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Rating Rationale

SMERA has reaffirmed the long term rating of SMERA AA (read as SMERA double A) assigned to
the Rs.150.00 cr Unsecured Subordinated Redeemable Non-Convertible Debenture issue of
Magma Fincorp Limited (MFL). SMERA has also assigned a long term rating of SMERA AA (read
as SMERA double A) to the Rs. 50.00 crore Proposed Unsecured Subordinated Redeemable Non-
Convertible Debenture issue of MFL. The outlook is ‘Stable’.

MFL is a non-deposit taking systemically important (NBFC-ND-SI) asset financing company
engaged in the financing of vehicles, tractors, construction equipment apart from lending to SMEs.
The company was promoted by Mr. Mayank Poddar and Mr. Sanjay Chamria who possess
experience of over three decades in the financial services sector.

The rating continues to be supported by the experienced management, pan-India presence and
diversified loan portfolio across segments such as vehicle financing, tractor financing, SME lending
among others. The rating also derives comfort from the healthy profitability margins, comfortable
capitalisation level and MFL’s substantial financial flexibility. This is due to its relationships with
banks, financial institutions and its ability to raise funds from the capital market and through
securitisation transactions.

List of key rating drivers and their detailed description

Strengths:

Long track-record of operations and diversified loan portfolio: The rating is supported by the
experienced management, pan-India presence and diversified loan portfolio with presence across
segments such as vehicle financing, tractor financing, SME lending among others. MFL has
operations spread across 22 states and 268 branches as on 30 September, 2016. The company’s
AUM is well diversified across asset classes and is primarily in the rural segment. MFL reported
AUM of Rs.15,300 cr as on 31 March, 2016 against Rs.16,921 cr as on 31 March, 2015. The AUM
declined to Rs. 14,509 cr on 31st December, 2016. SMERA also believes that while MFL could face
near term headwinds in expanding its loan portfolio considering its long track-record and pan-
India presence it is expected to register a healthy growth in AUM over the medium term once key
macroeconomic indicators show signs of economic recovery.

Comfortable profitability indicators despite near-term pressures: MFL’s has been keen on
changing its loan mix by focusing on high yielding segments such as SME and agri-lending.
Consequently, the Net Interest Margin (NIM) improved to 8.43 per cent in FY2016 from 7.47 per
cent in FY2014-15. The return on average assets (RoAA) was 1.48 per cent in FY2016 as against
1.26 per cent in the previous year. The company reported Profit After Tax (PAT) of Rs.187.15 cr on
operating income of Rs.2,109.60 cr in FY2016 against PAT of Rs.149.10 cr on Rs.2,018.80 cr in
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FY2015. MFL'’s PAT declined to Rs. 29.40 cr in Q3 FY17 as compared to Rs. 43.60 cr in Q3 FY16.
MFL'’s PAT for FY2017 is expected to be significantly lower.

Going forward, SMERA expects the profitability to remain at healthy levels driven by the continued
focus on high yielding segments, though some moderation may be expected over the near term on
account of elevated asset quality pressures and sale of a portion of stressed assets to Asset
Reconstruction Companies (ARC).

Diversified funding profile: MFL has a well-diversified funding profile which includes bank lines,
capital market instruments and ability to raise funds via securitisation/Direct Assignment
transactions. The company has sanctioned fund based facilities of Rs.6,500 cr from a consortium of
banks. The total capital market borrowings stood at Rs.2,509.44 cr on 31 March, 2016 (Rs.2,995.62
crore on 31 March, 2015) and comprised 25.54 per cent of the total borrowings of the company.
MFL reported average bank limit utilisation of 82.96 per cent for the six months ended December,
2016.

MFL has been able to raise funds in various forms such as commercial paper and Non-Convertible
Debentures (including subordinated debt) from the capital market from time to time. SMERA
believes that MFL will continue to benefit from its diversified funding profile resulting in lower cost
of funds.

Comfortable capital adequacy ratio: MFL reported comfortable capital adequacy ratio (CAR) of
18.72 per cent as on 31 March, 2016 as against 16.30 per cent as on 31 March, 2015. MFL raised
Rs.500 crore of Tier I Capital from India Capital Fund, LeapFrog Investments and KKR Private
Equity in May, 2015 which also contributed to improvement in CAR. The company’s CAR stood at
19.50 percent on 31 December, 2016.

