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IFMR Capital made significant strides in its vision of 

financial inclusion this year. Its role as a bridge between 

high-quality originators and capital markets is enabling 

access to financial services for millions of households. 

This year, we expanded our presence to four asset 

classes with an exposure across 52 clients, with our 

Microfinance business significantly scaling up to an 

overall volume of INR 29.6 billion, an increase of 67 

percent from FY 2013. In FY 2014, we on-boarded 

new partners and now have 26 Microfinance partners 

with a portfolio spread across 25 states and 370 

districts, up from 23 partners, 23 states, and 314 

districts last year. Our partners in other asset classes 

include nine Small Business Loan companies, eleven 

Affordable Housing finance companies, three 

Commercial Vehicle finance companies, and partners 

in Agriculture financing. 

We continued to leverage our understanding of asset 

classes and structured finance to execute landmark 

transactions in FY 2014 - our first Collateralised Bond 

Obligation (CBO) transaction, our first Small Business 

Loan Multi-Originator Securitisation SBL MosecTM in 

which eight high-quality originators participated, and 

our first Mortgage-backed Securitization (MBS). 

Subsequently, the year ended at INR 35 billion of deal 

volume, almost doubling from the previous year, with 

rated securitization contributing to 69 percent of 

total volumes. Our asset quality continues to be 

robust with an average collection efficiency of 99.16 

percent across all transactions.

Our risk management team initiated analytics and 

modeling during the year that proved to be game 

changers. Apart from building key automation tools, we 

implemented comprehensive transaction loss 

estimation models for proposed transactions across 

asset classes, enabling us to launch new products and 
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structure transactions in an efficient manner, therefore adding 

tremendous value to our clients while enabling us to reliably 

estimate our risk, which was particularly valuable for the 

non-microfinance asset classes.

 

Our efforts in investor relations also scaled up significantly this 

year, as we have inducted some of the largest public and private 

sector banks, large private wealth management companies, 

Non-Banking Financial Companies (NBFC), and Foreign 

Institutional Investors (FII) to our transactions. We were 

fortunate to find in LeapFrog Investments an investor equally 

committed to our mission of financial inclusion and look forward 

to significant scale and impact through our partnership. 

We continue to be strong advocates for capital markets access. 

We contributed to the work of Commitee on Comprehensive 

Financial Services for Small Businesses and Low Income 

Households (CCFS), Corporate Bonds and Securitisation Advisory 

Committee (CoBoSAC), the Federation of Indian Chambers of 

Commerce and Industry (FICCI) Committee on Capital Markets 

and presented in forums such as the round table organised by the 

National Housing Bank (NHB) and Department of International 

Development (DFID), UK and workshops organised by 

Microfinance Institutions Network (MFIN).

I would like to take this opportunity to thank all our Directors for 

their valuable contributions to the Board of IFMR Capital. In FY 

2014, we inducted Samir Shah, CEO of NCDEX as an Independent 

Director.  Along with Charles Silberstein and Dr. Susan Thomas, the 

Independent Directors have played a crucial role in shaping our 

strategy and governance. I thank Kshama Fernandes for her 

outstanding leadership, the Partners, and the entire team, for their 

valuable and continued contributions towards our mission. 

Bindu Ananth
IFMR Trust 
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“To accomplish great things we must not only act, 
but also dream; not only plan, but also believe” - 
words of Noble Laureate Anatole France, 1896. 

At IFMR Capital we have come a long way from where 

we started, building on the foundations of the core 

principles on which the company was founded. We 

continue to seek opportunities where our capital 

markets focus and expertise may be best leveraged 

for purposes of providing access to capital. We 

continue in our role as principals enabling risk 

transmission via our investments. We continue 

exercising our role as experts in underlying sectors 

with emphasis on high quality origination, innovative 

structuring, extensive capital market coverage and 

state-of-the-art risk management.  And we continue 

creating and expanding markets for asset classes we 

work in. We dream, we plan, we act and we continue to 

believe in our dreams.

While Microfinance constituted the highest 

proportion of our business volumes, FY 2014 saw us 

diversifying across four asset classes. Affordable 

Housing finance picked up well during the year. While 

we expected to see more action on Small Business 

Loans finance, it was the newly launched Commercial 

Vehicles finance business that outperformed 

expectation. Microfinance now constitutes 84 percent 

of volumes down from 92 percent in FY 2013. It forms 

75 percent of balance sheet down from 89 percent in 

FY 2013. While we continue to add new clients, our 

existing clients have grown significantly - many of them 

with Assets under Management (AUM) exceeding INR 

5 billion. Even as we continue to account for a large 

share of funding availed by our smaller clients, we have 

demonstrated our value to larger clients through 

innovations in product structures, reduction in credit 

enhancement, diversification of investor base, timing of 

funding and pricing. We saw a strong growth in our 

client base of originators with the number of approved 

entities increasing from 40 to 52.  We enabled a total 

financing of INR 35 billion across four asset classes, a 

jump of 82 percent over FY 2013. There was significant 

diversification in the product spread. We structured two new 

products during the year - a guarantee backed CBO and the risk 

participation structure, adapted existing products, closed our first 

MBS - investment into which is our longest tenor exposure till date, 

as well as closed the first MosecTM in small business loans. Loans 

and non-convertible debenture (NCD) syndications were scaled up 

during the year with significant long term funding being availed by 

our partners.

Our balance sheet grew from INR 2.9 billion to INR 5.4 billion 

with several new lines of funding coming in over the year. We 

raised financing from a variety of sources including loans, 

Commercial Paper (CP) and NCDs. Operating income grew by 

70 percent and profits by 65 percent. Operating costs as 

percentage of average assets showed a drop of 150 basis points. 

We expect this trend to strengthen in the coming year. We 

closed the year with a profit after tax of INR 121 million.   The 

equity raise process that we commenced in July 2013 concluded 

in March 2014 with LeapFrog Investments taking a significant 

minority stake in IFMR Capital.  We believe that the strong shared 

sense of purpose as well as our approach towards sustainably 

promoting financial inclusion will take us a long way together.

The number of investors we work with increased from 29 to 40 

during the year. We closed the largest MosecTM transaction till date, 

an INR 1.7 billion transaction with a large private sector bank 

coming in as investor. We scaled up on existing relationships by 

ensuring higher volumes, as well as by diversifying into new products. 

We established new relationships with public and private sector 

banks, NBFCs, Housing Finance companies (HFC) and offshore 

investors. This will enable us to enhance commercial risk appetite in 

the asset classes we cover, and reduce the classic first half skew.

IFMR Capital currently has exposure to 370 districts across 25 

states. The portfolio is better diversified as against last year. The 

single largest state exposure has dropped to 18 percent from 25 

percent as in FY 2013.  Top three entity exposures have 

significantly reduced over the year as well. The cumulative 

collection efficiency of live securitization transactions is 99.16 

percent.  IFMR Capital’s portfolio continues to exhibit strong 

performance with a zero delinquency track record.

We continued with the emphasis on our risk analytics 

and modeling initiatives during the year.  We developed 

automation tools and implemented comprehensive 

transaction loss estimation models enabling us to launch 

new products and structure transactions in a more 

efficient manner. The risk monitoring team piloted and 

refined the monitoring and pool audit framework for 

the newer asset classes, providing crucial feedback to 

deepen our asset class, entity and transaction analysis. 

Training and development included both internal 

knowledge management sessions as well as external 

programs. Combining deep skills in capital markets 

with a passion for financial inclusion, the team at IFMR 

Capital continues to be at the forefront of financial 

innovation in India. We added our Chief Risk Officer to 

the Partner cadre taking the total number of Partners 

to six.  The Originators and Investors Meet 2014 was 

a great success.  The meet was an excellent display of 

our strong engagement and value-add vis-a-vis our 

originators, investors and other stakeholders.

The year that went by tested our ability to scale up 

volumes across various asset classes, products and 

structures.  Our execution capacity was put to the 

test towards the end of the year as we juggled 

between soaring year-end volumes and the closure of 

the equity raise process.  Team IFMR Capital put up a 

stellar performance in turn setting the bar even higher. 

The coming year will really be about trying to ensure 

a more uniform spread of business across all quarters.  

We have already taken steps towards this. A stronger 

balance sheet will also enable us to step in with 

on-balance funding for clients when required.

On the origination front, we plan to deepen our 

presence in existing asset classes by increasing our 

originator base by over 40 percent with a concerted 

effort towards expanding across tiers.  We also plan to 

make a foray into another new asset class. The 

agriculture sector looks promising especially with new 

originators emerging over time. We will also explore 

capital markets opportunities in the Small and Medium 

Enterprise (SME) space.

On the markets front, the focus will be to diversify the investor 

base across Priority Sector Lending (PSL) and non-PSL seeking 

investors. We aim to add new investors across banks, NBFCs, 

HFCs, mutual funds, international social and commercial investors, 

private wealth and domestic insurance companies.

We will strengthen our risk scoring and stress metrics framework 

in the coming year while also undertaking an estimation of portfolio 

level risk for IFMR Capital. We plan to rigorously test our risk 

models and build more stress testing tools. The monitoring design 

will be carefully calibrated to our differential understanding of risk 

across asset classes. Key processes that impact our stakeholders 

such as investor reporting and client servicing for securitization 

transactions will be managed proactively. The development of an 

ERP system for the Company is underway. Once fully implemented, 

it will strengthen our data-capture and operational processes and 

increase efficiency while reducing risks of errors.

We have ambitious plans for the coming year with a projected 

doubling in volumes. A large proportion of this volume is expected to 

come from our non-microfinance businesses.  The proportion of 

Microfinance will see a further drop. So will the share of securitization 

as we scale up across syndication and other newer structures.

I would like to take this opportunity to thank the Board of IFMR 

Capital for their continuous support, encouragement and guidance 

over the years. This year was particularly crucial. I would like to 

thank the LeapFrog team for making the leap of faith and joining us 

in our journey. I also thank all our investors and our originator 

partners for the trust and confidence placed in us year after year. 

Your continued support is invaluable in the journey towards 

creating efficient and sustainable capital markets access for the 

financially excluded in India. We continue to have an ambitious 

outlook and big dreams for the future. As Thomas Edison put it “If 

we all did the things we are really capable of doing, we would 

literally astound ourselves.” FY 2015 has all promise of being an 

astounding year for IFMR Capital.

Kshama Fernandes

CEO, IFMR Capital

KSHAMA FERNANDES
CEO, IFMR Capital
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“To accomplish great things we must not only act, 
but also dream; not only plan, but also believe” - 
words of Noble Laureate Anatole France, 1896. 

At IFMR Capital we have come a long way from where 

we started, building on the foundations of the core 

principles on which the company was founded. We 

continue to seek opportunities where our capital 

markets focus and expertise may be best leveraged 

for purposes of providing access to capital. We 

continue in our role as principals enabling risk 

transmission via our investments. We continue 

exercising our role as experts in underlying sectors 

with emphasis on high quality origination, innovative 

structuring, extensive capital market coverage and 

state-of-the-art risk management.  And we continue 

creating and expanding markets for asset classes we 

work in. We dream, we plan, we act and we continue to 

believe in our dreams.

While Microfinance constituted the highest 

proportion of our business volumes, FY 2014 saw us 

diversifying across four asset classes. Affordable 

Housing finance picked up well during the year. While 

we expected to see more action on Small Business 

Loans finance, it was the newly launched Commercial 

Vehicles finance business that outperformed 

expectation. Microfinance now constitutes 84 percent 

of volumes down from 92 percent in FY 2013. It forms 

75 percent of balance sheet down from 89 percent in 

FY 2013. While we continue to add new clients, our 

existing clients have grown significantly - many of them 

with Assets under Management (AUM) exceeding INR 

5 billion. Even as we continue to account for a large 

share of funding availed by our smaller clients, we have 

demonstrated our value to larger clients through 

innovations in product structures, reduction in credit 

enhancement, diversification of investor base, timing of 

funding and pricing. We saw a strong growth in our 

client base of originators with the number of approved 

entities increasing from 40 to 52.  We enabled a total 

financing of INR 35 billion across four asset classes, a 

jump of 82 percent over FY 2013. There was significant 

diversification in the product spread. We structured two new 

products during the year - a guarantee backed CBO and the risk 

participation structure, adapted existing products, closed our first 

MBS - investment into which is our longest tenor exposure till date, 

as well as closed the first MosecTM in small business loans. Loans 

and non-convertible debenture (NCD) syndications were scaled up 

during the year with significant long term funding being availed by 

our partners.

Our balance sheet grew from INR 2.9 billion to INR 5.4 billion 

with several new lines of funding coming in over the year. We 

raised financing from a variety of sources including loans, 

Commercial Paper (CP) and NCDs. Operating income grew by 

70 percent and profits by 65 percent. Operating costs as 

percentage of average assets showed a drop of 150 basis points. 

We expect this trend to strengthen in the coming year. We 

closed the year with a profit after tax of INR 121 million.   The 

equity raise process that we commenced in July 2013 concluded 

in March 2014 with LeapFrog Investments taking a significant 

minority stake in IFMR Capital.  We believe that the strong shared 

sense of purpose as well as our approach towards sustainably 

promoting financial inclusion will take us a long way together.

The number of investors we work with increased from 29 to 40 

during the year. We closed the largest MosecTM transaction till date, 

an INR 1.7 billion transaction with a large private sector bank 

coming in as investor. We scaled up on existing relationships by 

ensuring higher volumes, as well as by diversifying into new products. 

We established new relationships with public and private sector 

banks, NBFCs, Housing Finance companies (HFC) and offshore 

investors. This will enable us to enhance commercial risk appetite in 

the asset classes we cover, and reduce the classic first half skew.

IFMR Capital currently has exposure to 370 districts across 25 

states. The portfolio is better diversified as against last year. The 

single largest state exposure has dropped to 18 percent from 25 

percent as in FY 2013.  Top three entity exposures have 

significantly reduced over the year as well. The cumulative 

collection efficiency of live securitization transactions is 99.16 

percent.  IFMR Capital’s portfolio continues to exhibit strong 

performance with a zero delinquency track record.

We continued with the emphasis on our risk analytics 

and modeling initiatives during the year.  We developed 

automation tools and implemented comprehensive 

transaction loss estimation models enabling us to launch 

new products and structure transactions in a more 

efficient manner. The risk monitoring team piloted and 

refined the monitoring and pool audit framework for 

the newer asset classes, providing crucial feedback to 

deepen our asset class, entity and transaction analysis. 

