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RATING RATIONALE
07 Jun 2024

Edelweiss Alternative Asset Advisors Ltd.

Brickwork Ratings downgrades the ratings for Principal Protected Market Linked Debentures
(PP-MLDs) of Rs. 300.00 Crores of Edelweiss Alternative Asset Advisors Ltd. and places the
ratings on Rating Watch with Negative Implications

Particulars
Amount ..
Rated (Rs Rating
Instruments ** C Tenure
rs
. Previous
Previous | Present (15 April 2024) Present
Principal Protected Market Long BWR PP-MLD [BWR A+/ Rating Watch
Linked Debentures 300.00 300.00 Term AA-/ I\INithl.Nefative
(PP-MLDs) Negative mplications
(Reaffirmation ) Downgraded and placed
on Rating Watch)
Total 300.00 300.00 Rupees Three Hundred Crores Only

*Please refer to BWR website www.brickworkratings.com/ for definition of the ratings
** Details of Instruments are provided at Annexures II.

RATING ACTION / OUTLOOK - Brickwork Ratings (BWR) downgrades the ratings,
removes the outlook negative and places the rating on rating watch with negative implications
of NCDs, and commercial papers issued by Edelweiss Alternative Asset Advisors Ltd., as
tabulated above.

Material Event

The Reserve Bank of India vide its Press Release 2024-2025/397 dated May 29, 2024 ,
initiated supervisory Action against two Edelweiss group entities, ECL Finance Limited (ECL)
and Edelweiss Asset Reconstruction Company Limited (EARCL), based on material
supervisory concerns. The Reserve Bank of India, in exercise of its powers under the
Securitisation and Reconstruction of Financial Assets and Enforcement of Security Interest
Act, 2002 (SARFAESI) and the Reserve Bank of India Act, 1934, imposed business
restrictions on ECL Finance Limited and Edelweiss Asset Reconstruction Company Limited.

The RBI has directed (i) ECL Finance Ltd (ECL) to cease and desist, with immediate effect,
from undertaking any structured transactions in respect of its wholesale exposures, other than
repayment and/ or closure of accounts in its normal course of business. (ii) Edelweiss Asset
Reconstruction Company Limited (EARCL) to cease and desist from acquisition of financial
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assets including security receipts (SRs) and reorganizing the existing SRs into senior and
subordinate tranches.

The RBI’s action was based on material concerns observed by the regulator during the course
of its supervisory examinations, essentially arising out of conduct of the group entities acting
in concert, by entering into a series of structured transactions for evergreening stressed
exposures of ECL, using the platform of EARCL and connected AIFs, thereby circumventing
applicable regulations. Incorrect valuation of SRs was also observed by the regulator in both
ECL and EARCL.

The RBI in its press release, stated that, in ECL, supervisory observations included
submission of incorrect details of its eligible book debts to its lenders for computation of
drawing power, non-compliance with loan to value norms for lending against shares, incorrect
reporting to Central Repository for Information on Large Credits system (CRILC) and,
non-adherence to Know Your Customer (KYC) guidelines. As per the regulator, ECL, by
taking over loans from non-lender entities of the group for ultimate sale to the group ARC,
allowed itself to be used as a conduit to circumvent regulations which permit ARCs to acquire
financial assets only from banks and Financial Institutions, stated the regulator in its aforesaid
press release. In EARCL, other violations observed by RBI included not placing the Reserve
Bank’s supervisory letter issued after the previous inspection for 2021-22 before the Board,
noncompliance with regulations pertaining to settlement of loans and sharing of nonpublic
information of its clients with group entities.

The regulator has observed that instead of taking meaningful remedial action to rectify the
said deficiencies, the group entities were resorting to new ways to circumvent regulations. The
regulator further stated that over the last few months, the Reserve Bank has been engaging
with the senior management of the captioned entities and their statutory auditors, but no
meaningful corrective action has been evidenced so far, necessitating the imposition of
business restrictions.

Both the companies have been directed to strengthen their assurance functions to ensure
regulatory compliance in letter and spirit at all times. The business restrictions being placed
now shall be reviewed after the rectification of the supervisory observations by the group to
the satisfaction of the Reserve Bank.

