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Rating Rationale
Acuité has reaffrmed the long-term rating of ‘ACUITE BBB-' (read as ACUITE t riple B
minus) to the Rs. 20.00 crore bank facilities of Adi Chitragupta Finance Limited (ACFL). The
outlookis ‘Stable’.

The rating factors in the strength derived from the experienced management of the
company, healthy asset quality and adequate capitalisation levels. The rating takes in to
account healthy asset quality marked by its on time dpd profile at 99.28 percent as on
October 31, 2021. ACFL has been able to maintain capitalisation levels with CRAR being af
28.88 percent as on September 30, 2021. The rating further draws comfort from liquidity position
maintained by the company supported by healthy collections of Rs. 9.83 crore as on October
31, 2021. However, the rating is constrained by modest profitability parameters , modest scale
of operations, geographical concentration and risks inherent to microfinance sector. As on
Sept 30, 2021, the company’s size and Networth stood at modest Rs.127 crore and Rs.25 crore
respectively. Considering that company is geared at 3.86x as on Sept 30, 2021, it might need
to raise capital in the near to medium termin order to maintain the business growth.

Going forward, the company's ability to raise capital and profitably scale up its business
operations are key monitorables.

About the company

Bihar based Adi Chitragupta Finance Limited (ACFL) is a non-deposit taking Non-Banking
Financial Company - Micro Finance Insfitution (NBFC-MFI). Incorporated in 2015, the
company was founded by Mr. RK Sinha and Mr. Gyan Mohan and commenced its operation
in 2017. Mr. RK Sinha'is the founder of Security & Intelligence Services (India) Limited known as
SIS Group and Mr. Gyan Mohan is an ex-banker with exposure in Banking and finance,
including investment and international banking. ACFL extends micro-credit primarily to women
borrowers through the Joint Liability Group (JLG) model. The company operates in the states
of Bihar and Jharkhand through a network of 42 branches across 24 districts as on October
31,2021.

Analytical Approach

Acuité has considered the standalone business and financial risk profile of ACFL to arrive at
the rating

Key Rating Drivers
Strength
o Experienced management and established presence in area of operations

ACFL commenced its micro-finance operations in 2017, extending micro-credit to women
borrowers engaged in income-generating activities under Joint Liability Group (JLG) model.
The company caters to the rural and semi-urban areas of Bihar and Jharkhand. ACFL focuses
on providing financial assistance by way of providing micro-credit to the poor and
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underprivileged women in the society who are engaged in some income-generating
activities. The company commenced its operations in Bihar and has expanded its presence in
Jharkhand with a network of 42 branches across 24 districts with a loan portfolio of Rs. 110.79
crore as on October 31, 2021.

AFCL was founded by Mr. R.K Sinha and Mr. Gyan Mohan. Mr. RK Sinha (Director) is an
entrepreneur and founder of Security & Intelligence Services (India) Limited (SIS). SIS Group s
one of the leaders in the manpower security business in the Asia-Pacific. Mr. Gyan Mohan
(Director and CEO) is an ex-banker and has around three decades of experience in the
banking and finance sector, including investment and international banking. He has worked
with SBI Capital Market as SVP & GH (Mergers & Acquisitions & Advisory) and has advised on
many privatizations, mergers and advisory assignments. Mr. Mohan is governing board
member of Microfinance Institutions Network (MFIN) and is the chairman of Task Force on
Small & Medium MFIs and also an active member of Task Force on Credit Bureau at MFIN.
The promoters are also supported by other board members like Mr. A. P. Verma (ex-
Managing Director and CEO at SBI Capital Markets Limited), who has over three decades of
experience and has held varied senior positions at State Bank of India. Mr. Neelmani, a
former IPS officer of batch 1975. Mr. D.K. Saxena who has over four decades of experience in
the field of Audit, Taxation, Textiles, Power and Banking/NBFC sectors and has served as a
Director and Chairman of the Audit Committee of Syndicate Bank. The extensive experience
of the board has helped ACFL put in place robust systems and procedures. The company has
in place an automated loan processing system which operates on CBS & CRM provided by
BR.Net from Craft Silicon on Software as a Service (SaaS) platform. Acuité believes that ACFL
will continue to benefit from its established systems and processes and the extensive
experience of its promoters in financial services.

¢ Healthy asset quality

The asset quality is healthy marked by its on time portfolio at 99.28 percent as on October 31,
2021. This improvement is supported by healthy collections characterized by the company,
where collection efficiency for current month due stood at an average of 97.29 percent for 12
months ended November 30, 2021.

ACFL has demonstrated healthy asset quality in the past with low Gross Non-Performing
Assets (GNPA) at 0.05 percent as on March 31, 2021 and 0.03 percent as on March 31, 2020,
there was marginal rise in GNPA to 0.41 percent as on October 31, 2021. Net NPA were
nil. Acuité believes that going forward the ability of the company to scale up while
maintaining healthy asset quality parameters will be key rating sensitivity.

o Adequate capitalisation levels

ACFL's capital adequacy ratio is adequate at 28.88 percent (Tier 1: 23.88 percent) as on
September 30, 2021 as compared to 28.21 percent (Tier 1. 23.41 percent) in FY2021.
Considering that company is geared at 3.86x as on Sept 30, 2021, Acuite believes it might
need to raise capital in the near to medium term in order to maintain the business growth.
Weakness

e Risks inherent to microfinance segment; Geographical concentration

The activities of microfinance companies like ACFL are exposed to concentration risks. ACFL
has a presence in 2 states with a concentration in Bihar (~98.58 percent) and Jharkhand
(~1.42 percent) of total portfolio as on October 31, 2021. In Bihar, ACFL's top 10 districts
contributed Rs. 82.85 crore (~74.78 percent) to the total AUM as on October 31, 2021. While
the geographical diversity in the state of Bihar has improved, the business risk profile will be
strengthened in case of further geographical diversification of the portfolio. While the
company mostly focuses on rural areas, the company's performance is expected to remain
exposed to the occurrence of events such as natural calamities, which may adversely impact
the credit profile of the borrowers. Besides geography, the company will be exposed to
competition and any changes in the regulatory framework.

