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Rating Rationale

Acuité has downgraded the long-term rating to ACUITE BB (read as ACUITE Double B)
from ACUITE BB+ (read as ACUITE DOUBLE B plus) on the Rs. 30.00 Cr bank facilities of
Chetana Financial Services Private Limited (CFSPL). The outlook is ‘Stable’.

Reason for downgrade:

The rating downgrade takes into consideration the subdued levels of disbursements in FY2022,
which has resulted into marginal growth of AUM. The overall disbursement levels stood at Rs
12.62 Cr. during September 2022 (Rs 17.20 Cr. during FY2022 and Rs 29.89 Cr. during FY2021). The
company reported an AUM of Rs 38.12 Cr. as on September-2022 (Rs 39.39 Cr. as on March-
2022 and Rs 53.25 Cr. as on March -2021). The rafing is further offset by stretched BC
Receivables which stood at Rs 3.19 Cr. as on September-2022 (Rs 2.92 Cr. as on March-2022
and Rs 0.15 Cr as on March-2021). The rating is also constrained as the company has
geographic presence only in the state of Karnataka, limited resource raising ability and
inherent risks of lending in the MFI segment.

The rating continues to derive strength from CFSPL's comfortable capitalization supported by
equity infusion from promoters, healthy asset quality metrics and comfortable collections. The
company reported a Capital Adequacy Ratio of 33.77 Percent as on September 30,2022.
(34.68 percent as on March 31,2022 and 57.93 percent as on March 31,2021). The promoters
collectively infused Rs 0.35 Cr. during FY 2022-23. The company’s asset quality was marked by
on-time portfolio of 97.29 percent with GNPAs at 1.34 percent as on September 30, 2022,
supported by average overall collection efficiency of 96.54 percent for seven months ended
November 30, 2022.

Acuité believes, Going forward, the ability of the company to maintain comfortable
capitalization levels with regular equity infusion, healthy asset quality metrics and further
increase in disbursements and AUM while improving profitability will be a key rating
monitorable.

About the company

About CFSPL Karnataka based, Chetana Financial Services Private Limited (CFSPL) is a non-
deposit taking Non-Banking Financial Company (NBFC). CFSPL is engaged in extending
Vehicle loans and Business loans directed towards MSME (Secured/ Unsecured). CFSPL
commenced its lending operations in 2014 after being acquired by current promoter Mr.
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Nagendra Mali in 2012. Mr. Nagendra Mail acquired an existing NBFC named Nimba Finance
and Leasing Company Limited and renamed it as Chetana Financial Services Limited. The
company was then re-constituted as a Private Limited company in March, 2019. CFSPL's
major shareholder are Navachetana Vividoddesh Souharda Sahakari Niyamit, Haveri (84.51
percent) and Navajeevan Foundation (4.03 percent) as on September 30,2022. The company
operates in 15 districts of Karnataka with a branch network of 48 branches as on September
30, 2022.

Analytical Approach

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

Key Rating Drivers

Strength

Experienced management and track record of operations

CFSPL commenced its operations in 2014 after being acquired by current promoter Mr.
Nagendra Maliin 2012. The company provides Vehicle loans and Business Loans fowards
MSME( Unsecured/ Secured loans). CFSPL caters to the rural and semi-urban areas of
Karnataka. CFSPL s a part of Nava Chetana group of institutions headed by Mr. Nagendra
Mali. Founder and Chairman, Mr. Nagendra Mali has over two decades of experience in rural
development and microfinance. The board of directors comprises Mr. Nagendra Mali and
Mrs. Chandrakala N. Mali. They have over a decade of experience in financial services
industry. Over the years, CFSPL has expanded its operations to build an AUM of Rs. 38.12 Cr as
on September 30, 2022, which is spread across with a network of 48 branches across 15
districts in Karnataka. Of the overall AUM of Rs. 38.12 Cr. of which MSME Loans (Unsecured)
comprised around 42.26 percent followed by Vehicle loans at 37.54 percent and MSME Loans
(Secured) at 20.20 percent as on September 30,2022.

