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Rating Rationale

Acuité has upgraded the long-term rating to ‘ACUITE BB’ (read as ACUITE double B) from
‘ACUITE B+’ (read as ACUITE B plus) on the Rs. 8.92 Cr bank facilities of USM Healthcare
(USM). The outlook is 'Stable’.

Rationale for rating upgrade

The rating upgrade takes into account the improvement in aggregate revenue from Rs. 36 Cr
in FY2021 to Rs. 40.99 Crin FY2022 (Provisional). The increase is attributable to the increased in-
patient and out-patient volumes, increase in average revenue per occupying bed day by 50
percent since FY2020. The rating also factors the experienced team of doctor and the overall
adequate liquidity of the firm marked by bank limit utilization of 86%, unencumbered cash and
bank balance of 3.23 Cr as on March 31, 2022 (Provisional) and a negative working capital
cycle.

However, the rating remains constrained due to modest scale of operations, average
financial risk profile marked by low net worth due to increased drawls by partners and high
dependence on Government companies and departments to generate revenues. Also the
rating earlier was downgraded on account of information risk. However, the information has
now beenreceived.

About the Company

The Bhopal based, USM Healthcare was established in 2014 as a partnership firm by Dr.
Subodh Varshney, Mr. Upmanyu Trivedi and Mr. Rajiv Gupta. The firm is engaged in running
hospital i.e. Siddhanta Red Cross Hospital with 52 beds. The Hospital specializes in providing
surgical facilities in the area of Gastro, Cardiac and Urology. In addition the hospital provides
Neurology, Oncology and critical care facilities.

Analytical Approach

Acuité has taken a standalone view of the financial and business risk profile of USM to arrive
at the rating.
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Key Rating Drivers
Strengths

* Experience of promoters and strong team of doctors:

The Promoters, Dr. Subodh Varshney, Mr. Upmanyu Trivedi and Mr. Rajiv Gupta possess
experience of more than two decades in managing businesses. Further, The hospital
specializes in Gastro Surgeries headed by Subodh Varshney, Cardiac Surgeries headed by
Sumit Bhatnagar and Uro Surgeries headed by Nivesh Sehra. Dr. Subodh Varshney and Dr.
Nivesh Sehra have been a part of Bhopal memorial and have an experience of over 20
years.

Acuité believes that promoters' business experience and experienced team of doctors will
enable the hospital strengthen its business profile.

* Improvement in revenue albeit declining margins:

USM's revenue witnessed a CAGR of 9% through FY2020-22. The revenue increased to Rs.
40.99 Crin FY2022 (Provisional) against Rs. 31.26 Crin FY2021. The growth is due to increase in
in-patient and out-patient volumes and average revenue per occupying bed day
(ARPOBD). The in-patient volumes increased from 5986 in FY2020 to 6483 in FY2022 (Provisional)
along with ARPOBD increasing from Rs. 9,689 in FY2020 to Rs. 14,461 in FY2022 (Provisional).
Further, the outpatient volumes increased from 23000 in FY2020 to 25,000 in FY2022
(Provisional), out-patient revenue accounts for 7-8 percent of the aggregate revenue.
However, operating margins of the firm declined from 18.84 percent in FY2020 to 15.16 in
FY2022 (Provisional) due to the pandemic. The increase in prices of hospital supplies coupled
with an acute shortage, besides, the Government capped the per patient charges during
the pandemic led to overall reduction in the profits. The firm earns substantial portion of its
revenue through Government departments and companies including Bharat Heavy
Electricals Limited, Madhya Pradesh Police, Central Government health scheme, Ex-service
contributory health scheme and Ayushman Bharat Yojana.

« Comfortable financial risk profile albeit lower financial risk profile:

USM'’s financial risk profile remains stable with low gearing and comfortable coverage
indicators. However, the net worth still remains low. The net

worth of the firm stood at Rs. 8.46 Cr as on March 31, 2022 (Provisional) against Rs. 8.32 Cr as
on March 31, 2021. Despite earning a PAT of Rs. 4.70 Cr in FY2022 (Provisional) the low
accretion to reserves is attributable to increased promoter drawings from Rs. 4.41 Crin
FY2021 to Rs. 5.64 Crin FY2022 (Provisional).

Further, the debt of the firm increased to Rs. 9.13 Cr as on March 31, 2022 (Provisional)
against Rs. 4.59 Crin the previous year. The increase in debt is due to availing overdraft
facility of ~Rs. 8.00 as the GCA days of the firm increased from 79 in FY2021 to 94 in FY2022
(Provisional) also, the partner's remuneration increased from 0.36 Crin FY2021 to Rs. 1.08 Crin
FY2022 (Provisional). However, the aggregate term loan of USM reduced by Rs. 3.46 Cr to Rs.
1.13 Cr as on March 31, 2022 (Provisional) since the loan was prepaid in Feb 2022.
Nonetheless, the firm follows conservative leverage policy marked by average gearing of

0.72 times through FY2020-22 with peak gearing of 1.08 times as on March 31, 2022
(Provisional).

