atings

k Opindom

: i e
| .
iy l

Press Release

Aksh Optifibre Ltd.
March 07, 2019

Ratings
Facilities Amount Rating1 Rating Action
(Rs. crore)
Long Term Bank Facilities (Term Loan) 112.41 CARE BBB; Stable Assigned
(Triple B; Outlook: Stable)
Long Term Bank Facilities (Fund Based) 70.80 CARE BBB; Stable Assigned
(Triple B; Outlook: Stable)
Short Term Bank Facilities (Non-Fund 183.79 CARE A3+ Assigned
Based) (A Three Plus)
Total 367.00
(Rs. Three Hundred Sixty
Seven crore only)

* Details of facilities in Annexure-1

Detailed Rationale & Key Rating Drivers

The ratings assigned to the bank facilities of Aksh Optifibre Limited (AOL) derive strength from the company’s long track
record in optical fibre cables (OFC) industry, integrated nature of operations with presence in manufacturing of optical
fibre (OF) and fibre reinforced plastic (FRP) rods, growing scale of operations backed by consistent increase in
manufacturing capacities and improving profitability.

The rating, however, is constrained by support extended to the group entities, CARE also notes that exposure towards the
group entities is not expected to increase going forward. In addition, elongated debtors’ collection period and high
working capital utilization are also limiting factors.

Going forward, the ability of the company to effectively manage its working capital, any new capex and its funding mix
impacting the capital structure and performance of group entities would also be key rating sensitivities.

Detailed description of the key rating drivers

Key Rating Strengths

Experienced promoters with established track record in the OFC industry

Incorporated in 1986, the company has over three-decades of long track record of operations in OFC industry. AOL
manufactures OFC and is also backward integrated to manufacture OF and FRP rods, which leads to operational
efficiencies.

The company started with the manufacturing of OF and OFC in 1994. In 1996-97 AOL acquired FRP business which is a key
raw material for OFC. AOL went public in 2000 and is listed on NSE and BSE. The company also delivers to e-governance
services through its programme 1 Stop Aksh with the government of Rajasthan. AOL is the largest producer of FRP in the
world and caters approx 30% of the global FRP demand.

The present Chairman and Managing Director, Dr. Kailash S. Choudhari, is a key founding member of AOL. He is MBBS by
qualification, gold medallist AIIMS. His father, Mr. Shantilal Choudhari, was the promoter of Choudhari Metal Industry
(later on renamed CMI Limited) which specializes mainly in manufacturing of copper cables.

Integrated operations

Consistent increase in manufacturing capacities-to counter the decline in profitability in FY17 and subsequent steps taken
by AOL to build efficiency through backward integration

AOL has been consistently enhancing its manufacturing capacities of its different product segments to secure better
margins. The backward integration done by the company is strengthening the company’s performance and provide
operational efficiencies. The two key raw materials OF and FRP rods, constituting 70% of the total raw material cost of
OFC are manufactured in-house.

AOL has undertaken sizeable debt-funded capex (including expansion of existing OF & OFC capacities and building up new
capacities through newly formed subsidiaries) in last 2 years to enhance its manufacturing capacities of existing products
and also in order to ensure continuous supply of fibre with the view on the rising demand of fibre. AOL ventured into a
new product line-optical lens, while the new product has some synergy with the existing manufacturing capability, the
company is focusing on the retail segment where it has limited prior experience.

Further, AOL has strategically located its international production facilities (all owned by various subsidiaries) which
enables it to enhance its customer reach and provide global logistical advantage.

Additional debt not expected in future
AOL has already incurred the debt-funded capex and going forward the debt amount is expected to decrease with
repayment of current debt and no new debt funded capex is expected in near future.
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With most of the company’s expansion projects already in place, company has shifted its focus on enhancing its
operational efficiencies, with emphasis on expanding market share for all the product lines in which it operates which is
reflected in AOL’s half yearly FY19 performance.

Improved Financial Risk Profile

AOL'’s financial risk profile is marked by continuous growth in operating income, high profitability margins coupled with
healthy order book position and comfortable debt coverage indicators.

Revenue: During FY18, AOL reported total operating income of Rs. 587.79 crore (P.Y: Rs. 463.44 crore), registering y-o-y
growth of ~¥27%. The same was supported by increased overall capacities coupled with increased sales volume across all
segments OF, OFC and FRP Rods.

Profitability: The PBILDT margin remained in line with growing scale of operations at 12.66% during FY18 as against
11.91% during FY17. PAT at Rs. 22.81 crore reported a significant increase of 66% as against Rs. 13.73 crore in FY17 on
account of softening of prices of preform and OF. Further, the decline in PBILDT margins in FY17 was primarily due to
upward revision in prices of key raw materials.

