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Rating Rationale

Acuité has reaffirmed the long term rating of ‘ACUITE BBB-' (read as ACUITE triple B minus) on the Rs.
41.32 Cr. bank facilities and has assigned the long term rating of ‘ACUITE BBB-' (read as ACUITE triple B
minus) on the Rs. 8.68 Cr. bank facilities of Akme Fincon Limited(AFL). The outlook is ‘Stable’.

About AFL:

AFL (Akme Fincon Limited), incorporated in 1994, is an Udaipur, Rajasthan, based non-banking
finance company (NBFC) promoted by late Mr. Mohan Lal Nagda and Jain family. The company is
engaged in extending financing of two wheelers, three wheelers, commercial vehicles and loan
against property (LAP) where in the target borrower base is to SMEs.

The company is a part of larger AKME Group having presence of over two decades in financial
services and real estate sectors. The day to day operations of the company are managed by Mr. Anil
Kumar Jain, who is the managing director. The company presently operates through a network of 35
branches spread across Rajasthan, Madhya Pradesh, Maharashtra and Gujarat as on June 30, 2019,
with majority of their operations in Rajasthan.

Analytical Approach:

Acuité has considered a standalone view on AFL's business and financial risk profile to arrive at the
rating.

Earlier, Acuité had adopted a consolidated approach on the business and financial risk profile of
AKME Fintrade India Limited (AFIL) along with AKME Fincon Limited (AFL) and AKME Star Housing
Finance Limited (ASHFL). The consolidated approach was driven by the common management,
shared brand, and strong business, operational and financial synergies between these companies.

The change in the approach for AKME Group is on account of Akme Star Housing Finance Limited
entering intfo a definitive agreement with Arkfin Investments Private Limited (AIPL) for equity infusion.

The management’s philosophy is to manage the three companies i.e. ASHFL, AFL and AFIL on
independent lines with no guarantees or cross default guarantees extended within the group. Hence,
AFL’s linkages with the other group entities in the form of direct/indirect exposures among others are
expected to be significantly lower.
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Key Rating Drivers

Strengths

« Established track record in financial services

AFL commenced its lending operations in1994 upon registration as a Non-Banking Finance Company
(NBFC). The company mainly operates in Rajasthan, Madhya Pradesh, Maharashtra and Gujarat with a
network of 35 branches as on June 30, 2019. The company is part of AKME group which is promoted by
late Mr. Mohan Lal Nagda and Jain family. The promoters have over three decades of presence in
financial services which supports the business profile of the Group.

AKME group entered financial services sector in 1994 with AKME Fincon Limited (NBFC) and has
gradually expanded its operations through group companies, AKME Finfrade Limited (a non-deposit
taking NBFC) and AKME Star Housing Finance Limited (HFC). AFL largely operates in Rajasthan and has
expanded to Maharashtra, Madhya Pradesh and Gujarat.

The company has maintained comfortable capitalisation at above 25 percent levels over the
last three years ended March 31, 2019. The company’'s capital adequacy stood at 28.2
percent as on June 30, 2019 of which Tier | capital comprised 27.8 percent and the remaining
was contributed by Tier Il

Acuité believes that AFL will continue to benefit from its established presence in the financial services
industry along with the experienced promoters. This will enable the company to maintain strong growth
momentum over the medium term across various products and help steadily scale-up the operations.

Weaknesses

« Ability to scale up operations while maintaining asset quality and profitability metrics:

AFL's loan book has grown to Rs. Rs.70.4 Cr. as on March 31, 2019 as against Rs.54.1 Cr. as on March 31, 2018.
As on June 30, 2019, the overall loan book stood at Rs.71.05 Cr., of which two wheeler financing constituted
72.3 percent, followed by loan against property (LAP) which comprised 22.8 percent, three/four wheeler
loans of 4.1 percent and commercial vehicle loans of 0.7 percent. Going forward the company plans fo
increase their Loans against property (LAP) book towards SME borrowers in order to diversify their product
mix.

