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Detailed Rationale & Key Rating Drivers

The reaffirmation of the ratings assigned to the long-term debt instruments of IFCI Venture Capital Funds Ltd (IVCF) factors in
the company’s strong capitalization profile and liquidity position.

These rating strengths are however partially offset by the continued de-growth in company’s loan book on account of business
consolidation and absence of new disbursements during the year leading to weak financial performance in FY21 and
persistently weak asset quality parameters. The vulnerability in company’s asset quality is on the back of lower recoveries,
fresh slippages and high customer concentration risk and exposure to high-risk sectors such as real estate and infrastructure.

Going forward, continuation of support by IFCI, ability of IVCF to improve its asset quality, profitably scale up the operations
while maintaining capitalization profile would be the key rating sensitivities.

The revision in rating outlook from ‘Stable’ to ‘Negative’ primarily factors in deterioration in the credit profile of the parent
company i.e. IFCI Limited (IFCI) (CARE BB; Negative) and the resultant impact on IVCF, given IFCI’s majority shareholding in the
company and shared brand linkages. The ‘Negative’ outlook also represents any future operational risks which IVCF may face
owing to any liquidity/shareholding changes at the parent level.

Key Rating sensitivities:
Positive factors- Factors that could lead to positive rating action/upgrade
e Improvement in profitability metrics with RoTA of approx 2%
e To improve asset quality metrics with higher recoveries going forward

Negative factors- Factors that could lead to negative rating action/downgrade
e Moderation in profitability metrics
e Deterioration in liquidity profile with mismatches arising in near to medium term bucket

Detailed description of the key rating drivers
Key Rating Strengths

IFCI parentage with management and operational support and direct brand linkages, though declining on account of weak
credit profile of IFCI Ltd

IFCI Limited (rated CARE BB; Negative) holds 98.59% shareholding in the company and has in the past provided support to
IVCF in the form of management support, capital infusion, network for referral business and initiating fund management
business for IVCF. However, due to the reduced operational efficiency and book size of the parent, the company hasn’t
received any new commitments or credit lines from IFCI Itd as on March 31, 2021. The MD of IFCI Limited, Mr Manoj Mittal
is the chairman of IVCF. Also, IFCI has made initial contribution/commitment to various funds that are run by IVCF and also
acts as their sponsor and settler.

However, with the ongoing liquidity and capitalization challenges at the parent level, future expectations of any support from
IFCI towards IVCF looks unlikely in the short to medium term.

Moderate level of business diversification through investment in Venture Capital funds and fund management
IVCF has moderate business diversification with fund-based income from loan against shares/property portfolio, income
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from investments made in venture capital fund and fee-based income from managing venture capital funds (19% of total
income).

Currently the company is managing two government-sponsored funds, i.e. Venture Capital Fund for Scheduled Castes (VCF-
SC with a corpus of Rs 606 crore as on March 31, 2021) and Venture Capital Fund for Backward classes (VCF-BC with a corpus
of Rs.106 crore). Also, the company is in final stages to commence a third government-sponsored fund i.e. Venture Capital
Fund for Scheduled Tribes (VCF-ST) for which the target corpus is yet to be finalized.

Moreover, with the management aiming to exit out of its corporate lending portfolio in the next two fiscal years, IVCF would
be solely dependent on the management fee income arising out of the above funds thus lowering its business diversification.

Comfortable capitalization

The overall capital adequacy ratio (CAR) improved to 75.24% as on March 31, 2021, rising from 51.40% as on March 31, 2020
while Tier-1 CAR stood at 75.19% (51.33% as on March 31, 2020) against the regulatory minimum requirement of 15% and 10%
respectively. The surge in CAR ratio has been mainly due to reduction in the company’s risk-weighted assets as the book size
has been coming down gradually over the past years. As a result, IVCF’s gearing stood at a low of 0.59 times as on March 31,
2021 as against 0.84 times as on March 31, 2020 due to early repayment of bank loans and consolidation of its borrowing
profile in order to shift towards an asset-light fund-management based balance sheet.