The company, in its response to the RBI’s action for ECL, through disclosure to the stock
exchange, stated that the order is in reference to the company’s wholesale exposure, and the
Company’s Board had approved discontinuation of this business as disclosed in its financial
statements as at 31 March 2024. Hence the Company believes that these directions will not
materially impact its strategy and its business as reduction of wholesale exposure will
continue as permitted, in the normal course of business.

For EARCL, the company stated that it has taken note of RBI’s guidance and will take
necessary remedial steps as required immediately. The Company is reviewing the order and
will address the observations mentioned in the RBI order. It does not expect any material
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impact on the Company’s resolution and recovery efforts which would continue normally.

Impact of the Material Event and BWR action

The rating action by BWR takes into account the serious issues raised by the RBI leading to
the supervisory action/restrictions on the Edelweiss entities. In BWR’s view, the restrictions
imposed on the two group entities and the instances of violations which have been observed by
the regulator raise concerns on the operational processes and compliances in the Edelweiss
group. BWR believes that the reputational risk of the group as a whole is impacted, with its
liquidity and borrowings profile remaining key monitorables over the near to medium term.

BWR also notes that the various group entities of Edelweiss have recently received income tax
demand notices aggregating around Rs. 230.32 Crs ( 31 May 2024 till 06 Jun 2024). Any
further claims/ incremental demands from the income tax authorities are likely to have an
impact on the financial risk profile of the entities.

Previously, the negative outlook on the BWR ratings was on account of subdued growth of
NBFC business and the conscious strategic shift in the business model from wholesale to asset
light not yielding expected results. In BWR’s view, the current regulatory action against the
group entities has impacted the group’s credit risk profile, as a whole. Hence, following the
RBI supervisory action, considering the ongoing impact and pending further developments on
these matters, BWR has placed the ratings on Rating Watch with Negative Implications,
given the uncertainty on timelines for the resolution of the issues to the satisfaction of the
regulator.

The Company has informed BWR that in its view, the aforesaid supervisory action of the
regulator is not expected to have a material impact on the financials of the group/ entities.
The decline in wholesale book and structured transactions in ECL was already initiated and
hence they do not foresee a significant impact on profitability. On EARCL, the Company
opined that though the business growth will be restricted, the resolutions and recovery will
support the earnings and profitability of the company, though this will remain subdued with
restriction on business activities. The company has informed BWR that they are in discussions
with RBI and that the regulator has provided them 2-3 weeks time to respond with their
remedial measures to rectify the deficiencies pointed out. Further, the Group’s intent of
monetising 10-20% stake in Edelweiss Alternative Asset Advisors Limited (EAAA) and plans
to divest its stake in Nuvama Wealth Management Limited by HIFY25 may support liquidity
generation and assist debt reduction.

BWR is in discussions with the Edelweis management on this matter. BWR will continue to
closely monitor and assess the impact of these regulatory actions, further developments and
incremental disclosures pertaining to these actions on the overall credit risk profile, including
fund raising ability of the Edelweiss group and the time taken for revocation of the same As
part of the continuous surveillance, BWR shall closely monitor the impact on the group’s
financial flexibility, its strategy to address the various issues, access to bank borrowings,
leverage and ability to meet the rated debt covenants and maturing debt obligations and
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liquidity over the medium term in the event of slower business growth. The decline in share
prices and the income tax demand notices to the various group entities increasing the likely
financial liabilities, are being monitored by BWR. BWR keeps all its outstanding ratings under
continuous surveillance. Any unfavorable regulatory/legal action, impact on the rated entities'
access to financing or cost of financing from lenders/investors/capital markets on a medium to
long-term basis and performance of the rated Edelweiss group entities shall be the key rating
sensitivities. BWR will continuously monitor the developments and review the ratings once
there is additional clarity.

EFSL is a diversified financial services player and has many subsidiaries across various fields
of finance, as listed in Annexure -III of this rationale. BWR has considered the ultimate
ownership of EFSL, shared brand name, and strong operational, financial, and managerial
linkages, and has taken a consolidated view on Edelweiss Financial Services Ltd (EFSL) and
its subsidiaries (collectively referred to as the Edelweiss group) for the ratings of the Edelweiss
group entities.

