing field to all the players involved in microfinancing activities.
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