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Rating Rationale

SMERA has reaffirmed the long-term rating of ‘SMERA BBB-’ (read as SMERA BBB minus) and short
term rating of 'SMERA A3’ (read as SMERA A three) on the Rs. 1925.00 crore bank facilities of ITI
Limited. The outlook is 'Stable’.

Incorporated in 1948, ITI Limited (ITIL), India's first public sector undertaking became a public
limited company in 1958. The company manufactures telecom equipments including electronic
switching exchanges, transmission equipments, microelectronic and telephone instruments to name a
few. The company has six manufacturing facilities across India at Bengaluru (Karnataka), Naini (Uttar
Pradesh), Rae Bareli (Uttar Pradesh), Mankapur (Uttar Pradesh), Palakkad (Kerala) and Srinagar
(Jammu and Kashmir) with a network systems unit at Bengaluru. Additionally, ITIL has three research
and development units at Bengaluru, Naini and Mankapur.

Key Rating Drivers

Strengths

* Long track record of operations, experienced management
ITIL is engaged in the manufacturing of telecom equipments since 1948. The company is a preferred
contractor for Bharat Sanchar Nigam Limited (BSNL), Mahanagar Telephone Nigam Limited (MTNL)
and Indian Defence services. The management is led by Mr. S. Gopu, Chairman and Managing Director
and Mr. K. Alagesan, Director (Production) who possess more than three decades of experience in the
telecom industry.

« Support from the government of India (under revival plan)

The government of India holds 92.73 per cent stake in ITIL. Since 2013, the government has been
supporting ITIL financially as part of its revival plan for sick units. The company receives financial aid
by way of planned and non-planned expenditure (operational expenses). The planned expenditure
grant for project implementation (CAPEX) for upgradation of infrastructure (new projects) of
Rs.2264 crore was in the form of equity in FY2014-15 while Rs. 1892.79 crore was in the form of
grant-in- aid for statutory liabilities and other commitments made by ITI. These include redemption
of preferential share capital of BSNL/MTNL, arrears due to 1997 pay revision, VRS, establishment
cost during the implementation of revival plan and waiver of government guarantee fee. The last
revival plan was renewed in July 2017 and the next is due for revival in July 2018. Further, the
Ministry of Communications and Information Technology, Department of Telecommunications and
GOI have issued a letter of comfort to bankers for debt obligations of the company. ITIL has a priority
quota by which 30 per cent of BSNL, MTNL and BBNL's procurements have to be met by the
company. SMERA believes that ITIL will be able to revive its business and financial risk profile on the
back of the ongoing support of GOL

e Improvement in the business risk profile
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ITIL has registered a consistent year-on-year growth during the period under study. The revenues
increased to Rs. 1903.99 crore in FY2016-17, from Rs.1651.12 crore in FY2015-16 and Rs. 636.99
crore in FY2014-15. This is on account of orders amounting to Rs. 2984.15 crore received for
Network of Spectrum (NFS) for procurement, trenching, laying, installation and maintenance of the
total 13,539 Km Optical Fiber Cable Route (OFC) in West Bengal, Orissa, Bihar, Jharkhand, Sikkim
among other states. The EBIDTA margins improved to 17.67 per cent in FY2015-16 from operating
loss of 23.01 per cent FY2014-15. The EBIDTA margins stood at 16.27 per cent in FY2016-17. The
improvement in profit margins is on account of reduction of employee cost as ITIL received capital
grants worth Rs.155 crore for Voluntary Retirement Scheme (VRS) of 1,200 employees. SMERA
believes that ITIL will maintain a stable outlook on the back of a healthy order book and committed
procurement arrangement with BSNL, MTNL and BBNL.

Weaknesses

* Working capital intensivebusiness

The operations are working capital intensive on account of high debtor days. The debtor days for
FY2015-16 stood at 804 compared to 1304 days in the previous year. Further in FY2016-17 the
debtor days stood at 473 days. The gross current asset (GCA) stood at 557 days for FY2016-17 as
against 719 days for FY2015-16. SMERA believes that the liquidity profile of the company will
continue to be stretched due to delayed payments from clients leading to high dependency on
working capital funding by the bank and financial aide from the Indian government.

