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Our interaction with MFI industry experts suggests that the industry, after witnessing 

severe headwinds in the past two years, is set to get back on the growth track. NBFC-MFI 

players particularly remain in a sweet spot as the removal of the spread cap under the 

new RBI regulations will aid in risk-based pricing and in turn enable passing on the higher 

credit costs burden arising due to external shocks. Laterals pointed to asset quality 

normalizing as collection efficiency inches back to pre-covid levels with economic 

activities gathering pace. In the backdrop of these sector tailwinds and the new 

regulations, we believe that the future of NBFC-MFI players looks promising and merits 

investor attention. We believe that CreditAccess Grameen (CAG) is well-placed to 

capitalize on the growth story given its robust business model, best in class asset quality, 

parentage, and capital position. 

 Near-term rates set to inch upwards: Our interactions with laterals and industry 
experts suggest that post the removal of the spread cap, interest rates are set to rise in 
the near term. The same follows the need to absorb the higher credit costs burden that 
the players had to carry over the last two years on account of disruption caused by 
covid. As the new norms allow risk-based pricing to all the players, NBFC MFI players 
will pass on the burden of higher credit costs. Also, with the inelastic behaviour of the 
borrower to interest rates, laterals hinted at a 250-300bps rise in lending rates in the 
interim. With borrowing costs largely intact, this will push the margin higher. However, 
as credit costs normalize, systemic lending rates will get adjusted accordingly. 

 Increase in household income limit to aid loan growth for MFI players: The new RBI 
guidelines for MFIs have expanded the scope of household annual income from Rs.1.25 
lakhs for rural and Rs.2 lakhs for semi-urban borrowers to Rs.3 lakhs for all the 
borrowers. This will enable MFI players to tap customers with higher ticket size and 
hence, aid loan book growth. Further, an increase in the limit for non-MFI lending to 
25% from 15% would allow NBFC MFI players to diversify into the secured book and 
enhance the scope of growth. 

 Asset quality to see significant improvement in coming years: After witnessing sharp 
deterioration in asset quality in the last two years due to covid, MFI players finally seem 
to be recovering. Most players have suggested that collection efficiencies are inching 
back to pre-covid levels across geographies. Though credit costs are expected to remain 
elevated in FY22 and H1FY23 for a few players given higher write offs/provisions, MFI 
players should see a meaningful reduction in credit costs in the next few years as 
business operations normalize and socio-political risk abates as major state elections 
are behind. We believe that players with strong underwriting, credit assessment, and a 
well-defined collection mechanism will see a meaningful reduction in their credit costs 
by FY24 and in turn expansion in their RoA/RoE. 

 Our View:  We remain constructive on the MFI space given the structural nature of the 
lending model and the ability to navigate the crisis period (seen through the episodes 
of demonetization, state elections, political interventions, and covid). The cyclical 
downturn caused due to covid-related disruption seems to be receding and will act as 
a strong catalyst for superior growth. The recent past has seen NBFC-MFI gain market 
share over banks and SFBs, also as the latter pay greater attention to portfolio 
diversification and creating retail liability franchises. CreditAccess Grameen remains the 
largest beneficiary, also given the scarcity premium that the franchise enjoys.  
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Micro Finance Sector Update 

 Coming out of the woods 

Y/E Mar (Rs mn) Price (Rs) Book value (Rs) P/BV (x) P/E (x) ROE (%) 

  FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E 

CAG (Consolidated) 1,017.9 253 304 371 4.1 3.4 2.8 53.5 20.7 15.3 7.8 18.1 20.3 

Spandana Sphoorty  426.0 454 534 643 1.0 0.8 0.7 13.6 2.3 4.3 8.8 16.1 17.7 

Ujjivan SFB 17.5 14 16 19 1.3 1.1 0.9 -6.6 10.4 6.3 -15.0 11.1 15.2 

Equitas SFB 53.9 31 35 41 1.7 1.5 1.3 25.7 12.0 8.8 7.0 12.9 16.1 

Source: Bloomberg, price as on 19th April 2022 
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Key takeaways from interaction with laterals  

We interacted with association heads, laterals (both listed and unlisted), and field officers to get  

their perspective on the recent regulations, underlying trends and collection efficiencies.  

 

Asset Quality: 

 The MFI industry was the worst impacted due to covid as physical collections were stalled. However, 
the industry is now witnessing revival in asset quality. 

 Collection efficiency is almost reaching pre-covid levels at 97-98% across geographies. On billing 
basis collections have reached 95%. 

 Attendance in group meetings is back at around 70-75%, similar to pre covid times. 

 PAR levels across buckets have improved over the previous quarter levels. Provisions are expected 
to be higher in Q4FY22 due to some write offs but should normalise from H2FY23 onwards. 