BWR notes that the group is well-diversified, with a presence across the critically important
sectors of retail credit, asset management, insurance, alternative assets, and asset
reconstruction. The ability of the group and the synergies within the group to strengthen its
compliances, governance,oversight, risk management & internal controls and systems to the
satisfaction of the regulator shall remain key monitorables.

KEY RATING DRIVERS

For Credit Strengths and Credit Risks Please refer to the rating rationale dated - 15
April 2024

ANALYTICAL APPROACH AND APPLICABLE RATING CRITERIA

Considering the ultimate ownership of EFSL, its Shared brand name, and strong operational,
financial, and managerial linkages, a consolidated view of Edelweiss Financial Services Ltd
(EFSL) and its subsidiaries (collectively referred to as the Edelweiss group) is considered for
the ratings of the Edelweiss group entities.

BWR has applied its rating methodology as detailed in the rating criteria (hyperlinks provided
at the end of this rationale).

RATING SENSITIVITIES
Positive:

° Significant improvement in regulatory compliances to the satisfaction of the regulator
° Improvement in asset quality and profitability.

1 N

5%

¥*
»
G

®


https://www.brickworkratings.com/Admin/PressRelease/Edelweiss-Alternative-Asset-Advisors-15April2024%20.pdf
https://www.brickworkratings.com/Admin/PressRelease/Edelweiss-Alternative-Asset-Advisors-15April2024%20.pdf

el s
Bjrickvforlg:

T 1 N

Negative:

° Any further developments and incremental disclosures pertaining to the RBI’s
supervisory actions and non-compliance resulting in sustained weakening of the business
profile

° Weakening of group financial flexibility and restricted ability to raise resources at
competitive rates.

° Any further challenges in governance, oversight, risk management and internal controls
could also trigger a downgrade

° Gross NPA crossing 3% and gearing 5x would be negative. Further reduction in AUM,
along with the weakening of the asset quality or credit books are key rating negatives.

LIQUIDITY POSITION: ADEQUATE

As on 31 March 2024, the group had adequate liquidity, consisting of liquidable assets
(cash/bank balance, Fixed Deposits, liquid investments, Gsecs, and treasury assets) of Rs 3,331
Crores.

Apart from that expected inflows and borrowings are Rs. 11,200 crores, against the repayment
obligations for the next 12 months Rs. 6,200 Crores. Further, EFSL has plans for monetizing
some of its holdings/investments after it is out of the Lock-in period to generate sufficient cash
availability.

COMPANY PROFILE

Edelweiss Alternative Asset Advisors Limited (“EAAA” / the “Company”) was incorporated
in Mumbai on May 14, 2008 as a Public Limited Company with a primary objective of
providing investment advisory and management services. EAAA received its certificate of
commencement of business on May 22, 2008 at Mumbai, Maharashtra. The Company is
primarily engaged in the business of alternative asset advisory and advises either directly or
through its Affiliates, private equity, mezzanine and credit fund style alternative asset products.
The Company acts as the investment manager of the various Alternative Investment Funds
registered with SEBI and also provides non-binding advisory services to certain offshore funds
under the Edelweiss group.

STANDALONE PERFORMANCE OF EAAA:

On a standalone basis, the company has achieved revenue of Rs. 409.11 Crs as of Mar 2024,
compared to Rs. 273.69 Crs as of the end of March 2023, through a mix of interest income,
income from financial & advisory services and fair value gains. The bottom line as of Mar
2024 was of Rs. 111.21 Crs, compared to Rs. 78.23 Crs as of March 2023.

