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Summary of rated instruments

Previous Rated Amount Current Rated Amount

Instrument* Rating Action

(Rs. Crore) (Rs. crore)
Fund-based — Term Loans 50.00 40.00 [|CRA]AA_ (Stable);
reaffirmed
Fund-based — Cash Credit 13.75 13.75 Nty e sizlolisly
reaffirmed
Non Fund-based 44.00 44.00 [ICRA]A1+; reaffirmed
Total 107.75 97.75

*- Instrument details are provided in Annexure-1.

Rating action

ICRA has reaffirmed the long-term rating assigned to the Rs. 40.00 crore! term loans (reduced from Rs. 50.00 crore
earlier) and the Rs. 13.75 crore long-term fund-based facilities of Ace Manufacturing Systems Ltd. (AMS)? at [ICRAJAA-
(pronounced ICRA double A minus). ICRA has also reaffirmed the short-term rating assigned to the Rs. 44.00 crore short-
term non fund-based facilities of the company at [ICRA]JA1+ (pronounced ICRA A one plus). The outlook on the long-term
rating is ‘Stable’.

Rationale

The reaffirmation of the ratings considers AMS’s strong market position with an estimated 20% market share by volume
in FY2018 in the CNC machining centres segment of the domestic machine tools industry. The company’s sales volume
grew at a rate of 22% y-o-y in FY2018 and by 33% in H1 FY2019 backed by the strong demand from the key consuming
automotive sector. AMS’s financial profile continues to remain healthy characterised by strong capital structure, robust
coverage indicators and comfortable liquidity profile on the back of low working capital utilisation and substantial liquid
investments. These apart, the ratings also take into account the strong bargaining power enjoyed by the company with
its vendors, support from group entities for key components, and strong marketing and after sales services which act as a
key differentiating factor as compared to the other players in the industry. AMS’s focus on research and development
and technical capabilities which helps in providing customised solutions to the customers and the strong experience of
the promoters in the machine tools industry are other key credit positives that have been factored in by ICRA.

The ratings, however, continue to be constrained by the significant exposure of the company to the cyclical automotive
sector which accounts for a substantial portion of the company’s sales. That apart, the company faces competition from
domestic players in the standard machinery segment and from foreign players in the customised machinery segment.
ICRA also takes note of the expected moderation in the capital structure and coverage indicators in the near term owing
to the debt funded capital expenditure (capex) being undertaken by the company for the capacity expansion, although at
an absolute level, the same are expected to remain healthy. Further, the company is also in the process of acquiring
additional land for further expansion in the future which may weaken its currently healthy liquidity position. AMSL's

1100 lakh = 1 crore = 10 million
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ability to complete the capex without any cost or time overruns and achieve ramp up sales volumes while
maintaining the profitability and return indicators will remain critical from credit perspective.

Outlook: Stable

The Stable outlook reflects ICRA’s expectations that AMS will continue to benefit from the extensive experience of the
promoters and its leading market position in the domestic machine tool industry. Given the stable demand outlook for
machining centres and enhanced capacity being operational, the company is expected to witness healthy revenue
growth. The outlook may be revised to Positive, if the company achieves substantial growth in revenues while
maintaining its strong capital structure and healthy liquidity profile. The outlook may be revised to Negative, if cash
accruals are lower than expected or if any higher than anticipated debt funded capex weakens the debt coverage
indicators of the company.

Credit strengths

Leading manufacturer of CNC machining centres — AMS is one of the largest players with an estimated 20% market
share in the horizontal and vertical machining centre market in India. AMS’s technical capabilities and the long
experience of the promoters in the machine tools industry helps it in providing customised solutions to the customers.

Operational support from group companies- The company is a part of the Ace Micromatic Group, which has diversified
presence in the machine tools industry, with products such as CNC lathes, milling & drilling and grinding machines.
Support from group entities for key components, strong marketing and after sales service act as key differentiating
factors for AMS as compared to the other players in the industry.

Healthy volume growth in FY2018 and H1 FY2019 — The company’s sales volume witnessed a healthy growth of 22%
from 1214 machines in FY2017 to 1484 machines in FY2018 backed by the strong demand from its customers in the
automotive sector in addition to growth in the general engineering segment. Further, the company recorded sales of 856
machines in H1 FY2019 vis-a-vis 646 machines in H1 FY2018. With strong growth in H1 FY2019, healthy order book and
enhanced capacity being operational, AMS is expected to achieve ~30-35% volume growth in FY2019.

Strong capital structure and coverage indicators -The company’s capital structure and coverage indicators remain
robust owing to healthy profitability and low reliance on external debt. Despite the recent debt funded capacity
expansion undertaken by the company, the capital structure and coverage indicators are expected to remain healthy
backed by strong internal accruals.