9MFY19: AOL registered 10% growth in total operating income in 9MFY19 to Rs. 458.25 crore as against 417.03 crore in
9MFY18. AOL has surpassed profits of full financial year of 2017-18 in nine month ended December 2018 due to various
efficiencies and capacities built in by the company in last two financial years. AOL achieved PBILDT of Rs. 98.84 crore in
9MFY19 against the full year PBILDT of Rs. 74.42 crore in FY18 registering PBILDT margin of 21.57% in SMFY19 (9MFY18:
11.50%) and PAT of Rs. 38.75 crore in 9MFY19 against the full year PAT of Rs. 22.81 crore in FY18 registering PAT margin
of 8.45% in 9MFY19 (9MFY18: 3.30%).

Solvency: The debt-equity ratio of 0.34x as on March 31, 2018 as against 0.20x as on March 31, 2018. Overall gearing has
moderated to 0.47x as on March 31, 2018 as against 0.28x as on March 31, 2017 on account of sizeable debt funded
capex done to enhance its manufacturing capacities and also higher working capital limits primarily driven by ramping up
of operations with increase in capacities raising the debt requirements. Further, the debt coverage indicators remained
comfortable. The total debt to GCA increased marginally to 5.05x as on March 31, 2018 as against 4.25x as on March 31,
2017. Also, interest coverage ratio stood at 4.15x during FY18 (FY17: 4.11x).

Exposure to group companies: As on March 31, 2018, the total group exposure of AOL stood at Rs. 225.56 crore (P.Y: Rs.
196.98 crore). Further, AOL has extended corporate guarantee to its subsidiaries amounting to Rs. 31.29 crore as on
March 31, 2018 and Rs. 93.94 crore as on December 31, 2018. The adjusted gearing after considering the same is 0.99x as
on March 31, 2018 (P.Y: 0.53x) and 1.06x as on December 31, 2018.

Industry Outlook

AOL is supported by government focus in building infrastructure. With the Gol focused on increasing broadband
penetration and digital India campaign, the industry’s growth prospects seem healthy. The key initiatives of the
government like Digital India, Smart Cities, and Make in India has led to rise in requirement for fibre connectivity, the
Indian OFC volumes are expected to reach 35.93 million fibre-km by CY21 growing at a CAGR of over 13% during FY16-21.
In tandem with this, the OF demand is also expected to grow.

Key Rating Weaknesses

Susceptibility of margins to volatility in raw material prices

AOL’s business is raw material intensive with raw material costs forming majority of the total operating cost. The major
raw materials include preform, OF, FRP rods and polyethylene compounds, etc. with preform forming majority of the
total raw material costs which is fully imported.

However, with backward integration to manufacture OF and FRP rods the two key raw materials constituting 70% of the
total raw material cost of OFC are manufactured in-house.

Liquidity
During FY18, the company has high average debtors’ collection period of 114 days on account of higher transit period for
export supplies and exposure (~30%) to government orders where the collection period usually remains high. The average
working capital utilization for the last 12 months ending Jan-19 remains high at 89%.
Analytical approach: Standalone
However, the support extended by AOL to the subsidiaries has been factored in.
Applicable criteria:
Criteria on assigning Outlook to Credit Ratings
CARE’s Policy on Default Recognition
Rating Methodology-Manufacturing Companies
Criteria for Short Term Instruments
Financial ratios — Non-Financial Sector
Rating Methodology: Factoring Linkages in Ratings
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About the Company

Aksh Optifibre Limited (AOL) was incorporated in March 1986 as a manufacturer of Poly Vinyl Chloride (PVC) and
Polyethylene (PE) insulated specialty cables. In 1994, the company ventured into manufacturing of Optical Fibre Cables
(OFCs) and did backward integration in 1995 by setting up a plant for Optical Fibre (OF) in Bhiwadi, Rajasthan. In 2000,
AOL acquired Fibre Reinforced Plastic Rods (FRP rods) business which is a key raw material for OFC (mainly used at the
strength membrane in OFC).

Product Profile: AOL manufactures OFC and is also backward integrated to manufacture OF and FRP rods which leads to
operational efficiencies as the two key raw materials OF and FRP rods, constituting 70% of the total raw material cost of
OFC are manufactured in-house. OF and OFC capacity is housed under one single manufacturing facility in Bhiwadi.

The company’s operations are also diversified with the only ophthalmic lens manufacturing facility in the country
commissioned in FY19. The company is also undertaking e-governance services, which includes 10,000 plus e-Governance
kiosks in the state of Rajasthan and is also providing smart city/ turnkey solutions, which includes installation and
managing of OFC turnkey of 350 kms in Jaipur smart city project. In FY18, OFC with 65% and FRP with 28% are the highest
revenue contributors. Services contribute about 6% in revenue.

