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Rating Rationale

Acuité has reaffirmed the long-term rating of ‘ACUITE BBB-' (read as ACUITE triple B minus) and short
term rating of '"ACUITE A3' (read as ACUITE A three) to the Rs.75.00 crore (enhanced from Rs. 54.57
crore) bank facilities of Saab Engineering (Saab). The outlook is 'Stable’.

Saab is a Bengaluru-based partnership firm established in 1989 by Mr. Ajay Balagopal and Mr. Sanjiv
Balagopal. The firm was established to take over the existing business of Precision Engineering, a
proprietorship concern set up in 1986 by Mr. Ajay Balagopal. The firm manufactures automotive
components including alternator pulleys, spark plug housings and sintered gears, among others at
Bangaluru and has total installed capacity of 1070 tonnes per month. It caters to automobile
companies in Bangaluru, Pune and Chennai and also exports to Spain, Germany, Brazil, Romania,
South Africa and Argentina to name a few.

Analytical Approach

Acuité has considered the standalone business and financial risk profiles of Saab to arrive at the
rating.

Key Rating Drivers

Strengths

* Established track record of operations and experienced partners

Saab, a partnership firm has been manufacturing automotive components for the last three decades
and catering to marquee names including Bosch Limited, Lucas Indian Service Limited and
Schneider Elecftrical India Private Limited. The partners’ possess extensive experience of around
three decades in the manufacturing of automotive components. Acuité believes that SE will
continue to benefit from its established frack record of operations, diversified product range and
long standing relations with reputed clientele.

* Moderate financial risk profile

The financial risk profile is marked by healthy net worth of Rs.27.27 crore as on 31 March, 2018 as
against Rs.20.95 crore in the previous year. The gearing (debt-equity) improved fo 2.60 times as on
31 March, 2018 as against 2.87 fimes as on 31 March, 2017. The total debt of Rs.70.85 crore mainly
consists of long ferm  debt of Rs.37.59 crore as on 31 March, 2018 and short term debt of Rs.33.26
crore as on 31 March, 2017. The total outside liabilities to tangible net worth (TOL/TNW) stood at

3.30 times as on 31 March, 2018 as against 3.51 times in the previous year. The coverage indicators
are comfortable with interest coverage ratio (ICR) of 4.95 fimes in FY2018 as against 3.51 times in
the previous year. Further, the debt service coverage ratfio (DSCR) stood comfortable at 2.79 times
in FY2018 as against 2.71 times in the previous year.
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* Improving revenue supported by healthy order book

The operating revenue of Saab has significantly improved to Rs.167.20 crore for FY2018 as
compared fo Rs.119.85 crore in FY2017. The fim has booked revenue of Rs.159.25 crore fill
December 2018. The healthy order book of the firm stood at Rs.170.75 crore as on December 2018
and is expected to be executed within FY2019 and first quarter of FY2020. The improvement in
revenue is marked by increase in capacity utilisation and adding of new products in the portfolio.

Weaknesses

* Declining margins and susceptibility to volatility in raw material prices

The operating margins and PAT margins have declined to 14.83 percent and 4.44 percent in FY2018
as compared to 18.35 percent and 5.44 percent in FY2017, mainly on account of increase in raw
material cost i.e. iron and steel, interest and depreciation cost. The prices of the main raw material,
iron and steel are volatile in nature impacting margins.

* Moderate working capital cycle

The operations are moderately working capital intensive as reflected in the Gross Current  Assets
(GCA) of 121 days for FY2017-18 as against 115 days in the previous year. The elongation in the
GCA days is mainly on account of stretched debtor days of 82 in FY2018 as compared to 68 days in
FY2017. The average cash credit limit utilisation has been high at 96.18 percent for the last six
months ended December, 2018.

* Risk of withdrawal of capital

Saab being a partnership constitution is exposed to the capital withdrawal risk. However, the same
has not been observed in the past.

Liquidity Position

SE has moderate liquidity profile marked by healthy net cash accruals to its maturing debt
obligations. The firm generated cash accruals of Rs.16.01 crore during the FY2017-18 and of Rs.13.71
crore during the FY2016-17. The cash accruals of the firm are estimated to remain adequate during
FY2019 to 2021 to support additional repayment obligations for the planned debt funded
expenditure of Rs.16.00 crore for sefting up a new unit. The firm'’s operations are moderately working
capital intensive as marked by gross current asset (GCA) days of 121 in FY2018. Saab’s reliance on
working capital borrowings is moderate; the cash credit limit in the firm remains uflilised at 96.18
percent during the last six months period ended December 2018. The firm maintains unencumbered
cash and bank balances of Rs.0.84 crore as on March 31, 2018. The current ratfio stood low at 1.00
time as on March 31, 2018. The firm is likely to incur capex of Rs.22.00 crore in FY2019 and FY2020
which is likely to be partially funded by net cash accruals and external borrowing of Rs.16.00 crore.
Acuité believes that the liquidity of the firm is likely to remain adequate over the near to medium
term on account of healthy order book position, cash accruals and no major repayments over the
medium ferm.