Margins: 

 The new regulations are expected to have positive impact on margins especially for NBFC-MFI 
players as the cap of 10% on spreads stands removed. This will enable these players to make risk 
adjusted pricing and pass on the higher credit costs in times of distress, which was earlier getting 
absorbed by them thereby impacting return ratios. 

Most players have already increased their lending rates by 250-300 bps from April onwards and 
overall lending rates for the MFI sector is expected to rise in the near term. Margins should, 
therefore, see some expansion in the near term.    

(https://m.economictimes.com/markets/stocks/news/mfi-loan-rates-surge-as-lenders-price-
risks/amp_articleshow/90768699.cms) 

 All the players now require reporting of their lending rates along with valid justifications for the 
same along with the break-up of cost of funds, risk premium charged should bring in transparency 
in lending rates charged to a borrower by different lenders. On a long-term basis, however, the new 
regulations intend to bring down systemic high lending rates that banks were charging due to lack 
of spread cap.  

Loan book growth: 

 The new regulations have increased the household income limit to Rs.3 lakhs for all borrowers vs. 
Rs.1.25 lakhs for rural and Rs.2 lakhs for semi urban borrowers. Laterals suggest that this will expand 
the market for MFIs and enable NBFC-MFI players to tap customers with higher ticket size which 
they were earlier losing to banks. 

 Dual effect of new regulations and receding covid impact bode well for industry growth for the next 
few years. 

 Banks appear to be more aggressive in lending and continue to have highest market share amongst 
all the players. 

Other highlights: 

 Overall commentary across laterals remains positive highlighting that the MFI industry is poised for 
a strong growth for the next few years as asset quality inches towards normalcy and loan book 
growth resumes after 2 years of slowdown. 

 Increase in the limit of exposure to non-MFI loans from 15% to 25% will enable players to expand 
to secured businesses and help in increasing customer retention.  

 

 

 

 

 

 

https://m.economictimes.com/markets/stocks/news/mfi-loan-rates-surge-as-lenders-price-risks/amp_articleshow/90768699.cms
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Story in charts 

NBFC-MFI have gained market shared (Dec-21) 

 

  

 
*Spandana CE is including arrears; Satin is without Assam 

 

 
 
*Q4FY22 CE is for March ‘22  
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NBFC-MFI  reported strong growth in its GLP
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NBFC-MFI delinquencies too have been on a decline 
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Annexure: RBI regulations wrt to MFI industry 

Parameters Extant Revised 

Effective from  April 01, 2022 

 
 

Pertinence 
- 

Applicable to all commercial banks, 

excluding payments banks. 

 
All primary/ state/ district central co-

operative banks and all NBFCs. 

 

All such aforementioned companies 
shall be referred to as regulated entities 
(REs). 

 
 

Net owned funds 

Minimum of INR 5 CRs (INR 2 CRs for NBFC-MFIs 
registered in the North-eastern regions). 

Minimum of INR 7 CRs (INR 5 CRs for 

NBFC- MFIs registered in the North-
eastern regions by March 31, 2025). 

 

Minimum of INR 10 CRs by March 31, 2027. 
Loan mix (NBFC- MFIs) NBFC-MFIs are required to have a minimum of 85% 

of their net assets as qualifying assets. 

NBFC-MFIs are required to have a 

minimum of 75% of their total assets as 

qualifying assets. 

 
Loan mix (NBFCs) 

NBFC that does not qualify as an NBFC-MFI cannot 
extend microfinance loans exceeding 10% of its total 
assets. 

NBFC that does not qualify as an NBFC-MFI 
cannot extend microfinance loans 
exceeding 25% of its total assets. 

 
 
 
 
 
 
Qualifying assets 

Loan which is disbursed to a borrower with 

household annual income not exceeding INR 1.25 

Lakh and INR 2 Lakh for rural and urban/ semi-

urban households, respectively. 

 
Loan amount does not exceed INR 0.75 Lakh in the 

first cycle and INR 1.25 Lakh in subsequent cycles. 

 
Total indebtedness of the borrower does not 

exceed INR 1.25 Lakh (excluding loan for education 

and medical expenses). 

 

Minimum tenure of 24 months for loan amount 
exceeding INR 0.3 Lakh. 

Loan which is disbursed to a borrower 

with household annual income not 

exceeding INR 3Lakh. 

 
The monthly loan obligations (MFI or 

otherwise) of a household should not 

exceed 50% of the monthly household 

income. 

 

The RBI has also clearly defined 

‘household’ as husband, wife & unmarried 

children. 

Loan purpose Minimum 50% of aggregate amount of loans for 
income generation activities. 

Excluded. 

