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Rating Rationale

Acuité has assigned the long-term rating of ‘ACUITE BB+’ (read as ACUITE double B plus) to the Rs. 20.00
crore bank facilities of Nightingale Finvest Private Limited (NFPL). The outlook is 'Stable’.

Assam based, NFPL starfed micro-finance activities in 2004 and registered as NBFC-MFI in 2015. It is
Promoted and led by Mr. Mantu Nath Sharma (Founder and Managing Director). NFPL extends
credit through JLGs to women borrowers who are engaged in activities such as fishing, carpentry,
vegetable selling, food processing, weaving, among others. The company has its presence in four
states namely Assam, Meghalaya, Arunachal Pradesh and Mizoram. It operates through a network of
37 branches as on December 2018.

Analytical Approach
Acuité has considered the standalone financial and business risk profile of NFPLto arrive at the rating.

Key Rating Drivers

Strengths

Established presence in microfinance lending

NFPL has an established presence of nearly two decades in the microfinance sector. The
Promoter of the company has nearly two decades of experience in finance sector lending. The
Board of the Directors include Mrs. Olee Bora as Nominee Director (NEDFI, Deputy General
Manager) having an experience of two decades in the finance industry. Mr. Biswa Bandhu
Mohanty as Additonal Director, having nearly four decades of experience in the finance industry
with various organisations such as Steel Authority of India Limited (SAIL), Reserve Bank of
India(RBI) and National Bank for Agriculture and Rural Development (NABARD).

NFPL focuses on lending to Joint liability groups (JLGs) which are formed by the members with
assistance, guidance and supervision of field officers. The members jointly stand liable for the
repayment of the loan disbursed; a guarantee note for the same is taken at the time of group
formation. The groups guarantee and peer pressure ensures timely repayment of loans which
reduces the risk of default. The company has reported nil gross NPA as on September 30, 2018.

The Assets under management (off book + on book) of the company has increased significantly in
the period of 21 months from Rs. 36.67 crore as on March 2017 to Rs. 82.27 crore as on December
2018. The growth is driven by increase in the number of branches from 24 as on March 2017 to 37
branches as on December 2018. NFPL has its off book exposure through agreement with Reliance
Commercial Finance Limited, IDBl and Arohan Financial Services Limited.

The company's profitability has remained stagnant as reflected in return on average assets (ROAA)
of 1.79 percent for FY2018 from 1.78 percent in the previous year. The NIMs contracted from 10.02
percent in FY17 to 7.78 percent in FY18 as the borrowings of the company has significantly
increased over a years' time from Rs. 41.82 crore as on March 2017 to Rs. 74.25 crore as on
September 2018. The company has reported PAT of Rs. 1.21 crore as on September 30, 2018 as
against Rs. 1.04 crore as on March 31, 2018 and Rs. 0.78 crore as on March 31, 2017.

Acuité believes that NFPL will continue to benefit from its established presence in microfinance
lending and demonstrate ability to scale up its operations.
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Weaknesses

Leveraged Capital Structure

The major source of debt funding for NFPL has been term loans from NBFCs amounting fo Rs. 40.93
crore (56.00 percent of total debt) which are at higher cost and from banks amounting fo Rs. 31.82
crore (44 percent of tfotal debt) as on September 2018. The debt to equity ratio (gearing) of the
company as on March 31, 2018 was 8.77 times as against 7.49 times as on March 31, 2017.

NFPL's shareholders comprise promoters (50.38%), North Eastern Development Finance
Corporation Limited- NEDFI (14.36%) and others (35.26%). The company has raised funds through
issue of preference shares to SIDBI amounting to Rs. 1.50 crore as on September 2018. Further,
funds have been raised through issue of preference shares to NEDFI amounting fo Rs. 2.00 crore in
January 2019.

NFPL had capital adequacy of 16.35 percent as on December 31, 2018 and 16.79 percent as on
30 September, 2018 as against 17.89 percent as on 31 March, 2018.

