6/23/22, 6:33 PM Rating Rationale

Ratings CRISIL

CRISIL Ratings Limited (A subsidiary of CRISIL Limited)

An S&P Global Company

Rating Rationale
June 22, 2022 | Mumbai

Digikredit Finance Private Limited
Ratings downgraded to 'CRISIL BB+/Negative/CRISIL A4+’

Rating Action
Total Bank Loan Facilities Rated Rs.100 Crore

CRISIL BB+/Negative (Downgraded from 'CRISIL
BBB-/Stable')

Long Term Rating

CRISIL BB+/Negative (Downgraded from 'CRISIL
BBB-/Stable’)

CRISIL BB+/Negative (Downgraded from 'CRISIL
BBB-/Stable')

Rs.25 Crore Commercial Paper CRISIL A4+ (Downgraded from 'CRISIL A3+')

1 crore = 10 million
Refer to Annexure for Details of Instruments & Bank Facilities

Rs.15 Crore Non Convertible Debentures

Rs.25 Crore Non Convertible Debentures

Detailed Rationale
CRISIL Ratings has downgraded its ratings on the existing debt instruments and bank facilities of Digikredit Finance Private
Limited (Digikredit) to ‘CRISIL BB+/Negative/CRISIL A4+’ from ‘CRISIL BBB-/Stable/CRISIL A3+'.

The rating action reflects the delay in the equity raise which was expected to be completed by first quarter of fiscal 2022. The
company has received a term sheet from one of its existing investors aggregating to Rs 50 crores and has plans to increase the
round size to Rs 100 crores. CRISIL Ratings believes that this equity infusion will provide some headroom for growth as the
company plans to focus on co-lending majorly.

Additionally, CRISIL Ratings also notes that the liquidity position of the company is stretched. As per the latest details received,
as on June 20, 2022, the company had cash and liquid investments in Mutual Funds of around Rs 4.10 crores against debt
repayments of 7.53 crores in last 10 days of June and Rs 33.85 crores till September 30, 2022 excluding operating expenses.
CRISIL Ratings understands that the company has received sanctions of Rs 20 crores from 2 lenders on June 22, 2022 which will
be drawn and therefore will provide some cushion on the liquidity position in addition to its normal business collections. As of
February 28, 2022, the liquidity cover for Digikredit for debt payments (including interest expense) until May 2022 was
comfortable at around 2.2 times after giving the benefit of 70% of average monthly collections. CRISIL Ratings therefore believes
that the timely drawdown on these loans and enhancing liquidity cushion for the company is a critical monitorable.

The ratings continue to reflect the experience of promoters and management team and their relevant experience. However, the
ratings are constrained by the weak asset quality metrics and continued burn in earnings profile which has depleted the capital
levels of the company.

CRISIL Ratings also notes, that on account of operational and technical issues pertaining to internal IT systems there were
delays in few loan repayments in June 2022. However, the company had sufficient liquidity to meet these debt repayments and
there are no outstanding as on date.

Analytical Approach
CRISIL Ratings has analysed the standalone business and financial risk profiles of Digikredit.

Key Rating Drivers & Detailed Description

Strengths:

* Significant experience of promoters and senior management

The company’s founder, Mr Samir Bhatia, is a senior banking professional having over 30 years of experience in the financial
sector and held senior leadership positions in institutions like Citibank, HDFC Bank, Barclays Bank and Equifax. He was a
founding team member at HDFC Bank. Top management has extensive experience in handling various functions in similar
businesses, including collections, backend operations, credit, and legal. The company has an experienced board and has
appointed reputed auditors.

The Company has invested significantly in analytics capability, underwriting capabilities, data science, and risk analytics. This is
especially important as the unsecured business loans market has inherent risk. Management has, therefore, put in place a
completely in-house collections team with high focus on early bucket delinquencies and control on bounce rates. The operational
risk aspect has been minimised through IT systems as all the deviation approvals and disbursals are automated and done
through a centralised system.

Weaknesses:
* Depleted capitalisation metrics due to delay in equity raise and continued burn
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The company’s equity raise plans which was expected to be completed by first quarter of fiscal 2022 has been delayed. The
company has received a term sheet from one of its existing investors aggregating to Rs 50 crores and has plans to increase the
round size to Rs 100 crores. CRISIL Ratings believes that this equity infusion will provide some headroom for growth as the
company plans to focus on co-lending majorly.