 
 
 
 
 
 
 
Interest rate charged 

With effect from April 1, 2014, interest rate 

charged to borrowers is lower of: 

 
a) Cost of funds plus 10% for large MFIs (size of INR 

100 CRs and above) and cost of funds plus 12% for 

the others (size of <INR 100 CRs), or Average base 

rate (as advised by the RBI) of the 5 largest 

commercial banks by assets multiplied by 2.75 

maximum variance between minimum & 

maximum interest rates for individual loans 

capped at 4%. 

Each RE shall put in place a board-

approved policy regarding pricing of 

microfinance loans which shall, inter alia, 

cover the following:  

a) A well-documented interest rate 

model/ approach for arriving at the all-

inclusive interest rate; 

b) Delineation of the components of 

the interest rate such as cost of funds, 

risk premium and margin, etc, in terms 

of the quantum of each component 

based on objective parameters; 

c) The range of spread of each 

component for a given category of 

borrowers; 

A ceiling on the interest rate and all other 

charges applicable to the MFI loans. 
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Parameters Extant Revised 

Multiple lending Not more than two MFIs should lend to the same 
borrower. 

Excluded. 

Processing charges Not more than 1% of the gross loan amount. Excluded; NBFC-MFIs are free to decide. 

Delayed payment penalty No penalty on delayed payments. Penal charges can be levied but only on the 

overdue amount. 

 
 
 
 
 
 

Recovery practices 

- Recovery at a designated place decided 

mutually by the borrower and the RE. 

 
Field staff allowed to make recovery at 

the place of residence/ work if no 

repayment on two or more successive 

occasions. 

 

RE or its agent shall not engage in any 

harsh methods towards recovery. 

 

The REs shall have a due diligence process 

in place for engagement of recovery  

 agents, which shall, inter alia, cover 

individuals involved in the recovery 

process. 

 
 
 
 

 
Others 

Collateral free loans without any prepayment 

penalty. 

 

Flexibility of repayment periodicity (weekly, 
fortnightly or monthly) at borrower’s choice. 

No change; To ensure collateral-free 

nature of MFI loan, RBI has asked not to 

link the loans with a lien on the deposit 

account of the borrower. 

 
Requires board-approved policy for the 
same. 

Not-for-profit companies with asset size 

of more than INR 100 CRs are not eligible 

for any exemptions and must apply for 

NBFC-MFI registration within three 

months. 

Source: RBI. 
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Disclaimer: Monarch Networth Capital Limited (hereinafter MNCL), a publically listed company, is engaged in services of retail broking, credits, portfolio management 

and marketing investment products including mutual funds, life & general insurance and as such prepares and shares research data and reports periodically with 

clients, investors, stake holders and general public in compliance with Securities and Exchange Board of India Act, 1992, Securities And Exchange Board Of India 

(Research Analysts) Regulations, 2014 and/or any other applicable directives, instructions or guidelines issued by the Regulators from time to time.  

Research report is a written or electronic communication that includes research analysis, research recommendation or an opinion concerning securities or public 

offer, providing a basis for investment decisions. The views expressed therein are based solely on information available publicly/internal data/other reliable sources 

believed to be true. The information is provided merely as a complementary service and do not constitute an offer, solicitation for the purchase or sale of any financial 

instruments, inducement, promise, guarantee, warranty, or as an official confirmation of any transactions or contract of any kind.  

Research data and reports published/ emailed/ text messaged via Short Messaging Services, Online Messengers, WhatsApp etc/transmitted through mobile 

application/s, including but not limited to FLIP™, Video Widget, telephony networks, print or electronic media and or those made available/uploaded on social 

networking sites (e.g. Facebook, Twitter, LinkedIn etc) by MNCL or those recommendation or offers or opinions concerning securities or public offer which are 

expressed as and during the course of “Public Appearance” are for informational purposes only. The reports are provided for assistance and are not intended to be 

and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Though disseminated to 

clients simultaneously, not all clients may receive the reports at the same time. MNCL will not treat recipients as clients by virtue of their receiving this report.  

The reports include projections, forecasts and other predictive statements which represent MNCL’s assumptions and expectations in the light of currently available 

information. These projections and forecasts are based on industry trends, circumstances and factors which involve risks, variables and uncertainties. The actual 

performance of the companies represented in the report may vary from those projected. The projections and forecasts described in this reports should be evaluated 

keeping in mind the fact that these-  

 are based on estimates and assumptions  

 are subject to significant uncertainties and contingencies  

 will vary from actual results and such variations may increase over a period of time  

 are not scientifically proven to guarantee certain intended results  

 are not published as a warranty and do not carry any evidentiary value.  

 are not based on certain generally accepted accounting principles  

 are not to be relied on in contractual, legal or tax advice.  

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. Reports based 

on technical analysis is focused on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as 

such, may not match with a report on a company's fundamentals.  