MFL will be adequately capitalised considering the expected growth in the AUM over the near to
medium term.

Weaknesses:

Continuing asset quality pressures: MFL has been facing asset quality pressure which is reflected
in the Gross NPA ratio (GNPA to Gross Advances) moving to 13.67 per cent on 31st December, 2016
from 10.74 per cent on 31st March, 2016 (7.52 per cent on 31st March, 2015). Most of the Gross
NPAs are in the car and tractor loan accounts due to the challenging economic condition in the
rural sector.

The rating is constrained by the asset quality pressure faced by MFL which is reflected in the high
level of delinquencies in the loan portfolio. MFL reported a sharp increase in Gross NPA ratio
(GNPA to Gross Advances) to 13.67 per cent on 31st December, 2016 from 10.74 per cent on 31st
March, 2016 (7.52 per cent on 31st March, 2015). The provision coverage ratio of the company
stood at 21.26 percent on 31 March, 2016 as against 20.65 percent on 31 March, 2015.

The increase in GNPA ratio could be attributed to the demonetisation event, which affected the
overall collections of MFL as also disbursements. While the GNPAs (absolute levels) have increased
marginally, the GNPA ratio has increased substantially on account of degrowth in the AUM. SMERA
expects some improvement in the GNPA ratio on account of increase in collection efficiency in
January, 2017 and February, 2017. Any higher than expected stress in the asset quality can result in
a downward bias in the rating.
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Challenges faced in AUM growth: The challenging economic environment has impacted the
disbursements of MFL. The outstanding on-balance sheet loan book remained stagnant at
Rs.11,649.88 cr on 31 March, 2016 as compared to Rs.11,039.82 cr as on 31 March, 2015. The loan
book was at Rs. 10,765 cr on 31 December, 2016. Apart from sluggish disbursements, the loan book
de-growth is also attributable to securitisation transactions undertaken by MFL. SMERA notes that
the AUM for MFL has also declined to Rs. 14509 cr on 31st December, 2016 from Rs. 15300 cr on
31st March, 2016. SMERA believes that the AUM growth could be subdued of the immediate future
which may continue to have weigh down on its credit metrics.

Analytical approach: SMERA has taken a standalone view of the above entity.

Applicable Criteria

e Default Recognition: https://www.smera.in/criteria-default.htm
¢ Non-Banking Finance Entities: https://www.smera.in/criteria-nbfc.htm

Outlook: Stable

SMERA believes that MFL will maintain a Stable outlook on account of its established pan-India
presence across diverse loan segments and comfortable profitability margins. The outlook may be
revised to ‘Positive’ in case of healthy growth in AUM while improving its asset quality and
maintaining profitability indicators. Conversely, the outlook may be revised to ‘Negative’ in case the
asset quality/profitability pressures are significantly higher than expected and challenges AUM
growth continue over the near to medium term.

About the Rated Entity

The Kolkata-based MFL, incorporated in 1978, is a public limited company that provides retail
financing through its 257 branches (as on 31 March, 2016).

MFL’s subsidiary, Magma Housing Finance provides Loan Against Property (LAP) and housing
finance. The company also has two joint ventures - Magma ITL Finance Limited (MIFL) and Magma
HDI General Insurance Limited (MHGIL).

MFL (Standalone) reported profit after tax (PAT) of Rs.187.15 cr on interest income of Rs.2026.72
cr in FY2016 as compared to profit after tax (PAT) of Rs.149.07 cr on interest income of Rs.1910.29
crin FY2015.

Status of non-cooperation with previous CRA (if applicable): Not Applicable

Any other information: N.A.


https://www.smera.in/criteria-default.htm
https://www.smera.in/criteria-nbfc.htm
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Rating History for the last three years:

Name of FY2017 (Current) FY2017 FY2017 FY2016 FY2015
Instruments

Amount . .