Training and development included both internal 

knowledge management sessions as well as external 

programs. Combining deep skills in capital markets 

with a passion for financial inclusion, the team at IFMR 

Capital continues to be at the forefront of financial 

innovation in India. We added our Chief Risk Officer to 

the Partner cadre taking the total number of Partners 

to six.  The Originators and Investors Meet 2014 was 

a great success.  The meet was an excellent display of 

our strong engagement and value-add vis-a-vis our 

originators, investors and other stakeholders.

The year that went by tested our ability to scale up 

volumes across various asset classes, products and 

structures.  Our execution capacity was put to the 

test towards the end of the year as we juggled 

between soaring year-end volumes and the closure of 

the equity raise process.  Team IFMR Capital put up a 

stellar performance in turn setting the bar even higher. 

The coming year will really be about trying to ensure 

a more uniform spread of business across all quarters.  

We have already taken steps towards this. A stronger 

balance sheet will also enable us to step in with 

on-balance funding for clients when required.

On the origination front, we plan to deepen our 

presence in existing asset classes by increasing our 

originator base by over 40 percent with a concerted 

effort towards expanding across tiers.  We also plan to 

make a foray into another new asset class. The 

agriculture sector looks promising especially with new 

originators emerging over time. We will also explore 

capital markets opportunities in the Small and Medium 

Enterprise (SME) space.

On the markets front, the focus will be to diversify the investor 

base across Priority Sector Lending (PSL) and non-PSL seeking 

investors. We aim to add new investors across banks, NBFCs, 

HFCs, mutual funds, international social and commercial investors, 

private wealth and domestic insurance companies.

We will strengthen our risk scoring and stress metrics framework 

in the coming year while also undertaking an estimation of portfolio 

level risk for IFMR Capital. We plan to rigorously test our risk 

models and build more stress testing tools. The monitoring design 

will be carefully calibrated to our differential understanding of risk 

across asset classes. Key processes that impact our stakeholders 

such as investor reporting and client servicing for securitization 

transactions will be managed proactively. The development of an 

ERP system for the Company is underway. Once fully implemented, 

it will strengthen our data-capture and operational processes and 

increase efficiency while reducing risks of errors.

We have ambitious plans for the coming year with a projected 

doubling in volumes. A large proportion of this volume is expected to 

come from our non-microfinance businesses.  The proportion of 

Microfinance will see a further drop. So will the share of securitization 

as we scale up across syndication and other newer structures.

I would like to take this opportunity to thank the Board of IFMR 

Capital for their continuous support, encouragement and guidance 

over the years. This year was particularly crucial. I would like to 

thank the LeapFrog team for making the leap of faith and joining us 

in our journey. I also thank all our investors and our originator 

partners for the trust and confidence placed in us year after year. 

Your continued support is invaluable in the journey towards 

creating efficient and sustainable capital markets access for the 

financially excluded in India. We continue to have an ambitious 

outlook and big dreams for the future. As Thomas Edison put it “If 

we all did the things we are really capable of doing, we would 

literally astound ourselves.” FY 2015 has all promise of being an 

astounding year for IFMR Capital.

Kshama Fernandes

CEO, IFMR Capital
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Sector Overview
              

Microfinance
The Indian microfinance sector has shown remarkable progress 
over the last three years. Microfinance institutions (MFIs) across 
the country have made substantial strides in strengthening their 
operations and reducing costs whilst improving and sustaining 
portfolio quality. Concerns about over-indebtedness of 
microfinance borrowers have been allayed by the setting up of 
credit bureaus, which provide MFIs information on existing debt 
and credit history of potential borrowers.

Over the last two years, Indian MFIs have begun to emerge as 
efficient financial intermediaries for banks and NBFCs via the 
business correspondent model, offering access to a widened 
range of services and products for the financially excluded.  
Most MFIs have also demonstrated commendable scale, 
sustainability and impact. MFIs in India now serve over 70 million 
borrowers, by far the largest in any country across the world.

The potential size of the microfinance market, served 
primarily by microfinance institutions and self-help groups 
with bank linkages is estimated at INR 1.4 – 2.5 trillion. This 
could imply the possibility of microfinance institutions being 
able to grow at an annualised rate of 30 - 35 percent over the 
next three years. According to ICRA, microfinance 
institutions in India reported a growth of 33 percent in loan 
book size in FY 2014, enabled by an increase of 37 percent in 
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the number of active borrowers and of eight  
percent in ticket sizes.

The shadow of the Andhra Pradesh crisis seems 
well behind the sector as credit flow to MFIs 
increased by 38 percent in FY 2014.  The year saw 
a lot of microfinance institutions tapping into a 
new source of capital via the issuance of NCDs, 
further enabling a reduction in their funding costs. 

On the regulation front, the Reserve Bank of India 
(RBI) recognised Microfinance Institutions 
Network (MFIN) as the first Self-Regulatory 
Organisation for NBFC-MFI, and also reaffirmed 
the regulations governing NBFC-MFIs covering 
minimum capital requirement, capital adequacy 
requirement, multiple lending and indebtedness, 
pricing of credit and consumer protection 
initiatives. The consequence of the new regulation 
has been positive with greater reporting 
requirements, higher standards of transparency, 
and improved sentiment amongst rating agencies 
and investors.  More recently, the RBI has allowed 
non-deposit accepting NBFC-ND to be business 
correspondents, which is likely to provide a fillip 

to financial inclusion and to the business prospect 
of microfinance institutions.

The sector has also witnessed continued interest 
from equity investors reflecting the rising confidence 
in the growth potential of the sector. Among our 
partners, Satin Creditcare Network Ltd, Janalakshmi 
Financial Services Pvt Ltd, Arohan Financial Services 
Pvt Ltd,  Annapurna Microfinance Pvt Ltd, Grameen 
Financials Pvt Ltd have all raised equity in FY 2014. 

Affordable Housing
The rapid pace of urbanization in the country and 
rising income levels over the last few years have 
been and continue to be the primary expansionary 
propellants  of the Affordable Housing market in 
India.  The market for financing the demand for 
these affordable houses has recently shown 
improvement by way of various financial reforms. ; 
However the penetration of housing finance in India 
remains low with housing credit forming a mere 
seven percent of Gross Domestic Product (GDP). 
The total housing shortage in rural areas is 
estimated to be around 44 million housing units and 

in urban areas it is estimated to be around 19 million units. The 
biggest factor in attacting financing to the lower income 
segments is the sheer size of the growth opportunity. 
 
Banks have traditionally been the largest player in the housing 
loan market and continue to hold more than 75 percent of the 
total home loan portfolio in India. The other players in the 
market are housing finance companies, land development banks 
and housing societies. Despite the network of banks, low 
income groups lack access to home finance.
 
The aggregate AUM of all affordable housing finance 
companies is estimated at around INR 4,500 billion, as of 
March 2014 according to ICRA and IFMR Capital estimates. 
Even within this segment, large housing finance companies that 
cater to borrowers in the formal sector capable of producing 
documented proof of income, dominate the market.

On the supply side, over the last few years, NHB has launched 
many refinance schemes to promote institutional financing of 
the rural and urban low-income housing segments, like the 
Rural Housing Fund (RHF), Urban Housing Fund (UHF) and 
Special Refinance Scheme for Urban Low Income Housing. 
However, recently, NHB has placed interest rate caps on loans 

disbursed under these schemes. Further, to encourage more 
affordable housing development and financing, the national 
budget for FY 2015 has allocated INR 40 billion to the 
National Housing Bank with the aim to provide cheaper 
credit facilities to people belonging to the low-income groups 
and economically weaker sections, who face 95 percent of the 
housing shortage. Further, projects which commit at least 30 
percent of the total project cost for low-cost affordable 
housing have been exempted from the minimum built-up area 
and capitalisation requirements. 

IFMR Capital partners closed FY 2014 with an AUM of around 
INR 24 billion. Our housing finance partners are young 
companies with high standards of governance who have in their 
early days of operations, invested in human resources and 
systems that are critical for scaling up. The experienced teams 
have been able to customise their origination processes apt for 
assessing the target clientele. The specialised cash flow 
assessments complement the mortgage/security that is 
provided. Each of these housing finance companies have been 
innovating in risk assessment of their potential borrowers, 
collection mechanisms and building systems to ensure process 
control before scaling up the operations.

Performance has been better than the industry with our 
partners demonstrating excellent asset quality reflected in 

their average NPA of  0.5 percent. 

Given the low base and almost unlimited demand, we believe 
that the affordable housing finance market will witness 
tremendous growth over the next few years,  Most HFCs in 
this space have stabilized operations and have witnessed 
excellent asset quality.  At the same time, concerns about areas 
such as asset liability management, access to a diversified 
investor base and rating limitations persist.

Commercial Vehicle Financing
A key highlight of FY 2014 was our foray into the Commercial 
Vehicles (CV) financing segment. Commercial vehicles are 
those vehicles used by businesses either to transport goods or 
to transport passengers and are a critical component in the 
complete supply chain, ensuring efficient movement of raw 
material - mainly agricultural and primary goods - from 
producers to manufacturers to consumers. IFMR Capital 
ventured into this asset class given the relevance it has to the 
lives of financially excluded households in their roles as 

consumers, producers and participants (especially 
in the case of small road transport owners, drivers 
turned owners and first time buyers). 

The commercial vehicle industry has historically 
been positively correlated with the economic 
growth of the country. The slowing industrial 
growth and weakening investment sentiment 
across most sectors since the second half of FY 
2012 have started showing its effect on the 
commercial vehicle market. Recent reports suggest 
that the commercial vehicle segment has shrunk by 
20 percent in FY 2014 compared to the previous 
fiscal year. However, the long-term prospects of the 
sector continue to be supported by expectations 
of improvement in economic growth, the increasing 
pace of investments in highway and road 
infrastructure, along with positive structural 
changes such as the recent implementation of 
norms governing emission and anti-overloading 
which should boost demand for replacement 
trucks and other commercial vehicles. Vehicles 
below four years of age form 50 percent of the 
total CV population in India. High demand during 
the past decade has resulted in a considerable 
build-up of CV stock.  5 - 12 year old vehicles form 
38 percent of the total CV population while 
vehicles more than 12 years form the balance 12 
percent.  It is estimated that the market potential 
for CVs in 0 - 4 years of age group is INR 9,200 
billion, while it is INR 750 billion for CVs in the age 
group of 5-12 years and INR 180 billion for CV’s 
more than 12 years old.

The Commercial Vehicle segment comprises of 
Medium and Heavy Commercial Vehicles (M&HCVs), 
and Light Commercial Vehicles (LCVs).While heavy 
commercial vehicles have a positive correlation with 
the economic growth of the country and have been 
affected by the recent slowdown in the economy, the 
market for LCVs and used commercial vehicles has 
largely been unaffected.

The used Commercial Vehicle segment is a very 
niche segment. Despite the opportunity, banks have 
stayed away from this segment due to the 
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FY 2014 proved to be yet another year during which IFMR Capital outdid the 

performance of the previous year on all accounts - number of client relationships, 

volume of financing enabled and the launch of a new asset class - Commercial Vehicle 

finance. FY 2014 also marked another year of innovation for IFMR Capital with the 

development of new products and transaction structures and their placement with a 

diverse set of investors.

At the end of FY 2014, IFMR Capital’s client por tfolio grew to 52, with three new 

par tners each in Microfinance, Commercial Vehicle finance, Small Business Loan 

finance and Affordable Housing finance sectors, with a total volume of INR 35 billion 

of financing enabled across these asset classes.

In the following sections, we take a look at each of the sectors we work in.

complexities involved in operating this business. 
IFMR Capital now enables access to capital markets 
for high quality originators in the Commercial 
Vehicle financing space just as it has demonstrated 
access to capital markets in other underserved 
asset classes such as Microfinance, Affordable 
Housing finance and Small Business Loan finance.  

Small Business Loan Financing
The Micro, Small and Medium Enterprises (MSME) 
sector has consistently grown at a pace faster 
than India’s GDP, according to the Ministry of 
Micro, Small and Medium Enterprises. The sector 
however  has not been supported by adequate 
formal financing. This is largely because many of 
these businesses are in the informal segment and 
lack proper documentation and liquid collateral 
making underwriting difficult for banks. While 
banks have been active in the SME space for 
larger enterprises, it is the MFIs and the Self-Help 
Group-Bank Linkage Programme (SHG-Bank 
Linkage) who have been successful in meeting the 
credit needs for household-based income-generating 
activities and very small enterprises. There is clearly 
therefore, a significant ‘missing middle’ segment that 
has been largely left out by the mainstream credit 
delivery channels.

India has witnessed evolution of various models 
over the years in response to the inadequacy of 
the banks to meet the credit needs of the 
unorganised sector. NBFCs with localised 
presence and domain knowledge have started to 
look at the small business finance market as an 
opportunity. Presently, the small business finance 
market comprises of NBFC-MFIs, large and old 
NBFCs along with new NBFCs.

Microfinance emerged as a step forward in 
addressing the perennial challenge of financial 
inclusion. Some microfinance institutions such as 
Grameen Financial, Grama Vidiyal and Ujjivan have 
started offering Individual Loans to customers 
with long standing relationships, while others like 
Swadhaar, Arohan and Utkarsh have created a 
small customer base of individual run micro 

enterprises. Many others are also experimenting with this 
product on a pilot basis for their ‘graduated’ group-loan clients 
as well as non-clients who are entrepreneurs,  before they scale 
up the product to small businesses.

NBFCs with a focus on MSME finance like Intec Capital, 
Electronica Finance, MAS Financials and Five Star have steadily 
developed their business for over two decades. Their unique 
model of underwriting and credit delivery has helped them scale 
financing to small businesses while maintaining good portfolio 
quality. The loans offered are mainly for facilitating needs like 
equipment purchase, business expansion, technology upgrades 
and working capital requirements.

Recently, newer NBFCs, sensing opportunity, have made a foray 
into SME lending with innovative business models over the past 5 
years. These NBFCs scrutinize informal records of income that 
banks generally do not recognise or accept, and conduct 
background checks on potential customers through an exhaustive 
evaluation process. They have built unique credit methodologies 
to undertake cash-flow based assessment of MSME financials, even 
in the absence of conventional income documents by assessing 
customers' economic activity. Several new players have entered 
the market - either new entities or offshoots of existing financial 
institutions. New NBFCs such as Vistaar Finance, Kinara Capital 
have commenced business with a focus on micro enterprise 
lending, while others like Shriram City, Bajaj Finance, Religare 
Finvest, and Au Financiers have leveraged upon an existing branch 
network and customer base.