Outlook: Stable

Acuité believes that the outlook of Saab will remain ‘Stable’ over the medium term owing fo its
experienced management and long standing relationships with customers. The outlook may be
revised to 'Positive’ if the firm achieves higher than expected revenue and profitability while effectively
managing its working capital cycle. Conversely, the outlook may be revised to 'Negative' if the
firm registers significant decline in cash accruals or stretched working capital cycle resulting in
deterioration of its financial risk profile.
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Unit FY18 (Actual) FY17 (Actual) FY16 (Actual)
Operating Income Rs. Cr. 167.20 119.85 106.09
EBITDA Rs. Cr. 24.80 21.59 17.86
PAT Rs. Cr. 7.42 6.12 6.04
EBITDA Margin (%) 14.83 18.01 16.84
PAT Margin (%) 4.44 5.10 5.69
ROCE (%) 18.29 21.03 26.38
Total Debt/Tangible Net Worth Times 2.60 2.87 2.26
PBDIT/Interest Times 4.95 4.90 5.46
Total Debt/PBDIT Times 2.84 2.76 2.07
Gross Current Assets (Days) Days 121 115 114
Status of non-cooperation with previous CRA (if applicable)
Not Applicable
Any other information
None
Applicable Criteria
* Default Recognition - hitps://www.acuite.in/criteria-default.htm
* Manufacturing Entifies - hitps://www.acuite.in/view-rating-criteria-4.nfm
¢ Financial Ratios And Adjustments - https://www.acuite.in/view-rating-criteria-20.htm
Note on complexity levels of the rated instrument
https://www.acuite.in/criteria-complexity-levels.htm
Rating History (Upto last three years)
Dat Name of Instrument I Amount Ratings/Outlook
ate / Facilities erm (Rs. Crore)
18.00™ ACUITE BBB- / Stable
Cash Credit Long Term (enhanced )
from Rs.16cr) (Reaffirmed)
. . ACUITE A3
Packing Credit Short Term 1.00** (Reaffirmed)
ACUITE BBB- / Stable
Term Loan Long Term 1.50 (Reaffirmed]
I . ACUITE A3
05-Nov-2018 Bills Discounting Short Term 4.001 (Reaffirmed)
ACUITE BBB- / Stable
Term Loan Long Term 9.00# (Reaffirmed]
" ACUITE BBB- / Stable
Term Loan Long Term 5.00 (Reaffirmed)
" ACUITE BBB- / Stable
Term Loan Long Term 5.00 (Reaffirmed]
ACUITE BBB- / Stable
Term Loan Long Term 4.40 (Reaffimned)
ACUITE A3
Bank Guarantee Short Term 1.00** (Reaffimed)
ACUITE BBB- / Stable
Term Loan Long Term 0.17 (Reaffimed]
ACUITE BBB- / Stable
Term Loan Long Term 3.61 (Reaffirmed)
ACUITE BBB- / Stable
Term Loan Long Term 0.87 (Reaffirmed)
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Proposed Long

Long Term

3.02

ACUITE BBB- / Stable

Term Loan (Reaffirmed)
Cash Credit Long Term 16.00%* lssuer ﬁglﬂlﬁggg;oﬂng*
Term Loan Long Term 3.21 lssuer r/:glﬂ:lgz—c?gg;oﬂng*
Packing Credit Short Term 1.00** lssuer nlg?gg—iégroﬂng*
17-5ep-2018 Bills Discounting Short Term 4.001 lssuer n/g?gg—iggroﬂng*
Term Loan Long Term 9.00# lssuer ?gﬂlﬁfsg}gﬁng*
Term Loan Long Term 5.00* lssuer rl?ocfrlggE—onBg;oﬂng*
Term Loan Long Term 5.00* lssuer rl?cger:;lLE-oBgz;o’ring*
Bank Guarantee Short Term 1.00 lssuer n/g?gg—iggroﬂng*
Term Loan Long Term 4.40 lssuer :oqrggz—gggoﬂng*
Term Loan Long Term 0.17 lssuer ﬁgggﬁggg;wing*
Term Loan Long Term 3.61 lssuer :oqrggz—gggoﬂng*
Term Loan Long Term 0.87 lssuer r?cSrLcjzlLE—cfgg;o’ring*
;’;?raol_soe(;jnLong Long Term 1.31 Issuer :cﬁli:lf-c?gz;oﬁng*
Cash Credit Long Term 16.00** ACUI(T/ESEiZBr;e/j)‘robIe
Term Loan Long Term 3.21 ACUIT(E\;BS?Sr—]éj)TobIe
Packing Credit Short Term 1.00** é\égslljgrlwzeg?
. . . A ACl.JITE A3
6 Avg 2017 Bills Discounting Short Term 4.00 ACUl(TAES:an_e/dS)TOble
Term Loan Long Term 9.00# (Assigned)
Term Loan Long Term 5.00* ACUlT(E\ESiBgBr_] é j;roble
Term Loan Long Term 5.00* ACUl(T,EsEiBgBr; e/ O?)’roble
Bank Guarantee Short Term 1.00** é\ﬁgslgrfeg?
Term Loan Long Term 4.40 ACU'{ESEIZBHG/dS)TOble
Term Loan Long Term 0.17 ACUlT(E\ES?;—]éj)TOble
Term Loan Long Term 3.61 ACUI(TE\SEiBgBr;e/s)’erIe
Term Loan Long Term 0.87 ACUlT(E\ES?;—]éj)TOble
| gt | a | OO