The company had been able to raise capital of around Rs 218 crore since inception from private equity funds as well as
promoters and high networth individuals (HNI) with the recent equity infusion of Rs 25 crore taking place in December 2021 (Rs
110 crore in March 2020). Consequently, networth stood at around Rs 63 crore as on December 31, 2021, while adjusted gearing
(including securitisation) was at around 3.3 times.

CRISIL Rating notes that the future capital raises will be necessary to cover for any asset-side risks and therefore further delay in
raising the equity is a key monitorable.

*Asset quality susceptible to risks inherent in unsecured business loans; loan book lacks seasoning

Digikredit's asset quality is susceptible to risks associated with unsecured loans wherein the borrower credit profiles could be
relatively weak. Amidst weak and challenging macro-economic environment, impact on the asset quality was visible as adjusted
90+ dpd (after adding back last 12 months write-offs) increased to 11.4% as on Dec-21 as compared to 8.2% as on Mar-21 at
consolidated level including partner book. At the own book NBFC level as well, adjusted 90+ dpd (after including last 12 months
write-offs) increased to 11.7% as on Dec-21 from 5.9% as on Mar-21. However, the majority portion of the delinquencies came
from the pre-covid book. CRISIL Ratings understands that at AUM level, the pre-covid book now constituted 30% of the overall
AUM. On the restructuring side, Digikredit has restructured around 8.0% of its portfolio as on December 31, 2021.

Collection efficiency after dropping to 80% in April 2021 due to second-wave of the pandemic, improved to 92% in June 2021 and
has remained above 93% since then, with efficiency ratio reaching 96% in February 2022, thereby staying equivalent to the pre-
covid levels. Digikredit over the last fiscal tightened its underwriting risk scorecards i.e. lending to only essential goods industries
and reducing the maximum ticket size etc. It also enhanced its existing collection and risk management infrastructure by investing
significantly in technology. Having said that, the ability to sustainably improve the collection efficiency and hence manage asset
quality especially amidst uncertain macro-economic environment will continue to be a key monitorable.

Furthermore, as Digikredit started its lending business from fiscal 2017, seasoning in the portfolio is limited. Digikredit keeps on
enhancing its risk management systems on the basis of its past experience and external environment. Nevertheless, the
company’s ability to contain delinquencies within manageable levels will need to be demonstrated over the medium term.

* Weak earnings profile

Given nascent stage of operations, earnings profile is currently constrained amid high operating costs given the low growth on
account of pandemic impact and continuous significant investment on enhancing risk management and collections infrastructure
and hiring of senior management professionals. Operating costs are expected to reduce as the company achieves scale, and
employee costs normalize. The central underwriting model and digital operations will also support operating leverage.

The earning profile remains vulnerable to high credit cost as well owing to vulnerable customer segments and aggressive
provisioning policy as company writes-off loans at 180+ dpd. The same was witnessed in fiscal 2021 and first nine months of
fiscal 2022, wherein credit cost increased.

Consequently, the company reported a loss of Rs 43.5 crore in first nine months of fiscal 2022, majorly contributed by credit cost
of Rs 28.4 crore which was in turn high mostly due to pandemic impact. The company is expected to turn profitable at PPOP (pre-
provisioning operating profit) level in FY23.

Therefore, earnings profile hinges upon the ability to lower operating expenses and manage credit costs, hence the ability to do
so will remain a key monitorable.

Additionally, as the portfolio scales up and gearing increases, ability to raise resources at competitive costs will also be a key
monitorable.

Liquidity: Stretched

Liquidity position of the company is stretched. As per the latest details received, as on June 20, 2022, the company had cash and
liquid investments in Mutual Funds of around Rs 4.10 crores against debt repayments of 7.53 crores in last 10 days of June and
Rs 33.85 crores till September 30, 2022, excluding operating expenses. CRISIL Ratings understands that the company has
received sanctions of Rs 20 crores from 2 lenders on June 22, 2022, which will be drawn and therefore will provide some cushion
on the liquidity position in addition to its normal business collections. As of February 28, 2022, the liquidity cover for Digikredit for
debt payments (including interest expense) until May 2022 was comfortable at around 2.2 times after giving the benefit of 70% of
average monthly collections. CRISIL Ratings therefore believes that the timely drawdown on these loans and enhancing liquidity
cushion for the company and is a critical monitorable.

Outlook: Negative
CRISIL Ratings believes that liquidity and profitability issues are weighing down on the credit profile of the company and timely
infusion of equity and drawdown of funds from lender sanctioned limits will remain critical monitorables for Digikredit.