Several originators have developed their own niche of operating 
models to meet specific gaps in the market, ranging from working 
capital needs of corporates, equipment financing for larger 
MSMEs, on-going business requirements for smaller businesses, 
among others. Other originators have chosen a geographic metier, 
developing and deepening their networks and customer 
relationships in specific geographies. These lending institutions 
also have innovative processes to expand target clientele - referral 
systems integrated with the supply chain, systematic cluster-based 
approaches, direct marketing, and strategic relationships with 
other institutions which work with the same target clientele, to 
name a few. Certain other institutions, such as IFMR Rural 
Channels and Janalakshmi Financial Services, which believe in a 
holistic, livelihood-based approach to lending, have also started 
offering enterprise loans in their operational area.

IFMR Capital’s partners in this space have demonstrated their key 
strength of having developed a specialised model of lending to 
small business and enterprises. The origination model relies on an 
in-depth understanding of the customer segment in the target 
geographies. Across all the partners, the origination model thrives 
on independent and separate business and credit functions. All 
partners have customised their processes to effectively assess the 
enterprise for credit delivery. 

Each partner has developed templates for margins and cash flow 
analysis of the businesses that are financed. Wherever, there are 
no documentary proofs, there is focus on understanding and 
verifying the underlying cash flows of the business through proxy 
information and multiple checks.

Portfolio quality of these partners has continuously been very good 
in comparison to the industry. Gross NPA of all IFMR Capital 
partners in this space has been in the range of 0-1 percent against an 
industry average of approximately three percent as of September 
2013. The robust origination, collection and delinquency management 
processes have resulted in steep reduction in PAR across buckets. 

The cumulative AUM of our SBL partners has 
doubled over the last one and half years from 
approximately INR 17.5 billion to INR 42 billion.  
All NBFCs lending to MSMEs currently, are very 
small in terms of the small business loan portfolio 
that they manage. 

The asset class has witnessed significant equity 
interest from a variety of investors: early stage 
investors such as Elevar and Lok, development 
financial institutions such as FMO, Proparco, Lok 
Capital, DEG and SIDBI, as well as mainstream 
private equity players such as Matrix Partners, 
Warburg Pincus, Chrys Capital and fund advised by 
MOPE.  In the last two years, the SBL partners of 
IFMR Capital have seen more than INR 3 billion of 
equity infusion from institutional investors. Given 
the nascent stage and vast demand, IFMR Capital 
expects significant growth from existing players, as 
well as the emergence of newer players.



Microfinance
The Indian microfinance sector has shown remarkable progress 
over the last three years. Microfinance institutions (MFIs) across 
the country have made substantial strides in strengthening their 
operations and reducing costs whilst improving and sustaining 
portfolio quality. Concerns about over-indebtedness of 
microfinance borrowers have been allayed by the setting up of 
credit bureaus, which provide MFIs information on existing debt 
and credit history of potential borrowers.

Over the last two years, Indian MFIs have begun to emerge as 
efficient financial intermediaries for banks and NBFCs via the 
business correspondent model, offering access to a widened 
range of services and products for the financially excluded.  
Most MFIs have also demonstrated commendable scale, 
sustainability and impact. MFIs in India now serve over 70 million 
borrowers, by far the largest in any country across the world.

The potential size of the microfinance market, served 
primarily by microfinance institutions and self-help groups 
with bank linkages is estimated at INR 1.4 – 2.5 trillion. This 
could imply the possibility of microfinance institutions being 
able to grow at an annualised rate of 30 - 35 percent over the 
next three years. According to ICRA, microfinance 
institutions in India reported a growth of 33 percent in loan 
book size in FY 2014, enabled by an increase of 37 percent in 
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the number of active borrowers and of eight  
percent in ticket sizes.

The shadow of the Andhra Pradesh crisis seems 
well behind the sector as credit flow to MFIs 
increased by 38 percent in FY 2014.  The year saw 
a lot of microfinance institutions tapping into a 
new source of capital via the issuance of NCDs, 
further enabling a reduction in their funding costs. 

On the regulation front, the Reserve Bank of India 
(RBI) recognised Microfinance Institutions 
Network (MFIN) as the first Self-Regulatory 
Organisation for NBFC-MFI, and also reaffirmed 
the regulations governing NBFC-MFIs covering 
minimum capital requirement, capital adequacy 
requirement, multiple lending and indebtedness, 
pricing of credit and consumer protection 
initiatives. The consequence of the new regulation 
has been positive with greater reporting 
requirements, higher standards of transparency, 
and improved sentiment amongst rating agencies 
and investors.  More recently, the RBI has allowed 
non-deposit accepting NBFC-ND to be business 
correspondents, which is likely to provide a fillip 

to financial inclusion and to the business prospect 
of microfinance institutions.

The sector has also witnessed continued interest 
from equity investors reflecting the rising confidence 
in the growth potential of the sector. Among our 
partners, Satin Creditcare Network Ltd, Janalakshmi 
Financial Services Pvt Ltd, Arohan Financial Services 
Pvt Ltd,  Annapurna Microfinance Pvt Ltd, Grameen 
Financials Pvt Ltd have all raised equity in FY 2014. 

Affordable Housing
The rapid pace of urbanization in the country and 
rising income levels over the last few years have 
been and continue to be the primary expansionary 
propellants  of the Affordable Housing market in 
India.  The market for financing the demand for 
these affordable houses has recently shown 
improvement by way of various financial reforms. ; 
However the penetration of housing finance in India 
remains low with housing credit forming a mere 
seven percent of Gross Domestic Product (GDP). 
The total housing shortage in rural areas is 
estimated to be around 44 million housing units and 

in urban areas it is estimated to be around 19 million units. The 
biggest factor in attacting financing to the lower income 
segments is the sheer size of the growth opportunity. 
 
Banks have traditionally been the largest player in the housing 
loan market and continue to hold more than 75 percent of the 
total home loan portfolio in India. The other players in the 
market are housing finance companies, land development banks 
and housing societies. Despite the network of banks, low 
income groups lack access to home finance.
 
The aggregate AUM of all affordable housing finance 
companies is estimated at around INR 4,500 billion, as of 
March 2014 according to ICRA and IFMR Capital estimates. 
Even within this segment, large housing finance companies that 
cater to borrowers in the formal sector capable of producing 
documented proof of income, dominate the market.

On the supply side, over the last few years, NHB has launched 
many refinance schemes to promote institutional financing of 
the rural and urban low-income housing segments, like the 
Rural Housing Fund (RHF), Urban Housing Fund (UHF) and 
Special Refinance Scheme for Urban Low Income Housing. 
However, recently, NHB has placed interest rate caps on loans 

disbursed under these schemes. Further, to encourage more 
affordable housing development and financing, the national 
budget for FY 2015 has allocated INR 40 billion to the 
National Housing Bank with the aim to provide cheaper 
credit facilities to people belonging to the low-income groups 
and economically weaker sections, who face 95 percent of the 
housing shortage. Further, projects which commit at least 30 
percent of the total project cost for low-cost affordable 
housing have been exempted from the minimum built-up area 
and capitalisation requirements. 

IFMR Capital partners closed FY 2014 with an AUM of around 
INR 24 billion. Our housing finance partners are young 
companies with high standards of governance who have in their 
early days of operations, invested in human resources and 
systems that are critical for scaling up. The experienced teams 
have been able to customise their origination processes apt for 
assessing the target clientele. The specialised cash flow 
assessments complement the mortgage/security that is 
provided. Each of these housing finance companies have been 
innovating in risk assessment of their potential borrowers, 
collection mechanisms and building systems to ensure process 
control before scaling up the operations.

Performance has been better than the industry with our 
partners demonstrating excellent asset quality reflected in 
their average NPA of  0.5 percent. 

Given the low base and almost unlimited demand, we believe 
that the affordable housing finance market will witness 
tremendous growth over the next few years,  Most HFCs in 
this space have stabilized operations and have witnessed 
excellent asset quality.  At the same time, concerns about areas 
such as asset liability management, access to a diversified 
investor base and rating limitations persist.

Commercial Vehicle Financing
A key highlight of FY 2014 was our foray into the Commercial 
Vehicles (CV) financing segment. Commercial vehicles are 
those vehicles used by businesses either to transport goods or 
to transport passengers and are a critical component in the 
complete supply chain, ensuring efficient movement of raw 
material - mainly agricultural and primary goods - from 
producers to manufacturers to consumers. IFMR Capital 
ventured into this asset class given the relevance it has to the 
lives of financially excluded households in their roles as 

consumers, producers and participants (especially 
in the case of small road transport owners, drivers 
turned owners and first time buyers). 

The commercial vehicle industry has historically 
been positively correlated with the economic 
growth of the country. The slowing industrial 
growth and weakening investment sentiment 
across most sectors since the second half of FY 
2012 have started showing its effect on the 
commercial vehicle market. Recent reports suggest 
that the commercial vehicle segment has shrunk by 
20 percent in FY 2014 compared to the previous 
fiscal year. However, the long-term prospects of the 
sector continue to be supported by expectations 
of improvement in economic growth, the increasing 
pace of investments in highway and road 
infrastructure, along with positive structural 
changes such as the recent implementation of 
norms governing emission and anti-overloading 
which should boost demand for replacement 
trucks and other commercial vehicles. Vehicles 
below four years of age form 50 percent of the 
total CV population in India. High demand during 
the past decade has resulted in a considerable 
build-up of CV stock.  5 - 12 year old vehicles form 
38 percent of the total CV population while 
vehicles more than 12 years form the balance 12 
percent.  It is estimated that the market potential 
for CVs in 0 - 4 years of age group is INR 9,200 
billion, while it is INR 750 billion for CVs in the age 
group of 5-12 years and INR 180 billion for CV’s 
more than 12 years old.

The Commercial Vehicle segment comprises of 
Medium and Heavy Commercial Vehicles (M&HCVs), 
and Light Commercial Vehicles (LCVs).While heavy 
commercial vehicles have a positive correlation with 
the economic growth of the country and have been 
affected by the recent slowdown in the economy, the 
market for LCVs and used commercial vehicles has 
largely been unaffected.

The used Commercial Vehicle segment is a very 
niche segment. Despite the opportunity, banks have 
stayed away from this segment due to the 

complexities involved in operating this business. 
IFMR Capital now enables access to capital markets 
for high quality originators in the Commercial 
Vehicle financing space just as it has demonstrated 
access to capital markets in other underserved 
asset classes such as Microfinance, Affordable 
Housing finance and Small Business Loan finance.  

Small Business Loan Financing
The Micro, Small and Medium Enterprises (MSME) 
sector has consistently grown at a pace faster 
than India’s GDP, according to the Ministry of 
Micro, Small and Medium Enterprises. The sector 
however  has not been supported by adequate 
formal financing. This is largely because many of 
these businesses are in the informal segment and 
lack proper documentation and liquid collateral 
making underwriting difficult for banks. While 
banks have been active in the SME space for 
larger enterprises, it is the MFIs and the Self-Help 
Group-Bank Linkage Programme (SHG-Bank 
Linkage) who have been successful in meeting the 
credit needs for household-based income-generating 
activities and very small enterprises. There is clearly 
therefore, a significant ‘missing middle’ segment that 
has been largely left out by the mainstream credit 
delivery channels.

India has witnessed evolution of various models 
over the years in response to the inadequacy of 
the banks to meet the credit needs of the 
unorganised sector. NBFCs with localised 
presence and domain knowledge have started to 
look at the small business finance market as an 
opportunity. Presently, the small business finance 
market comprises of NBFC-MFIs, large and old 
NBFCs along with new NBFCs.

Microfinance emerged as a step forward in 
addressing the perennial challenge of financial 
inclusion. Some microfinance institutions such as 
Grameen Financial, Grama Vidiyal and Ujjivan have 
started offering Individual Loans to customers 
with long standing relationships, while others like 
Swadhaar, Arohan and Utkarsh have created a 
small customer base of individual run micro 

enterprises. Many others are also experimenting with this 
product on a pilot basis for their ‘graduated’ group-loan clients 

as well as non-clients who are entrepreneurs,  before they scale 
up the product to small businesses.

NBFCs with a focus on MSME finance like Intec Capital, 
Electronica Finance, MAS Financials and Five Star have steadily 
developed their business for over two decades. Their unique 
model of underwriting and credit delivery has helped them scale 
financing to small businesses while maintaining good portfolio 
quality. The loans offered are mainly for facilitating needs like 
equipment purchase, business expansion, technology upgrades 
and working capital requirements.

Recently, newer NBFCs, sensing opportunity, have made a foray 
into SME lending with innovative business models over the past 5 
years. These NBFCs scrutinize informal records of income that 
banks generally do not recognise or accept, and conduct 
background checks on potential customers through an exhaustive 
evaluation process. They have built unique credit methodologies 
to undertake cash-flow based assessment of MSME financials, even 
in the absence of conventional income documents by assessing 
customers' economic activity. Several new players have entered 
the market - either new entities or offshoots of existing financial 
institutions. New NBFCs such as Vistaar Finance, Kinara Capital 
have commenced business with a focus on micro enterprise 
lending, while others like Shriram City, Bajaj Finance, Religare 
Finvest, and Au Financiers have leveraged upon an existing branch 
network and customer base.

Several originators have developed their own niche of operating 
models to meet specific gaps in the market, ranging from working 
capital needs of corporates, equipment financing for larger 
MSMEs, on-going business requirements for smaller businesses, 
among others. Other originators have chosen a geographic metier, 
developing and deepening their networks and customer 
relationships in specific geographies. These lending institutions 
also have innovative processes to expand target clientele - referral 
systems integrated with the supply chain, systematic cluster-based 
approaches, direct marketing, and strategic relationships with 
other institutions which work with the same target clientele, to 
name a few. Certain other institutions, such as IFMR Rural 
Channels and Janalakshmi Financial Services, which believe in a 
holistic, livelihood-based approach to lending, have also started 
offering enterprise loans in their operational area.

IFMR Capital’s partners in this space have demonstrated their key 
strength of having developed a specialised model of lending to 
small business and enterprises. The origination model relies on an 
in-depth understanding of the customer segment in the target 
geographies. Across all the partners, the origination model thrives 
on independent and separate business and credit functions. All 
partners have customised their processes to effectively assess the 
enterprise for credit delivery. 

Each partner has developed templates for margins and cash flow 
analysis of the businesses that are financed. Wherever, there are 
no documentary proofs, there is focus on understanding and 
verifying the underlying cash flows of the business through proxy 
information and multiple checks.

Portfolio quality of these partners has continuously been very good 
in comparison to the industry. Gross NPA of all IFMR Capital 
partners in this space has been in the range of 0-1 percent against an 
industry average of approximately three percent as of September 
2013. The robust origination, collection and delinquency management 
processes have resulted in steep reduction in PAR across buckets. 

The cumulative AUM of our SBL partners has 
doubled over the last one and half years from 
approximately INR 17.5 billion to INR 42 billion.  
All NBFCs lending to MSMEs currently, are very 
small in terms of the small business loan portfolio 
that they manage. 

