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FROM THE DESK OF MD & CEO

Mr. Raghvendra Singh

It gives me immense pleasure to share with you the 28 ™
Annual Report of Utkarsh Micro Finance Limited.

This year has been a significant one. The year saw the
company achieving two major milestones that were critical in
realizing the overall strategy of the Company.

First, the Company infused an additional capital of 150 crore
through Right Issue of shares, which got oversubscribed. This
is the testimony to the investor confidence in the Company.
Subsequent to the rights issue, foreign holding in the

i company came at 39.8% from the earlier 42.11%. CDC Group
Plc continues to be the largest shareholder with 14.14%  share, while RBL Bank and Faering
Capital maintained their holding at 9 .99%. | thank all the investors for their support and
patronage. This infusion will work as an enabler for growth of Utkarsh group.

Second, Utkarsh Welfare Foundation (UWF), our CSR partner has become a Subsidiary of
the Company since November 22, 2017. The Company infused capital in UWF and
currently holds 78.49% in the Company.

The year FY2018 was significant as our subsidiary Utkarsh Small Finance Bank was added
in the list of Scheduled Commercial Bank and was included in the Second Schedule of RBI
Act 1934 in accordance with Clause (a) of sub & section (6) of Section 42 of the Act. The
Scheduled Status was granted to the Bank subsequent to an assessment of the Bank by
the Reserve Bank of India.

Your Company had applied to RBI for Conversion as Non-Banking Financial Company &
Core Investment Company ( NBFC- CIC) and happy to inform that your C ompany h as been
converted into an NBFC -CIC with effect from May 03, 2018.

From the very beginning, we have always focused on having strong support and control
functions. We believe in imbibing three pillars of a sustainable institution Culture, Process
and Growth in all our endeavors , and this has been getting stronger with each passing
day.

I sincerely thank all our (including of our both the subsidiaries) Board Members, Investors,
Partners, Employees, Customers and all such other stakeholders for reposing their faith
towards the Vision and Mission of Utkarsh, their continued support and patronage all
throughout the journey. | trust that the same would continue to bring a more synergetic
impact in the coming days.

Best Regards,

Raghvendra Singh
Managing Director & CEO

Place: Mumbai
Date: 14/05/2018
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BOARD OF DIRECTORS

9 MR.ATUL
1 Independent Director

1 Mr. Atul having more than 3 decades of Administrative
Service experience with focus on Security, Vigilance and
Anti-Corruption. An Indian Police Service ( IPS) Officer of
1976 Batch. He served as Director General of Police Uttar Pradesh (DGP),
Additional Director G eneral of Police (ADG), Crime, Law and Order DIG / IG CBI
in charge of U.P. / Bihar / Uttarakhand. He also had stint with personnel wing
of DGP Headquarters as in charge of IPS and PPS Officers at Uttar Pradesh.

1 Awarded Presidents Medal for distinguished service. He was President of IPS
Association in Uttar Pradesh and was also President of Lucknow University
Alumni Association.

1 Heis aB.Sc. (Physics, Math & Statistics) and an M.Sc. (Physics) from Lucknow
University.

9 Ms. Ramni Nirul a
T I'ndepebdDdeerctor

1 Ms. Ramni Nirula h aving more than 3 decades of Financial
Sector experience, majorly in the domain of Corporate
Banking, Government Banking and Securities. At the time of
his retirement from ICICI Bank,she was a Senior General Manager. Also been a
Director of Jindal Steel & Power Ltd, Abhishek Industries Ltd and Ballarpur
Industries Ltd.

1 Sheis an M.B.A (Masters in Business Administration ) from Delhi University .

9 Mr . Aditya Parekh
1 Nomine e Director from Faering Capital

1 Mr. Aditya Parekh h aving extensive experience in Financial
Services, while working with DSP Merrill Lynch, TranServ
Private Ltd., Wealth India Financial Services Pvt Ltd and
Linkstreet Learning Pvt. Ltd. Co-Founder and Managing Director at Faering
Capital and Faering Capital India Evolving Fund.

1 Heis a BA (Bachelor of Arts) in Economics from Cambridge University and an
M.B.A from University of Pennsylvania - The Wharton School.
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Gaur av Mal hotr a

imonwe al
Deel opment Corporation) Groucg

Mr. Gaurav Malhotra h ave an extensive experience in
Growth  Strategy, Consumer Behavior, Distribution
Networks, Operations, IT, Management Consulting,
Advisory Assignments and Investments in financial institutions while working
with CDC Group and Boston Consulting Group and other financial institutions.

>

He is an Engineer Graduate and an M.B.A from Indian Institute of
Management Bangalore.

Harjeet Toor
Nominee Director from RBL Bank Limited

Mr. Harjeet Toor have an extensive experience as an
Entrepreneurial Business Leader with over 23 years in
Consumer Banki ng across NBFCOds and Banks span
Fullerton India Credit Company L td. (FICCL), RBS, ABN AMRO Bank, Bank of

America. Business Head of Micro Banking, Credit Cards, Retail & MSME lending

at RBL Bank Ltd. he has worked in leadership roles across varied experiences

in Marketing, Product Management, Sales & Distribution, Branch Banking and

Finance.

He is an Engineer and a Management Graduate from Faculty of Management
Studies, Delhi.

Vi shal Meht a

Nomi nbeier ect or from Sarva Capi

Mr . Vi shal Mexht tean sH avse aenkiprea i el
Services while working with On e, Si
and al soomssula ant to soci al [ i n | n

KenyHe. | Lot hender of Lok Advisory Services.

He i & cq@innfeeom Del hi Umin.BA sft gmanhle Uni vers
Mi chi gan, Ann Ar bor.
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9 Mr . G. S. Sundararajan

T I'ndependent Director

T Mr. SG. Sundar ar aj taenn shiavse aenx pe i n
BFSI Sector with foctie abnbAs 5i ness.
aGroup DiorfSehcertiorram Gr oup, Ma n rector

ofShriram Capthel Hbtding Compamy wor—Shriram

Group's financial services and I nsurance

T Heehd the position of Managing sDi$SMEtand ar

Asset Based shineamsce nB |1 ndi a.

T Hesia Post Graduate Diploma in Management
ManagenfelntM) , Ahmedabad and holds a Bachel o

from Coi mbator e.

9 Mr . Abhi sheka Kumar
T Nominee Director A
Wil

i

T Mr . Abhi sheka Kxtmams ihvaes eaxnp « ~ in
BFSI Sector while working with Utkarsh Gr o
Bank. Currently he is the Founder Member
Private Limited. He has been founder member
and was the Chief Financi al Of ficer of

assignment

1 He is a Post Graduate Diploma in Rural Management from Institute of Rural
Management, Anand (IRMA) and is a graduate from St. Xavier's College, Kolkata

T Mr. Raghvendra Singh
f Managing Director & CEO

1 Mr. Raghvendra Singh have over 40 years of rich
experience in Public Domain and Supervision of the
teams. He joined the Uttar Pradesh Police Department in
1975 and retired as Deputy Superintendent of Police in
2015, having hands on experience of Vigilance / Anti -Corruption work, other
than the normal police roles.

1 He has received various prominent which include President Medal

1 HeisaB.Sc. and holds his PGDCA from Udai Pratap College, Varanasi.
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COMMITTEES OF THE COMPANY

NENE qf i Stat_utory Composition of the Committee
Committee Requirement

T Mr. Atul
Audit Committee Required as per 1 Mr. Harjeet Toor
of the Board Companies Act, 2013 I Ms. Ramni Nirula

1 Mr. Vishal Mehta
Corporate Social : 1 Mr. Aditya Parekh

. Required as per .
Responsibility Companies Act. 2013 1 Mr. G. S. Sundararajan
Committee P ’ 1 Mr. Raghvendra Singh
Nomination & . T Mr. Al
Remuneration Required as per 1 Mr. Gaurav Malhotra
C . Companies Act, 2013 1 Mr. G.S. Sundararajan
ommittee .

M Ms. Ramni Nirula

Share Allotment Required as per E m: ﬁg:}'jgte _IFgoliumar
i ies Act, 201 ' :
Committee Companies Act, 2013 f Mr. Raghvendra Singh
Asset Liability | 1 Mr. Abhisheka Kumar
Management Required as per RBI . L
. L 1 Mr. Neeraj Kumar Tiwari

Committee Guidelines 1 Mr. Raghvendra Singh
(ALCO) r. Raghvendra Sing
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SENIOR MANAGEMENT

Mr. Raghvendra Singh
(Managing Director & CEO)

Mr. Raghvendra Singh has an overall experience of more than 40
years. He has rich experience in public domain and supervision of the
teams. He joined the Uttar Pradesh Police Department as a Sub -
Inspector in 1975 and retired as Deputy Superintendent of Pol ice
(DSP) in 2015. During his tenure, he had hands on experience of over
18 years of Vigilance / Anti -Corruption work, other than the normal
police roles. In the year 1997 he had also been posted in United Nation Peace Keeping
force in African co untry Ango la with seven Indian P olice Officer.

He has also received many rewards and medals from State Government and President of
India. The prominent ones being, Gallantry Medal (1985), Sarahniya Sewa Padak (1989),
Utkristha Sewa Padak (1995), United Nations Pea ce Medal (1996), President Medal (1996)
and President Police Medal (2007) from Symbiosis University, Pune.

Mr. Shyam Sunder Rai

(Chief Financial Officer )

He is a Chartered Accountant by profession with over 1 7 years of
experience in Accounts, Taxation and Audit in large and medium
sized finance industries. He has also qualified diploma course in
Information system audit by ICAI. He served in Cashpor Micro Credit,
one of the leading micro finance company in the region, as Head of
Accounts. He has also ex perience of accounting of electricity
distribution companies, coal companies, banks and insurance
companies.

Mr. Neeraj Kumar Tiwari
(Company Secretary & Compliance Officer )

He has over 6 years of corporate experience. Prior to Utkarsh he -
was with a corporate law firm at Allahabad. He is a qualified Company
Secretary from the Institute of Company Secretaries of India (ICSI)
and holds a Bachelor's Degree in Law. He also received NSE's
Certification in Financial Markets (NCFM) for Compliance Officer
(Corporate) Module.
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_MANAGEMENT DISCUSSIONANDANALYSIS

Background and Changing Landscape

The microfinance sector is back on track as it is now being seen in the last leg of the
demonetization led sufferings, and is looking forward to grow double digits very next
guarter. The microfinance sector which has seen collectively writing off about 5,000 crore
of loans in the first two quarters are now s eeing recoveries from these accounts. The loan
repayment had actually taken a severe hit in the cash -based sectors. The situation
deteriorated further, when small borrowers in five states including Uttar Pradesh and
Maharashtra stopped repaying loans after the respective governments announced farm
loan waiver. The Vidarbha region in the eastern part of Maharashtra alone accounted for
35% of the loan write -offs.

As per MFIN Micrometer Report (based on data reported by lending institutions as of
March 31, 2018), the microfinance industry has total loan portfolio of 1,36,633 crore. This
represents a growth of 27% over FY16 -17. Banks hold the largest share of portfolio in
micro -credit with total loan outstanding of 50,418 crore. This includes both direct len ding
as well as indirect lending through BC partnerships. Banks thus account for almost 38% of
total micro -credit universe. NBFC -MFIs as a group remain the second largest provider of
micro -credit with a loan amount outstanding of 44,892 crore (excluding B C portfolio
channeled through NBFC -MFIs), accounting for 28% to total industry portfolio (i.e. loan
amount outstanding). SFBs have a total loan amount outstanding of 30,019 crore with
total share of 27%. NBFCs account for another 6% and Non -profit MFIs ac count for 1% of
the universe. Compared with FY16 -17, Banks portfolio has grown by 23%, SFBs by3%,
NBFC-MFIs (excluding BC) by 48%, NBFCs by 72% and Non -profit MFIs by 7%.

The financial inclusion space is having high expectations form the Small Finance Banks
(SFBs), licenced and set-up with the objective of deeper and in -spirit implementation of
mandate. While most of the SFBs completing their first year of operations as a B ank, the
thrust continues to be on the transitioning the Human Resource while leveraging
technology to the fullest.

With the entire banking sector focusing on the rural markets, the SFBs would need to
leverage their USPs to make their presence felt in th e space. Business wise, the
diversification is expected to see a surge in MSME and Housing segments, thereby
focusing on business and retail segments. Stabilizing operations, focus on Cost to Income
Ratio and Return on Average Assets would be the prime age nda in the next few years.

The total lending by the Banking industry has increased at a CAGR of 12.38% during FY07 -
17 and total deposits has increased at a CAGR of 10.08%, during FY07 -17 and is further
poised for growth, backed by demands for housing an  d personal finance.

As of March 2018, total number of ATMs in India increased to 207,052 and is further
expected to increase to 407,000 by 2021. This, alongwith the digital initiatives for a less
cash economy, has further brought attention to the banking sector. Mobile, Internet
banking & extension of facilities at ATMs stations is improving operational efficiency in
BFSI Sector.

Vast un-banked population highlights the scope for innovation in delivery, which is actually
being brought in by the Small Fin ance Banks (SFBs), which is further deepening Financial
Inclusion initiatives, apart from bringing in the new generation banking for the other
segments of society.
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The year saw setting up and launch of SFBs apart from a few Payment Banks as new
players in the economy. The policy support in the form of private sector participation,
liquidity infusion, healthy regulatory controls and credible Monetary Policy by the Reserve
Bank of I ndia (RBI), has I ent strength an

Increase in working population and growing disposable incomes has raised the demand
for banking and related services. Housing and personal finance are also being seen as key
demand drivers. Besides, the rural banking segment is also witnessing growth.

Credit off -take has been surging ahead over the past decade, aided by strong economic
growth, rising disposable incomes, increasing consumerism and easier access to credits.
As of Q2 FY18, total credit extended surged to US$ 1,241.55 billion. Credit to non -food
industries increased by 6.1% reaching US$ 1,114.80 billion in September 2017, as
compared to US$ 1,050.8 billion till the end of previous financial year.

Demand has grown for both corporate and retail loans; particularly the services, real
estate, consumer durables & agriculture allied sectors. Corporate demand for bank loans
has grown due to continued infrastructure investments and due to other policy decisions

such as reducing oil subsidies, issuing of telecom spectrum licenses & the proposed
abolition of penalty on loan prepayment. The digital payments revolution is triggering

massive changes in the way credit is being disbursed in India.

Important highlights of RBI Release are as under:

T

Aggregate deposits and bank credit growth (y -0-y) decelerated across all
population groups and bank groups in Sept ember 2017 from a quarter ago; P rivate
Sector Banks continued to maintain double -digit growth in deposits and credit
whereas foreign banks recorded negative growth during the successive quarters

of 2017.

The share of Current Accounts and Savings Accounts (CASA) in aggregate
deposits, which increased from 36.4 % in September 2016 to 40.9 % in December
2016 post-demonetisation, continued to remain around the same level in
September 2017.

Metropolitan branches / offices continued to remain major banking hubs and
accounted for more than half of deposits and around two  -thirds of bank credit.

Two -thirds of total business (aggregate deposits + bank credit) of all SCBs came
from seven states [viz. Nationa | Capital Territory (NCT) of Delhi, Gujarat, Karnataka,
Maharashtra, Tamil Nadu, Uttar Pradesh and West Bengal].

The banki ng -lsdiasredie-depasit (@-D)lratio improved to 73.3 % at end
-September 2017 from 72.8 % a quarter ago; Karnataka, Maharashtra and Tamil
Nadu were the major states that recorded improvement in the ratio.

Small Finance Banks & the Deposits Business

The ten SFBs that have received banking license are now fully operational. Aggressive
deposit mobilization in the first year of operation on the basis higher interest rates has
turned out to be the key strategy for almost all the new entities. Most of the SFBs are
offering higher interest rates on savings bank (around 6% p.a.). Almost all are offering up
to 100-150 basis points higher rates on term deposits (mainlyinthel -2 y ear s &
the market rates. However, in response to the falling interest rates, most banks, including
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few SFBs reduced the FD rates by 25 -50 basis points during Q3. The reduction primarily
happened in the maturity bucket of 1 -3 years. Despite the reduction, the interest rates
offered by these SFBs are 50 -100 basis points higher than those offered by larger banks.