* Below average financial riskprofile

ITIL is a sick unit under Sick Industrial Companies Act. The company's tangible networth is negative
as on 31 March, 2017 due to accumulated losses. The total debt of Rs. 1479.17 crore as on 31 March,
2017 comprises Rs. 300.00 crore of preference share capital, Rs. 300.00 crore loans from GOI and the
remaining Rs. 879.17crore as cash credit. The interest coverage ratio (ICR) stood at 3.11 times for
FY2016-17 compared to 2.68 times for FY2015-16. SMERA believes that with continuous support
from GOI and improvement in net cash accruals, the financial risk profile of ITIL will improve in the
medium to long term.

Analytical Approach
SMERA has considered the standalone financial and business risk profiles of ITI Limited.

Outlook: Stable

SMERA believes that ITIL will maintain a stable outlook and continue to benefit over the medium term
from its long track of operations, established market position and ongoing support from the
government. The outlook may be revised to 'Positive’ if the company reports higher than expected
revenues and improvement in profit margins on account of successful bidding and completion of
telecom projects. Conversely, the outlook may be revised to 'Negative' in case of delays in project
execution leading to low profitability or deterioration in its liquidity profile.

About the Rated Entity - Key Financials

For FY016-17, ITI Ltd registered profit after tax (PAT) of Rs.304.88 crore on operating income of
Rs.1904.57 crore compared to PAT of Rs.251.19 crore on operating income of Rs. 1651.12 crore in
FY2015-16. Further, the net worth stood negative during FY2014 to FY2017 on account of
accumulated losses.

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

Any other information
None

Applicable Criteria
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* Default Recognition - https: //www.smera.in/criteria-default.htm
¢ Manufacturing Entities - https://www.smera.in/criteria-manufacturing.htm
« 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

Rating History (Upto last three years)

Date Nan_le.e f’f Instrument / Term Amount Ratings/Outlook
Facilities
(Rs.Cr.)
Cash Credit LT 76.00 SME?QSEB_ /
Cash Credit LT 77 40 SME?QSEB_ /
Cash Credit LT 44.00 SMERA BBB- /
Stable
Cash Credit LT 24.00 SMERA BBB- /
Stable
Cash Credit LT 10.00 SMERA BBB- /
Stable
Cash Credit LT 20.00 SMERA BBB- /
Stable
Cash Credit LT 45.00 SMERA BBB- /
Stable
Cash Credit LT 37.00 SMERA BBB- /
Stable
Cash Credit LT 52 60 SMERA BBB- /
Stable
22-Aug-2016 :
Cash Credit LT 46.00 SMERA BBB- /
Stable
Cash Credit LT 30.00 SMERA BBB- /
Stable
Cash Credit LT 45.00 SMERA BBB- /
Stable
Cash Credit LT 372.00 SMERA BBB- /
Stable
Cash Credit LT 106.00 SMERA BBB- /
Stable
i SMERA BBB- /
Proposed Cash Credit LT 200.00 Stable
Letter of credit ST 60.00 SMERA A3
Bank guarantee/Letter 16.00 SMERA A3
; ST
of credit
Letter of credit ST 36.00 SMERA A3
Bank guarantee/Letter ST 10.00 SMERA A3
of Guarantee
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Letter of credit ST 30.00 SMERA A3
Bank guarantee/Letter

of Guarantee ST 1.00 SMERA A3
Letter of credit ST 37.00 SMERA A3
Letter of credit ST 33.00 SMERA A3
Bank guarantee/Letter

of Guarantee ST 1.00 SMERA A3
Letter of credit ST 281.00 SMERA A3
Bank guarantee/Letter

of Guarantee ST 28.00 SMERA A3
Letter of credit ST 8.00 SMERA A3
Bank guarantee/Letter

of Guarantee ST 18.00 SMERA A3
Letter of credit ST 5.00 SMERA A3
Bank guarantee/Letter

of Guarantee ST 5.00 SMERA A3
Letter of credit ST 84.00 SMERA A3
Letter of credit ST 32.00 SMERA A3
Bank guarantee/Letter

of Guarantee ST 3.00 SMERA A3
Proposed Bank

Guarantee ST 42.00 SMERA A3
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*Annexure - Details of instruments rated