The asset class has witnessed significant equity 
interest from a variety of investors: early stage 
investors such as Elevar and Lok, development 
financial institutions such as FMO, Proparco, Lok 
Capital, DEG and SIDBI, as well as mainstream 
private equity players such as Matrix Partners, 
Warburg Pincus, Chrys Capital and fund advised by 
MOPE.  In the last two years, the SBL partners of 
IFMR Capital have seen more than INR 3 billion of 
equity infusion from institutional investors. Given 
the nascent stage and vast demand, IFMR Capital 
expects significant growth from existing players, as 
well as the emergence of newer players.



Microfinance
The Indian microfinance sector has shown remarkable progress 
over the last three years. Microfinance institutions (MFIs) across 
the country have made substantial strides in strengthening their 
operations and reducing costs whilst improving and sustaining 
portfolio quality. Concerns about over-indebtedness of 
microfinance borrowers have been allayed by the setting up of 
credit bureaus, which provide MFIs information on existing debt 
and credit history of potential borrowers.

Over the last two years, Indian MFIs have begun to emerge as 
efficient financial intermediaries for banks and NBFCs via the 
business correspondent model, offering access to a widened 
range of services and products for the financially excluded.  
Most MFIs have also demonstrated commendable scale, 
sustainability and impact. MFIs in India now serve over 70 million 
borrowers, by far the largest in any country across the world.

The potential size of the microfinance market, served 
primarily by microfinance institutions and self-help groups 
with bank linkages is estimated at INR 1.4 – 2.5 trillion. This 
could imply the possibility of microfinance institutions being 
able to grow at an annualised rate of 30 - 35 percent over the 
next three years. According to ICRA, microfinance 
institutions in India reported a growth of 33 percent in loan 
book size in FY 2014, enabled by an increase of 37 percent in 
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the number of active borrowers and of eight  
percent in ticket sizes.

The shadow of the Andhra Pradesh crisis seems 
well behind the sector as credit flow to MFIs 
increased by 38 percent in FY 2014.  The year saw 
a lot of microfinance institutions tapping into a 
new source of capital via the issuance of NCDs, 
further enabling a reduction in their funding costs. 

On the regulation front, the Reserve Bank of India 
(RBI) recognised Microfinance Institutions 
Network (MFIN) as the first Self-Regulatory 
Organisation for NBFC-MFI, and also reaffirmed 
the regulations governing NBFC-MFIs covering 
minimum capital requirement, capital adequacy 
requirement, multiple lending and indebtedness, 
pricing of credit and consumer protection 
initiatives. The consequence of the new regulation 
has been positive with greater reporting 
requirements, higher standards of transparency, 
and improved sentiment amongst rating agencies 
and investors.  More recently, the RBI has allowed 
non-deposit accepting NBFC-ND to be business 
correspondents, which is likely to provide a fillip 

to financial inclusion and to the business prospect 
of microfinance institutions.

The sector has also witnessed continued interest 
from equity investors reflecting the rising confidence 
in the growth potential of the sector. Among our 
partners, Satin Creditcare Network Ltd, Janalakshmi 
Financial Services Pvt Ltd, Arohan Financial Services 
Pvt Ltd,  Annapurna Microfinance Pvt Ltd, Grameen 
Financials Pvt Ltd have all raised equity in FY 2014. 

Affordable Housing
The rapid pace of urbanization in the country and 
rising income levels over the last few years have 
been and continue to be the primary expansionary 
propellants  of the Affordable Housing market in 
India.  The market for financing the demand for 
these affordable houses has recently shown 
improvement by way of various financial reforms. ; 
However the penetration of housing finance in India 
remains low with housing credit forming a mere 
seven percent of Gross Domestic Product (GDP). 
The total housing shortage in rural areas is 
estimated to be around 44 million housing units and 

in urban areas it is estimated to be around 19 million units. The 
biggest factor in attacting financing to the lower income 
segments is the sheer size of the growth opportunity. 
 
Banks have traditionally been the largest player in the housing 
loan market and continue to hold more than 75 percent of the 
total home loan portfolio in India. The other players in the 
market are housing finance companies, land development banks 
and housing societies. Despite the network of banks, low 
income groups lack access to home finance.
 
The aggregate AUM of all affordable housing finance 
companies is estimated at around INR 4,500 billion, as of 
March 2014 according to ICRA and IFMR Capital estimates. 
Even within this segment, large housing finance companies that 
cater to borrowers in the formal sector capable of producing 
documented proof of income, dominate the market.

On the supply side, over the last few years, NHB has launched 
many refinance schemes to promote institutional financing of 
the rural and urban low-income housing segments, like the 
Rural Housing Fund (RHF), Urban Housing Fund (UHF) and 
Special Refinance Scheme for Urban Low Income Housing. 
However, recently, NHB has placed interest rate caps on loans 

disbursed under these schemes. Further, to encourage more 
affordable housing development and financing, the national 
budget for FY 2015 has allocated INR 40 billion to the 
National Housing Bank with the aim to provide cheaper 
credit facilities to people belonging to the low-income groups 
and economically weaker sections, who face 95 percent of the 
housing shortage. Further, projects which commit at least 30 
percent of the total project cost for low-cost affordable 
housing have been exempted from the minimum built-up area 
and capitalisation requirements. 

IFMR Capital partners closed FY 2014 with an AUM of around 
INR 24 billion. Our housing finance partners are young 
companies with high standards of governance who have in their 
early days of operations, invested in human resources and 
systems that are critical for scaling up. The experienced teams 
have been able to customise their origination processes apt for 
assessing the target clientele. The specialised cash flow 
assessments complement the mortgage/security that is 
provided. Each of these housing finance companies have been 
innovating in risk assessment of their potential borrowers, 
collection mechanisms and building systems to ensure process 
control before scaling up the operations.

Performance has been better than the industry with our 
partners demonstrating excellent asset quality reflected in 
their average NPA of  0.5 percent. 

Given the low base and almost unlimited demand, we believe 
that the affordable housing finance market will witness 
tremendous growth over the next few years,  Most HFCs in 
this space have stabilized operations and have witnessed 
excellent asset quality.  At the same time, concerns about areas 
such as asset liability management, access to a diversified 
investor base and rating limitations persist.

Commercial Vehicle Financing
A key highlight of FY 2014 was our foray into the Commercial 
Vehicles (CV) financing segment. Commercial vehicles are 
those vehicles used by businesses either to transport goods or 
to transport passengers and are a critical component in the 
complete supply chain, ensuring efficient movement of raw 
material - mainly agricultural and primary goods - from 
producers to manufacturers to consumers. IFMR Capital 
ventured into this asset class given the relevance it has to the 
lives of financially excluded households in their roles as 

consumers, producers and participants (especially 
in the case of small road transport owners, drivers 
turned owners and first time buyers). 

The commercial vehicle industry has historically 
been positively correlated with the economic 
growth of the country. The slowing industrial 
growth and weakening investment sentiment 
across most sectors since the second half of FY 
2012 have started showing its effect on the 
commercial vehicle market. Recent reports suggest 
that the commercial vehicle segment has shrunk by 
20 percent in FY 2014 compared to the previous 
fiscal year. However, the long-term prospects of the 
sector continue to be supported by expectations 
of improvement in economic growth, the increasing 
pace of investments in highway and road 
infrastructure, along with positive structural 
changes such as the recent implementation of 
norms governing emission and anti-overloading 
which should boost demand for replacement 
trucks and other commercial vehicles. Vehicles 
below four years of age form 50 percent of the 
total CV population in India. High demand during 
the past decade has resulted in a considerable 
build-up of CV stock.  5 - 12 year old vehicles form 
38 percent of the total CV population while 
vehicles more than 12 years form the balance 12 
percent.  It is estimated that the market potential 
for CVs in 0 - 4 years of age group is INR 9,200 
billion, while it is INR 750 billion for CVs in the age 
group of 5-12 years and INR 180 billion for CV’s 
more than 12 years old.

The Commercial Vehicle segment comprises of 
Medium and Heavy Commercial Vehicles (M&HCVs), 
and Light Commercial Vehicles (LCVs).While heavy 
commercial vehicles have a positive correlation with 
the economic growth of the country and have been 
affected by the recent slowdown in the economy, the 
market for LCVs and used commercial vehicles has 
largely been unaffected.

The used Commercial Vehicle segment is a very 
niche segment. Despite the opportunity, banks have 
stayed away from this segment due to the 

complexities involved in operating this business. 
IFMR Capital now enables access to capital markets 
for high quality originators in the Commercial 
Vehicle financing space just as it has demonstrated 
access to capital markets in other underserved 
asset classes such as Microfinance, Affordable 
Housing finance and Small Business Loan finance.  

Small Business Loan Financing
The Micro, Small and Medium Enterprises (MSME) 
sector has consistently grown at a pace faster 
than India’s GDP, according to the Ministry of 
Micro, Small and Medium Enterprises. The sector 
however  has not been supported by adequate 
formal financing. This is largely because many of 
these businesses are in the informal segment and 
lack proper documentation and liquid collateral 
making underwriting difficult for banks. While 
banks have been active in the SME space for 
larger enterprises, it is the MFIs and the Self-Help 
Group-Bank Linkage Programme (SHG-Bank 
Linkage) who have been successful in meeting the 
credit needs for household-based income-generating 
activities and very small enterprises. There is clearly 
therefore, a significant ‘missing middle’ segment that 
has been largely left out by the mainstream credit 
delivery channels.

India has witnessed evolution of various models 
over the years in response to the inadequacy of 
the banks to meet the credit needs of the 
unorganised sector. NBFCs with localised 
presence and domain knowledge have started to 
look at the small business finance market as an 
opportunity. Presently, the small business finance 
market comprises of NBFC-MFIs, large and old 
NBFCs along with new NBFCs.

Microfinance emerged as a step forward in 
addressing the perennial challenge of financial 
inclusion. Some microfinance institutions such as 
Grameen Financial, Grama Vidiyal and Ujjivan have 
started offering Individual Loans to customers 
with long standing relationships, while others like 
Swadhaar, Arohan and Utkarsh have created a 
small customer base of individual run micro 

enterprises. Many others are also experimenting with this 
product on a pilot basis for their ‘graduated’ group-loan clients 
as well as non-clients who are entrepreneurs,  before they scale 
up the product to small businesses.

NBFCs with a focus on MSME finance like Intec Capital, 
Electronica Finance, MAS Financials and Five Star have steadily 
developed their business for over two decades. Their unique 
model of underwriting and credit delivery has helped them scale 
financing to small businesses while maintaining good portfolio 
quality. The loans offered are mainly for facilitating needs like 
equipment purchase, business expansion, technology upgrades 
and working capital requirements.

Recently, newer NBFCs, sensing opportunity, have made a foray 
into SME lending with innovative business models over the past 5 
years. These NBFCs scrutinize informal records of income that 
banks generally do not recognise or accept, and conduct 
background checks on potential customers through an exhaustive 
evaluation process. They have built unique credit methodologies 
to undertake cash-flow based assessment of MSME financials, even 
in the absence of conventional income documents by assessing 
customers' economic activity. Several new players have entered 
the market - either new entities or offshoots of existing financial 
institutions. New NBFCs such as Vistaar Finance, Kinara Capital 
have commenced business with a focus on micro enterprise 
lending, while others like Shriram City, Bajaj Finance, Religare 
Finvest, and Au Financiers have leveraged upon an existing branch 
network and customer base.

Several originators have developed their own niche of operating 
models to meet specific gaps in the market, ranging from working 
capital needs of corporates, equipment financing for larger 
MSMEs, on-going business requirements for smaller businesses, 
among others. Other originators have chosen a geographic metier, 
developing and deepening their networks and customer 
relationships in specific geographies. These lending institutions 
also have innovative processes to expand target clientele - referral 
systems integrated with the supply chain, systematic cluster-based 
approaches, direct marketing, and strategic relationships with 
other institutions which work with the same target clientele, to 
name a few. Certain other institutions, such as IFMR Rural 
Channels and Janalakshmi Financial Services, which believe in a 
holistic, livelihood-based approach to lending, have also started 
offering enterprise loans in their operational area.

IFMR Capital’s partners in this space have demonstrated their key 
strength of having developed a specialised model of lending to 
small business and enterprises. The origination model relies on an 
in-depth understanding of the customer segment in the target 
geographies. Across all the partners, the origination model thrives 
on independent and separate business and credit functions. All 
partners have customised their processes to effectively assess the 
enterprise for credit delivery. 

Each partner has developed templates for margins and cash flow 
analysis of the businesses that are financed. Wherever, there are 
no documentary proofs, there is focus on understanding and 
verifying the underlying cash flows of the business through proxy 
information and multiple checks.

Portfolio quality of these partners has continuously been very good 
in comparison to the industry. Gross NPA of all IFMR Capital 
partners in this space has been in the range of 0-1 percent against an 
industry average of approximately three percent as of September 
2013. The robust origination, collection and delinquency management 
processes have resulted in steep reduction in PAR across buckets. 

The cumulative AUM of our SBL partners has 
doubled over the last one and half years from 
approximately INR 17.5 billion to INR 42 billion.  
All NBFCs lending to MSMEs currently, are very 
small in terms of the small business loan portfolio 
that they manage. 

The asset class has witnessed significant equity 
interest from a variety of investors: early stage 
investors such as Elevar and Lok, development 
financial institutions such as FMO, Proparco, Lok 
Capital, DEG and SIDBI, as well as mainstream 
private equity players such as Matrix Partners, 
Warburg Pincus, Chrys Capital and fund advised by 
MOPE.  In the last two years, the SBL partners of 
IFMR Capital have seen more than INR 3 billion of 
equity infusion from institutional investors. Given 
the nascent stage and vast demand, IFMR Capital 
expects significant growth from existing players, as 
well as the emergence of newer players.



IFMR Capital Business 
Highlights



                               

IFMR Capital has witnessed another year of robust growth and strong 
relationships. During the year, we built new client and investor relationships, 
developed new products and strengthened our existing relationships.  We present 
below IFMR Capital’s highlights for FY 2014.

Microfinance
Working with high-quality originators: The 
microfinance sector continued its upward 
trajectory in FY 2014. We are happy to report 
that all our partners have shown consistent 
portfolio growth, healthy margins and good asset 
quality. FY 2014 also marked another series of 
firsts for IFMR Capital and helped us create better 
value for our clients through path-breaking deals 
and a wider product suite. During the year we 
enabled financing of over INR 29 billion to our 

partners via rated securitisation, term loans, guarantee-backed 
deals, placement of NCDs and commercial paper, and debt 
syndication. Our Origination team conducted MFI assessments 
on potential partners this year and successfully inducted three 
who met our rigorous capital markets standards. Our pipeline 
for new partnerships is promising and we hope to induct new 
partner institutions that have done commendable work over the 
last couple of years. We now have an active relationship with 26 
high-quality Microfinance Institutions. 