Though we review the research reports for any untrue statements of material facts or any false or misleading information, , we do not represent that it is accurate 

or complete and it should not be relied on in connection with a commitment or contract whatsoever. Because of the possibility of human, technical or mechanical 

error by our sources of transmission of Reports/Data, we do not guarantee the accuracy, adequacy, completeness or availability of any information and are not to 

be held responsible for any errors or omissions or for the results obtained from the use of such information. MNCL and/or its Affiliates and its officers, directors and 

employees including the analysts/authors shall not be in any way responsible for any indirect, special or consequential damages that may arise to any person from 

any inadvertent error in the information contained in the reports nor do they take guarantee or assume liability for any omissions of the information contained 

therein. Information contained therein cannot be the basis for any claim, demand or cause of action. These data, reports and information do not constitute scientific 

publication and do not carry any evidentiary value whatsoever.  

The reports are not for public distribution. Reproduction or dissemination, directly or indirectly, of research data and reports of MNCL in any form is prohibited 

except with the written permission of MNCL. Persons into whose possession the reports may come are required to observe these restrictions. Opinions expressed 

therein are our current opinion as of the date appearing on the report only. Data may be subject to update and correction without notice. While we endeavour to 

update on a reasonable basis the information discussed in the reports, there may be regulatory, compliance, or other reasons that prevent us from doing so.  

The reports do not take into account the particular investment objectives, financial situations, risk profile or needs of individual clients. The user assumes the entire 

risk of any use made of this information. Each recipient of the reports should make such investigation as deemed necessary to arrive at an independent evaluation 

of an investment in the securities of companies referred to in such reports (including the merits and risks involved).  

Certain transactions - futures, options and other derivatives as well as non-investment grade securities - involve substantial risks and are not suitable for all investors. 

Investors may lose his/her entire investment under certain market conditions. Before acting on any advice or recommendation in this material, investors should 

consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The price and value of investments referred to in research 

reports and the income from them may fluctuate. Transaction costs may be significant in option strategies calling for multiple purchase and sales of options. Foreign 

currencies denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from 

the investment. Investors in securities such as ADRs, the value of which are influenced by foreign currencies effectively assume currency risk.  

The recommendations in the reports are based on 12 month horizon, unless otherwise specified. The investment ratings are on absolute positive/negative return 

basis. It is possible that due to volatile price fluctuation in the near to medium term, there could be a temporary mismatch to rating. For reasons of 

valuations/return/lack of clarity/event we may revisit rating at appropriate time. The stocks always carry the risk of being upgraded to buy or downgraded to a hold, 

reduce or sell. The opinions expressed in the reports are subject to change but we have no obligation to tell our clients when our opinions or recommendations 

change. The reports are non-inclusive and do not consider all the information that the recipients may consider material to investments. The reports are issued by 

MNCL without any liability/undertaking/commitment on the part of itself or any of its entities.  

Recipients of the research reports should assume that entities of MNCL may receive commission, brokerage, fees or other compensation from the company or 

companies that are the subject of the reports. We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of 

reports/data/material, may, from time to time have 'long' or 'short' positions in, act as principal in, and buy or sell the securities thereof of companies mentioned 

therein or be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as market maker in the financial instruments 
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of the company/ies discussed therein or act as advisor or lender/borrower to such company/ies or have other potential conflicts of interests with respect to any 

recommendation and related information and opinions.  

We further undertake that-  

 No disciplinary action has been taken against the research analyst or MNCL by any authority in connection with their respective business activity.  

 MNCL, Research analysts, persons reporting to research analysts and their relatives may have financial interests and material conflict of interest in the subject 
company.  

 MNCL, Research analysts, persons reporting to research analysts and their relatives may have actual/beneficial ownership of 1% or more in the subject 
company’s securities, at the month immediately preceding the date of publication of this research report.  

Past performance is not a guide for future performance, future returns are not guaranteed and investors may suffer losses which may exceed their original capital.  

The securities described herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies mentioned in 

this report are organized may have restrictions on investments, voting rights or dealings in securities by nationals of other countries. 

Distributing/taking/sending/dispatching/transmitting this document in certain foreign jurisdictions may be restricted by law, and persons into whose possession this 

document comes should inform themselves about and observe any such restrictions. Failure to comply with this restriction may constitute a violation of any foreign 

jurisdiction laws.  

The user should consult their own advisors to determine the merits and risks of investment and also read the Risk Disclosure Documents for Capital Markets and 

Derivative Segments as prescribed by Securities and Exchange Board of India before investing in the Indian Markets.  

Analyst holding in stock: NO  

Key to MNCL Investment Rankings  

Buy: Upside by >15%, Accumulate: Upside by 5% to 15%, Hold: Downside/Upside by -5% to +5%, Reduce: Downside by 5% to 15%, Sell: Downside by >15%  
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