Name of the Facilities l?sztlt:n(::fe C(I){l;lt’gn M?)t:tlzty Size((;{fstll:;(l)srsel;e Ratings/Outlook
Cash Credit Appl\lli(zzble Appl;Ii(;;ble AppI\lIi(Z;ble 10.00 SME?QSEB =/
Cash Credit ApplTicé;ble Appl;Ii(():;ble ApplTi(():;ble 76.00 SME;{tgbBleB =/
Cash Credit Appl\lli(zzble Appl;Ii(;;ble AppI\lIi(Z;ble 7740 SME?QSEB =/
Cash Credit Appl\lli(é;ble AppI;Ii(ztz;ble AppI\l]i(;;ble 44.00 SMEgcgl?leB >/
Cash Credit Appl\lli(():;ble Applfii;ble AppI;Ii(():;ble 24.00 SMEgtjz?bBltle3 =/
Cash Credit Appl\lli(é;ble AppI;Ii(ztz;ble AppI\lIi(;;ble 10.00 SMEgcgl?leB >/
Cash Credit Appl\lli(é;ble AppI;Ii(ztz;ble AppI\l]i(;;ble 20.00 SMEgcgl?leB >/
Cash Credit Appl\lli(():;ble Applfii;ble AppI;Ii(():;ble 45.00 SMEgtjz?bBltle3 =/
Cash Credit Appl\lli(é;ble AppI;Ii(ztz;ble AppI\l]i(;;ble 37.00 SMEgcgl?leB >/
Cash Credit Appl\lli(éZble Applfingle Applfingle 5260 SMESigkﬁeB >/
Cash Credit Appl\lli(;;ble Applfii;ble AppI;Ii(Z;ble 46.00 SME?tgbBlE =/
Cash Credit Appl\lli(;;ble Applfingle Applfingle 30.00 SMESligk?leB =/
Cash Credit Appl\lli(;;ble Applfingle Applfingle 45.00 SMESligk?leB =/
Cash Credit Appl\lli(;;ble Applfii;ble AppI;Ii(Z;ble 372.00 SME?tgbBlE =/
Cash Credit Appl\lli(;;ble Applfingle Applfingle 106.00 SMESligk?leB =/
Proposed Cash Credit Appl\lli(;;ble Applfingle Applfingle 200.00 SMESligk?leB =/
Letter of credit Appl\lli(;;ble Appl;Iioc;ble AppI;Ii(():;ble 60.00 SMERA A3
Bank guarantee/Letter Not Not Not 16.00 SMERA A3
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of Guarantee Applicable | Applicable | Applicable

Letter of credit Applfi‘;;ble Applfi‘;;ble Appl;li‘;;ble 36.00 SMERA A3
E? glliagl‘lil?ll:ciztee/Letter Appl\llicé;ble Appl\llicé;ble Applfingle 10.00 SMERA A3
Letter of credit Appl\llizzble Appl\llizzble Applfingle 30.00 SMERA A3
5? Elliagl:l?liir;tee/Letter AppTingle AppTingle Applfiz;ble 1.00 SMERA A3
Letter of credit Appl\llicé;ble Appl\llicé;ble Applfingle 37.00 SMERA A3
Letter of credit Appl\lli‘;;ble Appl\lli‘;;ble Applfi‘;ble 33.00 SMERA A3
S? ?}l:agl:l?liaer;tee/Letter Appl\lli(():;ble Appl\lli(():;ble Applfiz;ble 1.00 SMERA A3
Letter of credit Appl\lli(z:;ble Appl\lli(z:;ble Appl;Ii(():;ble 281.00 SMERA A3
S? ?}l:agl:l?liaer;tee/Letter Appl\lli(():;ble Appl\lli(():;ble Applfiz;ble 28.00 SMERA A3
Letter of credit Appl\lli(ZZble Appl\lli(z:'cable Applfiizble 8.00 SMERA A3
E? gl:agrl;aill;iztee/Letter Appl\lli(z:'cable Appl\lli(z:'cable Applfiizble 18.00 SMERA A3
Letter of credit Appl\lli(;;ble Appl\lli(;;ble Applfiz;ble 500 SMERA A3
E? glliagrljair’ciztee/Letter Appl\lli(;;ble Appl\lli(;;ble Applfiizble 500 SMERA A3
Letter of credit Appl\lli‘;;ble Appl\lli‘;;ble Applfi‘z;ble 84.00 SMERA A3
Letter of credit Appl\lli‘;;ble Appl\lli‘;;ble Applfi‘z;ble 32.00 SMERA A3
E? glliagrljair’ciztee/Letter Appl\lli(;;ble Appl\lli(;;ble Applfiizble 3.00 SMERA A3
Ei(;rl)‘zz(:ge}gank Appl\lli(é;ble Appl\lli(é;ble AppI;Ii(;;ble 42.00 SMERA A3
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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 circumstances so warrant. Please visit our website (www.smera.in) for the latest information on
any instrument rated by SMERA.