Our Partners

Our Origination team tracks the microfinance sector closely and 
engages in detailed conversations with our partners to ensure 
that they have reliable access to debt to achieve their 
business-plan numbers by diversifying their sources of funding. 
During the year gone by, we added Collateralised Bond 
Obligations, issuance of Commercial Paper, and Risk Participation 
in Direct Assignment transactions to our product suite for 
microfinance originators. Our securitization and other 
on-balance sheet funding program continued to grow as planned.

Our overall business volumes in the microfinance sector grew 
by 67 percent year-on-year with securitization volume in 
microfinance expanding 66 percent over the previous year, term 
loan funding growing by 80 percent and NCD placement and 

debt syndication volumes exhibiting a growth of 
300 percent and 91 percent respectively.

The eight NCD transactions closed in the year 
under review bodes well for the industry, with the 
cost of funding on these expected to be lower 
than other sources of funding available currently. 

As in previous years, the lion’s share of our 
volumes came from arranging and structuring 
securitization and assignment transactions. The 
microfinance securitization market was estimated 
to be around INR 51 billion in FY 2014. INR 21 
billion of this was on account of  IFMR Capital.

Products and Volumes
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We have closed 61 MosecTM transactions since 
inception with 29 in FY 2014 alone. We have also 
concluded 10 guarantee backed deals and 11 
syndication deals this year. 

Our efforts at innovation in structures relevant 
to our originators and investors continued with 

our first Risk Participation in a Direct Assignment 
of INR 144 million micro loan portfolio originated 
by one of our clients. The loan portfolio was 
assigned to a private sector bank with IFMR 
Capital sharing in the risk of the underlying pool. 
Moreover, with the closure of this transaction, we 
now have a product offering for those originators 
/ investors who may prefer the assignment route 
over securitization.

The year under review saw us structure the first 
issuance of Collateralised Bond Obligation in India 
- the IFMR CBO I of INR 980 million, comprising 
multi-issuer pooled non-convertible debentures. 
This CBO saw participation from 11 first-time 
issuers of non-convertible debentures. All issuers 
are microfinance companies and small business 
lenders whose end customers are either 
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self-employed individuals from the financially excluded segment 
or the ones employed in informal sectors.

This transaction illustrates well our efforts in developing scalable 
structures for meeting the requirements of our clients and 
investors. The diversification, credit enhancement and IFMR 
Capital’s participation ensured that a large number of our clients 

could issue bonds for the very first time. Product development 
expertise, legal drafting capacity and execution capability are 
critical to pulling off a structure like this. With all these in place, we 
are now confident that we can take more issuers to capital markets 
and continue to attract new investors into such structures.

While the CBO introduces several high quality, small sized 
originators to the capital markets for the first time, it also opens 
up an investor base that is willing to invest in on-balance sheet 
debt instruments issued by them. Historically small-sized firms 
have found it difficult to do so, given the threshold constraints for 
ratings of the issuer and the instrument.

The issuers in the transaction include Annapurna Microfinance, 
Asirvad Microfinance, Arohan Financial Services, Disha Microfin, 
Future Financial Services, India School Finance Company, Intrepid 
Finance and Leasing, Pahal Financial Services, Suryoday Micro 
Finance, SV Credit Line and Svasti Microfinance.

Transactions & Highlights

Given below are some highlights of the sector derived using insights from IFMR Capital data across 
exposure to portfolio in 370 districts, 25 states and 26 MFIs:

 AUM Range in  FY 2013 FY 2014
Classification  INR millions PAT % Gearing PAT % Gearing

Tier I AUM > 10,000  12.6% 2.8x  13.9%  4.1x 

Tier II 10,000 > AUM > 5,000 4.7%  4.8x  8.1%  5.6x 

Tier III 5,000 > AUM > 2,000 6.0%  2.1x  17.9%  3.3x 

Tier IV 2,000 > AUM > 1,000 8.4%  1.8x  12.1%  3.4x 

Tier V 1,000 > AUM > 500 2.6%  1.8x  8.0%  3.3x 

Tier VI 500 > AUM 3.4%  1.9x  3.5%  2.2x 
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In a very short span of time, we have grown comfortable working with the IFMR Capital team. 

We appreciate their analysis and insights, and how they have represented us to external 

investors and the capital markets. We definitely hope for more of this in the years to come, and look forward 

to a long term relationship.

Rajendra Setia,
Managing Director, Esskay Auto Finance
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As the table above indicates, profitability has increased considerably across the board for all microfinance institutions, and this 
comes in spite of the higher provisioning requirements that have been in place since the beginning of this financial year. The 
higher gearing ratios across the board confirm the increased availability of funding available to the sector. 

The measures taken by RBI to prevent over-indebtedness of borrower have been implemented by all our partners. The average 
PAR 30 percent (percentage of portfolio which is due past 30 or more days) has decreased from 0.72 percent in end March 2012 
to 0.15 percent in March 2014.

ISFC was delighted to be one of the participants in the CBO. Apart from adding a new dimension for 

borrowings for small NBFCs, a structured product like CBO can help smaller NBFCs to come into the 

purview of larger ticket transactions  / lenders which otherwise would not have been possible.

Ankur Aggarwal,
Chief Operating Officer, Indian School Finance Company
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Our foray into emerging asset classes of relevance to 
financially excluded households began in FY 2012, and 
at the start of FY 2013, we had in place five approved 
partners across the Small Business and Affordable 
Housing finance asset classes. We closed FY 2014 
with a strong foundation in these asset classes and 
look to leverage our understanding of the sectors 
and relationships to take them to the next level 
opening up reliable and efficient funding sources for 
high quality originators in the space.

We built upon our understanding of the two asset 
classes - Small Business Loans and Affordable Housing 
and fine-tuned our underwriting guidelines to capture 
the variations that we had seen in models of financing 
across these asset classes. Further, we added a new 
asset class to this mix - Commercial Vehicle financing. 
The Commercial Vehicle financing market is estimated 
to be over INR 1,000 billion. Despite this opportunity, 
banks have stayed away due to the complexities 
involved - high cost of delivery, stark geographical 
differences, and the perceived high risk of lending to 
the informal market. It is estimated that 55 percent of 
this market is served by money lenders and private 
financiers who charge interest rates of well over 50 
percent per annum. The remaining is served by very 
large NBFCs like Shriram Transport Finance and small 
NBFCs with assets under management less than INR 
3 billion, with interest rates ranging between 18 - 25 
percent per annum. These smaller NBFCs have very 
limited borrowing experience and almost no access to 
capital markets.

The common denominator across these asset classes is 
the plethora of models used which is a reflection of the 
huge gap that exists in financing to these customer 
segments. They have attracted a lot of interest in recent 
years with the entry of many specialized players 
motivated by the opportunity of reaching out to the 
largely underserved informal sector and financially 
excluded households. Access to diversified and 
dependable sources of funds would be key to ensuring a 
robust growth of these specialized financial institutions 
and hence addressing the financing needs of a largely 
untapped market.

Emerging Asset Classes - Small Business Loans, 
Affordable Housing Finance, Commercial Vehicle Finance

Our partners in the Small Business Loans asset class include a 
wide variety of financial institutions, each catering to a specific 
niche in the enterprise financing space. Our partners have 
developed specialized lending models for financing of livelihood 
businesses, micro-enterprises, equipment/machinery, supply chains 
and even affordable private schools.
  
In the Affordable Housing space, our partners have presence 
across the country and are largely new generation entities 
promoted by experienced professionals who leverage different 
models ranging from housing microfinance for incremental 
housing to micro mortgages with small ticket size, to reach out to 
their target customer segments. We have seen extensive work 
being done by all these entities to devise innovative and detailed 
methodologies for evaluation of their customers. 

Our partners in Commercial Vehicle financing space have more than 
a decade’s experience in the sector. They have developed grids which 
help them assess the viability of used commercial vehicles based on 
different underlying customer profiles and vehicle profiles.

We now have around 25 originator partners
in these three asset classes. 

On the business volumes front, we saw a sharp increase in volumes from INR 1.6 billion last financial year to INR 5.5 billion 
this year. We enabled debt financing to our partners through a mix of on-balance sheet and off-balance sheet transactions 
spanning products like plain vanilla debt, structured debt, and securitization.
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Guarantee Syndication Securitisation Commercial Paper LTO

IFMR Capital concluded the first Multi-Originator Securitization 
(MosecTM) of Small Business Loans (SBL), and the first Mortgage 
Backed Securitization for an Affordable Housing Finance 
company in India.

Three originators - Indian School, India Shelter and Vistaar - 
participated in the first SBL MosecTM. The senior tranche of the 
INR 200 million securitization transaction was rated ‘BBB+ (SO)’, 
and subscribed to by an NBFC. The underlying pool consisted of 
1,155 contracts (small business hypothecation loans, small business 
mortgage loans, school finance loans and loans against property) 
issued to borrowers in urban, semi-urban and rural areas across 
seven states in the country. The average tenor of these loans was 
slightly above 4.5 years, and the average loan size about INR 0.8 
million. The highest loan amount was INR 3.5 million. The average 
seasoning of the pool was a little over 15 months.

Given a non-traditional approach to credit appraisal, AHFCs face 
challenges in accessing debt that they can then on-lend to their 
potential borrowers. Access to capital markets via securitization 
can be a very effective tool to provide efficient, reliable and 
sustainable sources of funds for AHFCs on a maturity matched 

basis, provided the legal complexities and risks of 
a mortgage-backed securitization (MBS) can be 
adequately managed. IFMR Capital pioneered the 
first ever MBS for an AHFC, Hebros AHL IFMR 
Capital 2014, leading the way for AHFCs to enter 
capital markets.

The transaction Hebros AHL IFMR Capital 2014 
was rated by ICRA. The senior tranche was rated 
‘BBB+’ and the junior tranche was rated ‘BB+’. The 
senior tranche was subscribed to by a large Indian 
private sector bank, while IFMR Capital, in keeping 
with its policy of incentive alignment, purchased 
the junior tranche. Hebros had an underlying pool 
of 311 housing loan contracts with an outstanding 
principal value of INR 165.3 million originated by 
Shubham Housing Development Finance Company 
(Shubham). The loans in the Hebros pool were a 
mix of loans for ready home purchase and for 
self-construction on owned land, and had the 
characteristic as depicted in below exhibits. 



Characteristics of Hebros pool
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WEIGHTED AVERAGE SEASONING 20 months

WEIGHTED AVERAGE IRR 16.9%

AVERAGE TICKET SIZE INR 570,000

WEIGHTED AVERAGE ORIGINAL LTV* 55.5%

TOP 10 OBLIGORS AS % OF POOL 5.87%

Original Loan Amount in INR '000

Original Loan to Value

Hebros - Pool by Loan Interest Rate 
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* Loan to Value
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Seasoning in months

Hebros Pool by Geography
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30-35
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4%
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32%
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36%
2%

2%

5%

55%

We also customized structured debt products to meet short term liquidity requirements of borrowers.

This past year, we have achieved significant traction in Commercial Vehicle financing volumes as well structuring and 
arranging seven securitisation and assignment transactions, apart from syndicating a non-convertible debenture for one 
of our partners from a Dutch development bank. We have done significant groundwork on the market building front 
to build understanding and awareness of this asset class. 

As we look back at the last one year, IFMR has clearly been our most valuable partners. They came on 

board when we were just a few months old and have continued to be on our side. While there is no doubt 

on the professional excellence – all disbursements and other requests are handled with great speed and efficiency - 

what appeals to us the most is that they are one of the very few who actually understand the business dynamics. They 

can relate to our challenges and are always open to exploring alternatives without diluting their credit quality. Kudos 

to the team; if Varthana were giving out annual awards, the Partner of the Year award would undoubtedly go to IFMR 

Capital. We look forward to a continuing a fruitful partnership for many years to come.

Brajesh Mishra,
Promoter and Director,  Varthana



                 

Looking back, the year gone by was a year of market 
research and innovation.  While we continued to 
focus on establishing the merits of our business 
model and expanding into newer asset classes, on the 
investor side we spent a great deal of time scanning 
the market for the right product mix to suit each 
investor class and in developing these structures, 
many of them a first for the Indian markets. 

It is said that necessity is the mother of invention.  
FY 2013 brought with it the distribution tax on 
securitized instruments impacting some of the 
investors in a significant way. Mutual Funds 
completely stayed away from investing in Pass 
Through Certificates (PTC), while other investors 
(Banks and NBFCs) had to re-examine their 
portfolios on account of the cost implications.  The 
need to further lower the cost of our PTC 
transactions led us to remodel the structure and to 
bring in a mezzanine guarantor. Towards this we 
sought participation from a ‘AAA’ rated NBFC that 
has been a strong investor in our transactions over 
the last many years.  The availability of a guarantee 
reduced the size of the junior tranche, thereby 
reducing transaction cost for the originators while 
maintaining the return for the investors.
 
Though PTCs became less attractive, it was 
heartening to note that the capital market 
investors continued to support the positive 
outlook on our partner set of originators. Their 
demand for a new structure led us to develop the 
‘Multi Originator Guaranteed Bond’ (MOGB). The 
structure closely mirrors the MosecTM, is credit 
enhanced through a guarantee and so an ‘on 
balance sheet’ structure. IFMR Capital closed its 
first MOGB for INR 980 million in March with 11 
entities from diversified asset classes participating 
in the structure, invested into by an NBFC. 

Another product, the Risk Participation 
Assignment format was developed to provide 
investors the safety and security of a securitization 

transaction while enabling the originator to derive greater 
value than a regular assignment transaction.

In another string of firsts, IFMR completed the very first 
MosecTM transaction for the SME Finance sector and did a 
series of credit enhanced securitizations and assignments for 
the Affordable Housing segment as well.  This was a great 
learning phase for the team as we moved into newer grounds 
and were faced with the varying nuances of each asset class 
such as tenor, default and repayment characteristics, pricing 
and more. For each transaction, we dived deeper into the 
asset class, re-engineered the base structures, ensured that 
the differences were truly accounted for and that the senior 

Investor Relations
investors were suitably protected with adequate ‘skin in the 
game’ from IFMR Capital.