ABOUT THE EDELWEISS GROUP
Edelweiss Financial Services Limited (EFSL), is the group’s holding company. The group has
a presence in diversified businesses such as retail lending, wholesale lending, asset

reconstruction, asset management, life insurance, and general insurance. The company is listed
on the BSE and NSE.
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KEY FINANCIAL INDICATORS (EAAA Standalone)
Key Indicators-
In crs Units FY21 A FY22 A FY23 A FY24A
Total Income Rsin Crs 143.86 215.05 273.69 409.11
Net Profit / Loss Rsin Crs 15.39 48.93 78.23 111.21
Net worth Rsin Crs -8.84 394.51 463.67 577.5
Borrowings Rsin Crs 110.57 194.86 260.01 342.75
Gearing In times -12.51 0.38 0.53 0.77
KEY FINANCIAL INDICATORS (EFSL Consolidated)
Key Parameters In crs Units FY22 FY23 FY24
Result Type Audited | Audited Audited
Total Income (Rs in Crores) 7304.6 8,632.58 9,601.57
Net-Profit/(Loss) (Rs in Crores) 212.1 405.59 528.04
Networth (Rs in Crores) 8,457.00 8,502.00 6,049.29
Gearing (In times) 2.84 3.17 3.35
Loan Portfolio (Rs in Crores) 22,872 17,354 14,804
Gross NPA- NBFC (%) 2.76) 2.07 2.45
Gross NPA- Housing (%) 1.99 1.91 1.69

COMPLEXITY LEVELS OF THE INSTRUMENTS

PP-MLDs: Highly Complex

For more information, visit www.brickworkratings.com/download/Complexitylevels.pdf

KEY COVENANTS OF INSTRUMENTS OR FACILITIES RATED: Basic terms are mentioned

in Annexure II. All the issues are old instruments.

NON-COOPERATION WITH PREVIOUS CREDIT RATING AGENCY IF ANY: No
Non-cooperation by other CRAs.
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RATING HISTORY FOR THE PREVIOUS THREE YEARS [including withdrawal and suspended]

Sr. |Name of Current Rating Rating History for the past 3 years
No. |Instrument
Type Amount Rating 15 April 2024 (2022 (70¢t2022) 2022 (28 Jul 22)
(Rs. Crs)|
1 |pp-mLD Long BWR A+/ Rating  Jgwr Long | 300 [BWR Long [300| BWRPP-MLD
s Term 300 [Watch with PP-MLD Term PP-MLD Term AA-/ Stable (Assigned)
Negative AA-/ Negative IAA-/ Negative
Implications (Reaffirmed) Reaffirmed and
(Downgraded and changed in
. outlook
placed on Rating
‘Watch)
Total 300 (Rupees Three Hundred Crores Only)

Hyperlink/Reference to applicable Criteria

e General Criteria
Approach to Financial Ratios
e Banks and Financial Institutions
e (Criteria for Consolidation of Companies
e Market/ Equity Linked Debentures
Analytical Contacts
Ankita Kothari Hemant Sagare