The company takes off-book exposure through Business Correspondence which comprised
~39.77 percent of its overall AUM as on September 30, 2022. It is a business correspondence
partner for Ambit Finvest Private Limited and ASHV Finance Ltd. The prudent underwriting
policies adopted by the management has enabled the company to maintain a healthy asset
quality with on-time portfolio at 97.29 percent as on September 30, 2022 and Gross non-
performing assets (GNPA) atf 1.34 percent as on September 30,2022. The healthy asset quality
was further reflected with an average collection efficiency (against scheduled demand) of
96.45 percent for 7 months ended November 30, 2022.

Acuité believes that CFSPL will continue to benefit from its established presence and
experienced promoters in the financial services industry .

Weakness

Declining AUM and modest profitability:

CFSPL's total Asset Under Management (AUM) declined to Rs. 38.12 Cr. as on September 30,
2022, as compared to Rs. 39.39 Cr. as on March 31, 2022, and Rs. 53.25 Cr. as on March 31,
2021. The company's on-book portfolio remained stagnant at Rs. 22.96 Cr. as on September
30, 2022 and Rs. 22.38 Cr. as on March 31, 2022. The company's off book portfolio saw a
decline fo Rs. 15.16 Cr. as on September 30,2022 from Rs. 17.01 Cr. as on March 31,2022. The
company reported an Off-book portfolio of Rs. 30.08 Cr. as on March 31, 2021. The decline in
company's loan book can be directly linked to limited access to funds and resources. The
Overall profitability and NIM has reduced due to stagnant growth in on book portfolio and
decline in off book portfolio. The company reported a NIM of 16.15 percent as on September
30,2022 (Provisionals) (16.43 percent as on March 31,2022 and 18.01 percent as on March 31,
2021). The company has reported an PAT of Rs 0.24 Cr. as on September 30,2022 (Provisionals)
(Rs 0.48 Cr. as on March 31, 2022 and Rs 0.40 Cr as on March 31, 2021). The company'’s
profitability margin declined as reflected in its Return on Average Assets (ROAA) of 1.38
percent as on March 31, 2022 from 1.19 percent as on March 31, 2021.

Acuité believes that the growth in AUM on account of increasing disbursements will be
crucial.
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Modest scale of operations; Geographical concentration risk:
The Company has been in the lending space since 2014. The company registered a decline in
the loan portfolio to Rs. 39.39 Cr. as on March 31, 2022 from Rs. 53.25 crore as on March 31,

2021 mainly on account of low disbursements. While CFSPL is in the process of scaling up its
operations by next year, going forward the ability of the company to access timely capital
infusion and its resource raising ability will be a key factor in the scalability of a business. The
company has highly concentrated portfolio with Karnataka alone contributing ~100 percent
of the overall AUM as on September 30,2022. Resultantly, the company's performance is
expected to remain exposed to competitive landscape in these areas and occurrence of
events such as natural calamities may adversely impact the credit profile of the borrowers.
Acuité believes, going forward, the ability of the company to mobilize additional funding
through debt /equity and its ability to deploy the funds profitably while maintaining its asset
quality will be key rating sensitivity.

Susceptibility to risks inherent to microfinance segment:

CFSPL primarily extends unsecured loans to economically challenged borrowers who have
limited ability fo absorb income shocks. Since financial assistance to economic challenged
borrowers is a sensitive issue, from government stand point the regulatory dispensation in
respect of the policies becomes relevant. Any changes in the regulatory environment
impeding the ability of entities like CFSPL to enforce collections, etc will have an impact on its
operational performance. Besides the regulatory risks, the inherent nature of the business
renders the portfolios vulnerable to event risks such as natural calamities in the area of
operations.

Acuité believes that containing additional slippages while maintaining the growth in the loan
portfolio will be crucial.

Rating Sensitivity

o Impact of natural calamities on ongoing operations
Movement in collection efficiency and asset quality
Movement in profitability metrics

Ability to raise funds

Movement in AUM and Disbursments

Material Covenants
None

Liquidity Position

Adequate

The company’s assets and liabilities are well matched with no cumulative deficit in near to
medium term fime buckets. CFSPL maintained cash and cash equivalents of Rs. 0.49 crore as
on March 31, 2022, CFSPL's overall liquidity profile remains adequate. Further, its collection
efficiency (scheduled collections vs. scheduled demand) stood at an average of 96.54
percent for 7 months ended November 30, 2022.