Manufacturing facilities: At present AOL along with its subsidiaries has manufacturing capacities per annum of 3.0 million
kms for OF, 10.7 million kms for OFC, 3.8 million kms for FRP and Ophthalmic lens capacity of 25 mn pairs.

AOL also has four wholly owned subsidiaries out of which three being the foreign subsidiaries. The organizational
structure and manufacturing capabilities are summarized as follows:

AKSH OPTIFIBRE LIMITED

[ Wholly Owned Subsidiary ]

| | _ } |

i AKSH COMPOSITES PVT. AOL TECHNOLOGIES FZE, AOL FZE, DUBAI AKSH TECHNOLOGIES i
LTD., SILVASSA DUBAI (MAURITIUS) LTD.
T M_a;;;;_::;l:lr-l:;_cb—f- P Manufacturing of: Manufacturing of: Manufacturing of:
OFC & FRP Rods Optical Fibre FRP Rods OFC
AOL COMPOSITES
(JIANGSU) CO. LTD., CHINA
Manufacturing of:
FRP Rods
Brief Financials (Rs. crore)- Standalone FY17 (A) FY18 (A)
Total operating income 463.44 587.79
PBILDT 55.17 74.42
PAT 13.73 22.81
Overall gearing (times) 0.28 0.47
Interest coverage (times) 411 4.15

A: Audited

Status of non-cooperation with previous CRA: NA

Any other information: Not Applicable

Rating History for last three years: Please refer Annexure-2

Note on complexity levels of the rated instrument: CARE has classified instruments rated by it on the basis of complexity.
This classification is available at www.careratings.com. Investors/market intermediaries/regulators or others are welcome
to write to care@careratings.com for any clarifications.

Analyst Contact:
Name: Manek Narang

Tel: 011- 45333233
Mobile: 9810596225
Email: manek.narang.careratings.com

**For detailed Rationale Report and subscription information, please contact us at www.careratings.com
About CARE Ratings:
CARE Ratings commenced operations in April 1993 and over two decades, it has established itself as one of the leading
credit rating agencies in India. CARE is registered with the Securities and Exchange Board of India (SEBI) and also
recognized as an External Credit Assessment Institution (ECAI) by the Reserve Bank of India (RBI). CARE Ratings is proud of
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its rightful place in the Indian capital market built around investor confidence. CARE Ratings provides the entire spectrum
of credit rating that helps the corporates to raise capital for their various requirements and assists the investors to form
an informed investment decision based on the credit risk and their own risk-return expectations. Our rating and grading
service offerings leverage our domain and analytical expertise backed by the methodologies congruent with the
international best practices.

Disclaimer

CARE’s ratings are opinions on credit quality and are not recommendations to sanction, renew, disburse or recall the
concerned bank facilities or to buy, sell or hold any security. CARE has based its ratings/outlooks on information obtained
from sources believed by it to be accurate and reliable. CARE does not, however, guarantee the accuracy, adequacy or
completeness of any information and is not responsible for any errors or omissions or for the results obtained from the
use of such information. Most entities whose bank facilities/instruments are rated by CARE have paid a credit rating fee,
based on the amount and type of bank facilities/instruments.

In case of partnership/proprietary concerns, the rating /outlook assigned by CARE is based on the capital deployed by the
partners/proprietor and the financial strength of the firm at present. The rating/outlook may undergo change in case of
withdrawal of capital or the unsecured loans brought in by the partners/proprietor in addition to the financial
performance and other relevant factors.

Annexure-1: Details of Instruments/Facilities

Name of the Date of Coupon Maturity Size of the Issue Rating assigned
Instrument Issuance Rate Date (Rs. crore) along with Rating
Outlook
Fund-based - LT- - - 2025 112.41 CARE BBB;
Term Loan Stable
Fund-based - LT-Cash - - - 70.80 CARE BBB;
Credit Stable
Non-fund-based - ST- - - - 183.79 CARE A3+
BG/LC

Annexure-2: Rating History of last three years

Sr. Name of the Current Ratings Rating history
No.  Instrument/Bank Type Amount Rating Date(s) & | Date(s) & | Date(s) & | Date(s) &
Facilities Outstanding Rating(s) | Rating(s) | Rating(s) | Rating(s)
(Rs. crore) assigned in | assigned in | assigned in | assigned in
2018-2019 | 2017-2018 | 2016-2017 | 2015-2016
1. | Fund-based - LT-Term LT 112.41 CARE - - - -
Loan BBB;
Stable
2. | Fund-based - LT-Cash LT 70.80 CARE - - - -
Credit BBB;
Stable
3. | Non-fund-based - ST- ST 183.79 CARE A3+ - - - -
BG/LC
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