As a part of the strategy to ramp up the deposit base quickly, banks have relied heavil y on
bulk or corporate deposits. The idea behind the move is to replace high  -cost legacy debts,
taken as microfinance institutions, with relatively low -cost deposits. Few SFBs have also
raised deposits through Certificate of Deposits (CDs). In addition, t he SFBs are betting
heavily on technology, to reduce the cost of operations. This includes customer
onboarding through e -KYC, tab based account opening and digitization of transactions.

In the backdrop of the above, the industry looks to consolidate its p  osition by cleaning up

the books, stabilizing the hick -ups of last year in terms of assets, especially the

microfinance one. The next 12 months would hence see spurt in growth numbers of the

stabilized platform set by Mar 2018. The regulatory landscape loo ks to further align the

sector with focus on i mplementation of its inter
growth, at least higher than the ensuring FY.

Glance at the year gone by: Financial Year 2018

FINANCIAL HIGHLIGHTS Summarized Balance Sheet at Consolidated Level

(in Crores)

Particulars AEre HETE % Growth

31,18 31, 17

Capital and Liabilities

Net-worth 765.5 675.4 13.3%
Deposits 2,124.3 11.0 | 19,159.4%
Borrowings 1,519.9 1,901.8 -20.1%
Other Liabilities and Provisions 156.4 61.7 153.4%
Total 4,566.09 | 2,649.9 72.3%
Cash and balances with RBI 205.6 42.4 384.8%
Bal_ances with banks and money at call and short 367.0 165.8 121 4%
notice

Investments 662.7 729.3 -9.1%
Advances 3,106.3 1,596.3 94.6%
Fixed Assets 87.7 22.1 296.7%
Other Assets 136.9 94.0 45.6%
Total 4,566.09 | 2,649.9 72.3%

Capital & Reserves:

The Net-worth at a consolidated level closed at 765.5 crore. During the FY2018, a
portfolio write -off to the tune of 142.6 crore mainly on account of demonetization was
effected. Further, a capital infusion of 150 cr. was done after the rights issue of shares.

Deposits:

The deposits figures grew from a negligible base of 11 crore as at March 2017 (FY2017
had just over 2 months of deposits business as the banking operations started form Jan
23, 2017). The FY2018 closed at 2,124.3 crore. The proportion of are higher than the
projection mainly on account of good inflow of bulk depos its. The break-up of Deposits
is as below:
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Particulars

Amt. ( crores)

Demand Deposits 116.6 5.5%
Term Deposits 2,007.7 94.5%
Total Deposits 2,124.3 100%

The year was the first complete financial year of banking services. The CASA deposits

closed at 116.6 crore, while the Term Deposits saw a good built

Funding Profile:

During FY2018, high cost debts were retired to the tune of

58.8% (as at Mar 2018). The funding profile will further change in next 1
borrowing getting replaced by deposits.

-up of 2,007.7 crore.

269 crore. The Funding Mix
had more infusion of Deposits from the earlier proportion of 1% (as at Mar 2017) to now

-2 years with

A comparative ta ble of the funding mix between the two consecutive financial years is

as below:
Mar 2018 Mar 2017
in Crores % in Crores
Deposits * 2,124.3 | 58.8% 18.7 1.0%
Non-Convertible Debentures 548.1 | 15.2% 658.5| 34.3%
Refinance 436.7 | 12.1% 200.9 | 10.5%
Term Loans 2325 6.4% 849.7 | 44.3%
Sub-ordinated Debts 160.0 4.4% 160.0 8.3%
Term money 80.0 2.2% - -
External Commercial Borrowings 31.7 0.9% 31.7 1.7%
Total: 3,613.3 100% 1,919.5 100%

*Deposit mix has increased to 58.8% from 1.0% as at March 2017 to March 2018.

Investments:

Investments in SLR and other Instruments (CP and other Bank FDs) are higher. This is
mainly on account of funds parked for Q1 FY19 business requirements. The funds raised

through Refinance, Securitization and Bulk Deposits has

requireme nts & also parked in short -term, liquid instruments.

Advances:

The Financial Year 2018 closed with total Gross Advances figure of
(excluding the Managed Portfolio of

The break-up of Advances is as below:

Advances Particulars

103.77 crore).

reckoned excess SLR

3,106.3 crore

Amt. ( crores)

Microfinance Loans 2,738.6* 88.2%
MSME Loans 103.5 3.3%
Housing Loans 15.2 0.5%
Wholesale Lending 246.7 7.9%
Others 2.2 0.1%
Total Advances 3,106.3 100.0%

* Excluding Managed Portfolio of

103.77 crore.
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Excluding the Managed Portfolio, the microfinance loan book closed at 2,738.6 crore, the
MSME book at 103.5 crore and the Housing Loan portfolio at ~ 15.2 crore. Further, the
bank has corporate loans portfolio to the tune of 246.7 crore and other loans a mounting
to 2.2 crore as at the close of FY2018.

The microfinance portfolio constituted 88.2% of the total advances portfolio. This figure is
post write -off of demonization impacted portfolio. The impact of demonization is now
settling down and hence th e business is back to normalcy.

MSME and Housing Loan Business constituted at 3.8% of the total advances portfolio.
During the year the focus under Retail Assets have been on setting up and streamlining
the business models, product mix and staffing struct ure. In the Banking format, the MSME
Loan product bouquet has now four products viz. MEL Loans, Business Loans, Personal
Loans and Loan Against Property. Further a dedicated and separate Collections Team has
been put in place, to have focused approach on d elinquencies. With this, the FY2019 is
expected to see the surge in retail assets business.

The year saw start of a new vertical viz. Wholesale Lending, wherein different category of
NBFCs have been extended loans. The growth in this business vertical was enabled by
good credit demand in the economy. The year closed at 246.7 crore of wholesale lending
portfolio, constituting 7.9% of total advances.

Further, initial ground work has been also done during the year for Business
Correspondent Model for JLG, MSME and other businesses. The vertical would start
seeing business from Q1 FY2019 onwards.

Summarized Profit & Loss Account  (Consolidated)

(in Crores)
Particulars Mar 31, 2018 Mar 31, 2017 % Growth
INCOME
Interest Earned 516.6 377.0 37.03%
Less : Interest Expense 248.7 183.6 35.46%
Net Interest Income 267.9 193.4 38.52%
Other Income 49.1 45.7 7.44%
Operating Income 317.0 239.1 32.58%
Operating Expense 238.3 136.8 74.20%
Operating Profit 78.7 102.3 (23.07%)
Provisioning & Write -off 170.0 49.4 244.13%
PBT (91.3) 52.9 | (272.54%)
Tax (30.3) 18.5| (263.85%)
PAT (61.0) 34.4 | (277.22%)

The year closed with a Net Interest Income (NII) of  267.9 crore and an operating profit of
78.7 crore. The total write -offs (mainly on account of demonetarization) has been 142.6
crore and hence the PAT closed at (61) crore.

The year saw a red in terms of PAT owing to demonetization led write  -off and higher
provisions. The total write -off during the FY2018 has been to the tune of  142.6 crore.

The accounts for write -off has been identified as disbursed before demonetization and

overdue for more than 180 days due to demonetization and no instalment were being paid
by the borrowers since last 120 days.
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A quick view at the Quarter Specific Profit & Loss below shows that the last quarter i.e. Q4

is in green with PBT of

provisions (owing to demonetization effected accounts).

20.77 crore even after additional write -off and aggressive

in Crores
Particulars Q4 Q3 Q2 Q1
INCOME
Interest Earned 160.99 136.75 117.84 101.46
Less : Interest Expense 71.03 63.19 59.47 55
Net Interest Income 89.96 73.56 58.37 46.46
Add : Other Income (Fee + PSLC) 10.59 13.73 9.46 14.44
Total Income 100.55 87.29 67.83 60.9
EXPENDITURE
Personnel Cost 33.57 33.77 31.28 28.85
Other Operating Expenses 29.89 28.25 27.54 24.74
Provisions and Contingencies 16.32 92.15 14.36 47.15
Total Expenses 79.78 154.17 73.18 100.74
PBT 20.77 -66.88 -5.35 -39.84

Preset for the ensuing Financial Year 2019

The current FY2018 has been the first complete financial year as a Bank for Utkarsh. The

year has focused more on initiatives especially pertaining to setting

-up of new teams as

well as strengthening existing teams and upgrading as well as coming up with n  ew
products, policies and processes. Broad basing the product bouquet and strengthening
the Support and Control functions shall continue to be the focus in FY2019.

New teams, like Collections, Projects, CPC, Branding, Wholesale Lending, BC Business
have come up well and shall start working in full pace in FY2019. Also, the teams like IT,
Credit, Branch Operations & Monitoring, Risk, Compliance, Audit, HR & Training amongst

others, have been further strengthened.

This vision of strengthening the Support and Control functions, especially to provide a
smooth platform for Business Teams to operate, would have long term impact in
streamlining the systems and processes, which has already started reflecting impact in

terms of initial traction of businesses.

Net wor k

The business outreach is also being spread
: # Banking
Business vertical wise Banking Outlets # Banlfyzgocl)éj e Outlets Increment
FY2017
A B C D=B -C
Micro Finance (MF) 241 350 (109)
Micro Banking (MB) 111 1 110
General Banking (GB) 53 5 48
Total Banking Outlets 405 356 46
Note: Additional there were standal one

Branches.

The year closed with 164 Banking Branches (i.e. 111 Micro Banking Branches and 53
General Banking Branches), out of which 42 Branches are in Unbanked Rural Centers
(URC). The year focused on conversion of Micro Finance Branches into Micro Banking
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Outlets as a result of which 109 Micro Finance Branches got converted into Micro Banking
Outlets. Further, the Standalone MSME business locations have been 9 and 12 as on
March 31, 2018 and March 31, 2017 respectively. Going ahead all the MSME and Housing
Loan outlets shall be within MB/GB Banking Outlets. However, the total locations where
the Retail Assets Loans services are being provided, have been as follows:

Retail Assets Business Locations

o # Banking Locations # Banking Locations
within MB/GB + Standalone FY2018 EY2017
Outlets
MSME Business Locations 35 23
Housing Business Locations 18 4

The ATMs spread is as foll ows:
Category \ FY2018 FY2017 Increment
A B C D=B -C
On-Site GB Branch 52 4 48
On-Site MB Branch 6 - 6
Off- Site 29 1 28
Total 87 5 82

Aside, convenience to customer and business, the ATMs also brought visibility and brand
recall for the Bank.

Human Resource

The year c¢closed with 5,179 employeesd base as
on March 31, 2017, thereby with an increment of 1,294 employees at a consolidated level,
i.e. inclusive of Utkarsh Micro Finance Ltd, Utkarsh Small Finance Bank and Utkarsh
Welfare Foundation. There were 401 women employee at Utkarsh as the close of FY2018.

The team strength across differe nt verticals closed at as follows:
Sl. | Business Team Mar,18 Mar'17 Increment

1 | JLG/ Micro Banking 3,476 2,888 588
2 | Retail Assets (MSME & HL) 445 343 102
3 | Wholesale Banking 7 0 7
4 | Liabilities Business 601 317 284
5 | Support Functions 566 269 297
6 | Control Functions 84 68 16

TOTAL 5,179 3,885 1,294

Capital Management:

The Bank is adequately capitalized and CRAR requirements are at higher than regulatory
requirements in spite of write -off of 60 crore in FY2017 and of 142.6 crore in FY2018.
The CRAR and Tier | & Il Capital ratios as at Mar 31, 2018 for the Bank and at consolidated
level have been as below:

Particulars : USFB : IMFL
Amt. ( in crores) \ Amt. ( in crores)
CRAR 490.29 17.40% 168.94 197.38%
Tier | 364.84 12.95% 168.94 197.38%
Tier Il 125.45 4.45% - -
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The Bank strives for continual enhancement of shareholder value, by efficiently using
capital, in order to maximize return on equity. Aiming to achieve this objective, the Bank
endeavors to develop an asset structure that will be sensitive to the importanc e of
increasing the proportion of low risk weighted assets.

OPERATIONAL HIGHLIGHTS:

MICRO BANKING

The microfinance outreach through the financial inclusion initiatives of the Bank has
reached to over 15 lakh active client base in 110 districts of 10 States pan India with 352
micro finance / micro banking outlets. The micro finance outlets are primarily JLG asset
centers. The Bank offers micro loans ranging from 6,000 to 1,00,000 for its clients
through JLG model. The Gross JLG portfolio closed at  2,842.4 crore, including Managed
Portfolio of 103.8 crore.

This would be the base figure to expand further horizontally and vertically in FY2019.
During the FY2018, the bank set the pace for converting the erstwh ile micro finance
branches into micro banking outlets, and plans to complete 100% conversion of all its
branches in FY2019. At few of the select micro banking outlets, the banks has started
opening savings bank accounts for the existing group loan clients.

Itis also planned to open 44 more Micro Banking outlets in the ensuing FY2019, taking the
total number of micro banking outlets to 396 by the end of FY2019.

During the FY2018 gone by, broadly the following four major critical focus areas have been
experienced under micro banking business:

1) The demonetisation Impact & in few States :

Bank faced collection concerns in few states like Maharashtra, Uttarakhand, NCR, Haryana
and Jharkhand. It was a legacy concern from FY2017; post demonetization effect,  which
continued further during FY2018. However, through continued efforts, it is now under
control in all other states except for in Maharashtra and Uttarakhand, which has now
started seeing some signs of back to normalcy. By March 31, 2018, the overall co llections
has come in the range of 77% in Maharashtra and 86% in Uttarakhand. For this, the Bank
constituted a special task force in these two states, with employees pooling in from the
existing set -ups, who are working on daily basis and collecting old ar rears of almost 15
lakh per week.

The disbursements for the Bank since demonetization as compared with corresponding
month of the previous year is as below:
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The disbursements were almost negligible in February 2017 as the data was being
migrated to CBS and hence system as well as the staff, especially at the field, were not
fully equipped to handle the system. Post demonetization the disbursements actually

picked up pace from March 2017 onwards and saw a surge, especially from Q3 FY2018

onwards.

The collections efficiency had also dipped post demonetization, which has improved

with

each passing day and some areas of operations like Uttar Pradesh, NCR have shown very

good performance from last two quarters. Situation in Maharashtra & Uttarakhand was

not

satisfactory but the same has also showed sign of improvement during the year and is
now somewhat back towards normalcy.

The main focus during the year had been to reduce the OD numbers, and to achieve that,
a task-force had been formed which works on every working Saturdays in UP, Bihar,
Jharkhand, MP, and Chhattisgarh and on every working day in Uttarakhand, NCR,
Maharashtra and Haryana. Task force members visit the identified centers and try to
motivate all clients/guarantor and do collection of OD amount. Currently on an average
15 lacs is being collected on weekly basis from OD clients. Special focus is on bucket of
61 to 90 days so that no client crosses +91 bucket, for which bank has made aggressive

provisioning.

The Bank has written off an amount of

53.8 crore under JLG portfolio during FY2017, on

account of Bad Loans, and further based on analysis, especially the repayment pattern of

the demonetization effected accounts, a further write

-off of

138.8 crore has been done

during FY 2018. The bank is ad equately capitalized, and after considering the loss, the

bankds

CRAR has

been

above the

regul atory

There has been no liquidity shortage and repayments to funding agencies has been as per
repayment schedule. The asset creation has also been done as per plan, as the bank had
mobilized sufficient resources through public deposits. The bank has also received
refinance facilities from NABARD and SIDBI. The bank has been submitting to the rating
agencies, data at frequent interval, where consisten t improvement in portfolio quality is

evi
liquidity.

dent .