Key Rating Weaknesses

Decline in loan book and continued stress in profitability

The gross loan portfolio of IVCF declined by 12% Y-0-Y to Rs 228 crore as on March 31, 2021 as against Rs 261 crore as on March
31, 2020, while the company’s net loan portfolio shrunk by 26% Y-o-Y to Rs 113 crore as on March 31, 2021 compared to Rs
152 crore as on March 31, 2020. The decline in portfolio level during FY21 was on account of management curtailing its
disbursements while focusing mainly on recoveries from NPAs amid weak asset quality and also focusing on fund management
business.

In line with its revised business strategy, IVCF is reducing its exposure to corporate loans while increasingly focusing on its
venture fund management business. Accordingly, the credit growth is expected to remain negligible in short- to medium term
which in turn is likely to affect its revenue growth. End fiscal 2021, total income of IVCF stood at Rs 36.06 crore, marginally up
from Rs 34.22 crore in FY20 on account of higher management fee and other income. Consequent to a marginally higher top-
line and downfall in its interest expenses to Rs 9.40 crore (down 34% Y-0-Y), IVCF reported a net profit of Rs 2.47 crore in FY21
as compared to 0.60 crore in FY20, owing to which its RoTA surged to 1.13% for FY21 (0.23% in FY20). However, the ability of
the company to maintain profitability amid reducing interest income remains a challenge and a key rating sensitivity.

Persistent stress on asset quality

The asset quality of the company continues to deteriorate further with GNPA and NNPA ratio increasing to 90.19% and 81.25%
respectively as on March 31, 2021 as compared to 80.69% and 68.89% respectively as on March 31, 2020. The surge in asset
quality stress was majorly on account of reduction in overall loan book of the company as IVCF reported marginal reduction in
its absolute GNPA and NNPA level to Rs 152.62 crore and Rs 71.70 crore respectively as on March 31, 2021, as compared to
Rs.165.42 crore and Rs.87.31 crore respectively as on March 31, 2020. The reduction in absolute asset quality level was on
account of lower slippages during the fiscal year FY21 clubbed with higher reductions and write-offs as the management aims
to consolidate 100% of its lending portfolio in the next 2 fiscal years. As a result, the NNPA/Tangible Net worth improved to
58.50% (72.4% as on March 31, 2020). The CARE adjusted provision coverage ratio (PCR) remains low at 53%, albeit higher than
48% last fiscal. Secured nature of most of IFCI Venture’s gross NPAs and comfortable capital structure mitigates risk to some
extent.

High borrower-wise loan book concentration

As on March 31, 2021, IVCF had just 18 loan accounts in its portfolio with the top 10 exposures amounting to Rs.135 crore
accounting for 80% of reported net worth or 110% of tangible net-worth as well as 80% of total lending book thereby exposing
IVCF to high customer concentration risk. Furthermore, around 70% of the loan portfolio is concentrated in high risk real estate,
textiles and infrastructure sector.

Liquidity: Adequate

As on March 31, 2021, IVCF had adequate liquidity with cash and cash equivalents of Rs 35.67 crore. Additionally, the company
also has investments in the form of debt securities and equity to the tune of Rs 38.5 crore against which it has debt repayment
of about 59.6 crore for the next 12 months. Also, the company expects inflows of Rs 11.7 crore from its performing advances
for the next 12 months.
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Analytical approach: Standalone, factoring linkages and 98.6% ownership by IFCI Limited

Applicable Criteria

Criteria on assigning Outlook and Credit watch to Credit Ratings
CARE’s Policy on Default Recognition

CARE Methodology for Non-Banking Financial Companies
Financial Sector —Financial Ratios

CARE’s policy on factoring linkages

About the Company

IVCF was promoted as Risk Capital Foundation in 1975, by IFCI Ltd for providing loans to first-generation entrepreneurs. Later
in 1988, the name was changed to Risk capital and Technology Finance Corporation Ltd. Since 1991, IFCI Venture’s focus has
been into venture capital fund management. In 2009, it launched three venture capital funds and is the sponsor & fund
manager of the funds. In FY15, IVCF started managing a “Venture Capital fund for Scheduled Caste, sponsored by the
Government of India. It is registered with RBI as Non-Deposit taking NBFC since 2001. It is also recognized as Public Financial
Institution under Clause (72) of section 2 of the Companies Act, 2013. It gave thrust to its NBFC activities in 2009 with focus on
secured loans [primarily Loan against shares (LAS)/ Loan against Property (LAP)]. The net loan portfolio amounted to Rs.113
crore as on March 31, 2021.