Scale (Rs. Rating with Date Rating Date Rating Date Rating Date Rating
Outlook

Crore)
Unsecured ) )
Subordinated SMERA 03 SMERA 24 SMERA
ﬁzicfemable LT 100.00 AA/Stable Feb, AA/Stable Nov, | AA/Stable
Convertible (Reaffirmed) 2017 (Reaffirmed) 2016 (Assigned)
Debentures
Proposed
Unsecured
Subordinated SMERA 03 SMERA
Redeemable LT 50.00 AA/Stable Feb, AA/Stable
Non- (Reaffirmed) | 2017 | (Assigned)
Convertible
Debentures
Proposed
Unsecured
Subordinated SMERA
Redeemable LT 50.00 AA/Stable
Non- (Assigned)
Convertible

Debentures
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*Annexure - Details of instruments rated:

Name of the
Facilities

Date of
Issuance

Coupon
Rate

Maturity
Date

Size of
the
Issue
(Rs.
Crore)

Ratings/
Outlook

Unsecured
Subordinated
Redeemable
Non-
Convertible
Debentures

24/01/2017

10.40%

24/01/2027

25.00

SMERA AA/Stable
(Reaffirmed)

Unsecured
Subordinated
Redeemable
Non-
Convertible
Debenture

06/01/2017

10.30%

06/10/2022

5.00

SMERA AA/Stable
(Reaffirmed)

Unsecured
Subordinated
Redeemable
Non-
Convertible
Debenture

06/01/2017

10.40%

06/01/2027

15.00

SMERA AA/Stable
(Reaffirmed)

Unsecured
Subordinated
Redeemable
Non-
Convertible
Debenture

03/01/2017

10.30%

03/10/2022

5.00

SMERA AA/Stable
(Reaffirmed)

Unsecured
Subordinated
Redeemable
Non-
Convertible
Debenture

28/12/2016

10.30%

28/09/2022

3.00

SMERA AA/Stable
(Reaffirmed)

Unsecured
Subordinated
Redeemable
Non-
Convertible
Debenture

14/12/2016

10.30%

14/09/2022

10.00

SMERA AA/Stable
(Reaffirmed)
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Unsecured

Subordinated /Stabl

SMERA AA/Stable
Redeemable | 7 12/2016 | 10.40% | 07/12/2026 | 35.00
Non- (Reaffirmed)
Convertible

Debenture

Unsecured

Subordinated SMERA AA/Stabl

table
Redeemable | 3 /03/2017 | 1025% | 03/03/2027 | 15.00
Non- (Reaffirmed)
Convertible

Debenture

Proposed

Unsecured
Subordinated SMERA AA/Stable
Redeemable N.A. N.A. N.A. 37.00
Non- (Reaffirmed)
Convertible
Debenture

Proposed

Unsecured
Subordinated SMERA AA/Stable
Redeemable N.A. N.A. N.A. 50.00
Non- (Assigned)
Convertible
Debenture

Note on complexity levels of the rated instrument:
https://www.smera.in/criteria-complexity-levels.htm

Contacts:
Analytical Rating Desk
Vinayak Nayak, Varsha Bist
Head -Ratings Operations, Sr. Executive
SMERA Bond Ratings Tel: 022-67141160
Tel: 022-67141190 Email: varsha.bist@smera.in

Email: vinayak.nayak@smera.in

Arindam Som,

Rating Analyst,

Tel: 011-49731321

Email: arindam.som@smera.in
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ABOUT SMERA

SMERA Ratings Limited is a joint initiative of SIDBI, Dun & Bradstreet Information Services India Private
Limited (D&B) and leading public and private sector banks in India. SMERA is registered with SEBI as a
Credit Rating Agency and accredited by Reserve Bank of India. For more details, please visit www.smera.in.

Disclaimer: A SMERA rating does not constitute an audit of the rated entity and should not be treated as a recommendation
or opinion that is intended to substitute for a financial adviser's or investor's independent assessment of whether to buy, sell
or hold any security. SMERA ratings are based on the data and information provided by the issuer and obtained from other
reliable sources. Although reasonable care has been taken to ensure that the data and information is true, SMERA, in
particular, makes no representation or warranty, expressed or implied with respect to the adequacy, accuracy or
completeness of the information relied upon. SMERA is not responsible for any errors or omissions and especially states that
it has no financial liability whatsoever for any direct, indirect or consequential loss of any kind arising from the use of its
ratings. SMERA ratings are subject to a process of surveillance which may lead to a revision in ratings as and when the
circumstances so warrant. Please visit our website (www.smera.in) for the latest information on any instrument rated by
SMERA.


http://www.smera.in/