The rat.i

ng

agencies al

so took

The improvement in collections has been seen as the Bank is conducting center / group
meetings to make borrowers awa re of the impact on their credit profile, due to default on
repayment and the role of credit bureaus. These meetings are also used to educate the
borrowers to overcome any kind of slowdown in their business activities and to encourage

banking habits in ord er to move towards non cash based mode.
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Strategy adopted by Bank to deal with situations after demonetization:

1 Continuous visits paid to clients who have defaulted

9 Holding of regular Centre meetings even with fully default centers

1 Awareness camps & works hops in identified areas 9 Educating the borrowers
about deterioration of credit history leading to decline of all loans in future

1 Advantages of associating with Banks - higher loan ticket, savings, FD/RD &
insurance products

1 Notice to defaulting clients; Legal notice to be sent on selective basis.

I Selective disbursement in centers with 80% collection

1 Engaging with MFIN so that matter can be raised at appropriate forums

Results

1 Number of defaulting clients - clients who have not paid any installment since
demonetization has reduced over months.

9 Business picked up and disbursement became normal from March 2017
onwards.

1 Clients in identified states like Maharashtra, Uttarakhand have resumed
conversation which was completely broken.

2) Transformation 0 Technology Integration

There were teething concerns in CBS initially. However, with strengthening of IT Team and
induction of Chief Technology Officer, the hiccups are easing out and the banking
operations is syncing with field expectations.

3) Transforma tion 6 HR alignment :

The bank had a mammoth task of recruitment large number of employees both in freshers
and experienced categories, as the banking operations went for large expansion during
the transformation. Special attention was required to upgrade  the skills as well ensure
adequate employees at the micro banking business which are being converted in Micro
Banking Branches. This resulted in higher delivery expectations from the existing
employees.

The bank took initiatives of decentralized recruit ments for freshers candidates at over 40
locations at least twice a month and of the experienced candidates at all the regional
offices every 3™ Saturday of the month. With this and other few important decisions of
management, there have been signs of rel ief recently.

Training of bank&6s existing employees:

The front line officers along with supervisory team members have undergone several
functional as well as theme based skill trainings during the FY2018. The employees are
trained on how to ensure quality disbursement and collections. The team members had
concerns in comprehending CBS and offering savings products to clients.

Bank recruited few ex -bankers (retired/VRS opted) bankers to train the existing workforce.
Adding to this, the Bank is now developing a structure of supporting the micro banking
outlets with operations team members at Area / Division / Regional levels. In the
meantime, the bank has made a pool of select bright Customer Service Officers with
vintage and have provided them the Train -The-Trainer training on Banking Operations and
CBS.

These CSOs are now acting as resource persons for other branches to do suitable
handholding by visiting the allotted branches on rotation basis.

ANNUAL REPORT FYZ2018KARSH MICRO RWCE LT



Strategy for the FY2019

For the FY2019, Bank has plans to expand its micro banking operations in one more state
- Odisha with 18 new branches. Bank has also plans to introduce two new loan products
for its existing matured clients. The products being WASH Loans and Individual Loans.

The WASH Loan (swachhata rin) will be offered to existing matured clients for the  purpose
of construction / renovation of toilets. Individual Loans will be offered to matured clients,

as independent of the group and hence the loan repayment would not require them to
attend the center meetings any more.

On bringing in the benefits of integrating the microfinance loans to banking services, the
Bank has already started disbursement through bank accounts in select branches, and it
is expected to implement it 100% at all the micro banking outlets in FY2019. H owever, the
bank is mulling over to close the process of Collection through bank accounts.

With 100% conversion of all the micro finance branches to Micro Banking outlets, the Bank
will be able to offer savings bank accounts apart from other liabilities and third party
products to all the group loan clients during FY2019.

With new asset and liabilities products being offered through micro banking branches,
revised structure in terms of staffing has also been proposed for micro banking outlets
which inclu des recruitment of senior officers in the grade of Manger / Chief Manager / AVP
at Head Office level, who will assist business Head with collection / credit / process /
liabilities business. Bank will also create divisional / regional / zonal structure for  credit and
collections while offering Individual loans.

Bank will also have tab banking solution for micro banking outlets to speed up the savings
account opening for existing customers by verifying theire  -KYC.

RETAIL ASSETS

Retail Asset Vertical has undergone quite a few changes during FY2018, especially in terms
of strategy, product, process, team structure, business locations availability etc. The
ensuing FY2019 is expected to be milestone year for Retail Assets vertical, as many of the
changes ini tiated during the previous FY2018 are at various stages of implementation, and
expected to be completed and start showing results / impact during next FY.

The Bank closed the MSME loan portfolioat  103.52 Crore and the Housing Loan portfolio
at 15.23 crore. The same is set to see a good growth in the ensuring FY2019 with
following strategies:

The Bank has identified the following tools and related strategy to achieve the target set
out for the next FY.

1. Better Distribution

i. New Business Location

The bank will be entering into many new territories during the coming FY like Gujarat,
West Bengal, Orissa, etc., which are considered hub for MSME business activities. It
will help the bank not only in tapping new set of clients but will also help in deep ening
the existing relationship.
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2.

3.

Branch Expansion

It is planned to increase the number of branches substantially. During next FY, it is
intended to increase the number to 70 from the existing level of 33 branches for MSME
and shall have Housing Loan business at 16 locations. This will lead to higher number
of customer touch points which will help us brand building along with new customer
acquisition.

Alternate Sales Channel

The Bank has added more distribution channels like Business Correspondent an d
Business Facilitator to the existing Sales structure to increase the reach to new
geographies as well as to more customers in the existing geographies through
appointment of banking Correspondents and Business Facilitators.

. Differentiated Product offeri_ngs

The bank is planning to focus on different product, suitable for the catchment area of

the branch, to achieve the targeted number for FY 2017 -18. MSME branches have been
categorised as A, B, C & D categories basis their potential and accordingly busin ess
numbers have been assessed for the branches. For example, it is assumed that @0
category MSME branches would be having only 10% portfolio under MEL product but

the same product would contribute 75% of the portfolio in D category MSME branches.

In Housing Loans, the bank has decided to offer competitive rates.

Improved Products Suite

The earlier product offerings of MSME had been reviewed and the same has now been
upgraded as well as new products have been launched as Business Loan, Personal
Loan, Loan Against Property (LAP) in the current Financial Year, which has resulted
into increased number of sanction in the very first month. It is also planned to launch
Overdraft and Cash Credit facility to fulfil the Working Capital requirement of the MSME
clients.

One major change which is being contemplated is Scorecard based appraisal of the
Loan proposal instead of the existing process of subjective assessment. The Scorecard
has been developed by CRIF and its implementation is expected during first quart  er of
the FY 2018-19.

In Housing Loan segment, Bank is planning to launch Loan against Property for
properties having mixed usage.

Revamped Policy & Process

Policy Revamping

The Bank will be reviewing the various Policies associated with Sales Process like
Vendor Management Policy/ Document Management Policy/Credit Underwriting policy
etc. during next FY to benchmark them with Industry. This will help in better control at
Product and Process level which will help in better risk management and increased
business.

. Process Improvement

Processes have been formed for various activities like Login, Sanction, Disbursement
and Collection. With increase in the size of the team as well as portfolio, standardised
process will help in scaling up the entire busin ess in shortest possible time period.
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4. Utilisation of Technology

System Improvement

Usage of existing available system more effectively through continuous training of the
users, along with adoption of new systems like LOS and Collection Software to increase
the overall productivity of the team is also planned.

The Bank is in advanced stage of negotiation with INDUS for LOS and collection
solutions. Mobility Solution through Tab banking for better Productivity and Sales
process management also is being actively considered. This implementation is
expected to get completed by August 2018.

Enhanced per resource productivity

Human Capital

Recruitment of manpower across the hierarchy, from Relationship officers to Business
Head level to strengthen the sales work force is planned. The Bank is recruiting
Relationship Officers at Executive/Sr. Executive upto Assistant Manager grade which
will help us in on -boarding experienced sales team, who will be better equipped to
handle the MSME segment. Focus is on organisations having similar business model
to recruit the Sales team through lateral hir e. This will help the Bank in achieving better
productivity with shorter lead time.

In housing Segment, mostly the freshers are being hired due to very high
compensations being demanded by the experienced sales resource, owing to
mushrooming of large numb er of Housing Finance Companies.

. Training & Development

The process of finalising the contents of comprehensive training module will help in
improving the knowledge and Skill development of existing human capital, which will
result in better productivity and quality of business.

Competitive Pricing of the various products

The Bank is exploring the possibility of availing refinance from SIDBI, NHB etc., which
will drastically reduce the cost of funds and would enable us to offer competitive
pricing in the target segments. Bank has already applied to NHB for availing refinanc e
for HL portfolio and follow up for the same is being done.

Efficient Organisation Structure

Reorganization of the business units from a branch model to a vertical model has been
done. Hence, collections and operations which were under the businessuni  t have been
hived off into separate verticals, which will result in more focus and adherence to
compliance.

Separate collection team for Retail Assets Vertical has been created which will ensure
effective control on slippages in the portfolio. The hiring  process is expected to be
completed by first quarter of the next FY. Existing EMI collection through PDC has been
changed to NACH mandate.

In alignment of the Business Plans, suitable planning has been made to ensure
adequate team of Credit Managers & Re gional Credit Managers for a smooth and
enabling Credit function.
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A. Further Strategies for Capacity Building of Credit Managers & RCMs: -

Credit Evaluation Training Programme for all freshers

Balance Sheet & Ratio Analysis Training Programme for RCMs and Credit Managers
Certified Credit officer Programme for ZCHs/ZCMs & RCMs through IIBF/NIBM
Nominating Credit Managers/RCMs/ZCMs for External Credit Assessment &
Monitoring Training Programmes, being conducted by CAB, Pune; NIBM, Pune & IIBF

PN E

B. Strategies for Quality Lending: -

1. MSME Product Policy is being reviewed in consultation with Business Department

2. Credit Assessment Note is being Simplified in consultation with Business
Department

3. Credit Monitoring & Follow up by Credit Manager to avoid delinquency.

4. Quarterly Joint Review meeting with Business Department i.e. with ROs; RSMs &
ZSMs for better understanding of the Credit Proposals so as to have a quality
Portfolio

5. In View of Higher Ticket size of loans, it is planned to recruit CMs/RCMs with higher
experien ce & exposure of Credit Assessment

WHOLESALE LENDING

Wholesale banking is meant to describe the financial practice of lending and borrowing
between two large institutions. The Bank started Wholesale Lending business since July
2017 basically to diversify the lending portfolio from Individuals & MSME to Corporate
Customers, to promote financial inclusion and outreach to the customers in the locations
where Bank is either not present or have limited presence for Retail Assets / Micro Loans
and hence to alig n with the vision statement of reaching 10 million customers by 2021.

The Bank closed FY2018 with a total wholesale lending portfolio of 246.74 crore. A total

of 258 crore had been disbursed during the year to 19 NBFCs (7 into micro finance, 7

involving MSME Business, 2 into Commercial Vehicles, 2 Housing Finance Entity and 1

Core Investment Company). The team also coordinated to execute an NCD investment of
20 crore to an NBFC-MFI.

In the ensuing FY2019, it is planned to further diversify the Sectors (by adding
manufacturing, hospitals, school financing, etc. in its bouquet.

BUSINESS CORRESPONDENT (BC) BUSINESS

During the FY2018, the Business Correspondent Policy was f ramed and necessary Board
approval obtained. This business vertical has been formed to increase the reach to new
geographies as well as to more customers in the existing geographies through
appointment of banking Correspondents and Business Facilitators.

Bank has identified few locations along with the respective Business Correspondents to
enhance its distribution reach in the states of West Bengal, Haryana, Punjab, Rajasthan,
Odisha & Andhra Pradesh for sourcing JLG & MSME Loans in FY 2019.

LIABILTIES BUSINESS

The Bank has followed a clearly calibrated strategy for deposit mobilisation. The primary
objective initially is to reduce the overall cost of funds, by retiring higher cost debt and
replacing it with deposits. Towards this, the Bank focused on g arnering bulk deposits from
the Institutional segment, which included Co -operative Banks, Regional Rural Banks
(RRBs), Educational Institutions, Trusts and other corporate entities. Simultaneously, the
branches launched retail drive to acquire customers, i ncluding that from the HNI segment
for CASA and Retail Term Deposits (RTD). The above two -pronged strategy contributed
towards reducing the cost of funds by 2.29% between March 2018 and March 2017.
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Particulars Mar 31, 2018 Mar 31, 2017 Improvement

Cost of Borrowings 11.51% 12.35% (0.84%)
Cost of Deposits 6.96% 4.81% 2.15%
Cost of Funds 10.04% 12.33% (2.29%)

The year closed with 53 General Banking Outlets (up by 49 from last year) having a total
deposits base of 2,124.3 crore. CASA deposits stood at 116.6 crore and Term Deposits
at 2,007.7 crore. The overall proportion of these deposits to total deposits is as follows:

Particulars \ Amt. ( crores) %
Demand Deposits 116.6 5.5%
Term Deposits 2,007.7 94.5%
Total Deposits 2,124.3 100%

At the commencement of operations, the Bank started with the opening of accounts of the

staff members, followed by that of their <cl ose
essentially to test the systems and processes. Full -fledged onboarding of Savin gs Bank
customers started from August, 2017 and that of Current Account customers started from

September, 2017. While the branch sales teams focused on the retail CASA business, the

Institutional CASA business was driven by the BHs, Zonal Teams and HO.

Life and General Insurance business was initially launched on a pilot basis in few branches

in August, 2017 and launched full -fledged across all branches from September, 2017. The
Bank has further plans to offer Demat & Online Trading Services from FY2019 i n
association with the partner. These businesses alongwith the Debit Card and ATM
transactions (net interchange income) have started generating revenues.

In the ensuring FY2019, the Bank is poised to scale up liabilities business activity multifold
by leveraging Utkarsh brand in the existing area of operation, especially, Uttar Pradesh,
Bihar, Jharkhand, Chhattisgarh, Madhya Pradesh, Maharashtra, Delhi, Haryana and
Uttarakhand. IT is also proposed to expand footprints to few strategic centers in new
States with large deposits potential. Markets are being mapped suitably. Separate
verticals at HO and ZOs shall be driving these businesses. It is aimed to steer retalil
numbers through the sales channel (FOS) d numbers aimed to be higher than the industry
average. The USP would be to ensure enhanced customer on -boarding experience
through digital account opening process.

Differentiation through enhanced customer service and new product offerings 0 enabled
by harnessing technology across processes and delivery ¢ hannels would enable the Bank
to deliver competitive products at affordable cost.

The focus on expanding general banking outlet network will be in Metro and Urban
Centers as MB branches will be covering Semi -Urban & Unbanked Rural Centers. This
demarcation has been done to lower the cost of delivery. With this expansion, it is
proposed to have outreach in 170 D istricts across 17 States. It is proposed to have 101
General Banking Outlets and 396 Micro Ban king Outlets at the close of FY 2019.

The Bank is offering two variants of Current Account d Business Standard and Business

Premium. In the ensuing FY2019, it is proposed to launch High Average Balance Current

Account (especially for Mid Corporates, Wholesaler and Manufacturers) and Made to

Order CurrentAccount, where the cash | imit shall be def
balance (especially for Dealers and retailers). The other new services being proposed are

Corporate Internet Banking and Own Merchant Acquiring & Payment Gateway.
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Under Retail segmen t, the Bank is currently offering Retail Savings Account, Retail Term

Deposit, Salary Account and Lockers. The Institutional business shall focus on Govt.

Departments / Bodies/ Organizations, Central & State Public Sector Undertakings (PSUs),

Financial Institutions, Trusts, Associations, Societies & Clubs, Educational Institutes, and

likewise. The offerings in this segment include Term Deposits, Account Management

Services (Current Account and Savings Account) and customized Collection/ Payment

Services for gener ati on of fl oat, -driyen relationphipibasgd a ol i a
approach. ¢

Thereds been a strong growth in digital payments
currency swap post demonetization i.e. November 8, 2016 according to Reserve Bank of
India data.

Digital transactions have trebled and quadrupled in volume and valu e, across various
modes, from wallets to cards and interbank transfers as compared to the previous year.
Card transactions at Point of Sale (PoS) terminals at merchant locations have surged,
reflecting a positive for the economy as more people start using  their debit cards for
payments rather than for withdrawing cash at ATMs.