Weaknesses

Inherent risk of capital withdrawal in a partnership firm

The firm is suscepfible to the inherent risk of capital withdrawal given its constitution. Any
significant withdrawal of the partner's capital will have a negative bearing on the financial
risk profile of the firm. There have been instances of withdrawals by way of partner
remuneration and drawings. The partner's remuneration in FY2022 (Provisional) increased to Rs.
1.08 Cr from 0.36 Crin FY2021. In addition the aggregate drawings in FY2022 (Provisional)
increased to Rs. 5.64 Cr against Rs. 4.41 Crin FY2021 and Rs. 2.58 Cr in FY2020.
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* Competitive Industry:
The hospital faces intense competition from several players in the vicinity including JK Hospital,
Citi Hospital, Akshaya Heart and Multi Speciality hospital among others.

Rating Sensitivities
« Sustained improvement in revenue while maintaining profitability.

e Increased withdrawals of retained earnings by partners through remuneration or
drawings, thereby adversely impacting the financial and liquidity profile of the firm.

Material covenants
None.

Liquidity Position: Adequate

The overall liquidity of the firm has remained adequate. USM has net cash accruals (NCA) of
Rs. 5.47-5.80 Cr through FY2020-22 against repayment obligation of Rs. 0.56-0.42. Going
forward, the NCA is expected to be in the range of Rs.6.90-7.59 Crin FY2023 and FY2024
against repayments of 0.47 and 0.11.

Further, the firm has a negative working capital cycle. However, the increased in GCA days,
reduction in credit days and increased partner remuneration and drawings has led the firm to
avail short term bank facility of Rs. 8.00 Cr. The bank limit utilization for the 7 month ended July
2022 stood at 86 percent.

However, the firm has unencumbered cash and bank balance of Rs. 3.23 Cr as on March 31,
2022 (Provisional). The current ratio of the firm declined to 0.94 times in FY2022 (Provisional)
against 1.75 times in FY2021.

Outlook: Stable

Acuité believes that the outlook on the rated facilities of USM will remain 'Stable' over the
medium term on account of its experienced management, stable profitability margins and
adequate liquidity. The outlook may be revised to 'Positive' if the hospital achieves higher
than expected growth in revenues and improved financial risk profile marked by low
dependence on short term borrowings. Conversely, the outlook maybe revised to 'Negative'
in case of decline in profitability or deterioration in the financial risk profile.

Key Financials

Particulars Unit FY 22 (Provisional) | FY 21 (Actual)
Operating Income Rs. Cr. 40.99 36.09
PAT Rs. Cr. 4.70 4.52
PAT Margin (%) 11.48 12.51
Total Debt/Tangible Net Worth Times 1.08 0.55
PBDIT/Interest Times 13.39 12.91

Status of non-cooperation with previous CRA (if applicable)

CRISIL vide its press release dated 25 August 2021, has classified USM as 'Issuer Noft
Cooperating' and rated 'CRISIL B+/Stable’.

Any other information
None.
Applicable Criteria

* Default Recognition - https://www.acuite.in/view-rating-criteria-52.htm
* Service Sector: https://www.acuite.in/view-rating-criteria-50.htm
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* Application Of Financial Ratfios And Adjustments: https://www.acuite.in/view-rating-criteria-
53.htm

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

Rating History

Name of Amount .
Date Instruments/Facilities Term (Rs. Cr) Rating/Outlook
Term L Long 007 ACUITE B+ (Downgraded and Issuer not
20 May erm Loan Term : co-operating*)
2021 Term L Long 6.65 ACUITE B+ (Downgraded and Issuer not
erm Ltoan Term : co-operating*)
Term L Long 6.65 ACUITE BB- [Downgraded and Issuer nof
25Feb erm Loan Term : co-operating®)
2020 Term L Long o7 ACUITE BB- (Downgraded and Issuer not
erm Ltoan Term : co-operating*)
Long ACUITE BB | Stable (Upgraded from
06 Dec Term Loan Term| 669 ACUITE B
2018 Long ACUITE BB | Stable (Upgraded from
Term Loan Term 2.27 ACUITE B)
1%%3 Term Loan %grnr% 8.92 ACUITE B (Issuer not co-operating®)
s Term Loan ongl g9 ACUITE B | Stable (Reaffirmed)
D08l temloan  |:ON9] 892 | ACUTEB | Stable [Asigned]
Acuité Ratings & Research Limited www.acuite.in

N S



Annexure - Details of instruments rated

Lender's Date Of | Coupon | Maturity [Quantum .
Name ISIN Facilities Issuance Rate Date |(Rs.Cr.) Rafing
ACUITE BB
| Stable |
Indian Not . Not Not Not Upgraded
Bank |Applicable Cash Credit Applicable|Applicable|Applicable 8.00 ( from
ACUITE B+
)
ACUITE BB
| Stable |
Not Not [ Froposed | o Not Not | oo1 |Upgraded
Applicable|Applicable Bonl?Fo il Applicable|Applicable|Applicable : ( from
Y ACUITE B+
)
ACUITE BB
| Stable |
Indusind Not Not Not Not Upgraded
Bank Ltd [Applicable Term Loan available | available | available 0.14 ( from
ACUITE B+
)
ACUITE BB
| Stable |
Yes Bank Not Noft Not Not Upgraded
Ltd  |Applicable ferm Loan available | available | available 0.77 ( from
ACUITE B+
)
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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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