Senior Analyst -

Ratings

ankita.k@brickworkratings.com

Director - Ratings
hemant.sagare@brickworkratings.com

1-860-425-2742

media@brickworkratings.com

ANNEXURE I -

Details of Bank Facilities:
Not Applicable



https://www.brickworkratings.com/download/Criteria-GeneralCriteria.pdf
http://www.brickworkratings.com/download/Criteria-FinancialRatios.pdf
http://www.brickworkratings.com/download/Criteria-FinancialRatios.pdf
http://www.brickworkratings.com/download/Criteria-FinancialRatios.pdf
http://www.brickworkratings.com/download/Criteria-FinancialRatios.pdf
http://www.brickworkratings.com/download/Criteria-BanksFinancialInstitutions.pdf
http://www.brickworkratings.com/download/Criteria-BanksFinancialInstitutions.pdf
http://www.brickworkratings.com/download/Criteria-BanksFinancialInstitutions.pdf
http://www.brickworkratings.com/download/Criteria-BanksFinancialInstitutions.pdf
https://www.brickworkratings.com/download/Criteria-Consolidation_of_CompaniesUpdated.pdf
https://www.brickworkratings.com/download/Criteria-Consolidation_of_CompaniesUpdated.pdf
https://www.brickworkratings.com/download/Criteria-Consolidation_of_CompaniesUpdated.pdf
https://www.brickworkratings.com/download/Criteria-Consolidation_of_CompaniesUpdated.pdf
https://www.brickworkratings.com/download/Criteria-Consolidation_of_CompaniesUpdated.pdf
https://www.brickworkratings.com/download/Criteria-MarketEquityLinkedDebentures.pdf
https://www.brickworkratings.com/download/Criteria-MarketEquityLinkedDebentures.pdf
https://www.brickworkratings.com/download/Criteria-MarketEquityLinkedDebentures.pdf
https://www.brickworkratings.com/download/Criteria-MarketEquityLinkedDebentures.pdf
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ANNEXURE II
INSTRUMENT DETAILS
Amount |glaturity Complexity
Instrument | Issue Date [(RSANCTS) | Coupon Rate [P3te ISIN Particulars
PP-MLD 17 May 22 30.00 MLD 16 May 24 INE528L07016 |Highly Complex
PP-MLD 16 Jun 22 20.00 MLD 15 Jun 24 INE528L07024 | Highly Complex
gf()l;ﬁ‘::l N/A 250.00 MLD N/A N/A
Total Rated PP-MLDs 300.00 | Rupees Three Hundred Crores Only).
ANNEXURE III
List of entities consolidated (as of 31 December 2023)
Extent of Rationale for
Name Consolidation consolidation
Edelweiss Financial Service Limited 100% Parent
ECL Finance Limited 100% Subsidiary
Edelcap Securities Limited 100% Subsidiary
Edelweiss Asset Management Limited 100% Subsidiary
ECap Equities Limited 100% Subsidiary
Edelweiss Trusteeship Company Limited 100% Subsidiary
Nido Housing Finance Limited 100% Subsidiary
Edelweiss Investment Adviser Limited 100% Subsidiary
Edel Land Limited (Known as Ecap Equities Limited) 100% Subsidiary
Edel Investments Limited 100% Subsidiary
Edelweiss Rural & Corporate Services Limited 100% Subsidiary
Comtrade Commodities Services Limited 100% Subsidiary
Edel Finance Company Limited 100% Subsidiary
Edelweiss Retail Finance Limited 100% Subsidiary
Edelweiss Multi Strategy Fund Advisors LLP 100% Subsidiary
Zuno General Insurance Limited 100% Subsidiary
Edelweiss Tokio Life Insurance Company Limited 75.08% Subsidiary
Edelweiss Securities and Investment Private Limited 100% Subsidiary
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EC International Limited 100% Subsidiary
Nuvama Investment Advisors LLC (formerly known as EAAA

LLC) 100% Subsidiary
Edelweiss Alternative Asset Advisors Pte. Limited 100% Subsidiary
Edelweiss International (Singapore) Pte. Limited 100% Subsidiary
Edelgive Foundation 100% Subsidiary
Edelweiss Alternative Asset Advisors Limited 99.05% Subsidiary
Edelweiss Private Equity Tech Fund 95.60% Subsidiary
Edelweiss Value and Growth Fund 96.05% Subsidiary
Edelweiss Asset Reconstruction Company Limited 59.82% Subsidiary
Allium Finance Private Limited 85.00% Subsidiary
Edelweiss Global Wealth Management Limited 100.00% Subsidiary
Edelweiss Capital Services Limited 51.00% Subsidiary
India Credit Investments Fund 100% Subsidiary
Edelweiss Real Assets Managers Limited 100% Subsidiary
Sekura India Management Limited 100% Subsidiary

For print and digital media The Rating Rationale is sent to you for the sole purpose of dissemination through your
print, digital or electronic media. While it may be used by you acknowledging credit to BWR, please do not change the
wordings in the rationale to avoid conveying a meaning different from what was intended by BWR. BWR alone has the
sole right of sharing (both direct and indirect) its rationales for consideration or otherwise through any print or electronic
or digital media.

About Brickwork Ratings

Brickwork Ratings (BWR), a Securities and Exchange Board of India [SEBI] registered Credit Rating Agency and
accredited by Reserve Bank of India [RBI], offers credit ratings of Bank Loan, Non- convertible / convertible / partially
convertible debentures and other capital market instruments and bonds, Commercial Paper, perpetual bonds, asset-backed
and mortgage-backed securities, partial guarantees and other structured / credit enhanced debt instruments, Security
Receipts, Securitisation Products, Municipal Bonds, etc. BWR has rated over 11,560 medium and large corporates and
financial institutions’ instruments. BWR has also rated NGOs, Educational Institutions, Hospitals, Real Estate
Developers, Urban Local Bodies and Municipal Corporations. BWR has Canara Bank, a leading public sector bank, as
one of the promoters and strategic partner.