Overall Debit Card market size is around 861 Mn as on March 2018 with 774 Mn
transactions on ATM and 318 Mn at POS. Various business activities taken up by Cards
Payments and Digital Banking are briefly mentioned below. One of the critical elements
will be to explore tie -up with other Banks & Fintech Companies offering cutting edge
technol ogy oAdbds o0& al ue

The key strategies of the Bank is this segment shall encompass designing and
development of new Debit Card products, focus on activation, usage and retention of
b a n lcw@stemers for driving business numbers and profitability, development of various
new applications from business perspecti ve in the Digital Space. Driving the engagement
with consumers to increase customer penetration in CASA segments.

The Digital Banking Strategy of the Bank is adopting a focused approach on digitizing the
retail products and introduction of the products/  service / applications like UPI, Bharat QR,
BHIM, * 99 #, BBPS, Internet Banking / Mobile Banking & Value added services, Net
Banking Integration, Online Savings Account, Leveraging the Fintech offerings in the
banking space to enhance customer experience, Digital Campaigns for all products (FD,
Savings, Mutual Funds etc.) along with a dequate Branding & Marketing.

TECHNOLOGY

During the current year, the Bank started with its Banking operations and migrated JLG
business technology platform from BR.NET to | ntellect Core Banking System. Also
Technology platforms for Channels like ATM, Internet Banking, Mobile Banking services
were made live for customers. Other critical business applications like Treasury, HRMS,
Anti Money Laundering, Assets and Liabilites M anagement etc. were incorporated for the
bank. Post initial hiccups, 80% of Bank branches today have Primary mode of network
connectivity with Data center, and rest are communicating over secure VPN connections.

There were several teething issues that th e bank faces in the new Core Banking platform,
however the issues were examined and corrective re -engineering steps have been
initiated. Some of them have been streamlined and further enhancements are planned as
part of Service Improvement Plan (SIP) with the key technology service partners.

The Bank has recognized Information Technology (IT) to be one of the key differentiators
for bringing in a Dbetter Customer Experience. Focus is on developing
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more flexible structure that can respond quickly to the dyn amics of a fast changing market.
The Bank focused on ensuring building functionality and stability to the Core Banking
besides building key platforms like Cheque Truncation, Tablet Banking etc. during the Year
2017-18.

Customer Centricity, Operational E fficiency and Regulatory requirements are the three
major themes to drive the initiatives. With the  endeavour of embracing digital banking, the
bank is focused to build a strong technology infrastructure foundation, with high
availability and strong archit ectural foundation.

For the Year 2018-19, the Bank would focus on extending capabilities to enhance business
and enrich User Experience to customers. Besides bank will concentrate on building Single
Version of Truth on its Data Store which will enable th e bank to further its capabilities on
Analytics and Reporting.

API Banking

Intellect has developed a set of Core APIs that can help the Bank to build surround systems
that can facilitate the bank to integrate third party applications seamlessly with the Core
Banking System. This will enable the bank to open up initiatives on  FinTech, Digital
Banking, Big Data Analytics, Social Media and Mobility Platforms.

Loan Origination System

The Bank plans to implement an LOS and Collections software for retail loans, so as to
capture customer data and manage process flow from sales to credit to operations and
collections, and continuously analyses portfolio behavior.

Fraud Analytics

Looking at the current threat landscape both external and internal, the Bank w  ould like to
manage and control critical risk with respect to detection of fraud faster, to mitigate loss
and prevent cascading damage. The Bank is in the process of building its Fraud Analytics
using live predictive and social network techniques.

Enterpr ise Monitoring Services:

IT department plans to deploy monitoring solution to enable Proactive management of the
environment. This will enable Information Technology team to address the issues before

it impacts end users of the Bank.

Network Connectivity for Branches:

Most of the Bank branches have been provided with primary mode of connectivity. Moving
forward plan is to provide with Secondary/Redundant mode of connectivity for Bank
branches.

Infrastructure @ DC \DR:

Bank DC\DR is being managed by Intellect. Apart from Intellect provided environment

Bank has dedicated setup for applications setup by Bank. IT Team plans to further enhance
the capabilities on that front and drive new initiatives.
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Big Data, Analytics & Automation

IT team plans to start with new initiatives on Big -Data, Analytics and Automation side for
process improvement and real time decision making. This will enhance the capabilities of
organisation for better customer services.

Planning and Execution of Strategies:

Based on the vision for 2018 -19, the Banks plans for new deployments and integrations
with upcoming new applications planned for rollout. Besides, on Infrastructure side it is
planned to further enhance the capabilit y by building environment on own for all
upcoming new requirements.

Based on business plans Budgeting is done on CAPEX and OPEX side so as to
accommodate 2018 -2019 Information technology plans which are aligned with business
goals. To further enhance the capabilities, IT plans to bring in Domain specialists and
consultants on board to facilitate best in class industry knowledge and faster execution of
new strategic projects.

CPC AND OPERATIONS

Since launch of CBS and over the financial year 2017 -18, several critical functions have

been operationalized which were key to the bankd?@

key functions are NEFT, RTGS, CTS, NFS (Including network ATM access, POS & E -
Commerce), Liability Account Opening Process, MSME Loan Dis bursals (Unsecured
Loans) & IMPS.

In this journey, mostly freshers were imparted trainings, and brought up the learning
curve. Also, the internal processes have been tweaked to make them more efficient.

In the ensuing FY 2019, scaling up the resource cap abilities would be the critical driver in
the team. The Bank is also planning to augment the processing abilities by moving to more
robust and scalable model with the aid of technology enabled solutions.

One of the key initiative would be to enabletheb ank s strategic deci si
cashless loan disbursements and collections. Adding Business Continuity Plan for CPC is
another initiative that is being worked upon, this is in lines with the regulatory need for
continuity i n t herhedTaTedmdsypoisepte actvdlyisuppor all business
initiatives which are towards providing new and better products and services.

The branch operations and monitoring team is being suitably strengthened and the
following focus areas have been identif ied to have effective and efficient operations
support:

1. Process, Policies and related operational functions:
Process and Policies

Processes are documented and reviewed timely covering the operations of the bank and

encompass the standard operating procedures to be followed within the bank and are duly
disseminated to stakeholders. Policies are documented and duly approved by Board

within the broad framework of RBI Guidelines for all the Departments of the Bank and

covers various internal and externa | workings of the bank. Some of the customer centric
policies put up in the website are:
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Grievance Redressal Policy

Cheque Collection Policy of the Bank and Frequent Cheque Dishonour
Compensation Policy

Comprehensive Deposit Policy

Customer Rights Policy

=A =8 =4 -8 =9

Access Control

Central Operation Team manages access controls for Bank staff for the Core Banking
application (CBS) and Utkarsh training portal.

Customerdos Grievance Redressal

Operation Head is the overallin -c har ge for Customerds Grievance
minimize instances of customer complaints and grievances through proper service

delivery and review mechanism and to ensure prompt redressal of customer complaints

and grievances. There are various internal machineries created to handle Customer

complaints/ grievances such as Customer Service Committee of the Board which

formulate policies on improved customer experience, assess the service governance

structure effect ongo ing improvements in the quality of service provided by the Bank.

Customers are also invited to share their experience and feedback with the Committee.

Similarly, there are other committee such as Standing Committee on Customer Service

and Branch Level Custo mer Service Committees to ensure pro
Redressal.

Branch Manager has the responsibility for the resolution of complaints/grievances in

respect of Customerds service by the branch and
the comp laint is resolved and completely to the full satisfaction of the customer and ensure

closure of all complaints received at the branches within a week. Escalation matrix will be

as follows:

EscaIzTEscaIa Branch Cal | MS ME

Level TAT Centr Locati

Levell 10 Daj] Zonal Ope Head Regi o Di vi si
Head (Z{Q Centr Head He ad

Levell 15 Da]| Principal Nodal Of f i

Levell 30 Daj| Banking Ombudsman

All meetings i.e. branch level customer meetings, standing committee  meetings and Board
meeting on customer service are held timely and feedback from the customers are
deliberated and resolved.

2. Zonal Operations

Zonal Operations supported by Branch Monitoring Team is responsible for operations
support to all branches. It e xtends support for all transactions and queries relating to
operations at branches and give approvals for exceptional transactions. It also does
remote monitoring of transactions and activities of the branches bucketed into Daily,
Weekly, Fortnightly lists through various reports and co -ordination with branches. The
Monthly / Quarterly Branch Visits and Grading of Branches on various parameters planned
also ensures smooth operations. Zonal Operations are the escalation level for complaints/
grievances at Branches and nodal Complaint Officers for the region within their
jurisdiction.
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The year 2017 -18 saw an Inclusion of Retail Assets of CSOs, Area Operations Managers
and Regional Operations managers reporting into the Zonal operations head for
operational ef ficiency, enhanced support for business including liabilities business and
internal controls.

3. Call Centre

Call Center would have a Toll Free number for customers and non -customer calls with
facilities of Interactive Voice Response (IVR) based Inbound cal ling teams.

This will support all customers including Liabilities and Assets as well as non  -customers
or potential customers. Call Center will handle customer calls and service requests and
provide instant or deferred resolutions (requests forwarded to CP  C). The Call Center would
liaise with the respective teams within the bank for timely resolutions.

Call Center Operations are now 24 * 7.
4. Treasury Back Office

The Treasury Back Office Operations team supports the front office Treasury dealings with
confirmation, payments and settlements and accounting of various dealings pertaining to
SLR, Non-SLR and other dealings. It would also monitor the inflow / outflow of funds such

as maturity collections and obligations for principal and interest / coupons thro ugh the
various reports. It would be further reconciling various accounts and ensure timely
payments / receipts and forecasting the funds flow for the future periods. This is located
along with Treasury functions at Chembur, Mumbai.

SOPs for Treasury back office are laid down for clear guidance, compliance and risk
mitigation.

TREASURY

The Bankds Treasury business currently revolve
regulatory and management compliance and effective liquidity ma  nagement. The Board

approved Investment Policy is the guiding light for growth and conduct of investment

business and operations along with policies on Risk Management, Accounting and others.

CRR / SLR is maintained at optimum levels within the prescribed regulatory limits. CRR is
maintained at a fortnightly average of 4.85% during the review period against the
mandated 4%. SLR is maintained at a fortnightly average of 21.62% visa -vis the average
regulatory limit of 19.50%. Total SLR portfolio as on March 31, 2018 stood at 567.30 crore
against the required level of 542.40 crore. The Yield on SLR portfolio stood at 6.93%  with
an average duration of 3.68 years. As on March 31, 2018 the SLR portfolio under HTM
category stood at  506.34 constituting 18.20% of applicable NDTL against the limitof 543
crore.

During the year, the Bank commenced investing in short tenor commercial paper and
certificates of deposit to deploy short term surplus liquidity available at better yields than
regular money markets of ca ll/notice/term money.

In the ensuring FY, the Treasury of the Bank intends to play a further active role in raising
wholesale resources through instruments like issuance of Tier Il bonds, Certificate of
Deposits to augment sources of liquidity management . In the backdrop of completing
necessary infrastructure in terms of processes, memberships, IT infrastructure &
connectivity Treasury would begin to look at trading opportunities besides performing its
twin objectives of compliance and liquidity managemen t.
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COMPLIANCE

The Indian Banking industry has recently witnessed the advent of new set of players with
the rollout of Payments Banks and Small Finance Banks. The entry of these new set of
players is meant to cater the financially unserved and underserved population, and also
increase the digital transactions from these unserved populaces. These Banks would
mainly function in the unbanked or low banked areas of the country and are poised to
change the course of Banking.

Further, the gover nment aymentsUDAldbdasedtAadhearrinkage di gi t al
of bank accounts and financial inclusion is having an impact on the banking landscape in
the country.

Alignment towards the changing compliance landscape:

T Governmentds thrust on Aadhaar Il inkage:
As part of ritmiet Wd AdMf tJan Dhan, Aadhaar, and Mob
becoming integral to the Government of I ndiads |

inclusion in the country.

As per the official gazette of Government of India, dated June 1, 2017, linkage of Aadhaar
number to bank account is mandatory under the Prevention of Money -laundering
(Maintenance of Records) Second Amendment Rules, 2017. The government has made
Aadhaar mandatory for opening of new bank account also.

Hence, the compliance of this regulation has a two prong effect on the Bank:

1. Accepting the Aadhaar of prospective customers mandatorily at the time of
onboarding.
2. Linkage of Aadhaar number in the accounts of all legacy customers.

Compliance on accepting the Aadhaar at the time of Onboarding:

Bank has already implemented the process of mandatory acceptance of Aadhaar number

of prospective customers at the time of onboarding. Further, as Reserve bank of India has
recognized the Aadhaar based e -KYC as a valid Customer Due Diligenc e Processes, The
Bank would start the biometric based Aadhaar authentication process for onboarding the
new customers at the earliest.

Biometric based Aadhaar authentication could be finger based or iris based at. Apart from
this UIDAI is also mulling to implement face authentication and creation of a Virtual
Identification to enhance the privacy of the Aadhaar data.

The Bank is taking concerted steps to strengthen its technological infrastructure to comply
with the Government offiesti ndi ads initiative at ea

1 Compliance on updating the Aadhaar number in all legacy accounts:

The second part of this compliance is to get the Aadhaar number updated in the
accounts of all existing customers. As per the earlier government mandate,
transactions in all bank accounts in which Aadhaar are not updated by 31 * March 2018,
would be restricted. However, the Supreme Court has deferred the same. The Bank
would ensure collection of Aadhaar Card for the legacy customers in a time bound
manner.
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1 Low Aadhaar penetration in state of Uttar Pradesh & Bihar:

As per the recent data released by UIDAI, the level of penetration of Aadhaar is among

the lowest in the states of Uttar Pradesh and Bihar (77% and 69% respectively). These

are the states where the Bank will be majorly operating. The low penetration of
Aadhaar can be a potential loss of business for the Bank, as these customers would

become un-bankable without a proper Aadhaar or Aadhaar Application

Acknowledgement.

1 Thrust of Reserve Bank of India (RBI) on Financial Inc lusion and its effect on USFB:

The Government of India and the Reserve Bank of India have been making concerted
efforts to promote financial inclusion as one of the important national objectives of the
country. RBI has adopted a bank -led model for achievi ng financial inclusion and
removed all regulatory bottle necks in achieving greater financial inclusion in the
country.

Small Finance Banks have a target of 75 per cent for priority sector lending of their
Adjusted Net Bank Credit (ANBC). While 40 per cen t of ANBC is allocated to different
sub-sectors under PSL as applicable to all the Banks, the balance 35 per cent can be
allocated to any one or more sub -sectors under the PSL, where the bank has
competitive advantage. The Bank has decided to cover the rem aining 35% PSL
requirement through the Micro Finance business.

Small Finance Banks are required to have 25% of their branches in unbanked rural
centers within one year from the date of commencement of operations. In order to
align with the same, the banki ng strategy would also be concentrated on unbanked
centers and the Bank would ensure the presence of 25% of its branches in unbanked
rural centers. As on March 31, 2018 the Bank has a URC concentration of more than
the required 25%.

 Thrustof FIDDtoincl ude SFBs in SLBC (State Level Banker

The Financial Inclusion and Development Department (FIDD) of Reserve Bank of India
has laid the guidelines of participation of SFBs under Lead Bank Scheme. As per the
guidelines, SFBs would be invited to SLBC meetings in their respective locations.

For the current year (2017 -18), the Bank was only invited to these meetings and were
not made a part of the credit planning exercise. However, the Bank would be a part of
the credit planning exercise from the financial year 2018 -19. Accordingly, in the
respective locations, the Bank would be participating in various areas of the lead bank
scheme i.e. SLBC, DLCC/DLRC and BLBC as a regular member from the first quarter of
2018-19.

The various Master Circulars relating to NRLM, NULM, Credit facilities to SCs/STs and
Minorities will be fully applicable to SFBs with effect from April 1, 2018.