The company reported gross NPA of 2.3 percent as on June 30, 2019, March 31, 2019 and March 31, 2018.
The asset quality challenges faced by the company is mainly due o the delinquencies withessed in their two
wheeler portfolio, but yet GNPAs and NNPAs levels have been maintained at same levels for the past 2
years.

The company primarily focuses on financing secured high yield assets to self-employed customers with
limited banking activities which supports its profitability. The company reported a healthy return on average
assets (ROAA) of 5.07 percent in FY2019 as compared to 4.85 percent in FY2018. This is primarily because the
company operates through a DSA based model wherein the operating expenses is limited. The net interest
margins (NIMs) for AFL remained at 10.8 percent for FY2019 as compared to 10.9 percent for FY2018.

Acuite believes that the company’s ability o scale up its operations while maintaining healthy asset quality
and profitability metrics will remain a key monitorable.
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*Concentrated geographical presence

AFL has presence across three business segments namely two wheeler financing, three/four wheeler
financing and loans against property (LAP) towards SME borrower base, operating in the states of
Rajasthan, Maharashtra, Madhya Pradesh and Gujarat. The company's operations are exposed to
risks inherent in geographically concentrated portfolio as majority of its operational presence is in
Rajasthan which comprised 97 percent of its loan portfolio as on June 30, 2019.

The key risk emanating from a concentrated geographical mix is that the cashflows of the borrowers
are dependent on the level of economic activity in the region. Occurrence of events such as
economic slowdown or any major natural calamity in the state or shifting of industrial activity to other
geographies could disrupt the cash flows of the borrowers, thereby impacting credit profile of AFL's
borrowers. While the company has expanded its operations to Gujarat, Madhya Pradesh and
Maharashtra, Rajasthan will continue to dominate the book over the medium term.

Acuité believes that the company will continue to be exposed to risks inherent in geographically
concentrated portfolio.

Rating Sensitivities
¢ Significant deterioration in leverage indicators
¢ Significant deterioration in asset quality and profitability metrics

Material Covenants: None
Liquidity Position: Adequate

AFL’s liguidity profile remains adequate given their financial flexibility. The Company had adequately
matched asset liability profile as on June 30, 2019 with no cumulative negative mismatches in any of
the buckets upto 5 years. The company had working capital lines of Rs. 28 Cr. which was 97 percent
utilised in 13 months ended August 19, 2019. The high utilisation in cash credit lines is indicative of
limited buffers to meet any business needs or in case of any future mismatches.

Acuité believes that AFIL's ability to raise funds at a competitive rates and maintain healthy liquidity
buffers to support any exigencies especially given the current operating environment for NBFCs will
remain critical.

Outlook: Stable

Acuité believes that AFL will maintain a 'Stable' credit profile over the near to medium term on
account of established presence in the financial services industry and experienced management.
The outlook may be revised to 'Positive’ in case of significant growth in the loan portfolio while
maintaining asset quality and profitability metrics. The outlook may be revised to 'Negative' in case of
significant deterioration in asset quality or moderation in profitability or stretch in liquidity profile.

About the Rated Entity - Key Financials:

Parameters Unit FY19(Actual) FY18 (Actual) FY17 (Actual)
Total Assets Rs. Cr. 76.01 58.97 45.45
Total Income* Rs. Cr. 7.24 5.51 3.04
PAT Rs. Cr. 3.42 2.53 1.05
Net Worth Rs. Cr. 20.86 17.13 14.06
Return on Average Assets (ROAA) (%) 5.07 4.85 2.66
Return on Average Net Worth(RoNW) (%) 18.01 16.25 7.83
Total Debt/Tangible Net Worth (Gearing) | Times 2.59 237 212
Gross NPA (%) 2.32 2.29 2.53
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Net NPA I 1.95 1.94] 2.09|
* Total income equals to Net interest income plus other income

Status of non-cooperation with previous CRA (if applicable)
None

Any other information
Not Applicable

Applicable Criteria
e Rating of Non-Banking Financing Entities - https://www.acuite.in/view-rating-criteria-44.ntm

e Default Recognition -https://www.acuite.in/view-rating-criteria-17.htm
e FinancialRatios And Adjustments - https://www.acuite.in/view-rating-criteria-20.htm