Rating Sensitivity factors

Upward factors

e Sustainable return to profitability without deterioration in asset quality metrics as the portfolio scales up

« Completion of a substantial equity raise

e Shoring up of the liquidity buffers of the company with substantial funds raised and consistently maintaining liquidity buffers of
2-3 months of debt repayments and disbursements.

Downward factors
* Any adverse movement in asset quality with adjusted 90+ dpd (after adding back 12 months write-offs) remaining above 9%
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« Company continuing to report losses at PBT (profit before tax) level
e Any delay / reduction in quantum of funds being raised from incremental lines from financiers beyond June 27, 2022
* Any delay in raising bridge capital of funding from investors beyond July/ early August 2022

About the Company

Digikredit is a non-deposit taking non-systemically important NBFC that provides unsecured business loans and loans against
property, with focus on the SME segment in India. It currently operates 18 branches in three states and one UT: Guijarat,
Maharashtra, Rajasthan and Delhi.

The company began operations from fiscal 2016 as an online market place. From fiscal 2017, it entered the lending phase with
loans being booked on partner books. After receiving the NBFC license in February 2018, Digikredit commenced on-book
lending. Despite the economic environment, the AUM of the company grew at a CAGR 196% to reach at Rs 455 crore as on
March 31, 2021. The growth was impacted in the first quarter of fiscal 2022, due to low disbursements, however, the same started
picking up from second quarter onwards. As a result, the AUM grew at an annualized rate of 10% in the first nine months of fiscal
2022, with AUM reaching to Rs 490 crore as on December 31, 2021. Given the business model of the company, around Rs 304
crores was on partner books with rest being on-book. Unsecured business loans continue to constitute bulk of the portfolio at
around 89% with the rest being constituted by loans against property (LAP). Digikredit is expected to pick up its growth on

expectation of economic rebound this fiscal and high usage of technology leading to very low turnaround time.

Key Financial Indicators

As on/for the year/period ended Unit Dec-21* Mar-21 Mar-20
Total assets Rs crore 242.6 293.3 253.7
Advances (including partner book) Rs crore 486.5 455.1 383.8
Total income Rs crore 50.1 57.3 47.4
Profit after tax Rs crore -43.5 -48.9 -39.2
90+ dpd (including partner book) % 3.3 3.5 1.0
Adjusted 90+ dpd (including partner book o

after including last 12 months write-offs) o 11.4 8.2 44
Adjusted gearing Times 3.3 2.6 1.1
Return on managed assets % Negative Negative Negative

Note: Managed assets = Total reported own book asset + Securitisation

*Provisional based on unaudited financials

Any other information: Not applicable

Note on complexity levels of the rated instrument:
CRISIL Ratings' complexity levels are assigned to various types of financial instruments. The CRISIL Ratings' complexity levels
are available on www.crisil.com/complexity-levels. Users are advised to refer to the CRISIL Ratings' complexity levels for

instruments that they consider for investment. Users may also call the Customer Service Helpdesk with queries on specific

instruments.

Annexure - Details of Instrument(s)