Currently, the SLBC meetings are attended jointly by the General Banking and Micro
Banking branches based on the geographical presence. However, the Bank is in the
process of creating a well -defined process and monitoring mechanisms to effectively
implement and monitor these government initiatives.
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9 Overall Compliance Architecture at Utkarsh ~ Small Finance Bank for FY2018-19:

Compliance is an integral feature of a well -managed business that would create value
through enhanced reputation, investor confidence and lower cost of capital. Being a
Bank, the expectations and stringency of applicability of RBI guidelines a re higher.
While majority of the regulatory requirements would emanate from RBI circulars, there
are other regulators who would have an impact on the Banking business.

In line with the RBI guideline and Compliance policy, The Compliance Department acts
as a focal point for receipt and dissemination of all statutory, regulatory and internal
guidelines and instructions in the matters of compliance among all Business
departments / Operations units.

Compliance Department has instituted a process for dissemina tion of regulatory
changes to the various departments and also for updating policies, correspondence,
returns to regulatory/ statutory authorities and ensure that the requirements of
regulatory changes are effectively met.

Following are the key process ar chitecture of compliance department:

Circular/Guideline Management Process
Return Management Process

Policy Management Process
AML/Transaction Monitoring Process
Compliance Testing Process

=A =4 =48 -8 =9

Currently, all circulars of the various regulators are being checked and disseminated to
the respective departments along with the expected actions in order that the regulatory
requirements are addressed. Additionally, Circulars that have high impact on th e
Banking business are put up to the Board for their views and the actions are tracked
through the Action Taken Report. While these Process are already implemented and
are functioning in an expected manner.

During the next year the Compliance testing fra mework would be implemented and
key controls would be checked on an ongoing basis. The Compliance testing reports
along with key control gaps along with the action taken would be placed to the Board

at half yearly intervals. The Compliance testing would b e conducted at a business
department level, Theme level and would also cover around 400 controls. With an
effective Compliance Testing framework, the Bank aims to identify gaps and address
the same through effective and stringent controls in a proactive ma  nner.

RISK MANAGEMENT

As per the Reserve Bank of India (RBI), Indiads
well-regulated. The financial and economic conditions in the country are far superior to

any other country in the world. Credit, market and liquidity risk studies suggest that Indian

banks are generally resilient and have withstood the global downturn well.

Indian banking industry has recently witnessed the roll out of innovative banking models

like Payments Banks and Small Finance Banks. RB1 6 s new measures may (go
helping the restructuring of the domestic banking industry. Small Finance Banks are

expected to penetrate into financial inclusion by providing basic banking and credit

services with a differentiated banking model t o the larger population. In this context the

new SFBs have multiple challenges in coming out with a new, differentiated business
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model. The challenges include building low cost liability portfolio, technology
management, and balancing the regulatory compli ances. Small finance banks have the
flexibility to operate all over India, against the earlier models of RRBs and LABs which had
geographical restrictions.

For banks, next financial year could be a pivotal year in accelerating the transformation
into more strategically focused, technologically modern, and operationally agile
institutions, so that they may remain dominant in a rapidly evolving ecosystem. Banks
must contend with multiple challenges tied to regulations, disruptive models and
technologies, new competitors, and a restive customer base with ever -higher expectations
while pursuing new strategies for sustainable growth.

In the end, the bank has to contend not only with  running the bank, but also transforming
the bank to grow in a sustainable manne r.

Governance Structure

The wide variety of businesses undertaken by the Bank requires it to identify, measure,

control, monitor and report ri sks effectively.
management rely on the risk governance architecture, com prehensive processes and
internal contr ol mechani sm based on approved po

governance architecture focuses on the key areas of risk such as credit, market (including
liquidity) and operational risk and quantification of  these risks, wherever possible, for
effective and continuous monitoring and control.

The Bank has put in place policies relating to management of Credit Risk, Market Risk,
Operational Risk, Information Security risk and Asset -Liability. An independent Ri sk
Governance Structure, in line with the best practices, has been put in place, in the context

of segregation of duties and ensuring independence of Risk Measurement, Monitoring and
Control functions. This framework visualizes empowerment of Business Unit s at the
operating level, with technology being the key driver, enabling identification and
management of risk at the place of origination itself.

Operational Risk

A dedicated team within the risk management function is responsible for assessment,
monitoring and reporting of operational risk exposures across the Bank. A Board approved
Operational Risk Management Framework has been put in place. Processes have been put
in place to collect the operational risk loss / event data from all the Units and  analyse the
same to ascertain the process gaps and take steps to avoid the recurrences of these
events. Key Risk Indicators are employed to alert the Bank on impending problems in a
timely manner to ensure risk mitigation.  Risk Management team reviews all the new
products & processes, and changes to the existing products & processes, to assess risks
and suggest suitable controls for risk mitigation.

The Bank also has also developed framework for operational risk loss data collection
wherein all the Units/ Branches of the Bank are reporting any Operational risk event to the
Operational Risk Team. The incidents reported are analyzed and root -cause analysis
conducted for all the high risk events and suitable process improvement steps are initiated

to plug the gaps.

The Bank has also identified certain key risk indicators to identify early warning signals and
take the appropriate steps pro -actively.

The Bank is also in the process of implementing a bottom up Risk Control Self -Assessment
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(RCSA) process which shall identify high risk areas so that the Bank can initiate timely
remedial measures. The gaps identified through this process shall be addressed through
implementation of control measures to mitigate the residual risk wherever required.

The Bank has put in place a hierarchical structure to effectively manage operational risk
through the formation of several internal committees viz. Operational Risk Management
Committee, Product & Process Management Committee, Outsourcing Committee and
Information System & Security Committee.

Risk Containment Unit

A Risk Containment Unit (RCU) has been set up to pro -actively identify potential fraud
cases at the time of on -boarding itself, both in Liabilities and Retail Assets business.
Presently, RCU is reviewing all the new loans sourced in MSME/HL segments and in itiate
investigation based on certain triggers and ticket size.

The Bank has also on boarded specialised agency which is an expert in the area of
investigations. The sample cases are shared with the Agency for investigation. The Bank
plans to extend the RCU process to the Liabilities accounts wherein the new accounts
sourced shall be reviewed by the RCU team.

The Bank is also in the process of implementation of tools, for identification of fraudulent
Assets & Liabilities accounts, in addition to the scr utiny of clients through Credit Bureau
data.

Implementation of Fraud Monitoring System provided by NPCI is in an advanced stage of
implementation. This tool will help the Bank in monitoring transactions in Liabilities
accounts on the basis of several para meters. This system monitors all the Cards
transaction (ATM or POS) which are undertaken through National Financial Switch (NFS).

Credit Risk

The Bank has created simple score cards for assessment of small loans. The Bank has also
created the Models wh ich help in assessing the corporate clients. The Bank is further
creating models for the clients who are not having any credit history with the help of
external vendor.

The Bank closely monitors the performance of overall portfolio. The Bank has also cre  ated
the early warning signals to identify any weakness in terms of geography, branch or type

of client. A monthly MIS is also published and shared with all the relevant stakeholders to
take corrective action. Monthly MIS covers the complete assessment of  overall portfolio
growth, level of delinquencies, movement of delinquencies, concentration of portfolio in
terms of geography, activity, product, etc.

The Bank shall start conducting the Stress testing of the portfolio based on various
plausible scenarios and take the corrective actions.

Zonal Risk Structure
Looking at the rapid increase in Bankds operatio

Structure, i.e., Risk Team members shall be stationed at all the Zonal Offices, to ensure
timely identification, effective monitoring and mitigation of risk.
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Business Continuity

Business continuity policy is in place, to ensure that the operations continu e with minimum
disruption. A Crisis Management Team has been constituted to take suitable decisions
during business disruptions.  Further, back-up plan is in place to ensure continuity of
operations of the identified critical units during various crisiss  cenarios. The Bank shall also
extend the Business Continuity plans to other units of the Bank.

Liquidity Risk

The Bank closely monitors the overall liquidity position through Asset Liability
Management Committee of the Bank. Presently, the Bank is calcul ating the Liquidity
Coverage Ratio (LCR) and submitting the same to RBI on a monthly basis. The Bank has
also started working on automation of Liquidity reports.

INTERNAL AUDIT

In first three quarters of FY 2017 -18, the focus of internal audit remained on JLG business
apart from initiating concurrent audit, through external audit firms, of Treasury and Central
Processing Centre (account opening) functions. Simultaneously, the Ban k started working
on developing audit checklist, based on Risk Based Internal Audit framework of RBI, for all
the identified audit entities.

Internal Audit department of the Bank has moved to Risk Based Internal Audit process
since January 2018. To stren gthen the Internal Audit team for conducting various types of
audit, existing auditors were provided detailed training during Nov  -Dec 2017 and
experienced auditors from banking organisation were hired.

In addition to that Internal Audit planning and exec ution has been automated end to end

by introduction of Audit Application Software 0
with laptops to record the audit findings and recommendation online in the audit

application and auditees are given access to the au dit application to provide their

compliance. Audit support team has been assigned responsibility to analyse the audit

findings and compliance centrally and publish various audit related MIS to the

management on monthly basis.

During FY 2018-19, the Internal Audit Department will conduct Comprehensive Audit of all
the branches in addition to audit of BC branches, audit of all the central functions of the
Bank and concurrent audit of account function.

All other audits like management audit, audit of outsour ced vendors, IS & Cyber security
audit, concurrent audit of Treasury, CPC, Assets & Liabilities portfolios of Bank shall be
conducted through empaneled external audit firms. Accordingly, the audit manpower plan
(both for internal audit team and outsourced concurrent audit team) has been proposed in
the budget. The other assumptions being:

1 Audit frequency for General Banking Outlets : Yearly

1 Audit frequency for MSME / Housing Loan Outlets : Half-Yearly
91 Audit frequency for Micro Banking Outlets : Quarterly
1 Audit frequency for Central Functions : Yearly

9 Duration of Comprehensive Branch Outlet Audit : 5-8 days
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It is also proposed that for all the existing auditors, weeklong detailed refresher training
on revised checklist and audit application s hall be conducted. In addition to refresher
training, specific audit related trainings (both internal and external trainers) are proposed.

Audi t budget focus has also been given on | evel
various management level report s, and timely and necessary feedback to business and

process teams on process and policy lapses. Accordingly, more customised reports are

proposed in the audit budget.

INTERNAL VIGILANCE

As in all organisations, Vigilance activities in financial institu tion is an integral part of
management function. The raison deter of such activities is not to reduce but to enhance
the level of managerial efficiency and effectiveness in the organisation. In banking
institutions, risk taking forms an integral part of bu siness. However, a distinction has to be
made between a business loss which has arisen as a consequence of a bonafide
commercial decision, and an extraordinary loss which may occur due to fraudulent acts

of the employee. While former may be accepted as a n ormal part of business but latter
has to be viewed seriously and dealt with accordingly.

At Utkarsh, the Internal Vigilance Department was established in March 2015, in its NBFC -
MFI format and have been taking up multifarious job viz. investigation of fra ud cases,
complaints including, complaints received under whistle -blower policy of the bank.
Besides, the department is attending departmental meetings, DO meetings and all training
programmes to educate all staffs about Preventive Vigilance measures, Puni tive Vigilance
and surveillance & Detection. Department is also working on multiples reports of other
departments and make analysis to ascertain trends thereat.

During the year, Department celebrated Vigilance awareness week from Oct 30, 2017 to
Nov 4, 2017 in terms of CVC guidelines in the organization and took Integrity = Pledge from
the employees in respect of Integrity, probity, honesty in their work area. Department also
issued circular on whistleblower policy with separate email id & contact number and
provided a separate platform to all employees for the purpose.

During the FY2017-18, the Internal Vigilance Team has completed 194 investigation related
to fraud, cash loot, cash snatching, serious misbehaviour of staffs, branch visit, surprise
visit and liaison with local administration.

Recently the team has started tele calling to ascertain from clients/customers who were
sanctioned |l oans from the bank under JLG busines
reduce the chances of frauds and Forgery.

From Security point of view, the team visited multiple branches and educated / guided the
empl oyees about the security precautions to be
interest during the field visit.

From April 2018 onwards, the team shall take up others Loan & Advances which will be
disbursed under various retail assets and other such segments. For this purpose, HR is in
the process of recruiting more Vigilance officers and Liaison Officers at Zone level.
Department is making all out efforts to re duce frauds, forgery, burglary, incidents in the
bank with the help of new ideas, technology, previous experiences and with appropriate
tools.
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HUMAN RESOURCE AND TRAINING

The FY17-18 has been strategically very important for Utkarsh. The Bank achieved many
milestones in every sphere of its business so did the Human Resou rce and Training
Department. FY 17-18 has been a year of aspirations, challenges and growth for the
Department. The biggest target for the HR & Training Department was to recruit suitable
employees so as to meet the business plan of the Bank. In FY17 -18 there has been net
increase of 1,296 employees in the Bank. Recruitment, Training and Strengthening of
processes and polices were the major agenda for the year. Migration of manual work to
HRMS was another big achievement for the department. Being in the transition phase
cultural alignment, product training, leadership development, policy framing as per the
bank norms were other important activities that were accomplished by the department.

Employee Engagement:

With continuous expansion in manpower across verticals having spectrum of experiences
from different organizations, it became imperative to bring them on same platform and
acclimatize to Utkarsh Culture. In this regard, Town hall meeting was organized for all the
employees of the Bank. The objective of the Town hall meeting was to promote culture of
Utkarsh and help the new and the old employees of Utkarsh to meet each other, interact
and help themselves adapting with the Mission a nd Vision of Utkarsh. In this process, the
senior management of the bank along with the MD & CEO directly interacted with all the
employees and briefed them about the future strategy and growth prospect of the Bank.
One of the unique feature of the Town Ha Il was use of technology (webcast) in reaching
to all the employees.

Recruitment of new emplo yees was the apex agenda for FY 17-18. We aimed at seamless

and delightful onboarding of all the employees. To facilitate easy and systematic
Onboarding of new em ployees, the Bank introduced the concept of BUDDY - MITRA
program. The program is for the period of one
upto the grade of manager. The objective of the program is to promote faster
acclimatization of new employees into Utkarsh culture and work atmosphere. This

program was piloted in Varanasi Zone across all business verticals and the same will  be
launched pan bank in the FY 18-19.

Being in transition phase, it was very important for the management to reach its employees
and understand their views and perspective. HR & Training department having the
ownership of all the employees of the bank, took the initiative to visit the branches on
regular intervals with the objective of making HR more approachable and responsible
towards its employees. The Branch visit is conducted every month by all the employees

of the department and through this visit we aim to address their grievances /queries arising
out of their work place environment. Beside the above mentioned activities, r  ecreational
activities like Annual Sports Day, celebrations of various festivals like Deepawali,
Christmas, and New Year etc. were organized to engage with the employees regularly.

Leveraging technology in HR Operations:

Further leveraging on technology and making operations of HR seamless and hassle -free,
HRMS was introduced, and number of manual activities were made live on system which
helped us to improve internal efficiency. Payroll, Leave Management, Employees
Movement, Monthly promotions, confirmat ions, etc. were made live. Going forward Bank
is poised to go live on Recruitment & On -boarding, Training, Employee Insurance, PMS
followed by travel management. All these developments will help us in synchronizing
requirements of various departments and will also reduce the time lag in implementation
of HR initiatives.

ANNUAL REPORT FYZ2018KARSH MICRO RWCE LT



Decentralization of HR:

Decentralization of HR was adopted to align with the mission of reaching the employees
and providing them instantaneous solutions/ services and promoting effective work flow
management with timely decisions. Impact of which lead to an effective understanding
and resolution of HR activities at ground level. As a result, now a strong Zonal HR team is

in place, which apart from handling recruitment and HR related issue s, is actively involved
in employee engagement activities & training/development of the employees.

360 Degree Feedback mechanism:

In the process of strengthening and improving the existing process, during the year many
new policies were introduced and the existing policies were revised as per the requirement

of the Bank. In this series, Utkarsh partnered with KPMG to review its PMS p rocess and
also implemented 360 Degree feedback mechanism and Competency mapping. Under this
project, the new PMS frame work of the bank was proposed and is submitted to the Board

for its approval. KRA and KPI of Liabilities and Operations Department was a Iso designed
by KPMG. Competency mapping of Middle and Senior management team was undertaken
during the year. Based on the Competency Mapping, Group Learning Plan and Individual
Learning Plan has been framed. In the next phase of the program, we aim to imp  lement
the development and Learning initiatives so as to build strong leadership team of the Bank.