In an Affordable Housing finance initiative, IFMR Capital was 
commissioned by the NHB and the Department for 
International Development (DFID) to evaluate the performance 
of NHB’s housing microfinance program (HMF) and to prepare 
recommendations on scaling up the HMF Program for lower/ 
informal sector households, and assist with product design and 
underwriting guidelines framework for housing microfinance.  
Apart from recommendations on training and capacity building 
for affordable housing partners, the detailed underwriting 
guidelines presented, were on similar lines as those followed by 

Brick by brick, IFMR Capital is 

building a truly inclusive financial 

system. Their understanding of asset 

classes is based on deep on-the ground coverage 

together with path breaking data analytics which 

leads to innovative solutions. This is a source of 

additional comfort not just for banks but for 

many other capital market investors who want 

to participate in financial inclusion, but do not 

have the access and information to evaluate 

these nascent sectors.

S. K. V Srinivasan, 
Executive Director, IDBI Bank
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IFMR Capital, focusing on high quality management, 
governance, operations and systems along with the 
necessity of having strong data driven monitoring 
processes. We also suggested a structure where 
NHB could act as a facilitator, providing an 
additional line of protection in the form of a partial 
guarantee for participating lenders. The idea would 
be to demonstrate a model of funding which can 
then be replicated in future by other guarantee 
agencies as well, enabling a wider markets access to 
the affordable housing originators. NHB is in the 
process of implementing some of these suggestions.

And last but not the least, on the offshore front 
IFMR MosecTM featured in a joint report by Bridge 
Ventures, UK and Bank of America Merrill Lynch 
titled ‘Shifting the Lens: A De-risking Toolkit for 
Impact Investment’.  The report researched a 
variety of impact investment products that provide 
sufficiently high risk-adjusted financial returns, 
combined with social returns. MosecTM was one of 
the two products featured from Asia, and the only 
one from India: another stamp of approval for IFMR 
Capital’s underlying approach of mitigating risk.



Risk Management
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The rigor of our enterprise-wide risk management approach 
has translated into consistently high portfolio quality. IFMR 
Capital’s portfolio continues to exhibit strong performance 
with a zero delinquency track record. The portfolio exposure 
has further diversified and is spread across 25 states and 370 
districts. Exposure is spread across 44 entities compared to 
thirty entities in March 2013. Microfinance exposure now 
constitutes 74 percent of total credit exposure compared to 
91 percent about a year ago.
 
The cumulative collection efficiency of live securitization 
transactions was 99.16 percent as of March 31, 2014. Till date, 
there has been no utilization of the first loss for shortfalls in 
principal repayment of the securitized debt instruments, and 
consistent achievement of rating upgrades for securitized 
debt instruments over the life of the transactions.

The risk management function at IFMR Capital 
includes risk analytics, risk modeling, and risk 
monitoring, and is headed by the Chief Risk 
Officer, who has a dotted line to the Board via the 
Risk Committee.

The risk analytics team is responsible for periodic 
reporting - internal and external - and proactive 
surveillance of transaction and portfolio performance 
along with monitoring our adherence to exposure 
covenants using proprietary models and metrics.

The risk modeling team aims to build and develop 
understanding of risk at all levels - asset class, 
originator, transaction and overall AUM - and 
therefore to be able to better measure risk. With 

To keep pace with a considerable array of  innovations and achievements by IFMR 

Capital during FY 2014 - new clients added, new asset classes entered, new investor 

types engaged, new products devised and executed, total financing volumes nearly 

doubled - the risk management function has evolved and adapted to continue to be 

effective given the changes in the underlying business.

a wealth of data from about 3.7 million underlying 
loan contracts from  141 securitization transactions, 
financial and portfolio performance from more than 
40 originators in four asset classes, across the 
length and breadth of the country, the risk modeling 
team carries out advanced analysis using 
proprietary models to plot the credit behavior of 
underlying borrowers under the base case and 
stress case scenarios. The output of  our loss 
estimation work forms a critical input into new 
product development, transaction structuring and 
investment decision-making.

The risk monitoring and surveillance team is 
responsible for continuous and on-the-ground 
monitoring of IFMR Capital’s portfolio. Once a 

transaction has been completed, the team conducts monitoring 
visits to every partner institution two to three times in a year, 
and flags any portfolio quality and servicing issues or stress 
points to the credit committee. The visit design is based on the 
asset class and an exhaustive list of metrics are analyzed to 
measure stress at an entity level.

Over the years, the risk monitoring team has conducted a large 
number of cumulative visits to entities covering a significant 
number of districts, states and operational units of our clients. In 
the last financial year, the risk monitoring team has made 92 visits 
to 38 entities and conducted 18 transaction pool audits across 
Microfinance, Small Business Loan finance, Affordable Housing 
finance, and Commercial Vehicle finance. The breadth of the 
monitoring team’s coverage is illustrated in the table below.
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The rigor of our enterprise-wide risk management approach 
has translated into consistently high portfolio quality. IFMR 
Capital’s portfolio continues to exhibit strong performance 
with a zero delinquency track record. The portfolio exposure 
has further diversified and is spread across 25 states and 370 
districts. Exposure is spread across 44 entities compared to 
thirty entities in March 2013. Microfinance exposure now 
constitutes 74 percent of total credit exposure compared to 
91 percent about a year ago.
 
The cumulative collection efficiency of live securitization 
transactions was 99.16 percent as of March 31, 2014. Till date, 
there has been no utilization of the first loss for shortfalls in 
principal repayment of the securitized debt instruments, and 
consistent achievement of rating upgrades for securitized 
debt instruments over the life of the transactions.

The risk management function at IFMR Capital 
includes risk analytics, risk modeling, and risk 
monitoring, and is headed by the Chief Risk 
Officer, who has a dotted line to the Board via the 
Risk Committee.

The risk analytics team is responsible for periodic 
reporting - internal and external - and proactive 
surveillance of transaction and portfolio performance 
along with monitoring our adherence to exposure 
covenants using proprietary models and metrics.

The risk modeling team aims to build and develop 
understanding of risk at all levels - asset class, 
originator, transaction and overall AUM - and 
therefore to be able to better measure risk. With 

a wealth of data from about 3.7 million underlying 
loan contracts from  141 securitization transactions, 
financial and portfolio performance from more than 
40 originators in four asset classes, across the 
length and breadth of the country, the risk modeling 
team carries out advanced analysis using 
proprietary models to plot the credit behavior of 
underlying borrowers under the base case and 
stress case scenarios. The output of  our loss 
estimation work forms a critical input into new 
product development, transaction structuring and 
investment decision-making.

The risk monitoring and surveillance team is 
responsible for continuous and on-the-ground 
monitoring of IFMR Capital’s portfolio. Once a 

transaction has been completed, the team conducts monitoring 
visits to every partner institution two to three times in a year, 
and flags any portfolio quality and servicing issues or stress 
points to the credit committee. The visit design is based on the 
asset class and an exhaustive list of metrics are analyzed to 
measure stress at an entity level.

Over the years, the risk monitoring team has conducted a large 
number of cumulative visits to entities covering a significant 
number of districts, states and operational units of our clients. In 
the last financial year, the risk monitoring team has made 92 visits 
to 38 entities and conducted 18 transaction pool audits across 
Microfinance, Small Business Loan finance, Affordable Housing 
finance, and Commercial Vehicle finance. The breadth of the 
monitoring team’s coverage is illustrated in the table below.

FY 2014 Q1 Q2 Q3 Q4 FY Total Till Date

No of Visits 25 20 23 24 92 234

No of entities 24 20 23 23 38 49

No of states/UT 12 11 10 12 16 20

No of districts 44 31 33 23 93 176

No of branches 72 42 45 37 196 691

No of centers 153 129 145 76 503 1732

No of enterprises 18 28 16 45 107 164

No of customers 55 - 32 30 117 117

Table: Monitoring visit snapshot in FY 2014 Districts with Exposure

IFMR Capital - District Wise Exposure

The CBO product is yet another innovation brought forth by IFMR Capital in the microfinance sector 

that allows MFIs access to low-cost funding from capital markets. The CBO product will open up new 

vistas for MFIs as the sector enters the next phase of growth.   Suryoday looks forward for greater participation in 

such transactions.

Sanjay Tiwari, 
AVP Finance, Accounts & Treasury
Suryoday Micro Finance
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Treasury During the last financial year, the risk monitoring 
team piloted and refined the risk monitoring and 
pool audit framework for the newer asset classes, 
providing crucial feedback to advance even further 
our asset class, entity and transaction analysis.

The risk analytics and modeling initiatives during the 
year proved to be a game changer for us.  Apart 
from building key automation tools to manage our 
portfolio, we implemented comprehensive 
transaction loss estimation models across asset 
classes, enabling us to launch new products and to 
structure transactions in an efficient manner - 
adding value to our clients while providing us with 
a reliable risk estimate. This was particularly 
valuable for the non-microfinance asset classes.

With the first ever multi-borrower guarantee 
transaction, the risk modeling team designed a 
model to allocate the exposure to each issuer in 
the transaction based on certain risk parameters. 

A proprietary Transition Matrix method was developed to estimate 
loss in a proposed portfolio for securitization or assignment using 
the historical repayment behavior of loans. Several alternate loss 
estimation methods were developed for all asset classes. The risk 
modeling team has also commenced work on measuring industry 
risk in our portfolio.

During the coming year, we will further strengthen our risk 
analytics and modeling at a transaction and entity level, rigorously 
test our risk models and build more stress testing tools. The risk 
monitoring design will be carefully calibrated to our understanding 
of the nuances of risk across asset classes to optimize the collective 
risk management product. Key processes that impact our 
stakeholders, such as investor reporting and client servicing for 
securitization transactions, will continue to be proactively managed.

Further investment in automation will be made to manage larger 
transaction volumes while we build and implement our new ERP 
system over the next year. The requirements-gathering process 
for the new ERP system is a drawing to a close and the first phase 
of development has commenced in parallel.
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We infused equity of INR 720 million (with a 
further INR 280 million infused in Q1 FY 2015) - 
this raised our capital adequacy to 33.7 percent.

We achieved a growth in operating revenues of 
around 70 percent in FY 2014. This was driven by 
80 percent growth in earning assets and strong fee 
income growth. Fee income comprised of 36 
percent of operating revenues - this was 500 basis 
points higher than FY 2013 on account of new 
product launches, longer tenor financing raised for 
our clients and growth of the syndication business. 
Growth in expenses was well within budgets for 
the year.

Operating expenses grew by 32 percent (excluding distribution 
tax, please see Note 30). With most key hires having being 
completed in the previous financial year and reduction in per seat 
rental costs, operating expenses were contained. 

Interest costs grew by over 100 percent. Despite a significant 
increase in interest rates in the market, we could maintain cost of 
debt at the same level as the previous financial year, aided by the 
rating upgrade towards end FY 2013 and diversification of 
financing sources. Profit grew by 68 percent in the year, with EPS 
growth of 35 percent on an expanded equity base in FY 2014. We 
achieved significant diversification of financing sources, raising 
subordinated debt, increasing the base of public sector bank 
lenders, and issuing non-convertible debentures and commercial 

IFMR Capital continued to raise the bar in its quest for enabling access to finance to 
under-served sectors in the economy. We sustained the growth in business on a 
much higher base through market expansion across investors, deepening of coverage 
with existing clients, launching a new asset class and product development to 
enhance our relevance.

paper. Existing lenders continued to support our growth through 
significant increase in sanctioned limits. As a result of the above 
and the equity infusion, balance sheet grew by 87 percent in FY 
2014. We were affected by the change in the Income Tax Act, 
introducing distribution tax for securitizations. We could manage 
the resultant impact on our balance sheet by actively sourcing 
new investors for mezzanine tranches and second loss credit 
enhancement, and through market making. During the year, we 
sold around INR 250 million of our investments (over three 
times the previous FY), recording a significant profit on sale. 
De-risking of operating revenues through new asset classes 
continued in FY 2014.

We launched several new products in FY 2014. We structured and 
arranged the first Collateralized Bond Obligation (CBO) of bonds 
in India, with 11 issuers contributing to an INR 980 million 
transaction. The structure was wrapped by a partial guarantee of 
24 percent (shared by IFMR Capital). We also adapted the 
assignment structure to the new RBI guidelines and added our 
risk participation to improve the risk profile of the transaction. In 
the securitization space, we arranged the first multi originator in 
Small Business Loans, and closed multiple MBS for Affordable 
Housing Finance clients. We also arranged our first redeemable 
preference share for a microfinance client, and arranged short 
term financing in the form of commercial paper and ICDs for 
Microfinance and Affordable Housing Finance clients.

As a result of the above, together with continued business under 
the ADB guarantee structure, contingent liabilities (unfunded 
guarantees and risk participation) went up to INR 305 million in FY 
2014. Our guarantee business has been very profitable in FY 2014.

With the equity raise complete, growth in the 
lender base, strong diversification in the client and 
investor base, and new products launched in FY 
2014, we are in a strong position to achieve our 
targets for FY 2015. However, as we look towards 
the year ahead, we are cognizant of the challenges 
that await us - significant growth in balance sheet is 
required to meet the growth requirements of our 
clients. At the same time, given our increased foray 
into secured asset classes, we need to reduce our 
cost of funds. This will be a challenge given the 
current interest rate landscape. We also aim to 
enhance the guarantee business. This, together with 
the requirement to reduce cost of funds, will 
require re-rating of our balance sheet by rating 
agencies.  Our relevance to our clients and investors 
will depend on our ability to continue to structure 
new products that meet their requirements.

Duration of assets has increased in FY 2014. We 
co-invested in mortgage backed securitizations, as 
well as small business loan and commercial vehicle 
finance securitizations - the tenor of these 
transactions was significantly longer than 
microfinance securitizations. This will require us to 
raise longer tenor liabilities in FY 2015 while 
maintaining our cost of fund targets in FY 2014. We 
managed to contain the impact of higher funding 
costs through diversification of funding sources. As a 
result, our spreads were not negatively impacted. 
However, we continue to carry interest rate risk and 
will need to actively manage this risk in FY 2015.

The CBO product has opened up microfinance companies to a new set of lenders, much 

needed during the second growth phase of the microfinance industry. As a small microfinance 

company, Svasti appreciates the availability of a platform with benefits of a multi-originator securitisation 

transaction without the seasoning constraints. Svasti looks forward to participating in more CBO 

transactions during the year.

Narayanan,  
CIO, Svasti Microfinance
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Human Resources 
IFMR Capital’s strength remains its committed 
management and staff. The Company has put in 
place strong recruitment policies, clearly defined 
roles and responsibilities, individual performance 
management systems and performance-based 
compensation policies. We have been able to 
attract the best talent in the industry, and take 
pride in the number of hires who have progressed 
to key positions in management. 

Most of our key hires were brought on board in 
the previous fiscal year, and this past year we 
focused on expanding teams under them. We now 

have employee strength of around 50, and take pride as our 
attrition levels remain below industry standards. 

