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ICRA assigns MFI grade of M2 to SMILE Microfinance Limited 
 
Instruments* Amount (Rs.crore) 1 Grading Action (March 2017) 
MFI Grading NA M2 / assigned 

*Instruments details are provided in Annexure-1 

 
Grading Action 
ICRA has assigned the MFI grade of M2 (pronounced M two) to SMILE. Microfinance Limited 
(SML). The grading indicates that in ICRA’s current opinion, the graded MFI's ability to manage its 
microfinance activities in a sustainable manner is high. The grading is valid till March 20182. ICRA’s 
MFI Grading is not a comment on any specific debt servicing capability of the MFI. 
 
Rationale 
The grading factor in the company’s established franchise in Tamil Nadu, its adequate internal control 
systems, conservative appraisal process, its efficient collection and monitoring system and 
comfortable capitalisation profile. The company has been witnessing good business growth supported 
by adequate funding. The improvement in scale augmented its operational efficiency and thereby 
supported its profitability. SML has taken initiatives to broad base its senior management team in line 
with its envisaged business growth plans. 
 
The grading also takes note of SML’s geographic concentration risk with its operations largely limited 
to Tamil Nadu. 
  
Key grading drivers 

Strengths 

 Established franchise in Tamil Nadu; however, operations concentrated in the districts of Chennai 
and Madurai 

 Adequate internal controls, commensurate with the current scale of operations 
 Healthy asset quality aided by efficient loan appraisal, monitoring and collection systems 
 Comfortable capitalisation profile; ability to raise capital going forward to maintain a risk 

adjusted capital profile is critical 
 Good profitability profile supported by an improvement in operating efficiency 
 
Challenges 

 Geographic concentration risk with operations primarily limited in Tamil Nadu and Pondicherry 
 Moderate scale and Limited diversity in earnings profile 
 Ability to improve funding diversity to support business expansion 
 
Description of key grading drivers highlighted above: 
The company has a long standing presence in Tamil Nadu with a total network of 95 branches as on 
January 31, 2017 spread across Tamil Nadu and Pondicherry. During the current fiscal, the company 
forayed into Kerala to diversify its geographical presence. During 10MFY2017, the company’s 
portfolio grew by 71.8% to Rs. 292.4 crore as on January 31, 2017 (27.3% growth during FY2016) 
aided by adequate funding support and growth in member base. During 10MFY2017, the company 
secured total debt (including securitisation) of Rs. 290.5 crore as against Rs. 244.4 secured during 
FY2016 and thus disbursed Rs. 423.2 crore during 10M FY2017 as against Rs. 292.8 crore during 
FY2016. After a decline in member base during FY2016 (to 2.1 lakh as on March 31, 2016 from 3.0 
lakh as on March 31, 2015), it improved during 10MFY2017  to 2.7 lakh as on January 31, 2017. 
During FY2016, SML consolidated its branch presence with total number of branches reducing from 
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 Rs. 1 crore = Rs. 10 million = Rs. 100 lakh 
2 For complete grading scale and definitions please refer to ICRA's website www.icra.in or other ICRA Rating Publications 
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101 as on March 31, 2015 to 88 as on March 31, 2016; it made a measured expansion in its branch 
network to 95 as on January 31, 2017. The growth in portfolio and improved operating efficiencies 
are reflected in the company’s operating expenses to average managed assets ratio reducing from 
10.5% in FY2015 to 9.2% in FY2016 and further to 6.4% in 9M FY2017. Consequently, its net 
profitability3 improved from 0.2% in FY2015 to 1.2% in FY2016 and 2.5% in 9M FY2017. Going 
forward, the company’s ability to expand its member base considering the competitive pressures and 
diversify into new geographies at a healthy pace would be crucial for business scalability. The 
company aims to grow its portfolio at a CAGR of 47% during FY2017-FY2019. 
 
The company has adequate internal control systems and management bandwidth for the current scale 
of operations; the management is taking efforts to augment the same with the expansion in business 
volumes and geographical presence, going forward. 
 