The Bank for the first time introduced the concept of 360 Degree Feedback for the manager
and above grade. This initiative was facilitated by KPMG. The fee dback thus received
through the exercise was incorporated and was vital part of Annual Performance
Management. Hence forth, we strive for implementing the process for all the relevant
profiles of the Bank.

Campus Recruitment (Campus to Corporate)

To diversify the mode of recruitment we had focused on Campus Recruitment and in this
respect Campus Recruitment was done at 26 Colleges/Universities and total of 225
candidates were selected in the Bank in the grade of Executives to Assistant Managers.

Addingt o Campus Recruitment o0Coll ege to Corporateod
Trainee Grade employees. In this grade we focused on students who were in the final year

of graduation and post -graduation. Colleges mainly in rural/semirural and town area were

targeted to hire talent at the entry level.

Going forward, there will be further tie ups with vocational and training institutes who
specializes in training and developing human resource for Banking and Finance sector.
The Bank will directly recruit suita ble candidate from these institutes for its Banking
operations.

Training and Development

It has been a continuous endeavor of HR that employee on -boarded upgrades its
knowledge and walks at pace with the changing product and market. This gives employee

an upper edge to competition. As the on boarded employees represented spectrum of
experiences from various institutions there was a need to bring them on a common basic
platform for banking. This lead to initiative of Basic Banking Training of all employee s for
7 days. The training was executed by team of 20 ex -bankers, who have expertise in content
development and delivery. 1,124 employees were provided orientation of Basic Banking
knowledge under this program.
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Refresher Training Program were also conducted to reinforce the learning and update new
developments to all the employees. A rigorous two  -week induction training program was
conducted to all the employees joining the bank at entry level. Inall1 520 employees were
trained under this program.

Introduction of Learning Management System (LMS):

Further leveraging the technology, aim is to launch and implement Learning Management
System (LMS). The LMS will act as a platform for online knowledge and will provide
complete learning solutions to  all the Utkarsh employees.

External Training Programs:

Parall el to the Bankd6s I nternal Training Progr:
empl oyeesd |l earning from external environment th
external Training Programs b roadly focuses on Leadership Development Program,

Specialized Technical and Thematic Trainings. This year total of 40 employees participated

in these kind of Trainings.

During the Year, Utkarsh was recognized with 0CE
World HRD Congress. The industry recognitions on a year -to-year basis, reaffirms the
commitment of Team Utkarsh for better HR Initiatives in HR segment.

BRANDING & MARKETING

Utkarsh started its Branding and Marketing activities in last FY only, afte r starting the
operations as a Small Finance Bank, as to cater different segments of Society in its new
Avatar. The Major Branding activities were targeted to establish a basic frame work for
Marketing and Branding activities for future Branding objectives. = The major strategies
included establishing Brand identity and creating Brand awareness through different ways
online and offline. The Bank has started basic required activities like Collaterals about
products and Brand, Branch & ATM Branding, creating Soci al Media Pages and new
Website and also executed some major campaigns like Full services Launch by
Honourable Prime Minister campaign in all ATL and BTL mediums. Apart from it the Bank
has also taken outdoor medium to reach out to consumers in selected loc  ations, also a lot
of other activities have been initiated for the first time like Calendars, Diaries etc. to create
Brand recall. Some Digital campaigns have also been executed for better and economical
reach through Social Media. In this one year with al | these activities the bank has seen a
major boost in the image for Bank Brand with better reach and awareness.

The marketing strategy for FY 2019 shall focus on engaging with larger audience with
higher frequency for creating brand identity, increasing aw areness about different
products, reinforcing and increasing the recall of the brand with increasing visibility.

The Action Plan to achieve the above strategies shall focus on both Online and Offline
initiatives. The online initiatives shall focus on Digi tal Marketing and Promotion, while the
offline initiative shall focus on Activation Events for engagement, awareness and brand
recall, OOH for Visibility and better Brand recall and ATL OBTL activities for mass reach,
positive and trusted brand image. Othe r Regular Activities shall include Small Activations
by Branches, Sponsorship/ Participation in relevant Programs, Branch and ATM Branding
and Marketing collaterals development

The 360-degree approach in Marketing Communication through different Branding
activities will create a Brand recall that will ultimately lead to Business growth. On one
hand Bank will create a Brand identity with Positive and trusted image, Brand recall and
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achieve mass reach through ATL campaigns, on the other hand, Bank will have  direct
engagement with consumers and general public with Activation programs. Out of home
media will support in both of these activities as a multiplier to increase the visibility,
awareness and recall. Also with the help of Digital Marketing and Social Me dia, Bank will
economically focus on different targeted segments. All these initiatives will lead to Brand
equity growth and Business growth.

RATING

CARE (Credit Analysis & Research Ltd) has reaffirmed the ratings as CARE A (Single A,
outlook: stable) fo r Long Term Bank Facilities Non -Convertible Debentures and Long Term
Tier 1l bonds. ICRA has assigned a short term rating of ICRA Al (pronounced ICRA A one)
to Certificate of Deposit.

As per the rating rationale of CARBanklnhited r at i
(USFBL) derives strength from experienced promoters and management team, strong

investor profile, diversified resource base and comfortable liquidity position. The ratings

also factor the comfortable capitalization level which is expected to take care of
provisioning/write -off of loans. The rating however takes note of the deterioration in the

collection efficiency and asset quality post demonetization which may impact the

profitability in the short term. The rating is also constrained by mod erate geographic
concentration, lack of diversity in earnings profile, short track record in Micro Enterprise

Loans and Home Loan portfolio and the inherent risk involved in the microfinance segment

including socio -political intervention risk and due to un secured lending.

Going forward, the ability of the bank to improve its collection efficiency in micro finance
portfolio and overall asset quality and maintain adequate capitalization levels would be
crucial. Also, ability to grow the loan portfolio and g  eographically diversify the operations,
improve earnings and profitability, successfully stabilize the operations as an SFB (Small
Finance Bank) including raising low cost deposits and refinance loans and consequently

ng

diversify the product mix wouldremain t he key rating sensitivities.

As per the rating rationale of | CRA, 0The rati:r
profil e, the banko6és comfortable capitalisation,

of resource mix and raising substantial funds through term deposits, and the strengthened
management team with the transformation into a small finance bank (SFB) in January
2017. Given the increased delinquencies, post demonetisation, the bank is likely to make
sizeable provisions during FY2018 , which is expected to impact its profitability indicators
for FY2018. However, the capital raised by the holding company (Utkarsh Micro Finance
Limited) is likely to keep capitalisation levels comfortable.

The ratings conti nue tnuial fleaiility,ansindo8tBfBHds/ergifiedo d f i n a

funding mix, its strong investor base and good management and information systems

(MIS) and effective internal audit and monitoring systems. Good capitalisation profile

supported by external equity infusion , despite its high pace of growth, the bank has been

able to maintain good capitalisation indicators supported by regular capital infusion. ICRA

notes that UMFL (holding company) mobilised 150 crore of capital which will improve

loss absorption capacity, gi ven t he high delinquencies faced

CORPORATE SOCIAL RESPONSIBILITY

Ut karsh Welfare Foundation (hereinafter being
expanding its outreach in terms its Welfare activities, mainly consists of fin  ancial
awareness initiatives and health initiatives. During the Year, the Foundation also adopted

five villages through its Village Development Program.
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Besides, it also has its goodwill initiatives, in which the employees of Utkarsh Micro
Finance Ltd., Utkarsh Small Finance Bank and Utkarsh Welfare Foundation directly engage
on voluntary basis.

A. FINANCIAL AWARENESS

Financial awareness initiatives are aligned with mission of Utkarsh to support
underprivileged and underserved segments of the population by providing financial and
non-financial services in a socially responsible, sustainable and scalable manner. Financial
education program is aimed at building financial decision making and capabilities of the
targeted clients through right information, ins  tructions and advices.

The outreach under various Financial Awareness initiatives has been as under. The table
also presents a comparative picture on a year -to-year basis.

Particulars on Outreach (No. of Achievement Achievement Growth /Fggoll?e;
Beneficiaries) FY 2017-18 FY 2016-17
Partner
Financial Awareness 1,13,779 77,950 | 35,829
Financial Awareness 26,159 21,356 4,803 | Utkarsh
Digital Financial Literacy 12,624 -| 12,624 | Small
Village Development Program 3,464 - 3,464 | Finance
Dialogue on Business 1,912 919 993 | Bank
SIDBI - PSIG FL&WE 23,525 19,456 4,069 SIDBI &
Digital Financial Literacy (DFL) 15,617 -| 15,617 USEB
Mass Awareness Camps (MAC) 30,478 14,317 | 16,161
SCBF- ACCION FL Program - 8,688 | (8,688)| SCBF
+UMFL
FMO - ACCION FL Program - 13,214 | (13,214) | FMO +
UMFL
Total Since beginning 2,14,238 1,23,523 | 90,715

The year started with new initiatives of Digital Financial Literacy and Village Development
Program. The earlier program along with SCBF (Swiss Capacity Building Facility) and FMO
(Netherlands Development Finance Company & the Dutch Development Bank) were
completed by Mar ch 2017.

Financial Awareness Program

Learnings and experiences gained through the implementation of various projects on
financial education with reputed knowl edge and resource partners such as ACCION, FMO,
IFC, ISMW, SCBF, SIDBI, etc. The company has developed in -house capacity to design
and deliver financial literacy for targeted beneficiaries.

Utkarsh Welfare Foundation aims to develop financial education i nitiatives which are
replicable and scalable. Models of delivering financial education and advisory services to
the beneficiaries will be developed by adopting best practices in the domain through
partnerships.

Currently, UWF has undertaken the financial education initiatives at 8 branches across
Bihar and Madhya Pradesh which will geographically be further expanded to Uttarakhand.
The total outreach under this program for the FY2018 has been 26,159 beneficiaries, up
by 4,803 from previous FY2017.
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Digita | Financial Literacy

The Foundation organised a mega camp and started implementing series of camps on
digital financial literacy from the month of May 2017 and is continued across districts in
Bihar & UP. The Mega camp organised by Utkarsh Welfare Foundat ion was attended by
more than 500 participants, which was presided by Honourable Minister of MSME,
Government of India. The total outreach under standalone USFB program for the FY2018
has been 12,624 beneficiaries and under USFB & SIDBI collaboration has b een 15,617
beneficiaries.

Village Development Program

The Village Adoption Program at UWF aims to adopt integrated village development
approach through self -reliance and capacity building, towards tackling rural poverty in a
sustainable manner. The approach to village adoption is reflexive and socially relevant
with an emphasis on moving from ideation to action. UWF has adopted a sector specific

intervention. This includes selection and identification of villages which are in need of

interventions to enhance their standard of living and then identifying the needs of villages
through participatory gap assessment. The total outreach under this program for the

FY2018 has been 3,464 beneficiaries.

Dialogue On Business (DOB) for Micro Enterprise beneficia ries

Dialogue on Business (DOB) is an award -winning business skills training program
developed by the knowledge partner, ACCION. It is based on adult learning principles,
which draws from the knowledge and experience of program participants. It uses
interactive games and role -playing tools to help participants solve real -life business
challenges. The workshops are based on the real situations of participants, rather than
textbook cases. DOB is found to be an interesting and engaging activity for people, ev  en
with little formal education, who may not learn effectively in a traditional classroom setup.

The total outreach under this program for the FY2018 has been 1,912 beneficiaries, up by
993 from previous FY2017.

SIDBI - Poorest States Inclusive Growth Pro gramme (PSIG) - Financial Literacy and
Women Empowerment (FL&WE) Initiatives

SIDBI-Poorest State Inclusive Growth Programme (PSIG) endeavors to focus specifically

on womends empower ment through microfinance inte
programme and capacity building of women beneficiaries on social, gender and legal

rights and entitlements issues. The project aims to institutionalise capacity building

program for the microfinance beneficiaries through partner MFIs. The project is also being

supported by Department for International Development (DFID). It was launched through

7 MFIs in Uttar Pradesh and Bihar to cover 60,000 beneficiaries.

At Utkarsh, the pilot project was implemented through 16 branches with the support of 22
Master Trainers. Concepts on Financial Literacy and Women Empowerment were
imparted to 16,500 members across 2 districts Deoria and Ghazipur of Uttar Pradesh and
3 districts of Bihar Arrah, Kaimur and Sant Ravidas Nagar.

At the closure of the project as on March 31, 20 16, a total of 15,741 beneficiaries were
trained on the concepts of financial literacy and women empowerment. A pool of 22
Master Trainers (MT) from Utkarsh Welfare Foundation were trained through Training of
Trainers (TOT) and Refresher Trainings in three phase program. Each of the trained MT
received 26 days of training and each of the targeted microfinance beneficiary received 27
hours of training inputs spread over the project period delivered in three phases.
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The project in the scale -up phase aimed to extend the program through 30 new branch

|l ocations through 30 Master Trainers in 15 mont
MTs were expected to undergo 15 days TOT and Refresher Trainings. Web based MIS

system is used for effective monitoring and eva luation of the project. The project entailed

collection of baseline data and training of 22,500 new beneficiaries and end line data

collection of 15,000 beneficiaries from the pilot project through open data kit based mobile

handsets. The total outreach un der this program for the FY2018 has been 23,525
beneficiaries, up by 4,069 from previous FY2017. SIDBI also has the Mass Awareness

Camps under which total of 30,478 beneficiaries were covered during FY2018, up by

16,161 beneficiaries as covered in FY2017.

B. HEALTH INITIATIVES

The Foundationds health initiatives are intende
and awareness to the low income households in the targeted geographies. Outpatient

diagnostic services with free medicine are being provided as a  part of the initiative.

Program is implemented in collaboration with select hospitals, ensuring quality health

service under the strict supervision of healthcare professionals and practitioners. Two

approaches viz. regular Poly Clinics through branches as well as Mobile Poly Clinics with

route plan are being adopted for extending health services.

The outreach under various Health Initiatives has been as under. The table also presents
a comparative picture on a year -to-year basis.

Outreach  Outreach

Particulars FY 2017- FY 2016- Growth Funder/CSR/Partner
18 17

Health Initiatives
No. of Camps 455 459 4)
Beneficiaries covered 74,448 66,533 7,915
Reqgular Polyclinic .
No. of Camps 143 180 |  (37) U;‘frf‘;ffc‘e'\"ﬂféo
Beneficiaries covered 14,093 18,520 | (4427) '
Mobile Van Polyclinic
No. of Camps 312 279 33
Beneficiaries covered 53,388 48,013 5375
Total since beginning
No. of Camps 1,254 799 455
Beneficiaries covered 1,77,268 | 1,02,820| 74,448

Regular Polyclinics

Regular Polyclinics are organized in collaboration with Ramakrishna Sewashram Hospital,
Mirzapur and GV Meditech Group, Varanasi. Currently, the program is organized in two
districts of Uttar Pradesh (Varanasi and Allahabad) and one district of Bihar (Gaya ). The
total outreach under this program for the FY2018 has been 14,093 beneficiaries through
143 camps. During FY2018, the focus shifted more on Mobile VVan Polyclinics, as it had
better reach as well as operational efficiency advantages.

Mobile Van Polyc linic
Mobile Polyclinics are organized to ensure that the benefits of health initiatives reach to

more number of patients. Mobile Vans equipped with professional medical practitioners
and medicines covers the targeted geography. The total outreach under this pro  gram for
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the FY2018 has been 53,388 beneficiaries through 312 camps as compared to 48,013
beneficiaries covered through 279 camps in the previous FY2017.

The total outreach under various Polyclinics run in collaboration with Utkarsh Micro
Finance Ltd. has been 1,77,268 beneficiaries through 1,254 camps.