Brief Financials (Rs. crore) FY20 (A) FY21 (A)
Total income 34.22 36.06
PAT 0.60 2.47
Interest coverage (times) 0.54 1.29
Total Assets 235.55 199.84
Net NPA (%) 57.44 81.25
ROTA (%) 0.23 1.13
A: Audited

Total assets net of deferred tax and intangible assets
Status of non-cooperation with previous CRA: Not applicable
Any other information: Not applicable

Rating History for last three years: Please refer Annexure-2

Annexure-1: Details of Instruments/Facilities

Name of the ISIN Date of Coupon Maturity Amount O/s|Rating assigned along
Instrument Issuance Rate Date (Rs. crore) | with Rating Outlook
Debentures-Non-
Convertible INE727M09067 16-Oct-12 10.25 16-Oct-22 5.96 CARE BB; Negative
Debentures
Debentures-Non-
Convertible INE727M09075 18-Feb-13 10.15 18-Feb-23 4.80 CARE BB; Negative
Debentures
Debentures-Non-
Convertible INE727M09083 10-Oct-14 10.80 10-Oct-24 2.10 CARE BB; Negative
Debentures
Bonds :sg;;mggg;z 24-Jan-12 10.75 24-Jan-22 58.30 CARE BB; Negative

Annexure-2: Rating History of last three years

- Name of the Current Ratings Rating history
N o.. Instrument/Bank | Type Amount Rating | Date(s) & | Date(s) & Date(s) & Date(s) &
Facilities Outstanding Rating(s) Rating(s) Rating(s) Rating(s)

3 CARE Ratings Limited


https://www.careratings.com/pdf/resources/Rating%20Outlook%20and%20credit%20watch%20_30May%202020.pdf
https://www.careratings.com/pdf/resources/CARE's%20Policy%20on%20Default%20Recognition_18June%202020.pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Rating%20Methodology-%20NBFC_Oct2020.pdf
https://www.careratings.com/pdf/resources/Financial%20Ratios%20_Financial%20Sector_September%202020.pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Rating%20Methodology%20-%20Parent%20Sub%20JV%20Group-Oct%2020.pdf

%’%E Ratings

Professsanul Rk Opinsan

Press Release

(Rs. crore) assigned | assigned in assigned in assigned in
in 2021- 2020-2021 2019-2020 2018-2019
2022
1)CARE BB+; '
1)Withdrawn | Negative / CARE 1JCARE PBB'
1 Fund-based - LT/ LT/ST i i i (23-Jul-20) Ad+ Negative
’ ST-Cash Credit (05-Jul-19) (24-Sep-18)
)Withdrawn | VCARE BB+ | 1)CARE BBB;
5 Fund-based - LT- T i i i (23-Jul-20) Negative Negative
’ Term Loan (05-Jul-19) (24-Sep-18)
1)CARE
1 E BB; 1 E BB+; 1 E BBB;
Debentures-Non CARE BB; | BB; Stable :\IC:thive, )li:gRativeJr, )IgggRative !
3. Convertible LT 12.86 Negative | (02-Jul-
Debentures 21) (23-Jul-20) (05-Jul-19) (24-Sep-18)
1)CARE
1)CARE BB; 1)CARE BB+; 1)CARE BBB;
E BB; | BB;
4 Bonds LT 58.30 I(ilAeRative’ (c;zs-tjikl)-le Negative Negative Negative
: : & 1) (23-Jul-20) (05-Jul-19) (24-Sep-18)
1)Provisional
CARE BBB (SO);
. Negative
1)Withdrawn 1)CARE .BB+’ (24-Sep-18)
Fund-based - LT- Negative .
5. Term Loan LT - - - (23-Jul-20) (05-Jul-19) 2)Provisional
CARE BBB (SO);
Negative
(11-Jun-18)
1)CARE BB+; 1)CARE BBB;
1)Withdrawn | Negative / CARE Negative /
6. F:;]-dc::r?i?e dLiI/ LT/ST - - - (23-Jul-20) Ad+ CARE A3+
(05-Jul-19) (24-Sep-18)
1)CARE BBB
) (SO); Negative
Term Loan-Lon 1)Withdrawn l)ligR:t§/2+’ (24-Sep-18)
7. o & | 7 ; ; - (23-Jul-20) ( osﬁul- 19) 2)CARE BBB
(SO); Negative
(11-Jun-18)
Annexure 3: Complexity level of instruments
Iiro. Name of the Instrument Complexity Level
1. Bonds Simple
2. Debentures-Non Convertible Debentures Simple