ISIN Name of Date of | Coupon Maturity Issue size | Complexity Rating assigned
instrument | allotment | rate (%) date (Rs.Crore) level with outlook
NA Term Loan NA NA Sep-21 10 NA CRISIL BB+/Negative
NA Term Loan NA NA Jun-23 10 NA CRISIL BB+/Negative
NA Term Loan NA NA July-23 15 NA CRISIL BB+/Negative
NA Term Loan NA NA July-23 25 NA CRISIL BB+/Negative
NA Term Loan NA NA Jan-22 25 NA CRISIL BB+/Negative
NA Term Loan NA NA Aug-23 15 NA CRISIL BB+/Negative
Non-
NA convertible NA NA NA 5 Simple CRISIL BB+/Negative
Debentures®
Non-
INEO1EDO7036 | convertible | 23-Feb-21 | 14.75% | 30-Dec-22 10 Complex CRISIL BB+/Negative
Debentures
Non-
INEO1EDO7028 | convertible | 23-Feb-21 | 14.75% | 30-Mar-23 10 Complex CRISIL BB+/Negative
Debentures
Non-
NA convertible NA NA NA 15 Simple CRISIL BB+/Negative
debentures”
NA Cmg;gf'a' NA NA | 7-365 days 25 Simple CRISIL A4+
ANot yet issued
Annexure - Rating History for last 3 Years
Current 2022 (History) 2021 2020 2019 S?fn
2019
Instrument = Type Olﬁi:’;:cri‘itng Rating Date Rating Date Rating Date Rating Date Rating Rating
Fund Based CRISIL CRISIL CRISIL CRISIL CRISIL
F:::‘ilitieasse L 100.0 BB+/Negative 07-04-22 ' ppg stable 931221 BBB./Stable 229920 BBStable 190719 BBB./Positive
CRISIL CRISIL
07-07-21  gpp /stable 269520 BBB./Stable
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- - 15-03-21|  CRISIL - -
BBB-/Stable
CRISIL
- - 05-03-21 ' ppR/Stable - -
g:")‘::‘e"’ia' ST 25.0 CRISIL A4+ | 07-04-22  CRISIL A3+  03-12-21 CRISIL A3+ - -
- - 07-07-21 | CRISIL A3+ - -
Non CRISIL CRISIL CRISIL
g°“"e"'b'e LT 40.0 BB+Negative 070422 BB Stable | 931221 BgB./stable - -
ebentures
CRISIL
- - 07-07-21 | BgR./Stable - -
CRISIL
B - 15-03-21 BpB_/Stable - -
CRISIL
- - 05-03-21 ' ppR/Stable - -
All amounts are in Rs.Cr.
Annexure - Details of Bank Lenders & Facilities
Facility Amount (Rs.Crore) Name of Lender Rating
Term Loan 10 HDFC Bank Limited CRISIL BB+/Negative
Term Loan 15 Indusind Bank Limited CRISIL BB+/Negative
Term Loan 25 IDFC FIRST Bank Limited CRISIL BB+/Negative
Term Loan 25 IDFC FIRST Bank Limited CRISIL BB+/Negative
Term Loan 15 IDFC FIRST Bank Limited CRISIL BB+/Negative
Term Loan 10 HDFC Bank Limited CRISIL BB+/Negative

This Annexure has been updated on 22-Jun-22 in line with the lender-wise facility details as on 01-Dec-21 received from the rated entity.

Criteria Details

Links to related criteria

CRISILs Bank Loan Ratings - process, scale and default recognition

Rating Criteria for Finance Companies
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This rating rationale is transmitted to you for the sole purpose of dissemination through your newspaper/magazine/agency. The rating rationale may be
used by you in full or in part without changing the meaning or context thereof but with due credit to CRISIL Ratings. However, CRISIL Ratings alone has
the sole right of distribution (whether directly or indirectly) of its rationales for consideration or otherwise through any media including websites and portals.

About CRISIL Ratings Limited (A subsidiary of CRISIL Limited)

CRISIL Ratings pioneered the concept of credit rating in India in 1987. With a tradition of independence, analytical rigour and
innovation, we set the standards in the credit rating business. We rate the entire range of debt instruments, such as bank loans,
certificates of deposit, commercial paper, non-convertible/convertible/partially convertible bonds and debentures, perpetual
bonds, bank hybrid capital instruments, asset-backed and mortgage-backed securities, partial guarantees and other structured
debt instruments. We have rated over 33,000 large and mid-scale corporates and financial institutions. We have also instituted
several innovations in India in the rating business, including ratings for municipal bonds, partially guaranteed instruments and
infrastructure investment trusts (InvITs).

CRISIL Ratings Limited ('CRISIL Ratings') is a wholly-owned subsidiary of CRISIL Limited ('CRISIL"). CRISIL Ratings Limited is
registered in India as a credit rating agency with the Securities and Exchange Board of India ("SEBI").

For more information, visit www.crisilratings.com

About CRISIL Limited

CRISIL is a global analytical company providing ratings, research, and risk and policy advisory services. We are India's leading
ratings agency. We are also the foremost provider of high-end research to the world's largest banks and leading corporations.

CRISIL is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics
and data to the capital and commodity markets worldwide.

For more information, visit www.crisil.com

Connect with us: TWITTER | LINKEDIN | YOUTUBE | FACEBOOK

CRISIL PRIVACY NOTICE

CRISIL respects your privacy. We may use your contact information, such as your name, address and email id to fulfil your request and service your
account and to provide you with additional information from CRISIL. For further information on CRISIL’s privacy policy please visit www.crisil.com.

DISCLAIMER

This disclaimer is part of and applies to each credit rating report and/or credit rating rationale (‘report’) that is provided by
CRISIL Ratings Limited (‘CRISIL Ratings’). To avoid doubt, the term ‘report’ includes the information, ratings and other content
forming part of the report. The report is intended for the jurisdiction of India only. This report does not constitute an offer of
services. Without limiting the generality of the foregoing, nothing in the report is to be construed as CRISIL Ratings providing
or intending to provide any services in jurisdictions where CRISIL Ratings does not have the necessary licenses and/or
registration to carry out its business activities referred to above. Access or use of this report does not create a client
relationship between CRISIL Ratings and the user.