 SML’s 0+ dpd remained low at 0.2% as on January 31, 2017 (0.1% as on March 31, 2016) because of 
its presence in Tamil Nadu, where the collections were relatively less impacted post demonetisation, 
and also aided by the company’s efficient monitoring and collection mechanism.  
 
SML has a comfortable liquidity profile with adequate funding support from banks and diversification 
of funding sources with securitisation transactions and private placement of debenture issues coupled 
with the short tenures of its microfinance loans. The company however would have to further 
diversify its funding profile to secure funds at competitive rates and in a timely manner to support its 
business growth going forward. Its capitalisation profile is also comfortable with net worth of Rs.90.2 
crore (provisional) and managed gearing of 2.7 times (provisional) as on December 31, 2016, which is 
likely to support its near to medium term growth plans. However ability to raise capital going 
forward, as no fresh capital support is expected from the current shareholders, would be crucial for 
maintaining a comfortable capital structure. 
 
 
Analytical approach: NA 

Links to applicable Criteria 
ICRA’s Grading Methodology for Microfinance Institutions 
 
Company Profile: 

SMILE Microfinance Limited was started in the year 2004 to provide credit services to the urban and 
rural poor. The company was registered as a non-deposit taking NBFC in January 2006, and 
subsequently received the MFI licence in May 2015. SML is engaged in providing credit to 
economically backward women through the joint liability group mechanism. As on January 31, 2017, 
SML had a total member base of 2.7 lakh with a portfolio (including securitization) of Rs. 292.4 
crore. DWM Investments (Cyprus) Limited infused equity of Rs. 25 crore in FY 2010 and Rs.25 crore 
in FY 2011 and acquired a 66.6% stake in the company. 
 
As per the provisional financials for 9M FY2017, SML reported a net profit of Rs. 6.2 crore on a total 
managed asset base of Rs. 340.6 crore. 
 
During FY2016, SML reported a net profit of Rs. 2.7 crore on a total managed asset base of Rs. 244.4 
crore vis-a-vis a net profit of Rs. 0.6 crore on a total managed asset base of Rs. 179.6 crore during 
FY2015.  
 
Status of non-cooperation with previous CRA: Not Applicable 
 
Any other information: Not Applicable 
 
 

                                                            
3 Profit After Tax / Average Managed Assets 



        

     I C R A Limited 
 

      
 
Complexity level of the rated instrument: 
ICRA has classified various instruments based on their complexity as "Simple", "Complex" and 
"Highly Complex". The classification of instruments according to their complexity levels is available 
on the website www.icra.in 

 
Name and Contact Details of the Rating Analyst(s):   
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About ICRA Limited: 
ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and 
financial services companies as an independent and professional investment Information and Credit 
Rating Agency. 
 
Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA 
is a Public Limited Company, with its shares listed on the Bombay Stock Exchange and the National 
Stock Exchange. The international Credit Rating Agency Moody’s Investors Service is ICRA’s 
largest shareholder. 

For more information, visit www.icra.in   
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ICRA ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. ICRA ratings are 
subject to a process of surveillance, which may lead to revision in ratings. An ICRA rating is a symbolic indicator of ICRA’s 
current opinion on the relative capability of the issuer concerned to timely service debts and obligations, with reference to 
the instrument rated. Please visit our website www.icra.in or contact any ICRA office for the latest information on ICRA 
ratings outstanding. All information contained herein has been obtained by ICRA from sources believed by it to be accurate 
and reliable, including the rated issuer. ICRA however has not conducted any audit of the rated issuer or of the information 
provided by it. While reasonable care has been taken to ensure that the information herein is true, such information is 
provided ‘as is’ without any warranty of any kind, and ICRA in particular, makes no representation or warranty, express or 
implied, as to the accuracy, timeliness or completeness of any such information. Also, ICRA or any of its group companies 
may have provided services other than rating to the issuer rated. All information contained herein must be construed solely 
as statements of opinion, and ICRA shall not be liable for any losses incurred by users from any use of this publication or its 
contents. 
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