Acuité believes that constraining additional slippages while scaling up geographically will be
crucial.
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e Modest scale of operations and Moderate Profitability

The company’s loan portfolio marginally rose to Rs. 110.79 crore as on October 31, 2021 as
compared to Rs. 102.20 crore as on March 31, 2021 and Rs. 80.27 crore as on March 31, 2020.
The AUM growth was muted in H1 FY2022 since rural Binar was impacted during second wave
which led to lower disbursements during the same period. Consequently, ACFL's profitability
was moderated in FY2021. The company saw a decline in its Net Interest Income fo Rs. 8.26
crore in FY 2021 [H1-FY2022: Rs. 5.43 crore] from Rs. 9.08 crore in FY 2020 on account of muted
disbursements. This led to reduction in PAT to Rs. 1.06 crore in FY2021 as against Rs. 2.65 crore
in FY2020. Half yearly PAT for FY2022 stood at Rs. 1.28 crore. With decline in NIM, overall
profitability declined, where ROAA reduced to 1.09 percent in FY2021 as compared to 3.92
percent FY2020. Annualized ROAA for H1 FY2022 stood atf 2.19 percent.

Acuité believes that the growth in AUM will be a key factor in the scalability of a business
while maintaining the profitability.

Rating Sensitivity

e Impact of natural calamities on ongoing operations
Movement in asset quality

Movement in profitability metrics

Changes in the regulatory environment

Profitable scale up in operations

Material Covenants

ACFL is subject to covenants stipulated by its lenders/investors in respect of various
parameters like capital structure, asset quality, among others.

Liquidity Position: Adequate

ACFL liquidity profile remained comfortable as on September 30, 2021 with no negative
cumulative mismatches in any of the buckets as per the reported liquidity statement. ACFL
has unencumbered cash and bank balances of Rs. 19.40 crore as on October 31, 2021. In
addition, the company has unuftilized limit of Rs.0.17 crore as on October 31, 2021. Liquidity is
also supported by steady collections of Rs. 9.83 crore during the same month. The company’s
quarterly collections on a normal steady basis are ~Rs. 9-11 Cr against which it has a quarterly
debft service obligation of ~Rs. 3.24 Cr and operating costs of ~Rs 0.9 crore.

The promoters of the company have been regularly subscribing to ACFL's NCDs, with current
amount outstanding at Rs. 48.45 crore as on September 30, 2021. The company expects to
receive ~Rs. 50 crore from four banks and Rs. 10 crore equity infusion from its promoters by the
end of FY2022.

Outlook: Stable

Acuité believes that ACFL will maintain a 'Stable' outlook over the medium term supported by
its established presence in the microfinance segment along with demonstrated ability to
maintain asset quality. The outlook may be revised to 'Positive’ in case of higher-than-
expected growth in the loan portfolio while maintaining asset quality and profitability. The
outlook may be revised to 'Negative' in case of any headwinds faced in scaling up of
operations or in case of significant deterioratfion in asset quality, thereby impacting
profitability metrics.

Key Financials - Standalone / Originator

Particulars Unit |FY21(Actual) [FY20 (Actual)

Total Assets Rs. Cr|106.09 88.63

Total Income* Rs. Cr|9.25 10.37

PAT Rs. Cr|1.06 2.65

Networth Rs. Cr|24.00 23.54
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Return on Average Assets (ROAA) (%) [1.09 3.92
Return on Net Worth (RONW) (%) |4.47 15.89
Total Debt/Tangible Net Worth (Gearing)|Times|3.27 2.63
Gross NPA's (%) 10.05 0.03
Net NPA’s (%) 1|0 0

*Total income equals to Net interest income plus other income

Status of non-cooperation with previous CRA (if applicable):
Not Applicable

Any other information
Not Applicable

Applicable Criteria
* Application Of Financial Ratios And Adjustments: https://www.acuite.in/view-rating-criterio-

53.htm

* Default Recognition: https://www.acuite.in/view-rating-criteria-52.htm
* Non-Banking Financing Entities: https://www.acuite.in/view-rating-criteria-44.htm

Note on complexity levels of the rated instrument
https://www.acuite.in/view-rating-criteria-55.ntm

Rating History

Name of Amount .
Date | \¢ruments/Facilties | T€™™M| (Rs. Cr) Rating/Outlook
29 Sep Long ACUITE BBB- | Stable (Upgraded from
2020 fermLoan Term| 2000 ACUITE BB+ | Stable)
Sl Temloan | SOM91 2000 | ACUTEBBH | Siable [Assigned]

Annexure - Details of instruments rated

Lender's Date Of |Coupon Maturity| Quantum .
Name ISIN- Facilities Issuance | Rate | Date | (Rs. Cr.) Rating
Yes Bank Not Term 30-12- ACUITE BBB- |
Ltd  |Applicablel Loan 301222019 1220 | 99, 2000 Istple | Reaffrmed
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About Acuité Ratings & Research

Acuité Ratings & Research 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 8,850 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 Kanjurmarg, Mumbai.

Disclaimer: An Acuité rating does not consfitute an audit of the rated enfity and should not
be treated as a recommendation or opinion that is intended 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 warrant y,
expressed or implied 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 t o 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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