Credit weaknesses

High exposure to the automotive sector — Sales to the automotive sector is the highest contributor to the revenues of
the company and accounted for ~67% of the total sales volume in FY2018. The demand profile of the company depends
significantly on the performance and capex cycles of the sector and any slowdown in the sector can adversely impact the
company’s revenue.

Intensely competitive nature of Indian Machine Tool industry — The company faces stiff competition from domestic
players in the standardised machinery segment and from imports in case of high value-added specialised and customised
products.

Considerable capex outlay - The company has recently undertaken capacity expansion at its existing location to enhance
its capacity from 1200 units per annum to 3200 units per annum with a capital outlay of Rs. 78.00 crore out which Rs.
73.00 crore had been incurred till September 30, 2018. The same was funded by a term loan of Rs. 40.00 crore and
remaining through internal accruals. The company is also in the process of acquiring additional land for future expansion
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plans, expected to be largely funded by internal accruals and liquid investments which may weaken its currently healthy
liquidity position. Further, the company is also likely to incur capex for the purchase of plant & machinery worth Rs.
20.00 crore in FY2019 to be funded by internal accruals. AMSL’s ability to complete the capex without any cost or
time overruns and achieve ramp up sales volumes while maintaining the profitability and return indicators will
remain critical from credit perspective.

Analytical approach: For arriving at the ratings, ICRA has applied its rating methodologies as indicated below.
Links to applicable criteria:

Corporate Credit Rating Methodology

About the company:

AMS was incorporated on March 7, 1994 by Mr. P. Ramadas along with the promoters of Ace Designers Limited — Mr. A.V
Sathe, Mr. B. Machado & Mr. S. G Shirgurkar to manufacture machining centers. The company is a part of the Ace
Micromatic Group which is the largest machine tools group in India The group has presence in other segments of the
machine tools industry such as manufacturing of CNC lathes, milling & grinding machines and other key components
which are used in the machine tools industry. AMS has its manufacturing plant located at Peenya Industrial Area in
Bangalore with an installed capacity to manufacture 1200 machines. The company has undertaken a capex by way of
new unit addition at the existing location which has increased the manufacturing capacity from 1200 units per annum to
3200 units per annum from January 2018.

Key Financial Indicators (Audited)

FY 2017 FY 2018
Operating Income (Rs. crore) 417.0 511.8
PAT (Rs. crore) 33.3 39.4
OPBDIT/ Ol (%) 11.8% 12.4%
RoCE (%) 26.4% 26.6%
Total Debt/ TNW (times) - 0.0
Total Debt/ OPBDIT (times) - 0.2
Interest coverage (times) 35.7 52.1

Source: AMS

Status of non-cooperation with previous CRA: Not Applicable

Any other information: None
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Rating history for last three years:

Chronology of Rating History for the

Current Rating (FY2019) past 3 years
Amount Date &
Amount  Outstanding pate & Rating in
Rated as on Sep Rating Date & Rating in FY2018  FY2017
(Rs. 30, 2018
Instrument Type crore) (Rs Crore) Nov 2018 Oct 2017 Oct 2016 Sep 2015
1 Term Loans Long Term  40.00 35.55 [ICRA]AA- [ICRA]JAA- - -
(Stable) (Stable)
2 Cash Credit Long Term 13.75 - [ICRA]AA- [ICRA]JAA- [ICRA]AA- [ICRA]AA-
(Stable) (Stable) (Stable) (Stable)
3 Non fund-based Short Term  44.00 - [ICRAJAL+ [ICRA]JAL+ [ICRA]AL+ [ICRA]AL+

Complexity level of the rated instrument:

ICRA has classified various instruments based on their complexity as "Simple", "Complex" and "Highly Complex". The
classification of instruments according to their complexity levels is available on the website www.icra.in
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Annexure-1: Instrument Details

Date of Issuance / Coupon  Maturity Amount Rated Current Rating and

ISINNo Instrument Name Sanction Rate Date (Rs. crore) Outlook

NA Term Loans FY2017 - FY2023 40.00 [ICRA]AA- (Stable)
NA Cash Credit - - - 13.75 [ICRA]AA- (Stable)
NA Non Fund-based - - - 44.00 [ICRAJAL+

Source: AMS
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About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial services
companies as an independent and professional investment Information and Credit Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited
Company, with its shares listed on the Bombay Stock Exchange and the National Stock Exchange. The international Credit
Rating Agency Moody’s Investors Service is ICRA’s largest shareholder.

For more information, visit www.icra.in
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