DISCLAIMER :

Brickwork Ratings India Pvt. Ltd. (BWR), a Securities and Exchange Board of India [SEBI] registered Credit Rating
Agency and accredited by the Reserve Bank of India [RBI], offers credit ratings of Bank Loan facilities, Non- convertible
/ convertible / partially convertible debentures and other capital market instruments and bonds, Commercial Paper,
perpetual bonds, asset-backed and mortgage-backed securities, partial guarantees and other structured / credit enhanced
debt instruments, Security Receipts, Securitisation Products, Municipal Bonds, etc. [hereafter referred to as
“Instruments”]. BWR also rates NGOs, Educational Institutions, Hospitals, Real Estate Developers, Urban Local Bodies
and Municipal Corporations.
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BWR wishes to inform all persons who may come across Rating Rationales and Rating Reports provided by BWR that
the ratings assigned by BWR are based on information obtained from the issuer of the instrument and other reliable
sources, which in BWR’s best judgement are considered reliable. The Rating Rationale / Rating Report & other rating
communications are intended for the jurisdiction of India only. The reports should not be the sole or primary basis for any
investment decision within the meaning of any law or regulation (including the laws and regulations applicable in Europe
and also the USA).

BWR also wishes to inform that access or use of the said documents does not create a client relationship between the user
and BWR.

The ratings assigned by BWR are only an expression of BWR’s opinion on the entity / instrument and should not in any
manner be construed as being a recommendation to either, purchase, hold or sell the instrument.

BWR also wishes to abundantly clarify that these ratings are not to be considered as an investment advice in any
jurisdiction nor are they to be used as a basis for or as an alternative to independent financial advice and judgement
obtained from the user’s financial advisors. BWR shall not be liable to any losses incurred by the users of these Rating
Rationales, Rating Reports or its contents. BWR reserves the right to vary, modify, suspend or withdraw the ratings at any
time without assigning reasons for the same.

BWR’s ratings reflect BWR’s opinion on the day the ratings are published and are not reflective of factual circumstances
that may have arisen on a later date. BWR is not obliged to update its opinion based on any public notification, in any
form or format although BWR may disseminate its opinion and analysis when deemed fit.

Neither BWR nor its affiliates, third party providers, as well as the directors, officers, shareholders, employees or agents
(collectively, “BWR Party”) guarantee the accuracy, completeness or adequacy of the Ratings, and no BWR Party shall
have any liability for any errors, omissions, or interruptions therein, regardless of the cause, or for the results obtained
from the use of any part of the Rating Rationales or Rating Reports. Each BWR Party disclaims all express or implied
warranties, including, but not limited to, any warranties of merchantability, suitability or fitness for a particular purpose or
use. In no event shall any BWR Party be liable to any one for any direct, indirect, incidental, exemplary, compensatory,
punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost
income or lost profits and opportunity costs) in connection with any use of any part of the Rating Rationales and/or
Rating Reports even if advised of the possibility of such damages. However, BWR or its associates may have other
commercial transactions with the company/entity. BWR and its affiliates do not act as a fiduciary.

BWR keeps certain activities of its business units separate from each other in order to preserve the independence and
objectivity of the respective activity. As a result, certain business units of BWR may have information that is not
available to other BWR business units. BWR has established policies and procedures to maintain the confidentiality of
certain non-public information received in connection with each analytical process.

BWR clarifies that it may have been paid a fee by the issuers or underwriters of the instruments, facilities, securities etc.,
or from obligors. BWR’s public ratings and analysis are made available on its web site, www.brickworkratings.com.
More detailed information may be provided for a fee. BWR’s rating criteria are also generally made available without
charge on BWR’s website.

This disclaimer forms an integral part of the Ratings Rationales / Rating Reports or other press releases, advisories,
communications issued by BWR and circulation of the ratings without this disclaimer is prohibited.

BWR is bound by the Code of Conduct for Credit Rating Agencies issued by the Securities and Exchange Board of India
and is governed by the applicable regulations issued by the Securities and Exchange Board of India as amended from
time to time.
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