At the beginning of FY 2014, we committed to increase focus on 
training programs for employees, and we are happy to note that 
the uptake on this has been good, with several of our key 
employees availing the opportunity to hone their technical and 
leadership skills. Further, this year also marked the introduction of 
formalized internal training programs / workshops on specific 
clients, products and structures, which we hope to continue.

Human capital is our key strength, and investment in human 
capital will remain our focus for this year as well. 

IFMR Capital held its Annual Partner Meet and Investor 
Conference on April 23, 2014 in Mumbai. The Partner Meet  was 
meant to bring together our Originators across asset classes at a 
single forum to discuss trends and best practices in Governance 
and HR. The Investor Conference was meant to bring together 
institutional and other investors to provide a better understanding 
of the segments that IFMR Capital operates in. 

IFMR Capital Annual Partner Meet 2014 saw an excellent 
participation from our Originator partners - across asset classes. 
The meet was designed to discuss common themes and challenges 
that our partners face in their everyday business. The morning 
began with a panel discussion on Raising equity to scale new frontiers. 
Due to capital adequacy constraints, NBFCs on the growth path 
are required to raise equity very frequently. This poses a significant 
challenge in terms of senior management time and efficiency. 
Though there has been significant equity interest in these sectors, 
there is still considerable information asymmetry in terms of asset 
quality and associated risks. The session was meant to address 
some of these issues. The afternoon session dealt with some of the 
challenges that our partners face on HR.  Human capital is the 
most valuable asset for these companies. The session threw up 
some thought provoking ideas on building robust second-lines, 
optimizing human capital to manage scale and designing 
compensation. The final discussion was on the importance of 
governance and client protection as a building block towards 
ensuring long-term sustainability. All the sessions were structured 
to be interactive, and our Originator partners contributed to the 
discussions with great enthusiasm. 

The theme of the Investor conference was ‘Risk 
Management for Inclusive finance’ and it presented 
several perspectives on managing risk in informal 
lending segments. Much of IFMR Capitals’ efforts 
towards investors have been towards showcasing 
the asset classes it works in as a commercial and 
sustainable business / investment opportunity and 
thereby of great value from a risk-return perspective.

The backbone of IFMR Capital’s work in these 
asset classes is its underwriting, risk analytics and 
risk modeling framework which ensures constant 
vigilance on each of its underlying clients and 
contracts. This is also the primary reason for 
consistently high quality asset performance 
across over USD 1 billion of financing enabled to 
over fifty institutions that help households gain 
access to finance across the length and breadth of 
the country. 

The investor conference saw very good 
participation from not only existing investors of 
IFMR Capital (around forty in number spread 
across Development Finance Institutions (DFI), 
Banks,large NBFCs and Housing Finance 
companies, Mutual Funds Private wealth firms 
and individual HNIs) but also several 
prospective investors / potential buyers of 
IFMR’s structured transactions.

The conference began with a short address by 
Dr.Kshama Fernandes, CEO, IFMR Capital who 
spoke about the latest developments in IFMR 
Capital’s work in bringing informal asset classes 
closer to mainstream investors. Using innovative 
tools such as credit enhancements, guarantees, 
tranching and more. IFMR Capital has successfully 
brought to the market several ‘first of its kind’ 
transactions in asset classes that are lesser known 
among mainstream investors, but have huge potential 
for growth while making positive contributions to 
the socio economic development of the country.

The evening progressed with a panel discussion on 
Risk Management - moderated by Ms. Bama 
Balakrishnan, Chief Risk Officer, IFMR Capital. The 
discussion was designed to bring forth different 
perspectives and to seek inputs from the panelists 
represented by investors across the spectrum of 
financial institutions. The panelists included Mr. 
Amit Tripathi, CIO - Reliance Asset Management 
Company, Mr. Abraham Chacko - Executive 
Director, The Federal Bank Ltd, Mr. K V Srinivasan -
CEO, Reliance Commercial Finance, Mr. Sunil Gulati 
- Chief Risk Officer, The Ratnakar Bank Limited. The 
discussion focused around understanding and 

managing risk in each of the asset classes stated above given that 
behavior of underlying loans is very different in each one. Some of 
the key topics discussed included: 

• Early determinants of deteriorating asset quality 
• Information requirements, in both public and private domains 

(such as ratings and credit bureau reports) to scope out 
areas of potential delinquency

• Risk differentiation across asset classes to design processes 
and policies to manage risk

• Correlation between asset quality and macro economic 
indicators in each asset class

• Idiosyncratic factors and their impact on risk 

Risk and risk mitigation strategies remain a key concern and a 
very high priority among investors when they evaluate 
transactions and entities, especially in lesser known asset classes. 
Understanding how different financial institutions handle credit 
risk in reality and where they see room for improvement was a 
key goal of the panel discussion. The lively and engaging discussion 
yielded valuable insights. 

It has and will remain IFMR Capital’s endeavor to continually 
provide to its investors significant information in a timely, efficient 
and transparent manner. We believe this will help investors make 
decisions and manage exposures in a much more effective manner.

ANNUAL PARTNER 
MEET AND INVESTOR 

CONFERENCE
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IFMR Capital participated in various conferences including the ‘Non-Banking Financial Companies - Road Map & 
Roadblocks’ organised by FICCI, ‘Scaling up Housing Microfinance’ by NHB and DFID, UK, Family Office and Investment 
Management summit organized by VCCircle, ‘Securitization Summit’ organized by Vinod Kothari Consultants, and CRISIL’s 
conference on microfinance. 

IFMR Capital held its Annual Partner Meet and Investor 
Conference on April 23, 2014 in Mumbai. The Partner Meet  was 
meant to bring together our Originators across asset classes at a 
single forum to discuss trends and best practices in Governance 
and HR. The Investor Conference was meant to bring together 
institutional and other investors to provide a better understanding 
of the segments that IFMR Capital operates in. 

IFMR Capital Annual Partner Meet 2014 saw an excellent 
participation from our Originator partners - across asset classes. 
The meet was designed to discuss common themes and challenges 
that our partners face in their everyday business. The morning 
began with a panel discussion on Raising equity to scale new frontiers. 
Due to capital adequacy constraints, NBFCs on the growth path 
are required to raise equity very frequently. This poses a significant 
challenge in terms of senior management time and efficiency. 
Though there has been significant equity interest in these sectors, 
there is still considerable information asymmetry in terms of asset 
quality and associated risks. The session was meant to address 
some of these issues. The afternoon session dealt with some of the 
challenges that our partners face on HR.  Human capital is the 
most valuable asset for these companies. The session threw up 
some thought provoking ideas on building robust second-lines, 
optimizing human capital to manage scale and designing 
compensation. The final discussion was on the importance of 
governance and client protection as a building block towards 
ensuring long-term sustainability. All the sessions were structured 
to be interactive, and our Originator partners contributed to the 
discussions with great enthusiasm. 

The theme of the Investor conference was ‘Risk 
Management for Inclusive finance’ and it presented 
several perspectives on managing risk in informal 
lending segments. Much of IFMR Capitals’ efforts 
towards investors have been towards showcasing 
the asset classes it works in as a commercial and 
sustainable business / investment opportunity and 
thereby of great value from a risk-return perspective.

The backbone of IFMR Capital’s work in these 
asset classes is its underwriting, risk analytics and 
risk modeling framework which ensures constant 
vigilance on each of its underlying clients and 
contracts. This is also the primary reason for 
consistently high quality asset performance 
across over USD 1 billion of financing enabled to 
over fifty institutions that help households gain 
access to finance across the length and breadth of 
the country. 

The investor conference saw very good 
participation from not only existing investors of 
IFMR Capital (around forty in number spread 
across Development Finance Institutions (DFI), 
Banks,large NBFCs and Housing Finance 
companies, Mutual Funds Private wealth firms 
and individual HNIs) but also several 
prospective investors / potential buyers of 
IFMR’s structured transactions.

                                        

The conference began with a short address by 
Dr.Kshama Fernandes, CEO, IFMR Capital who 
spoke about the latest developments in IFMR 
Capital’s work in bringing informal asset classes 
closer to mainstream investors. Using innovative 
tools such as credit enhancements, guarantees, 
tranching and more. IFMR Capital has successfully 
brought to the market several ‘first of its kind’ 
transactions in asset classes that are lesser known 
among mainstream investors, but have huge potential 
for growth while making positive contributions to 
the socio economic development of the country.

The evening progressed with a panel discussion on 
Risk Management - moderated by Ms. Bama 
Balakrishnan, Chief Risk Officer, IFMR Capital. The 
discussion was designed to bring forth different 
perspectives and to seek inputs from the panelists 
represented by investors across the spectrum of 
financial institutions. The panelists included Mr. 
Amit Tripathi, CIO - Reliance Asset Management 
Company, Mr. Abraham Chacko - Executive 
Director, The Federal Bank Ltd, Mr. K V Srinivasan -
CEO, Reliance Commercial Finance, Mr. Sunil Gulati 
- Chief Risk Officer, The Ratnakar Bank Limited. The 
discussion focused around understanding and 

managing risk in each of the asset classes stated above given that 
behavior of underlying loans is very different in each one. Some of 
the key topics discussed included: 

• Early determinants of deteriorating asset quality 
• Information requirements, in both public and private domains 

(such as ratings and credit bureau reports) to scope out 
areas of potential delinquency

• Risk differentiation across asset classes to design processes 
and policies to manage risk

• Correlation between asset quality and macro economic 
indicators in each asset class

• Idiosyncratic factors and their impact on risk 

Risk and risk mitigation strategies remain a key concern and a 
very high priority among investors when they evaluate 
transactions and entities, especially in lesser known asset classes. 
Understanding how different financial institutions handle credit 
risk in reality and where they see room for improvement was a 
key goal of the panel discussion. The lively and engaging discussion 
yielded valuable insights. 

It has and will remain IFMR Capital’s endeavor to continually 
provide to its investors significant information in a timely, efficient 
and transparent manner. We believe this will help investors make 
decisions and manage exposures in a much more effective manner.
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Directors’ Report

Dividend
Due to the need for deploying the funds back into the business for the growth of your Company, your directors have not 
proposed any dividend for the current year.
 
Operations
During the year end 31 March, 2014, the company achieved a Profit Before Tax of INR 13.93 Crores, a growth of over 
29.10% over last year. 

During the year, your company has enabled financing via Securitisation transactions valuing around INR 2,402 Crores, 
Loans to Originate (LTO) transactions worth INR 347 Crores, loan syndication worth INR 570 Crores. In addition to this, 
your company also issued guarantees of INR 185 Crores. 

Financial Results

INR in Crores

Particulars As on As on
 31 March, 2014 31 March, 2013

Income 75.96 43.93

Less: Expenditure 61.88 32.94

Gross profit before depreciation 14.08 10.99

Less: Depreciation for the year 0.15 0.20

PBT (Profit Before Tax) 13.93 10.79

Less: Provision for tax

(Current year) 2.38 3.80

Less: Deferred tax (0.52) (0.19)

PAT (Profit After Tax) 12.07 7.18

Profit brought forward

from previous year 9.74 3.98

Less: Transfer to reserve 2.41 1.44

Balance carried forward
to balance sheet 19.40 9.74

Dear Shareholders,

Your directors have pleasure in presenting the annual report along with the 
audited accounts of the company for the year ended 31 March, 2014. The 
summarised financial results of the Company are given hereunder:
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Credit Rating
The credit rating for the company’s long-term facilities has been 
reaffirmed at ICRA A with an outlook of ‘Stable’ of INR 200 
crores (last financial year INR 200 Crores) for fund based bank 
facilities and INR 7.5 Crores (last financial year - NIL) of 
subordinated debt issuances and NCD issuances amounting to 
INR 124 Crores (last financial year INR 52 crores). The credit 
rating for the company’s short-term facilities for its Commercial 
Paper programme has been reaffirmed at CARE A1 for INR 25 
crores (last financial year INR 50 crores) and ICRA A 1 for INR 
25 crores (last financial year INR 25 crores).

Regulatory Compliance
The Company has complied with all the mandatory 
regulatory compliances as required under the 
Reserve Bank of India guidelines, the Companies Act, 
various tax statutes and other regulatory bodies. 

Capital Adequacy
The company’s capital adequacy ratio as on 31 March, 
2014 is 33.70% as against 27.44% as on 31 March, 
2013. The minimum capital adequacy ratio prescribed 
by RBI is 15%.

Outlook for 2014-15
Over the last few years, we have successfully 
demonstrated our ability to provide efficient and 
reliable access to capital at a much larger scale for our 
partners. This year we added commercial vehicles 
finance as the next asset class thus covering four asset 
classes including micro finance, affordable housing 
finance and small business loans finance.

During the year we also conducted a large number of 
due diligence visits and approved a large number of 
institutions across these four asset classes. Our list of 
approved partners includes a large number of small 
to mid-size originators.  In addition, we also 
significantly deepened our investor outreach by 
bringing on board new investors who hitherto had no 
exposure to sectors we deal in.
 
The coming year will really be about scaling up 
significantly across these asset classes and doing 
more with our existing partners across different 
products. We would like to add to our pipeline a few 
large originators who see value in working with us.  
Significantly deepening our investor coverage and 
widening our breadth of investors will be the key. 
Emphasis on risk management and surveillance will 
continue with a focus on deepening risk analysis for 
non-microfinance as entity and transaction data 
accumulates. We will focus on maintaining the same 
quality of investments and portfolio performance 
while ensuring that we stay relevant to originators 
across products and sectors.  We also have in place 
plans for employee training & development as well as 
for new recruitments. Substantial work on the ERP 
development will be completed during this year. We 
will add one new asset class and will close the year 
with investments across five asset classes.

Change in Ownership structure
and Equity Investment
Your directors are pleased to inform you that the 
Company during the Financial Year 2013-14 raised 
equity capital to the tune of USD 12 million (INR 
720 million) from Leapfrog Financial Inclusion India 
Holdings Ltd. and issued 1,332,141 equity shares of 
INR 10/- each at an issue price of INR 54.45. 

Under the shareholders’ agreement, the Company is to issue and 
allot an aggregate of 5,142,332 equity shares of INR 10 each at a 
premium of INR 44.45 to Leapfrog Financial Inclusion India 
Holdings Ltd. by the end of May 2014 for a total consideration of 
INR 280 million.

Further during the year, IFMR Trust, the company’s existing 
promoters transferred 46,225,895 equity shares of INR 10 each 
to IFMR Holdings Private Limited.

As a result of the above transfer and equity investment, the 
resultant shareholding pattern of the Company is as under:



Dividend
Due to the need for deploying the funds back into the business for the growth of your Company, your directors have not 
proposed any dividend for the current year.
 
Operations
During the year end 31 March, 2014, the company achieved a Profit Before Tax of INR 13.93 Crores, a growth of over 
29.10% over last year. 