The new initiative during FY2018, has been the Village Development Program. Under this
Program, emphasis is on participatory planning, convergence of various development
programmes for bringing about overa Il development of the targeted villages. Five villages
namely Karnadadi, Dholapur, Bhimchandi, Boodapur, Bhikhampur under Arajiline block in
Varanasi district have been identified for the intensive approach under development
intervention.

The various ini tiatives under this Program has been.

Achievement

Particulars EY 2017-18 Funder/CSR/Partner

Diabetic Camps
No. of Camps 19
Beneficiaries covered 1,803 | Seshaasai Business
Women Health Awareness Camps Forms (P) Ltd.
No. of Camps 20
Beneficiaries covered 1,695
Health Camps 0 Village Development Programs
No. of Villages 5 Self 8 Utkarsh
No. of Camps 23 | Welfare Foundation
Beneficiaries covered 3,469

Seshaasai Business Forms (P) Ltd., Mumbai has partnered with the Foundation to organize
Diabetic Camps and Women Health Awareness Camps under its CSR initiatives. The
immediate focus has been on Building Financial Capability through Financial Literacy
Camps and enabling access to Banking & Financial services for the villages.

Goodwill Projects

The Foundation continued its support to  Nirmala Shishu Bhawan, a home for differently
abled children and Nirmal Hriday, a home for sick and destitute adults & senior citizen s.
The employees of Utkarsh Micro Finance Ltd., Utkarsh Small Finance Bank and Utkarsh
Welfare Foundation sponsor meals and also provide them with items of their daily needs.
The employees participate voluntarily and organise these visits at a department| evelon a
monthly basis to meet and interact with the inmates.

Blood Donation Camps
Blood Donation Camps in association with Pandit Deen Dayal Upadhyay Government
Hospital, Varanasi have been organized wherein the employees volunteer to donate blood.

The event strengthens the noble cause that blood donation saves life. During the year 61
employees donated blood.
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DI RECTORG6S REPORT

To,
The Members,
Utkarsh Micro Finance Limited

Your Directors have pleasure in presenting the 28 ™ Annual Report on the business and
operations of the Utkarsh Micro Finance Limited, together with Audited Financial
Statements of the Company for the year ended on March 31, 2018.

A. FINANCIAL PERFORMANCE

The Summarized financi al results for the year er
The Company on a standal one ba3.i 85 porsdreal mndfRrto
Tax f27 crore for the financial year ended Mar c
o0f46. 38 crore and RROo&BGRorafiterthaexpopévious finan
Further the Company on taed ofmrsofl ii td alf%lfdo2hen sd esd pmfs
Profit af (6elr. Ofax rwfre for the financi al year enc
Profit befo2.e9 Tarxorod and PX4o.f4 tcradrteeri nlatxheofpr evi

year .

The drop in profit on standalhoane abdsitshei sbuduen

transferred to the subsidiary Utkarsh Small Fin
Jamar2yl, 2017 through a Business Transfer Agr eeme
The |l osses on consolidated basis is due Ito the
Finance Bank. The Bank has recorded a | oss due t

post the demonetizati on.

Bank faced collection concerns in few states like Maharashtra, Uttarakhand, NCR, Haryana
and Jharkhand. It was a legacy concern from FY 2017; post demonetization effect, which
continued further during FY 2018. However, through continued efforts, it is now under
control in all other states except for in Maharashtra and Uttarakhand, which has now
started seeing some signs of back to normalcy. B y FY2018, the overall collections have
come in the range of 77% in Maharashtra and 86% in Uttarakhand.

The Bank has written off an amount of  53.8 crore under JLG portfolio during FY 2017, on

account of Bad Loans, and further based on analysis, especially the repayment pattern of

the demonetization effected accounts, a further write -off of 138.7 crore has been done

during FY 2018. The bank is adequately capitalized, and after considering the loss, the

bankds CRAR has been above the regulatory requir
B. FINANCIAL DISCLOSURES

Dividend

Your Directors have not recommended any dividend for this financial year as the Company
does not have any profit for distribution for the FY  2018.

ANNUAL REPORT FYZ2018KARSH MICRO RWCE LT



Net Worth

The net worth of the Company as on March 31, 2018 stood at  765.52 crore. It comprises
of paid -up equity capital of 97.10 crore recoverable amount from ESOP welfare trust of

(0.62) Crore and Reserves of 669.04 crore (excluding Revaluation Reserve, Investment
Reserve and Intangible assets). During the year, the C ompany raised 150 Crore as Capital
through right issue to existing Shareholders which are oversubscribed. This signifies
confidence of our investors who have invested in past also. This would work as growth
capital for us for faster expansion of our opera tions.

C. CORPORATE GOVERNANCE

The Company is committed to achieve high standards of corporate governance and the
Companyads phil osophy on corporate governance [
management to efficiently conduct its business operations, and meet its obligations

towards its stakeholders. The Company has Corporate Governance framework that lays

out various requirements of corporate governance as set out under various regulations

and best practices.

Constitution of t he Board of Directors

The B

o t
Act , 2

dr @i rectors is constituted in accordance v
013 (CA 2013), and the rticles of Associ a
The Board of the Company is having Nine (9) Dire
Directod$%, Manag(ng Director & CEO and (5) Nomine

As per requirements of Section 149 of the Compan
the company have given requisite declaration, C
affairs of the Company.

Canmi ttees of the Board of Directors

Presentl vy, t he Board i s having 4 commi ttees, '
Remuneration Committee, Corporate Soci al Respons
committee.

Composition of the Committees and attendance o
Committee Meetings held during the year under re
The Company also has an Asset Liability Managem
queerrtly intervals.

Board Evaluation and Remuneration Policy

The Independent Directors of the Company have carried out an annual performance
evaluation of the performance of the entire Board, performance of the chairman, the
directors individually as well a s the evaluation of the working of its Committees as required
under Section 134(3)(p) of the Companies Act 2013 read with the rules framed thereunder.
D. STATUTORY DISCLOSURE

Extract of Annual Return to be mandatorily attac

As required by the provisions of Sections 92(3) and 134(3)(a) of the Companies Act 2013
read with the rules framed thereunder, the extract of the annual return of the Company
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in the Form MGT -9 is attached as Annexure to this Report .

Conservation of energy and technology absorption

The particulars to be disclosed under Section 134(3) (m) of the Companies Act 2013,
relating to conservation of energy and technology absorption are not applicable to the
Company.

Foreign exchange earnings / outgo

As the Company has not carried out any activities relating to the export and import during
the financial year, there are no foreign exchange expense and foreign exchange income

during the financial year.

Changes in Directors and Key Managerial Personnel

The details about the changes in the directors or key managerial personnel by way of
appointment, re ddesignation, resignation, death or disqualification, variation made or
withdrawn etc. are as follows:

Name of Director / Designation Date of Date of
KMP Appointment Cessation
1 | Ms. Shubhalakshmi A Independent May 21, 2015 Feb 22, 2018
Panse Director
2 | Mr. Shyam Sundar Rai Whole Time Jan 19, 2017 Feb 22, 2018
Director & CFO
3 | Mr. Abhisheka Kumar Additional Director Feb 22, 2018 -
4 | Mr. G. S. Sundararajan | Additional Director Feb 22, 2018 -

Whistle Blower Policy (Vigil Mechanism)

Pursuant to provisions of Section 177(9) of the Companies Act, 2013 and RBI Guidelines
and other application laws, the Company has established the Vigil Mechanism, as part of
the Whistle Blower Policy, for the Directors and Employees to report concerns abo  ut
unethical behavior, actual or suspected fraud or violation of the Company Code of Conduct

or ethics policy. Additionally, the company places zero tolerance for any integrity issue.

Towards this end, all employee after joining are trained to maintain h  igh standards of
integrity of their work area. The Company also has a Whistle blower policy enabling the
staff to escalate any perceived integrity issue. It also provides adequate safeguards against
the victimization of employees who avail this mechanism, and allows direct access to the
Chairperson of the Audit Committee, in exceptional cases. No personnel have been denied
access to the Audit Committee.

In the FY2018, no bribery / whistle blower or corruption issue were reported.
Statutory Auditors

Pursuant to the provisions of secti@®1B39 Masd B
and AssddiPatheass been appointed to be the Statuto
four years-20il | FY2019

The Statutory AuditorBSRf &t Me sOdcmhPRampy gMonn May 21
2015 f or 186lh6e RFOAED O .
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The Board recommends the ratification of the aprg
Statutory Auditor of the Company. The appoint me
t

rati fiedi,thiihlt e Iwi mit prescribed under he Conm
Secretarial Auditors

Pursuant to Section 204 of the Companies .Act, 2
L. K. Singh & Associates, PracBecrergaCbmpaAuydiSe
FYQa8. The Company provided al/l assistance and f

conducting their audit. The Rep2or7ts i@ahn®xerdet @r it &
report.

|l ssue of Employee Stock Options

As a part of its policy of retention of employees in Utkarsh Group, the company has board
approved ESOP policy. During financial Year 2018. As a policy the ESOP of the Company
are also allotted t o the employees of Subsidiary, namely Utkarsh Small Finance Bank &
Utkarsh Welfare Foundation. The Employees of the subsidiary are assessed and
recommended by the Board Committees of the Respective Company and the options of
the employee level decided by t he respective Board.

Details of ESOPs offered during the year are as below:

Particulars For the year ended For the year ended
March 31, 2018 March 31, 2017

Number of equity shares:

Outstanding at the beginning of the year 669,052 529,161
Granted during the year 934,500 277,488
Forfeited during the year 86,063 32,125
Exercised during the year 213,585 105,472
Outstanding at the end of year 1,303,904 669,052
Exercisable at the end of year 780,241 460,678

Deposits

The Companylepetidioinng comp-AbByIl )( NBrd€ h apst endo ta nayc c e
deposits durli8ng the FY20

Update on Conved&G@oiroen lonfveNBFRENt Company:

The Company transferred all assets and liabilities standing as at the close of Business on

January 21, 2017 to the S ubsidiary, Utkarsh Small Finance Bank in line with requirements
of the Licencing conditions for the B ank. The Business was transferred through a Slump
sale.

As per the Licencing conditions and in line with the Board Approval, your company had
applied for conversion into Core Investment Company (CIC) and had surrendered the
NBFC - MFI Licence.

Your Company was converted into a NBFC - CIC and the licence bearing number
C.07.00781 was issued on May 03, 2018.

Going forward the Company would be requiredto  adhere to various regulations applicable
to the NBFC Core Investment Company.
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Your Company would continue to be regulated by the Reserve Bank of India.
Other Statutory Disclosures:

91 All related party transactions t hat were entered into during FY20 18, were a t ar més
length basis, and were in the ordinary course of business. There are no materially
significant related party transactions made by the Company with Directors, Key
Managerial Personnel or other designated persons which may have a potential conflict
with the interest of the Company at large.

1 There were no significant / material orders passed by the Regulators / a Court /
Tribunal etc. during FY 2018 which would impact the going concern status of the
Company and its future operations.

1 The details of Risk Management Policy & its framework are separately defined in
Management Discussion and Analysis Report.

T There are no adverse observations /[ qual i fic:q
9 There are no adverse observations in the Secretarial Audi t or s® report.
1 All recommendations of the Audit Committee were approved by the Board.

1 Proper internal financial controls were in place, and that the financial controls were
adequate and were operating effectively.

1 There are no material changes and co mmitments, affecting the financial position of
the Company that have occurred between the end of the financial year of the Company
i . e. March 31, 2018 and the date of the Dire:

E. OTHER DISCLOSURES
Code of Conduct

The Company has adopted a Code of Conduct for all directors and employees. Some of
the areas which are covered by the Code of Conduct are fairness of employment practices,
protection of intellectual property, integrity, customer confidentiality, conflict of interest.

Vigilance

Your Company is responsible, both to the members and to the communities in which the
company operates and aspires to be transparent in all the dealings. The Code of Conduct
requires the employees not to engage in integrity related issue. The Code explicitl vy
mentions that the Company will not pay or procure through the payment of a bribe or
unlawful fee to encourage the performance of a task, or one which is intended or likely to
compromise the integrity of another.

Corporate Soci al Responsibility (CSR)
Your Company has Board approved policy for CSR w

regulations. The CSR initiatives of the Company
Wel fare Foundati on.
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Your Company provides atnl eéante 2%t bf si &sutPBrTy
(Currently 2% of avemrafgigteloy haat asyepars of its
Responsibility initiative to Utkarsh Welfare Fo
wel fare activitieakehhargr éjnecthe amear tof Heal th

Against the ®&lOhkkcatoo®Wtkarsh Welfare Foundati on

amount has been spent on health initiatives, ben
The CSR Activity tahe @G8RI Comedt bge of the Boar
foll owing members.

1. Mr. G. S. Sundararajan, I ndependent Director

2.Mr. AdityMomRame& hDi rector
3.Mr. Raghvendra Singh, MD & CEO

F. Directors® Responsibility Statement

In Pursuance of Section 134(3)(c) of the Companies Act, 2013 your directors do h ereby
confirm and declare that -
a)lnt he preparation witd hfeoranfniurad rMaicasidf y2®Ir8 ,end
the applicable accounting standamdads madwve i ad¢e
departures from the same;
b)TheDirectors have sel ected such accounting
consistently and made judgments and estimat e
so as to give true and fair vpawyof atheéhset ani
al

the financi year, and of the profit or | os:

c)TheDirectors have taken proper and sufficierl
adequate accounting records in accordance Wi
saf erguiang t he assets of the Company, and for
and other irregularities;

d)Thd®irectors have prepartesd ftohre tahnen ufail n aanccd cau n
Mar 84 2018 on a going concern basis.

e)Thedirectors had devinsedo preroapenr esy®mel i ance
provisions of al | applicable | aws and that
operating effectively.
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The directors of the Company are thankful to its clients for posing their faith in the products
and services offered by Utka rsh Group and their continued patronage.

Your Directors also wish to place on record their deep sense of appreciation for the
commitment displayed by all employee of the company, resulting in the committed
performance of the Company and its subsidiaries during the year.

For and on behalf of the Board of Directors of Utkarsh Micro Finance Limited

Raghvendra Singh Atul
Managing Director & CEO Independent Director
DIN - 07709637 DIN- 07711079

Place: Mumbai
Date: 14/05/2018
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Number of Meetings of the Board of Directors

A total of Seven (7) Board Meetings were held during the financial year 18. The particulars
of meetings are summarized as below:

S| et e o MeNobrgler?': el\lloi.giot;cleDI Paetrtceenndtaa
1. May 31, 2017 8 9 88
2. August 30, 2 5 9 55
3. September 172 8 9 8 8
4. September 13 6 9 6 6
5. November 17, 8 9 88
6. February 22, 8 9 88
7. March 17, 2 ( 8 9 88

*During the year under review, the composition of Board of Directors has undergone
change due to resignation of Ms. Shubhalakshmi A Panse and Mr. Shyam Sundar Rai and
induction of new Directors Mr. G. S. Sundararajan and Mr. Abhisheka Kumar

ANNUAL REPORT FYZ2018KARSH MICRO RWCE LT



DETAILS REGARDING COMMITTEES
In due compliance of various Companies Act, 2013 requirements and RBI Guidelines, the
Board has constituted following Board Committees. Details of the Committe  es existing
as on March 31, 2018 are as follows:

Details of Committee members UMFL

No of Committee

CMPRELEN O inE meetings held during

SI. | Name of the Committee

Committee
the year
Audit Committee of the Ms. Ramni Nirula
1 Board Mr. Atul 4
' Mr. Vishal Mehta
Mr. Harjeet Toor
Corporate Social Mr. G. S. Sundararajan
2. | Responsibility Mr. Aditya Parekh 1
Committee Mr. Raghvendra Singh
Nomination & Ms. Ramni Nirula
Remuneration Mr. Atul
3. Committee Mr. Gaurav Malhotra 1

Mr. G.S. Sundararajan

Mr. Harjeet Toor
Mr. Raghvendra Singh 8
Mr. Abhisheka Kumar
Mr. Raghvendra Singh
Mr. Abhisheka Kumar 1
Mr. Neeraj Tiwari

Share Allotment
4, Committee

Asset Liability
5. Management
Committee (ALCO)

WP WNERIAONRWONRERAODNRE
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EXTRACT OF ANNUAL RETURNS: FORM NO- MGT-9

As on the financial year ended on March 31, 2018
[Pursuant to section 92(3) of the Companies Act, 2013 and rule 12(1) of the Companies
(Management and Administration) Rules, 2014]
1 REGISTRATION AND OTHER DETAILS:
T CING U65191UP1990PLC045609
T Registration Date 6 15.05.1990
1 Name of the Company & Utkarsh Micro Finance Limited
1 Category / Sub -Category of the Company & Public Limited Company Address
of the registered office and contact details: S -2/639 56, Varuna Vihar Colony
J.P Mehta Road Cantt Varanasi 221 002
1 Whether Listed company o No
T Name, Address and Contact detai Is of Registrar and Transfer Agent, if any
M/s. NSDL Data Base Management Limited (NDML)
Unit: Utkarsh Micro Finance Limited
1st Floor, Times Tower, Kamala Mills Compound, Lower Parle
Mumbai 022 -24994720
1 PRINCIPAL BUSINESS ACTIVITIES OF THE COMPANY

All the business activities contributing 10 % or more of the total
turnover of the company shall be stated:

Name and Description of main NIC Code of the % to total turnover

‘| products / services Product / service of the com pany

1 Financial Services K8 100%

PARTICULARS OF HOLDING, SUBSIDIARY AND ASSOCIATE COMPANIES

Name and HOLDING / % of
Address of the SUBSIDIARY Shares
SlI.
Company Held
Utkarsh Small
1 | Finance Bank U65992UP2016PLC082804 Subsidiary 99.98%
Limited
o | Utkarsh Welfare U74900UP2010NPL041674|  Subsidiary 78.49%
Foundation

1 SHARE HOLDING PATTERN

(Equity Share Capital Breakup as percentage of Total Equity)
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1 Category-wise Share Holding

Foreign / No. of
Shareholder Name / Category Resio?ent Shares %

Mr. Govind Singh Resident 489,558 0.50
Raag Family Private Trust Resident 2,695,940 2.78
Retail Shareholders Resident 6,314,516 6.50
Utkarsh ESOP Welfare Trust Resident 42,544 0.66
Aavishkaar Bharat Fund Resident 1,576,923 1.62
Aavishkaar well India Microfinan .