Note on complexity levels of the rated instrument
https://www.acuite.in/criteria-complexity-levels.htm

Rating History (Upto last three years)

Name of
Date Instrument Term Amount Ratings/Outlook
/ Facilities (Rs. Cr)
ACUITE BBB-/Stable
Cash Credit Long Term 25.00 (Upgraded from ACUITE
BB+*)
Cash Credit Long Term 3.00 ACUITE BBB-/Stable
(Assigned)
Term Loan Long Term 0.70 ACUITE 5BB—/STobIe
(Assigned)
Term Loan Long Term 979 ACUITE 5BB—/STobIe
November 21,2018 (Assigned)
I ACUITE BBB-/Stable
Term Loan Long Term 3.47 ;
(Assigned)
Term Loan Long Term 044 ACUITE BBB-/Stable
(Assigned)
Term Loan Long Term 403 ACUITE BBB-/Stable
(Assigned)
i ACUITE BBB-/Stable
Proposed bank facility Long Term 1.64 (Assigned)
January 16, 2018 Cash Credit Long Term 21.00 ACUE BB+ .
Issuer not cooperating
September 14, 2016 Cash Credit Long Term 21.00 ACUITE BB+/STGbIe
(Assigned)
*The issuer did not co-operate; Based on best available information.
*Annexure — Details of instruments rated
Name of the Date of Coupon Maturity | Size of the Issue Ratings/Outlook
Facilities Issuance Rate Date (Rs. Cr.)
Cash Credit NA NA NA 25.00 ACUITE BBB- / Stable
(Reaffirmed)
Cash Credit NA NA NA 3.00 ACUITE BB.B— / Stable
(Reaffirmed)
Term Loan NA NA NA 0.7 ACUITE BBB- / Stable
(Reaffirmed)
Term Loan NA NA NA 1.67 ACUITE BB.B- / Stable
(Reaffirmed)
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Term Loan NA NA NA 0.82 ACUITE BB.B- / Stable
(Reaffirmed)
Term Loan NA NA NA 299 ACUITE BB.B- / Stable
(Reaffirmed)
Term Loan NA NA NA 6.11 ACUITE BB.B- / Stable
(Reaffirmed)
Term Loan NA NA NA 1.81 ACUITE BBB- / Stable
(Assigned)
Term Loan NA NA NA 1.81 ACUITE BBB- / Stable
(Assigned)
Term Loan NA NA NA 3.56 ACUITE BEB- / Stable
(Assigned)
Term Loan NA NA NA 1.50 ACUITE BBB- / Stable
(Assigned)
Propose.o'l Bank NA NA NA 18 ACUITE BB'B— / Stable
Facility (Reaffirmed)
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About Acvuité Ratings & Research:

Acuité Ratings & Research Limited (Erstwhile SMERA Ratings Limited) is a full-service Credit Rating
Agency registered with the Securities and Exchange Board of India (SEBI). The company received
RBI Accreditation as an External Credit Assessment Institution (ECAI), for Bank Loan Ratings under
BASEL-Il norms in the year 2012. Since then, it has assigned more than 6,000 credit ratings to various
securities, debt instruments and bank facilities of entities spread across the country and across a
wide cross section of industries. It has its Registered and Head Office in Mumbai.

Disclaimer: An Acuité rating does not constitute an audit of the rated entity and should not be treated
as a recommendation or opinion that is infended to substitute for a financial adviser's or investor's
independent assessment of whether to buy, sell or hold any security. Acuité ratings are based on the
data and information provided by the issuer and obtained from other reliable sources. Although
reasonable care has been taken to ensure that the data and information is true, Acuité, in particular,
makes no representation or warranty, expressed orimplied with respect to the adequacy, accuracy or
completeness of the information relied upon. Acuité is not responsible for any errors or omissions and
especially states that it has no financial liability whatsoever for any direct, indirect or consequential loss
of any kind arising from the use of its ratings. Acuité ratings are subject to a process of surveillance
which may lead fo a revision in ratings as and when the circumstances so warrant. Please visit our
website (www.acuite.in) for the latest information on any instrument rated by Acuité.
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