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CRISIL places ratings of MFls on ‘Rating Watch with Negative

Implications’
Damage to microfinance industry can affect credit-flow to rural poor

CRISIL has placed its outstanding ratings on the debt instruments of 12 microfinance institutions
(MFIs) on ‘Rating Watch with Negative Implications’. Six of these MFIs have ratings that are in the
‘BB’ category or below. The implementation of the Andhra Pradesh (Andhra) ordinance has triggered
a chain of events that can permanently damage the business models of MFIs, by impairing their
growth, asset quality, profitability, and capital-raising ability. The Rs.250 billion (as on March 31,
2010) microfinance industry plays an important role in extending formal financial services to 28
million of India’s under-served rural poor; with the decline of the sector, the flow of credit to this
segment of the population will be curtailed.

The Andhra ordinance has been highly unfavourable for the industry resulting in a precipitous drop in
the collection efficiency and profitability of MFIs, especially those operating in Andhra. Further, the
flow of funding to the entire sector from the banking system has been severely constrained.
Consequently, the liquidity position and growth prospects of many MFIs, including those operating
outside Andhra Pradesh have been affected. Structurally, the regulatory jurisdiction and framework for
MFIs remains unclear, with actions by multiple authorities increasing the challenges for the industry.
Unless urgent steps, including regulatory intervention, are taken to address these issues, these
developments have a potential to materially weaken the business and financial risk profiles of MFIs
and result in rating downgrades. The impact on the creditworthiness of individual entities will differ
depending on their exposure to Andhra, their liquidity, and their ability to raise capital from alternate
sources. CRISIL will actively monitor developments in the sector and take appropriate rating actions.

Another risk is that other states may initiate state-level legislation similar to the Andhra ordinance.
Moreover, the regulatory environment for the sector could evolve further after the decision of Andhra
Pradesh High Court, recommendations of the Malegam committee instituted by the Reserve Bank of
India (RBI), any potential changes in RBI norms related to priority sector funding to the sector, and
provisions of the microfinance bill proposed by the Ministry of Finance. CRISIL has consistently
highlighted that as an emerging sector, the MFI industry is exposed to the risk of changes in the
political, legislative, and regulatory environment. Some of these risks are now becoming evident.

The rating actions follow CRISIL’s credit alert (refer to release, CreditAlert: Indian
Microfinance Institutions) published on October 25, 2010, and a subsequent assessment of the
collections and funding position of the rated MFIs.
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Collections in Andhra have plummeted below 20 per cent, from nearly 99 per cent prior to the
ordinance, with MFIs finding it difficult to make contact with borrower groups, and having to move to
a monthly repayment cycle in line with the ordinance. Fresh disbursements in Andhra have been
negligible over the past few weeks. CRISIL believes that this would lead to a sharp increase in
delinquencies for MFIs that have significant Andhra exposure. So far, MFIs with limited or no Andhra
presence have maintained good collection levels, though their disbursement growth has reduced

sharply.

MFIs’ ability to raise external funding is currently significantly constrained. Access to fresh loans
from banks and financial institutions, which form a significant proportion of the sector’s total funding,
has dropped materially. Reduced access to funding not only affects MFIs’ liquidity - and,
consequently, their ability to service debt - but also limits their fresh disbursements, which can have a
cascading effect on their growth and asset quality in the near term. It is possible that bank funding to
the sector will resume later, but the timing and extent of such funding are uncertain. In addition, the
quality of the banks’ exposure to this sector could weaken from the current strong levels.

CRISIL also rates nine securitisation transactions originated by MFIs. Only two of these transactions
have some exposure to loans originated in Andhra Pradesh. The collection performance of all the rated
pools remained strong until recently. The credit enhancements and the structural features currently
protect investor payouts from any potential increase in delinquencies, and are consistent with the
outstanding ratings. CRISIL will continue to monitor the performance of these pools regularly, and
will take appropriate rating actions in case collections drop significantly.

Name Rating Action

BBB (Placed on ‘Rating Watch with Negative

Asmitha Microfin Limited L ,
Implications’)

BBB (Placed on ‘Rating Watch with Negative

Bhartiya Samruddhi Finance Limited L )
Implications’)

B+ (Placed on ‘Rating Watch with Negative

Digamber Capfin Limited Implications’)

BBB (Placed on ‘Rating Watch with Negative

Equitas Micro Finance India Private Limited L ,
Implications’)

P4+ (Placed on ‘Rating Watch with Negative

Grameen Financial Services Private Limited N ,
Implications’)

BB (Placed on ‘Rating Watch with Negative

Sanghamithra Rural Financial Services . )
Implications’)

Shri Kshetra Dharmasthala Rural BB+ (Placed on ‘Rating Watch with Negative
Development Project (R.) Implications’)

P1+ (Placed on ‘Rating Watch with Negative

SKS Microfinance Limited N ,
Implications’)

B+ (Placed on ‘Rating Watch with Negative

South Sundarban Janakalyan Sangha C o,
Implications’)

A-/P1 (Placed on ‘Rating Watch with Negative

Spandana Sphoorty Financial Limited Implications’)

BBB- (Placed on ‘Rating Watch with Negative

Ujjivan Financial Services Private Limited L ,
Implications’)

B+ (Placed on ‘Rating Watch with Negative

Vedika Credit Capital Limited L ,
Implications’)
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Note:

This Press Release is transmitted to you for the sole purpose of dissemination through your newspaper / magazine / agency. The press
release may be used by you in full or in part without changing the meaning or context thereof but with due credit to CRISIL. However,
CRISIL alone has the sole right of distribution of its Releases for consideration or otherwise through any media including websites,
portals etc.

CRISIL is India's leading Ratings, Research, Risk and Policy Advisory company. CRISIL leverages its core strengths of credibility
and analytical rigour to deliver opinions and solutions, that help clients mitigate and manage their business and financial risks,
make markets function better, and help shape public policy. For more information, visit www.crisil.com

Disclaimer: A CRISIL rating reflects CRISIL's current opinion on the likelihood of timely payment of the obligations under the
rated instrument and does not constitute an audit of the rated entity by CRISIL. CRISIL ratings are based on information provided
by the issuer or obtained by CRISIL from sources it considers reliable. CRISIL does not guarantee the completeness or accuracy of
the information on which the rating is based. A CRISIL rating is not a recommendation to buy, sell, or hold the rated instrument; it
does not comment on the market price or suitability for a particular investor. All CRISIL ratings are under surveillance. Ratings
are revised as and when circumstances so warrant. CRISIL is not responsible for any errors and especially states that it has no
financial liability whatsoever to the subscribers / users / transmitters / distributors of this product. CRISIL Ratings’ rating criteria
are generally available without charge to the public on the CRISIL public web site, www.crisil.com. For the latest rating
information on any instrument of any company rated by CRISIL, please contact CRISIL RATING DESK at
CRISILratingdesk@crisil.com, or at (+91 22) 3342 3000.
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