Outlook: Stable

Acuité believes that the CFSPL will maintain a ‘Stable’ outlook over the medium term
supported by its established presence in area of operation. The outlook may be revised to
‘Positive’ in case of significant and sustainable growth in its AUM while maintaining
profitability, asset quality and capitalization indicators. Conversely, the outlook may be
revised to ‘Negative' in case of challenges in attaining optimal collection efficiency or
significantly higher than expected pressure on asset quality or profitability margins.

Other Factors affecting Rating
None

Key Financials - Standalone / Originator
Particulars  |Unit [FY22  [FY21
(Actual)|(Actual)
Total Assets  [RsCr.|35.79 |33.54
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Total Income*(Rs Cr. |5.09 6.38
PAT Rs Cr.[0.48 0.40
Networth Rs Cr.|10.62 (10.31

Return on % [1.38 [1.19
Average
Assets (ROAA)
Return on Net| % |4.57 |4.25
Worth (RONW)
Total Times|2.03  [2.08
Debt/Tangible
Net Worth
(Gearing) *Total income equals to Net inferest income plus
Gross NPA's % 1.57 2.46 otherincome

Net NPA's % |1.24 222

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

Any other information
None

Applicable Criteria

* Application Of Financial Ratios And Adjustments: https://www.acuite.in/view-rating-criteria-
53.htm

* Banks And Financial Institutions: https://www.acuite.in/view-rating-criteria-45.htm

* Default Recognition: https://www.acuite.in/view-rating-criteria-52.htm

Note on complexity levels of the rated instrument

In order to inform the investors about complexity of instruments, Acuité has categorized such
instruments in three levels: Simple, Complex and Highly Complex. Acuite’ s categorisation of
the instruments across the three categories is based on factors like variability of the returns to
the investors, uncertainty in cash flow patterns, number of counterparties and general
understanding of the instrument by the market. It has to be understood that complexity is
different from credit risk and even an instrument categorized as 'Simple' can carry high levels
of risk. For more details, please refer Rating Criteria “Complexity Level Of Financial
Instruments” on www.acuite.in

Rating History

Name of Amount (Rs. .
Date | |nstruments/Facilities | €™ Cr) Rating/Outlook
Proposed Bank Facility %grnr% 23.40 ACl(JIIQTgoBf%iJ;nl]eSéc;ble
Long ACUITE BB+ | Stable
ferm Loan Term 2.42 (Reaffirmed)
04 Oct rerm L Long 1 80 ACUITE BB+ | Stable
2021 erm Loan Term : (Reaffirmed)
Long ACUITE BB+ | Stable
Term Loan Term 0.38 (Reaffirmed)
Long ACUITE BB+ | Stable
Term Loan Term 2.00 (Reaffirmed)
Long ACUITE BB+ | Negative
Term Loan Term 1.62 (Assigned)
Term Loan Long 133 |  ACUITE BB+ (Withdrawn)
Long ACUITE BB+ | Negative
ferm Loan Term 1.57 (Reaffirmed)
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Long ACUITE BB+ | Negative
ferm Loan Term 0.15 (Reaffirmed)
Term Loan Long 0.50 | ACUITE BB+ (Withdrawn)
Term Loan %grnr% 2.05 ACUI(TI_EeBgFﬁanI\Ieedg)ohve
Term Loan Long 100 |  ACUITE BB+ (Withdrawn)
Long ACUITE BB+ | Negative
ferm Loan Term 0.23 (Reaffirmed)
Long ACUITE BB+ | Negative
Term Loan Term 1.33 (Assigned)
Term Loan %grnr% 4.40 ACUIT(EABSETQJ]gggoflve
07 Jul 2020 Term Loan Long 0.65 |  ACUITE BB+ (Withdrawn|
Term Loan Long 0.70 |  ACUITE BB+ (Withdrawn)
Term Loan Long 0.47 |  ACUITE BB+ (Withdrawn)
Proposed Bank Facility %grnr% 16.96 ACUl(TISeBgFﬂan'\I;%OTNe
Term Loan %gpr% 0.82 ACUI(TEeBgFﬂan'\leed%Oh\/e
Term Loan %gr”rﬁ 0.99 |  ACUITE BB+ (Withdrawn)
Term Loan Long 0.43 |  ACUITE BB+ (Withdrawn)
Term Loan %grnr% 0.62 ACUlTFABSETgJ]gg?OTlve
Term Loan Long 0.44 |  ACUITE BB+ (Withdrawn)
Long ACUITE BB+ | Negative
ferm Loan Term 0.25 (Reaffirmed)
Term Loan %grnr% 0.05 ACU}ESEF&] |e g;able
Long ACUITE BB+ | Stable
Term Loan Term 0.50 (Assigned)
Term L Long 1 82 ACUITE BB+ | Stable
erm Loan Term : (Assigned)
Long ACUITE BB+ | Stable
Term Loan Term 0.43 (Assigned)
Proposed Bank Facility %grnrg 1.14 AC%éTeng%;rAeséC;ble
Long ACUITE BB+ | Stable
Term Loan Term 1.33 (Reaffirmed)
Long ACUITE BB+ | Stable
Term Loan Term 0.99 (Assigned)
Term L Long 116 ACUITE BB+ | Stable
- erm toan Term : (Assigned)
ay Long ACUITE BB+ | Stable
2019 ferm Loan Term 0.44 (Assigned)
Term L Long 191 ACUITE BB+ | Stable
erm Loan Term ‘ (Reaffirmed)
Long ACUITE BB+ | Stable
Term Loan Term 3.46 (Assigned)
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Term Loan %gpr% 0.47 ACU}LI\ESEIB&] le éT)oble
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Term Loan %grnr% 2.50 ACU}E\ESEFJ’,} |eg30ble

