SMERA BOND RATINGS
SMERA

BONDS ® COMMERCIAL PAPER ® BANK LOANS

Press Release

ARIHANT CONSTRUCTIONS

January 30, 2018

Rating Reaffirmed

Total Bank Facilities Rated* Rs. 15.00 Cr.
Long Term Rating SMERA BBB- / Outlook: Stable

* Refer Annexure for details

Rating Rationale

SMERA has reaffirmed long-term rating of ‘SMERA BBB-’ (read as SMERA BBB minus) on the Rs. 15.00
crore bank facilities of ARIHANT CONSTRUCTIONS. The outlook is 'Stable’.

The Pune-based AC, a partnership firm established in 1983 is a Class-1 contractor for civil construction
projects. The firm undertakes irrigation, water treatment and related projects for government, semi-
government and private entities.

Key Rating Drivers

Strengths

« Established track record of operations and experience management
AC was established in 1983 as a partnership firm by Mr. Sachin Shah, Mr. Pramod Shah, Mr. Abhay Shah, Mr.
Richee Shah and Mr. Sagar Shah. Hence has its presence in construction business for over three decades.

 Long Association with government agencies

AC has executed projects for Pune Municipal Corporation, Pimpri Chinchwad Municipal Corporation,
Malegaon Municipal Council, Karmala Municipal Council and Shirur Municipal Corporation. All these
departments, being a government entity, counter-party default risk remains minimal. Although, risk
associated with delayed payment exist but due to good liasoning and promoter's extensive experience, AC
managed to collect payments within 50-60 days from work certification. With the promoter's extensive
industry experience, timely execution of projects, the company has been able to establish long-standing
relationship with its client.

» Healthy Order book position
Arihant constructions have healthy order book position marked by current orders in hand of Rs. 225.00
crore as on December 2017.

 Healthy financial risk profile
AC has healthy financial risk profile. The company has low gearing of 0.95 times as on 31st March 2017 as
compared to 0.79 times as on 31st March 2016. Total debt mainly consists of working capital borrowings.
AC has healthy coverage indicators with interest coverage ratio (ICR) of 2.88 times in FY2017 and 2.57
times in FY2016. Further the operating margins of the firm stood healthy at 10.67 percent in FY2016-17.

« Efficient working capital management and comfortable liquidity
AC has exhibited efficient working capital management. This was mainly on account of quick payments
received from customers due to established relations of over three decades. The company has cash & bank
balance of Rs. 1.37 crore as on 31st March 2017. Net cash accruals stands at Rs. 2.59 crore in FY2016-17 as
against CPLTD of Rs. 0.85 crore. Further the debtors stood at 42 days in FY2017 as compared to 44 days in
FY2016. The creditor days stood at 74 days in FY2017 as compared to 50 days in FY2016.

Weaknesses
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* Moderate scale of operations due to tender based nature of business
The operations of the AC are considered to be at moderate level despite the firm being in the construction
business from last 33 years. The company has achieved operating income of Rs. 36.02 crore in FY 2016-17
as compared to Rs. 28.11 crore in FY 2015-16. Being a civil contractor, the revenue of AC depends on the
number of successful bids and the tenders being released in the financial year.

e Competitive and fragmented industry
The company is engaged as civil contractor. The particular sector is marked by the presence of several mid
to big size players. The company faces intense competition from the other players in the sectors. Risk
become more pronounced as tendering is based on minimum amount of biding of contracts. However, this
risk is mitigated to an extent as management operating in this environment for last 33 years.

Analytical Approach
SMERA has considered standalone financial and business risk profile of the firm to arrive at the rating.

Outlook: Stable

SMERA believes that AC will maintain a stable outlook in the medium term on account of its experienced
management. The outlook may be revised to 'Positive' if the firm registers higher-than-expected growth in
revenues and net cash accruals while maintaining healthy debt protection metrics. Conversely, the outlook
may be revised to 'Negative' in case the firm registers lower-than-expected growth in revenues and
profitability or if the financial risk profile deteriorates due to higher than expected working capital
requirements.

About the Rated Entity - Key Financials

Operating Income Rs. Cr. 36.02 28.11 34.27
EBITDA Rs. Cr. 3.84 3.34 6.13
PAT Rs. Cr. 2.14 1.69 4.66
EBITDA Margin (%) 10.67 11.89 17.90
PAT Margin (%) 5.94 6.01 13.60
ROCE (%) 17.56 16.17 57.60
Total Debt/Tangible Net Worth Times 0.95 0.79 0.62
PBDIT/Interest Times 2.88 2.57 5.28
Total Debt/PBDIT Times 2.78 2.19 1.24
Gross Current Assets (Days) Days 251 226 223

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

Any other information
None

Applicable Criteria
« Default Recognition - https://www.smera.in/criteria-default.htm

¢ Infrastructure Entities - https: //www.smera.in/criteria-infra.htm
e Financial Ratios And Adjustments - https://www.smera.in/criteria-fin-ratios.htm

Note on complexity levels of the rated instrument
https://www.smera.in/criteria-complexity-levels.htm
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Date Nan_u_e ?f Instrument / Term Amount (Rs. Cr.) Ratings/Outlook
Facilities
Cash Credit Long INR 7.2 SMERA BBB- / Stable
Term
Long
24-Sep-2016 Bank Guarantee Term INR 2.7 SMERA BBB- / Stable
Long
Proposed Bank Guarantee Term INR 5.1 SMERA BBB- / Stable
*Annexure - Details of instruments rated
peps Date of Coupon Maturity |Size of the Issue .
Name of the Facilities [ssuance Rate Date (Rs. Cr.) Ratings/Outlook
. Not Not Not SMERA BBB- /
Cash Credit Applicable | Applicable | Applicable 7.20 Stable
Bank guarantee/Letter of Not Not Not 270 SMERA BBB- /
Guarantee Applicable | Applicable | Applicable ’ Stable
Not Not Not SMERA BBB- /
Proposed Applicable | Applicable | Applicable >10 Stable
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ABOUT SMERA

SMERA Ratings Limited is a joint initiative of SIDBI, D&B and leading public and private sector banks in
India. SMERA is registered with SEBI, accredited by RBI as an External Credit Assessment Institution (ECAI),
under BASEL-II norms for undertaking Bank Loan Ratings. SMERA Bond Ratings is a division of SMERA
Ratings Limited responsible for ratings of bank facilities, and capital market/money market debt
instruments such as Bonds, Debentures, Commercial Papers, Fixed Deposits, Certificate of Deposits etc.. For
more details, please visit www.smera.in.

Disclaimer: A SMERA 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. SMERA ratings 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, SMERA, in particular, makes no representation or warranty,
expressed or implied with respect to the adequacy, accuracy or completeness of the information relied upon.
SMERA 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. SMERA
ratings are subject to a process of surveillance which may lead to a revision in ratings as and when the
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circumstances so warrant. Please visit our website (www.smera.in) for the latest information on any instrument
rated by SMERA.
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