Geographically concentrated operations

NFPL has geographically concentrated operations in Assam, which constitute around 94 percent
of the total portfolio as on December 31, 2018. The company's performance is expected to remain
exposed to the stafe specific events such as natural calamities which may adversely impact the
credit profile of the borrowers. NFPL has expanded its operations to newer geographies in FY 2018
viz. Meghalaya, Arunachal Pradesh, Mizoram as a measure to derisk its portfolio from
geographical concentration risk; however, the track record for the same is yet to be established in
these states. The company has plans to further expand its network to states such as Tripura.

Acuité believes that NFPL operations in Assam will remain concentrated over the near to medium
term and its credit profile will be susceptible to the geographical concentration in its loan book
over the near to medium ferm.

Exposure to inherent socio-political risk in MFI segment

NFPL primarily extends microfinance loans wherein the borrower's credit profile is weak.
Considering the borrower segment, the MFIs are highly regulated in terms of caps on pricing,
among others. Hence, the regulatory risk is high for this segment. Besides the regulatory risk, the
microfinance sector has withessed events in the past decade which has resulted in volatility in the
income flow of the borrowers, thereby impacting their cash flows and impinged upon their
repayment ability. These events have demonstrated the vulnerability of microfinance sector to
regulatory and other related credit risks.

Liquidity Position:

NFPL has adequate inflows (including bank balance and liquid assets) over the expected outflows
in a years' time as reflected by ALM as on March 31, 2019. The company maintains favourable
liquidity position with its long term borrowings repayable over 2-5 years as against the average
tenure of its loan portfolio (MFI loans) of 12 months.

Outlook:

Acuité believes that NFPL will maintain a 'Stable' outlook over the medium term supported by its
established presence in the microfinance segment along with demonstrated ability to raise funds
from diversified resources. The outlook may be revised to 'Positive' in case of significant growth in the
loan portfolio, improvement in profitability and adequate capitalisation. The outlook may be revised
to 'Negative' in case of any headwinds faced in scaling up of operations or in case of significant
deterioration in profitability.
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FY18 FY17 FY16
Particulars Unit
(Actual) (Actual) (Actual)
Total Assets Rs. Cr. 67.77 48.29 39.69
Total Income (Net of Interest expense) Rs. Cr. 4.39 3.42 2.97
PAT Rs. Cr. 1.04 0.78 0.85
Net Worth (excl. preference share capital) Rs. Cr. 6.84 5.58 4.55
Return on Average Assets (RoOAA; based on PAT) (%) 1.79 1.78 4.27
Return on Average Net worth(RoNW; based on PAT) | (%) 16.73 15.46 37.28
Total Debt/Tangible Net Worth (Gearing) Times 8.77 7.49 7.55
Gross NPA (%) Nil Nil Nil
Net NPA (%) Nil Nil Nil

Status of non-cooperation with previous CRA (if applicable)

None

Any other information

None

Applicable Criteria

¢ Non - Banking Financing Enfities - hitps://www.acuite.in/view-rating-criteria-10.htm
* Application of Financial Ratios and Adjustments: https://www.acuite.in/view-rating-criteria-20.htm
e Default Recognition: https://www.acuite.in/view-rating-criteria-17.htm

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

Rating History (Upto last three years)

Not Applicable

*Annexure - Details of instruments rated
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About Acuité Ratings & Research:

Acuité Ratings & Research Limited (Erstwhile SMERA Ratings Limited) is a full-service Credit Rating
Agency registered with the Securities and Exchange Board of India (SEBI). The company received RBI
Accreditation as an External Credit Assessment Institution (ECAI), for Bank Loan Ratings under BASEL-II
norms in the year 2012. Since then, it has assigned more than 6,000 creditf rafings to various securifies,
debt instruments and bank facilities of entities spread across the country and across a wide cross
section of industries. It has its Registered and Head Office in Mumbai.

Disclaimer: An Acuité 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. Acuité 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, Acuité, inparticular, makes no representation or warranty, expressed orimplied with respect
to the adequacy, accuracy or completeness of the information relied upon. Acuité 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. Acuité 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.acuite.in) for the latest
information on any instrument rated by Acuité.
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