Dzveslopan?erﬁcc):o:mp?any I(Ij Ie_ltd FOmAnee Foreign 6,206,551 6.39
éﬁx;t;kaizi:/e%nture Management Service Resident 7.476 001
International Finance Corporation Foreign 2,786,969 2.87
Responsibility Participations Mauritius Foreign 4,845,495 4.99
NMI (NMI Frontier fund KS) Foreign 7,702,602 7.93
Sarva Capital LLC Foreign 2,967,865 3.06
CDC Group PLC Foreign 13,726,978 14.14
Lok Capital Growth Fund Resident 1,877,511 1.93
Eilrjnli:tgdStandard Life Insurance Company Resident 3.113.246 321
ICICI Prudential Life Insurance Limited Resident 4,150,995 4.27
Shriram Life Insurance Company Limited Resident 4,825,531 4.97
Eali:tngrgo General Insurance Company Resident 1,037,748 1.07
HDFC Ltd Resident 431,589 0.44
Jhelum Investment FUND | Resident 3,200,531 3.30
SIDBI Resident 4,252,134 4.38
Faering Capital India Evolving FUND Il Resident 7,660,082 7.89
Faering Capital India Evolving FUND llI Resident 2,042,868 2.10
RBL Bank Limited Resident 9,702,950 9.99
Hero Enterprise Partner Ventures Resident 4,845,496 4.99
Total 97,104,098 100

9 Changei n Promotersd Shareholding (please specify
1 Mr. Govind Singh, has transferred 26,61,250 equity shares held in UMFL to
RAAG Family Trustds on January 15, 2018.

9 Mrs. Revati Govind has transferred her 34,690 equity shares on January 15,

2018.
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1 Shareholding Pattern of top ten Shareholders (ot

Promoters and Holders of GDRs and ADRS):

Name of the Shareholders

Number of Shares

her than Directors

%

Retail Shareholders 6,314,516 6.50
Aavishkaar Goodwell India Microfinance

Development Company Il Ltd 6,206,551 6.39
responsAbility Participations Mauritius 4,845,495 4.99
NMI (NMI Frontier fund KS) 7,702,602 7.93
CDC Group PLC 13,726,978 14.14
ICICI Prudential Life Insurance Limited 4,150,995 4.27
Shriram Life Insurance Company Limited 4,825,531 497
SIDBI 4,252,134 4.38
Faering Capital India Evolving FUND Il 7,660,082 7.89
RBL Bank Limited 9,702,950 9.99
Hero Enterprise Partner Ventures 4,845,496 4.99

1 INDEBTEDNESS

Indebtedness of the Company including interest outstanding/accrued
but not due for payment

Secured
: Loans Unsecured : Total
Particulars excluding  Loans Deposits | jebtedness
deposits
Indebtedness at the beginning of the Nil Nil Nil Nil
financial year
1 Principal Amount
1 Interest due but not paid
I Interest accrued but not Due
Total (i+i i+ii i) Nil Nil Nil Nil
Change in Indebtedness during
the financial year
Addition Reduction
Net Change Nil Nil Nil Nil
Indebtedness at the end of the FY
1 Principal
9 Interest due but not paid
I Interest accrued but not due
Total (i+i i+ii i) NIL NIL NIL NIL
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1

REMUNERATION OF DIRECTORS AND KEY MANAGERIAL PERSONNEL

9 Remuneration to Managing Director,

Whole -time Directors and /or Manager:

Sl.

Particulars of Remun eration

Name of MD /
WTD / Manager

Total
Amount

Gross salary
i Salary as per provisions

Income-tax Act,1961

Income-tax Act, 1961

1961

contained in section 17(1) of the
I Value of perquisites u/s 17(2)

1 Profits in lieu of salary under
section 17(3) Income- tax Act,

17,20,848

9 Remuneration to other directors:

Sl.

Particulars of Remuneration

Name of Directors

Total
Amount

Independent Directors
Shubhalakshmi Panse
Atul
Ramni Nirula
G.S. Sundararajan

6,50,000
1,70,000
1,20,000

20,000

9,60,000

Total (1)

9,60,000

9,60,000

Other Non -Executive Directors
1 Fee for attending board

committee meetings

Commission

1
9 Others, please specify

Nil

Nil

Total (2)

Total (B)=(1+2)

9,60,000

9,60,000
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9 Remuneration to key managerial personnel other than MD / Manager / WTD

Sl. Particulars of Key Managerial Personnel
Remun eration

CEO Company CFO Total
Secretary

1 Gross salary Nil 3,14,604 16,20,000 [19,34,604
1 Salary as per provisions
contained in section
17(1) of the Income-tax
Act, 1961

1 Value of perquisites u/s
17(2) Income-tax Act,
1961

1 Profits in lieu of salary
under section 17(3)
Income-tax Act, 1961

2 Stock Option

3 Sweat Equity

4 Commi ssion
1 as % of profit
1 others, specifyé

5 Others, please
specify
Total NIL 3,14,604 16,20,000 [19,34,604

1 PENALTIES / PUNISHMENT/ COMPOUNDING OF OFFENCES: NIL
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SECRETARIAL AUDIT REPORT: FORM No. MR-3

L . K. SI NGH & AS&S&0Gd Ad:E

COMPANY SECRETARI ES Laxmi Nag®mwMobel
No91991050029
E-maids| ksi ngh@gmai

FOR THE FINANCIAL YEAR ENDED 31°" MARCH, 2018

[Pursuant to section 204(1) of the Companies Act, 2013 and rule No.9 of the Companies

(Appointment and Remuneration Personnel) Rules, 2014]

To,

The Members

UTKARSH MICRO FINANCE LIMITED
CIN: U65191UP1990PLC045609
S-2/639-56, VARUNA VIHAR COLONY,
J. P. MEHTA ROAD, Cantt.

VARANASI UP 221 002 IN

Dear Sirs,

I have conducted the secretarial audit of the compliance of applicable statutory provisions

and the adherence to good corporate governance practice by UTKARSH MICRO FINANCE
LIMITED (hereinaftercalled 6 t h e C o InPearetaridl Audit was conducted in a manner

that provided us a reasonable basis for evaluating the corporate conducts / statutory
compliances and expressing our opinion thereon.

Based on my verification of the Companyos

Returns filed and other records maintained by the Company and also the information

provided by the Company, its officers, agents and authorized representatives during the

conduct of secretarial audit, | hereby report that in our opinion, the Company has, during

the financial year ended March 31, 2018, complied with the statutory provisions listed
hereunder and also that the Company has proper Board processes and compliance
mechanism in place to the extent, in the manner and subject to the reporting made

hereinafter:

1. | have examined the books, papers, minute books, forms and returns filed and other

Books

records maintained by UTKARSH MICRO FINANCE LIMITED ( 6t he Companyo6) f o

financial year ended on March 31, 2018, according to the provisions of:
i.  The Companies Act, 2013 (the Act) and the rules made there under;

i. The Securities Contracts (Regul ation)
under;

iii.  The Depositories Act, 1996 and the Regulations and Bye -laws framed there under;

iv.  Foreign Exchange Management Act, 1999 and the rules and regulations made there
under to the extent of Foreign Direct Investment, Overseas Direct Investment and
External Comme rcial Borrowings;

v.  The following Regulations and Guidelines prescribed under the Securities and

Exchange Board of Indi-a Act, 1992 (6SEBI

ANNUAL REPORT FYZ2018KARSH MICRO RWCE LT

Act , 1

Act (



a). The Securities and Exchange Board of India (Substantial Acquisition of Shares and
Takeovers) Regulations, 2011 ;

b). The Securities and Exchange Board of India (Prohibition of Insider Trading)
Regulations, 1992;

c). The Securities and Exchange Board of India (Issue of Capital and Disclosure
Requirements) Regulations, 2009;

d). The Securities and Exchange Board of India (Employee Stock Option Scheme and
Employee Stock Purchase Scheme) Guidelines,1999;

e). The Securities and Exchange Board of India (Issue and Listing of Debt Securities)
Regulations, 2008;

f). The Securities and Exchange Board of India (Registrars to an Issue and Share
Transfer Agents) Regulations, 1993 regarding the Companies Act and dealing with
client;

g). The Securities and Exchange Board of India (Delisting of Equity Shares)
Regulations, 2009; and

h). The Securities and Exchange Board of India (Buyback of Securitie s) Regulations,
1998;

vi.  The following laws, regulations, directions, orders applicability specifically to the
Company:

a). The Reserve Bank of India Act 1934.

b). Employees Provident Funds & miscellaneous Provision Act 1952.
¢). Payments of Gratuity Acts, 1972.

d). Employee State Insurance Act,1948

e). Maternity Benefit Act,1961

f). Payment of Bonus Act, 1965

2. | have also examined compliance with the applicable clauses of the following:

a). Secretarial Standards with regard to Meeting of Board of Directors (SS -1) and General
Meeting (SS-2) issued by Institute of Company Secretaries of India and made effective
1% July 2015. Issued by The Institute of Company Secretaries of India.

During the period under review, the Company has complied with the provisions of the Act,
Rules, Regulations, Guidelines, Standards, etc. mentioned above.

| further report that

The Board of Directors of the Company is duly constituted with proper balance of
Executive Directors, Non -Executive Directors and Independent Directors. The changes in
the composition of the Board of Directors that took place during the period under review
were carried out in compliance with the provisions of the Act.

Adequate no tice is given to all directors to schedule the Board Meetings, agenda and
detailed notes on agenda were sent at least seven days in advance, and a system exists
for seeking and obtaining further information and clarifications on the agenda items before
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the meeting and for meaningful participation at the meeting.

Maj ority decision is carried through while the
recorded as part of the minutes.

| further report that there are adequate systems and processes in the com pany
commensurate with the size and operations of the company to monitor and ensure
compliance with applicable laws, rules, regulations and guidelines.

| further report that during the audit period the company has Major decisions taken by

the members in p ursuance to section 180 of the Companies Act, 2013, having a major
bearing on the companyads affairs i n pursuance
regulations, guidelines, standards, etc. referred to above).

For L K SINGH & ASSOCIATES
COMPANY SECRETARIES

Sd/ -

(Lalan Kumar Singh)

FCS No.: 7837 Place: VARANASI
C.P. No.: 8544 Date: 18/04/2018
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This report is to be read with ourAndeateAér anpoé
forms an integral part of this report.

To,

Annexure A

The Members

UTKARSH MICRO FINANCE LIMITED
CIN: U65191UP1990PLC045609
S-2/639-56, VARUNA VIHAR COLONY,
J. P. MEHTA ROAD, Cantt.

VARANASI| UP 221 002 IN

Our report of even date is to be read along with this letter.

T

Maintenance of secretarial record i s the responsibility of the management of the
company. Our responsibility is to express an opinion on these secretarial records
based on our audit.

We have followed the audit practices and processes as were appropriate to obtain

reasonable assurance about the correctness of the contents of the secretarial records.
The verification was done on test basis to ensure that correct facts are reflected in

secretarial records. We believe that the processes and practices, we followed provide

a reasonable basis for our opinion.

We have not verified the correctness and appropriateness of financial records and
Books of Accounts of the company.

Where ever required, we have obtained the Management representation about the
compliance of laws, rules and regulations and h appening of events etc.

The compliance of the provisions of Corporate and other applicable laws, rules,
regulations, standards is the responsibility of management. Our examination was
limited to the verification of procedures on test basis.

The Secretarial Audit report is neither an assurance as to future viability of the
company nor of the efficacy or effectiveness with which the management has
conducted the affairs of the company.

For L K SINGH & ASSOCIATES
COMPANY SECRETARIES

Sd/ -

(Lalan Kumar Singh ) Place: VARANASI
Date: 18/04/2018

FCS No.: 7837

C.P. No.: 8544
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B SR & Associates LLP

Chartered Accountants

Salarpuria Knowledge City Telephone  +91 40 7182 2000
Orwell, 6th Floor, Unit-3 Fax +91 407182 2399

Sy. No. 83/1, Plot No. 2, Raidurg
Hyderabad-500081, India

| NDEPENDENT AUDI T OROGDSTERHNANRAL SEATEMENTS

Independent Auditor's Report

To the Members of

Utkarsh Micro Finance Limited

(formerly Utkarsh Micro Finance Private Limited)

Report on the Standalone Financial Statements

We have audited the accompanying standalone financial statements of Utkarsh Micro Finance Limited
(formerly Utkarsh Micro Finance Private Limited) ("the Company"), which comprise the Standalone
Balance Sheet as at 31 March 2018, the Standalone Statement of Profit and Loss, the Standalone Cash
Flow Statement for the year then ended, and a summary of the significant accounting policies and other
explanatory information (collectively referred to as the ‘standalone financial statements’).

Management's Responsibility for the Standalone Financial Statements

The Company's Board of Directors is responsible for the matters stated in Section 134(5) of the
Companies Act, 2013 ("the Act") with respect to the preparation of these standalone 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 principles generally accepted in India, including the
Accounting Standards specified under Section 133 of the Act, read with Rule 7 of the Companies
(Accounts) Rules, 2014,

This responsibility also includes 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 frauds
and other irregularities; selection and application of appropriate accounting policies; making judgments
and estimates that are reasonable and prudent; and design, implementation and maintenance of adequate
internal financial controls, that were operating effectively for ensuring the accuracy and completeness
of the accounting records, relevant to the preparation and presentation of the standalone financial
statements that give a true and fair view and are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless management either intends to liquidate the Company or to cease
operations, or has no realistic alternative but to do so.

Auditor’s Responsibility
Our responsibility is to express an opinion on these standalone financial statements based on our audit.

We have taken into account the provisions of the Act, the accounting and auditing standards and
matters which are required to be included in the audit report under the provisions of the Act and the
Rules made thereunder.

We conducted our audit in accordance with the Standards on Auditing specified under Section 143(10)
of the Act. Those Standards and pronouncements require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance about whether the standalone financial
statements are free from material misstatement.
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