During the year, your company has enabled financing via Securitisation transactions valuing around INR 2,402 Crores, 
Loans to Originate (LTO) transactions worth INR 347 Crores, loan syndication worth INR 570 Crores. In addition to this, 
your company also issued guarantees of INR 185 Crores. 
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Name Age Qualifications Designation and Date of commencement Experience Particulars of last employment, Total Amount
 (in years)  Nature of duties of employment (in years) post & employer Paid (INR)

Dr. Kshama Fernandes 46 years MBA, Ph.D Senior Partner 01-Oct-09 19 years Professor & Head of Finance at
   and CEO   Goa Institute of Management  6,325,000

ANNEXURE-I TO DIRECTORS’ REPORT

Credit Rating
The credit rating for the company’s long-term facilities has been 
reaffirmed at ICRA A with an outlook of ‘Stable’ of INR 200 
crores (last financial year INR 200 Crores) for fund based bank 
facilities and INR 7.5 Crores (last financial year - NIL) of 
subordinated debt issuances and NCD issuances amounting to 
INR 124 Crores (last financial year INR 52 crores). The credit 
rating for the company’s short-term facilities for its Commercial 
Paper programme has been reaffirmed at CARE A1 for INR 25 
crores (last financial year INR 50 crores) and ICRA A 1 for INR 
25 crores (last financial year INR 25 crores).

Regulatory Compliance
The Company has complied with all the mandatory 
regulatory compliances as required under the 
Reserve Bank of India guidelines, the Companies Act, 
various tax statutes and other regulatory bodies. 

Capital Adequacy
The company’s capital adequacy ratio as on 31 March, 
2014 is 33.70% as against 27.44% as on 31 March, 
2013. The minimum capital adequacy ratio prescribed 
by RBI is 15%.

Outlook for 2014-15
Over the last few years, we have successfully 
demonstrated our ability to provide efficient and 
reliable access to capital at a much larger scale for our 
partners. This year we added commercial vehicles 
finance as the next asset class thus covering four asset 
classes including micro finance, affordable housing 
finance and small business loans finance.

During the year we also conducted a large number of 
due diligence visits and approved a large number of 
institutions across these four asset classes. Our list of 
approved partners includes a large number of small 
to mid-size originators.  In addition, we also 
significantly deepened our investor outreach by 
bringing on board new investors who hitherto had no 
exposure to sectors we deal in.
 
The coming year will really be about scaling up 
significantly across these asset classes and doing 
more with our existing partners across different 
products. We would like to add to our pipeline a few 
large originators who see value in working with us.  
Significantly deepening our investor coverage and 
widening our breadth of investors will be the key. 
Emphasis on risk management and surveillance will 
continue with a focus on deepening risk analysis for 
non-microfinance as entity and transaction data 
accumulates. We will focus on maintaining the same 
quality of investments and portfolio performance 
while ensuring that we stay relevant to originators 
across products and sectors.  We also have in place 
plans for employee training & development as well as 
for new recruitments. Substantial work on the ERP 
development will be completed during this year. We 
will add one new asset class and will close the year 
with investments across five asset classes.

Change in Ownership structure
and Equity Investment
Your directors are pleased to inform you that the 
Company during the Financial Year 2013-14 raised 
equity capital to the tune of USD 12 million (INR 
720 million) from Leapfrog Financial Inclusion India 
Holdings Ltd. and issued 1,332,141 equity shares of 
INR 10/- each at an issue price of INR 54.45. 

Under the shareholders’ agreement, the Company is to issue and 
allot an aggregate of 5,142,332 equity shares of INR 10 each at a 
premium of INR 44.45 to Leapfrog Financial Inclusion India 
Holdings Ltd. by the end of May 2014 for a total consideration of 
INR 280 million.

Further during the year, IFMR Trust, the company’s existing 
promoters transferred 46,225,895 equity shares of INR 10 each 
to IFMR Holdings Private Limited.

As a result of the above transfer and equity investment, the 
resultant shareholding pattern of the Company is as under:

Directors’ Responsibility Statement
The directors’ responsibility statement as required under section 217(2AA) of the Companies Act, 1956, reporting the compliance 
with the Accounting Standards is attached and forms a part of the directors’ report.

The Directors accept the responsibility for the integrity and objectivity of the Profit & Loss Account for the year ended 31 March, 
2014 and the Balance Sheet as at that date (“financial statements”) and confirm that:

l In the preparation of the Profit & Loss account for the financial year ended 31 March, 2014 and the Balance Sheet as at that 
date (“financial statements”), the applicable accounting standards had been followed along with proper explanation. 

l The appropriate accounting policies have been selected and applied constantly except for changes detailed in the notes to 
accounts and such judgements and estimates that are reasonable and prudent have been made so as to give a true and fair 
view of the state of affairs of the Company as at the end of the financial year and of the profit of the Company for that period.

l Proper and sufficient care has been taken for the maintenance of adequate accounting records in accordance with the 
provisions of the Act for safeguarding the assets of the company and for preventing and detecting fraud and other 
irregularities;

l The financial statements have been prepared on a going concern basis.

l Proper systems are in place to ensure compliance of all laws applicable to the company.

Particulars of employees
Information as required under the provisions of Section 217 (2A) of the Companies Act 1956, read with the Companies (Particulars 
of Employees) Amendment Rules 2011 is given in Annexure I of this Report.

Acknowledgement
The Directors wish to thank the Reserve Bank of India and other statutory authorities for their continued support and guidance. 
The Directors also place on record their sincere thanks for the support and co-operation extended by the Bankers, Share Holders 
of the Company. 

The Directors also thank the employees of the Company for their contribution toward the performance of the Company during 
the financial year.

On behalf of the Board
For IFMR Capital Finance Private Limited

Bindu Ananth Kshama Fernandes
Director Director

Date: 5 May 2014
Place: Chennai

Name of Number of % of
Shareholder Shares shareholding

IFMR Holdings
Private Limited 46,225,895 63%

IFMR Trusteeship
Services Private Limited
(Trustee - IFMR Trust) 13,774,105 19%

Leapfrog Financial
Inclusion India
Holdings Private Limited 13,223,141 18%

 73,223,141

Non-acceptance of deposits
Your Company has not accepted any public deposits during the 
financial year 2013-14.

Directors
During the year, Mr. Samir Shah was appointed as the Additional 
Director of the Company on 25 July, 2013.

Mr. Michael Fernandes and Dr. Jim Roth were appointed as Investor 
Directors of the Company at the Extraordinary General Meeting 
held on 28 March, 2014. 

Auditors
M/s. Deloitte Haskins & Sells, Chartered Accountants, retire at the 
conclusion of the ensuing annual general meeting and being eligible, 
offer themselves for re-appointment.

Conservation of Energy, Technology Absorption
and Foreign Exchange Earnings and Outgo
Particulars required to be furnished in this report under Section 217 
(1)(e) of the Companies Act 1956, relating to conservation of energy 
and technology absorption are not applicable for the year under 
review, and hence not furnished. The Company has not carried on any 
foreign exchange transaction during the financial year 2012-13.



Report on the Financial Statements

We have audited the accompanying financial statements of IFMR CAPITAL FINANCE PRIVATE LIMITED (“the Company”), 

which comprise the Balance Sheet as at 31st March, 2014, the Statement of Profit and Loss and the Cash Flow Statement for the 

year then ended, and a summary of the significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

The Company’s Management is responsible for the preparation of these financial statements that give a true and fair view of the 

financial position, financial performance and cash flows of the Company in accordance with the Accounting Standards  notified under 

the Companies Act, 1956 (“the Act”) (which continue to be applicable in respect of Section 133 of the Companies Act, 2013 in terms 

of  General Circular 15/2013 dated 13th September, 2013 of the Ministry of Corporate Affairs) and in accordance with the 

accounting principles generally accepted in India. This responsibility includes the design, implementation and maintenance of internal 

control relevant to the preparation and presentation of the financial statements that give a true and fair view and are free from 

material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance 

with the Standards on Auditing issued by the Institute of Chartered Accountants of India. Those Standards require that we comply 

with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are 

free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and the disclosures in the financial statements. 

The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the 

financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers  internal control relevant 

to the Company’s preparation and fair presentation of the financial statements in order to design audit procedures that are 

appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the  Company’s  internal 

control. An audit also includes evaluating the appropriateness of the accounting policies used and the reasonableness of the 

accounting estimates made by the Management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion and to the best of our information and according to the explanations given to us, the  aforesaid financial statements 

give the information required by the Act in the manner so required and give a true and fair view in conformity with the accounting 

principles generally accepted in India:

(a) in the case of the Balance Sheet, of the state of affairs of the Company as at 31st  March, 2014;

(b) in the case of the Statement of Profit and Loss, of the profit of the Company for the year ended on that date; and

(c) in the case of the Cash Flow Statement, of the cash flows of the Company for the year ended on that date.

Report on Other Legal and Regulatory Requirements

1. As required by the Companies (Auditor’s Report) Order, 2003 (“the Order”) issued by the Central  Government in terms of 

Section 227(4A) of the Act, we give in the Annexure a statement on the matters specified in paragraphs 4 and 5 of the Order. 

INDEPENDENT AUDITORS’ REPORT
TO THE MEMBERS OF IFMR CAPITAL FINANCE PRIVATE LIMITED
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ANNEXURE TO THE INDEPENDENT AUDITORS’ REPORT

(Referred to in paragraph 1 under ‘Report on Other Legal and Regulatory Requirements’ section of our report of even date)

Having regard to the nature of the Company’s business / activities / results during the year, clauses (ii), (vi), (viii), (x), (xii), (xiii), (xvi), 

(xviii) and (xx) of paragraph 4 of the Order are not applicable to the Company.

(i) In respect of its fixed assets:

(a) The Company has maintained proper records showing full particulars, including quantitative details and situation of fixed 

assets.  

(b) The fixed assets were physically verified during the year by the Management in accordance with a regular programme of 

verification which, in our opinion, provides for physical verification of all the fixed assets at reasonable intervals. According to 

the information and explanation given to us, no material discrepancies were noticed on such verification.

(c) None of the fixed assets have been disposed off during the year.

(ii) The Company has neither granted nor taken any loans, secured or unsecured, to/from companies, firms or other parties covered 

in the Register maintained under Section 301 of the Companies Act, 1956. 

(iii) In our opinion and according to the information and explanations given to us, there is an adequate internal control system 

commensurate with the size of the Company and the nature of its business for the purchase of fixed assets and for the sale of 

services and during the course of our audit we have not observed any continuing failure to correct major weaknesses in such 

internal control system. 

(iv) To the best of our knowledge and belief and according to information and explanations given to us, there are no contracts or 

arrangements that need to be entered in the register maintained in pursuance to Section 301 of Companies Act, 1956.

(v) In our opinion, the internal audit functions carried out during the year by firm of Chartered Accountants appointed by the 

Management have been commensurate with the size of the Company and the nature of its business.

(vi) According to the information and explanations given to us, in respect of  statutory dues:  

 

(a) The Company has generally been regular in depositing undisputed statutory dues, including Provident Fund, Income-tax, 

Service Tax, Cess and other material statutory dues applicable to it with the appropriate authorities. The undisputed statutory 

dues relating to Investor Education and Protection Fund, Employees’ State Insurance, Sales Tax, Wealth Tax, Customs Duty and 

Excise Duty are not applicable to the Company.

(b) There were no undisputed amounts payable in respect of Provident Fund, Income-tax,  Service Tax, Cess and other material 

statutory dues in arrears as at 31st March, 2014 for a period of more than six months from the date they became payable.
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2. As required by Section 227(3) of the Act, we report that:

(a) We have obtained all the information and explanations which to the best of our knowledge and belief were necessary for 

the purposes of our audit.

(b) In our opinion, proper books of account as required by law have been kept by the Company so far as it appears from our 

examination of those books.

(c) The Balance Sheet, the Statement of Profit and Loss, and the Cash Flow Statement dealt with by this Report are in 

agreement with the books of account.

(d) In our opinion, the Balance Sheet, the Statement of Profit and Loss, and the Cash Flow Statement comply with the 

Accounting Standards notified under the Act (which continue to be applicable in respect of Section 133 of the Companies Act, 

2013 in terms of  General Circular 15/2013 dated 13th September, 2013 of the Ministry of Corporate Affairs).

(e) On the basis of the written representations received from the directors as on 31st  March, 2014 taken on record by the 

Board of Directors, none of the directors is disqualified as on  31st March, 2014 from being appointed as a director in terms 

of Section 274(1)(g) of the Act.

For DELOITTE HASKINS & SELLS

Chartered Accountants

(Firm Registration No. 008072S)

Bhavani Balasubramanian

(Partner)

(Membership No. 22156)

Chennai, May 5, 2014



(c) Details of dues of Income Tax, Sales Tax, Service Tax and Cess which have not been deposited as on 31st March, 2014 on 

account of disputes are given below:

Nature of Statute Nature of Dues Forum where Period to which Amount
  Dispute is Pending the Amount Relates Involved (Rs.)

Finance Act, 1994  Service Tax Commissioner of Financial Year Rs. 8,53,816

  Service Tax 2009-10 to 2011-12 (Previous Year Rs 8,53,816)

(vii) In our opinion and according to the information and explanations given to us, the Company has not defaulted in the repayment of 

dues to financial institutions, banks and debenture holders.

(viii) Based on our examination of the records and evaluation of the related internal controls, the Company has maintained proper 

records of the transactions and contracts in respect of its dealing in other investments and timely entries have been made therein.  

The aforesaid securities have been held by the Company in its own name.

(ix) In our opinion and according to the information and explanations given to us, the terms and conditions of the guarantees given by 

the Company for loans taken by others from banks and financial institutions are not, prima facie, prejudicial to the interests of the 

Company. 

(x) According to the information and explanations give to us and on the basis of the maturity profile of assets and liabilities with a 

maturity profile of one year, as given in the Asset Liability Management Report, assets maturing in the next one year are in excess 

of the liabilities of similar maturity by Rs. 606,669,674.

(xi) According to the information and explanations given to us, during the period covered by our audit report, the Company had 

issued 720 secured debentures of Rs.10,00,000 each and 1500 unsecured debentures of Rs 50,000 each  issued on private 

placement basis.  The Company has created security in respect of the secured debentures issued.

(xii) To the best of our knowledge and according to the information and explanations given to us, no fraud by the Company and no 

material fraud on the Company has been noticed or reported during the year.

For DELOITTE HASKINS & SELLS

Chartered Accountants

(Firm Registration No. 008072S)

Bhavani Balasubramanian

(Partner)

(Membership No. 22156)

Chennai, May 5, 2014
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