We are not aware that any user intends to rely on the report or of the manner in which a user intends to use the report. In
preparing our report we have not taken into consideration the objectives or particular needs of any particular user. It is made
abundantly clear that the report is not intended to and does not constitute an investment advice. The report is not an offer to
sell or an offer to purchase or subscribe for any investment in any securities, instruments, facilities or solicitation of any kind to
enter into any deal or transaction with the entity to which the report pertains. The report should not be the sole or primary
basis for any investment decision within the meaning of any law or regulation (including the laws and regulations applicable in
the US).

Ratings from CRISIL Ratings are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold or sell any securities/instruments or to make any investment decisions. Any opinions
expressed here are in good faith, are subject to change without notice, and are only current as of the stated date of their
issue. CRISIL Ratings assumes no obligation to update its opinions following publication in any form or format although CRISIL
Ratings may disseminate its opinions and analysis. The rating contained in the report is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment or other business
decisions. The recipients of the report should rely on their own judgment and take their own professional advice before acting
on the report in any way. CRISIL Ratings or its associates may have other commercial transactions with the entity to which the
report pertains.

Neither CRISIL Ratings nor its affiliates, third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively, ‘CRISIL Ratings Parties’) guarantee the accuracy, completeness or adequacy of the report, and no CRISIL
Ratings Party shall have any liability for any errors, omissions or interruptions therein, regardless of the cause, or for the
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results obtained from the use of any part of the report. EACH CRISIL RATINGS PARTY DISCLAIMS ANY AND ALL EXPRESS OR
IMPLIED WARRANTIES, INCLUDING BUT NOT LIMITED TO ANY WARRANTIES OF MERCHANTABILITY, SUITABILITY OR FITNESS
FOR A PARTICULAR PURPOSE OR USE. In no event shall any CRISIL Ratings Party be liable to any party for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees or losses
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of any part of the
report even if advised of the possibility of such damages.

CRISIL Ratings may receive compensation for its ratings and certain credit-related analyses, normally from issuers or
underwriters of the instruments, facilities, securities or from obligors. Public ratings and analysis by CRISIL Ratings, as are
required to be disclosed under the regulations of the Securities and Exchange Board of India (and other applicable regulations,
if any), are made available on its website, www.crisilratings.com (free of charge). Reports with more detail and additional
information may be available for subscription at a fee — more details about ratings by CRISIL Ratings are available here:
www.crisilratings.com.

CRISIL Ratings and its affiliates do not act as a fiduciary. While CRISIL Ratings has obtained information from sources it believes
to be reliable, CRISIL Ratings does not perform an audit and undertakes no duty of due diligence or independent verification of
any information it receives and/or relies on in its reports. CRISIL Ratings has established policies and procedures to maintain
the confidentiality of certain non-public information received in connection with each analytical process. CRISIL Ratings has in
place a ratings code of conduct and policies for managing conflict of interest. For details please refer to:
https://www.crisil.com/en/home/our-businesses/ratings/regulatory-disclosures/highlighted-policies.html.

Rating criteria by CRISIL Ratings are generally available without charge to the public on the CRISIL Ratings public website,
www.crisilratings.com. For latest rating information on any instrument of any company rated by CRISIL Ratings, you may
contact the CRISIL Ratings desk at crisilratingdesk@crisil.com, or at (0091) 1800 267 1301.

This report should not be reproduced or redistributed to any other person or in any form without prior written consent from
CRISIL Ratings.

All rights reserved @ CRISIL Ratings Limited. CRISIL Ratings is a wholly owned subsidiary of CRISIL Limited.

CRISIL Ratings uses the prefix ‘PP-MLD’ for the ratings of principal-protected market-linked debentures (PPMLD) with effect
from November 1, 2011, to comply with the SEBI circular, "Guidelines for Issue and Listing of Structured Products/Market Linked
Debentures". The revision in rating symbols for PPMLDs should not be construed as a change in the rating of the subject
instrument. For details on CRISIL Ratings' use of 'PP-MLD' please refer to the notes to Rating scale for Debt Instruments and
Structured Finance Instruments at the following link: https://www.crisil.com/en/home/our-businesses/ratings/credit-ratings-scale.html
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