Note on complexity levels of the rated instrument: CARE has classified instruments rated by it on the basis of complexity. This classification
is available at www.careratings.com. Investors/market intermediaries/regulators or others are welcome to write to care@careratings.com
for any clarifications.
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Contact us
Media Contact

Mradul Mishra
Contact no. —+91-22-6837 4424
Email ID — mradul.mishra@careratings.com

Analyst Contact

Mr. Gaurav Dixit

Contact no.- +91-11-45333235 (Tel); 09717070079 (Cell)
Email ID- gaurav.dixit@careratings.com

Business Development Contact

Name: Swati Agrawal

Contact no. : +91-11-4533 3200 / +91-98117 45677 (Cell)
Email ID: swati.agrawal@careratings.com

About CARE Ratings:

CARE Ratings commenced operations in April 1993 and over two decades, it has established itself as one of the leading credit
rating agencies in India. CARE is registered with the Securities and Exchange Board of India (SEBI) and also recognized as an
External Credit Assessment Institution (ECAI) by the Reserve Bank of India (RBI). CARE Ratings is proud of its rightful
place in the Indian capital market built around investor confidence. CARE Ratings provides the entire spectrum of credit rating
that helps the corporates to raise capital for their various requirements and assists the investors to form an informed investment
decision based on the credit risk and their own risk-return expectations. Our rating and grading service offerings leverage our
domain and analytical expertise backed by the methodologies congruent with the international best practices.

Disclaimer

CARE’s ratings are opinions on the likelihood of timely payment of the obligations under the rated instrument and are not
recommendations to sanction, renew, disburse or recall the concerned bank facilities or to buy, sell or hold any security.
CARE’s ratings do not convey suitability or price for the investor. CARE’s ratings do not constitute an audit on the rated
entity. CARE has based its ratings/outlooks on information obtained from sources believed by it to be accurate and reliable.
CARE does not, however, guarantee the accuracy, adequacy or completeness of any information and is not responsible for
any errors or omissions or for the results obtained from the use of such information. Most entities whose bank
facilities/instruments are rated by CARE have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. CARE or its subsidiaries/associates may also have other commercial transactions with the entity. In
case of partnership/proprietary concerns, the rating /outlook assigned by CARE is, inter-alia, based on the capital deployed
by the partners/proprietor and the financial strength of the firm at present. The rating/outlook may undergo change in case
of withdrawal of capital or the unsecured loans brought in by the partners/proprietor in addition to the financial
performance and other relevant factors. CARE is not responsible for any errors and states that it has no financial liability
whatsoever to the users of CARE’s rating.

Our ratings do not factor in any rating related trigger clauses as per the terms of the facility/instrument, which may involve
acceleration of payments in case of rating downgrades. However, if any such clauses are introduced and if triggered, the
ratings may see volatility and sharp downgrades.

**For detailed Rationale Report and subscription information, please contact us at www.careratings.com
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