**Cash Credit facility is Fully Interchangeable with FBE (purchase/discount/negotiate of export bill),

Packaging Credit, Bank Guarantee and maximum utilisation is Rs.18.00 crore
AFully inferchangeable with cash credit

#Fully interchangeable with FCNR (Bank) Loan
* Fully interchangeable with FCNR (Bank) Loan, Buyer'’s Credit and Capex letter of credit
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Name of the Date of Coupon | Maturity Date | Size of the Issue Ratings/Outlook
Facilities Issuance Rate (Rs. Crore)
Cosh Crodit Not Not Not (enhc]ngég:?rom ACUITE BBB- / Stable
Applicable | Applicable | Applicable Rs.16Cr) (Reaffirmed)
Term loans Not Not Not 0.76 ACUITE BBB-/Stable
Applicable | Applicable | Applicable : (Reaffirmed)
. . Not Not Not - ACUITE A3
Packing Credit Applicable | Applicable | Applicable 1.00 (Reaffrmed)
7AY
Purchase bl Not Not Not 1150 ACUITE A3
. . Applicable Applicable ) (enhanced from .
discounting Applicable Rs.4cr) (Reaffirmed)
Term loans Not Not Not 7 6ddt ACUITE BBB-/Stable
Applicable Applicable Applicable ) (Reaffirmed)
Term loans Not Not Not 3.99% ACUITE BBB-/Stable
Applicable Applicable Applicable ) (Reaffirmed)
Term loans Not Not Not 4.19* ACUITE BBB-/Stable
Applicable Applicable Applicable ) (Reaffirmed)
Foreign Currency Not Not Not 390 ACUITE BBB-/Stable
Term Loan Applicable Applicable Applicable ) (Reaffirmed)
Term loans Not Not Not 0.09 ACUITE BBB-/Stable
Applicable Applicable Applicable ) (Reaffirmed)
Term loans Not Not Not 196 ACUITE BBB-/Stable
Applicable Applicable Applicable ) (Reaffirmed)
Term loans Not Not Not 0.52 ACUITE BBB-/Stable
Applicable | Applicable | Applicable : (Reaffirmed)
T | Not Not Not 534 ACUITE BBB-/Stable
ermloans Applicable Applicable Applicable ) (Reaffirmed)
Not Not Not ACUITE A3
Bank Guarantee Applicable Applicable Applicable 1.00% (Reaffirmed)
Proposed Long Not Not Not 17 8] ACUITE BBB-/Stable
Term Loan Applicable Applicable Applicable ’ (Reaffirmed)

Note: Maximum Utilisation will be Rs. 75.00 crore
**Cash Credit facility is Fully Interchangeable with FBE (purchase/discount/negotiate of export bill),
Packaging Credit, Bank Guarantee and maximum ufilisation is Rs.18.00 crores.
AFully inferchangeable with cash credit

#Fully interchangeable with FCNR (Bank) Loan
* Fully interchangeable with FCNR (Bank) Loan, Buyer’s Credit and Capex letter of credit
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About Acuité Ratings & Research:

Acuité Ratings & Research Limited (Erstwhile SMERA Ratings Limited) is a full-service Credit Rating
Agency registered with the Securities and Exchange Board of India (SEBI). The company received RBI
Accreditation as an External Credit Assessment Institution (ECAI), for Bank Loan Ratings under BASEL-II
norms in the year 2012. Since then, it has assigned more than 6,000 credit 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 Mumbai.

Disclaimer: An Acuité rating does not constitute an audit of the rated entity and should not be ftreated as a
recommendation or opinion that is intended fo substitute for a financial adviser's or investor's independent
assessment of whether to buy, sell or hold any security. Acuité 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, Acuité, inparticular, 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. Acuité ratings are subject to a process of surveillance which may lead to
a revision in ratings 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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