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‘MSME financing presents a
unique and scalable funding
opportunity’

Religare Finvest Limited (RFL), a subsidiary of Religare Enterprises Limited (REL), is a SME- and MSME-focused lender having a loan book size of
13,000 crore built organically over the last three years and targeting 325,000 crore in the next two years. In an e-mail interaction with Pravda .
Godbole, Kavi Arora, RFL's'CEO, dwells on the issue of finance for MSMEs and the company’s decision to focus on this sector.

How did you decide to focus
exclusively on providing
finance to MSMESs? -
Well, it is the backbone of
India’s economy. We believe
REL's experience in the
financial services sector
allows us to understand mar-

" ket trends and mechanics
‘and helps us to design prod-

ucts that suit the require-
ments of our target cus-
tomers as well as address
opportunities that arise out
of changes in market trends.

The relationships we have
developed with our cus-
tomers provide us with

opportunities for repeat.

business and for cross-sell-
ing our other products and
services. Forinstance, arela-
tionship with our MSME cus-
tomer base can be leveraged
to serve mdlvuiual needs of
proprietors.

Does this offer a more
lucrative and secure growth
opportunity forlenders ata
time when the economy has
slowed down?

While there might be a slow-
down in the overall economy,
the potential for increasing
lending to the under-banked
MSME  segment
remains significant.
Although MSMES
have been growing
in size and impozr-
tance, they often
lack access to timely

to meet working
capital needs, incur
high cost of credit, are tech-
nologically backward and
also lack infrastructure and
skilled manpower. MSME

Limited

financing hence presents a
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unique and scalable funding
opportunity which RFL con-
tinues to build on.

‘How has the increase in the

number of MSMESs being rat-
ed by credit rating agencies
helped your busi-
ness?

With = MSMEs
increasingly get-
ting rated by cred-

the confidence of
the financing com-
munity in these
entities has slowly
increased. While it is still
very important to assess the
true cash flows of MSMEs at
the time of under-writing,

rating by credit rating agen-

it rating agencies,

cies acts as a validation of the
credit guality of these com-
panies. We also partner with
leading rating agencies to
help our existing SME cus-
tomers to get a rating.

Scheduled commercial
banks worry about MSME
loan portfolios turning into
NPAs. Are you similarly
worried?

No, that is not a worry factor
for us. In our MSME financ-
ing we are driving to-build a

' robust loan poztfolio while
minimising credit risks. A
‘key to our portfolio is cur

underwriting and our rela-
tionship with our customers.
We employ strict risk man-
agement standards to reduce

credit risks and maintain
asset quality and have devel—
oped robust recovery
processes. Our senior man-
agement’s extensive expeti- .
encein lending, bankingand
finance companies has
helped strengthen our credit .
appraisal and risk manage- %
ment systems.

What steps do you take to
effectively manage your
portfolio?

We have put in place a cen-
tralised analytics team that
publishes credit and portfo-
lio performance reports for
management review. In addi-
tion, periodic collection.
reviews are conducted on.
delinquent customers to.
evaluate problem areas and
drive collection efficiencies.

What is the scope forIndian "f
MSMEs taking to non-debt
sources of funding?

" While bank and NBFC lend-

ing has been able to satisfy s
the demands of this sectorto,

a certain extent, there isa sig:
nificant gap between the .
demand and supply of risk
capital for MSMESs. There are_
initiatives by various institu-
tions to address this gap in |
risk capital but these are not
enough.

The main issues W1t
MSME financing are umverq,
sal — lack of exit options for\r
early-stage investors, poten,—
tially high risk involved in
investment, asymmetrical
information, and unsuitablejs
established legal and regula-
tory frameworks, which are "
important considerations‘
when evaluating the over:
profitability of a business.
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