Term Loan %gpr% 1.00 ACU}E\ESE&] le gT)oble

Term Loan %gprg 1.45 ACU}E\ESEFQ} le é’;oble
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Annexure - Details of instruments rated

Lender’s Date Of | Coupon | Maturity [Complexity |Quantum .
Name BN Facilities Issuance Rate Date Level |(Rs.Cr.) Rafing
Froposec ACUITE BB |
Long
Not Not Not Not Not :
. . . . . Simpl 19.19 | Stabl
Applicable|Applicable E%m Applicable|Applicable|Applicable mpie D ow?] grg dle q
Facility
IDFC First Sep 21 Sep 30 ACUITE BB |
Bank |, 'ﬁé’;ble [ggp\ 2018 ovﬁfébe 2025 | Simple | 507 | Stable |
Limited | PP 12:00AM 12:00AM Downgraded
Rar Fincare|  Noft Term Sep 28 Sep 27 ACUITE BB |
e . 2022 0.00 2024 Simple 0.46 Stable |
Limited \Applicablel - Loan | 500 12:00AM Downgraded
Oct 28 Oct 13 ACUITE BB |
State Bank|  Not Term Not :

X . 2022 . 2025 Simple 3.00 Stable |
of India |Applicable| Loan 12:00AM available 12:00AM Downgraded
IDFC First Dec 29 ACUITE BB |

Bank |, NOT | oM MEA 000 | 2022 | Simple | 015 | Stable |
Limited PP : 12:00AM Downgraded
Dhaniaxmil  Not Term Feb 26 Nov 26 ACUITE BB |

. 2021 13.00 2023 Simple 0.80 Stable |

Bank Ltd |Applicable - Loan 1500 apm 12:00AM Downgraded
o 23 ACUITE BB |
Transport AUg
Finance A ITiIg:r:ble [ggp] 2021 14.50 8(195802,2%3\ Simple 1.33 Stable |
Company PP 12:00AM : Downgraded

Ltd.
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About Acuité Ratings & Research

Acuité is a full-service Credit Rating Agency registered with the Securities & Exchange Board
of India (SEBI). The company received RBI Accreditation as an External Credit Assessment
Institution (ECAI) for Bank Loan Ratfings under BASEL-Il norms in the year 2012. Acuité has
assigned 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 constitute an audit of the rated entity 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.
Ratings assigned by Acuité 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 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. Ratings assigned by Acuité are subject to a
process of surveillance which may lead to a revision in rafings 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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