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* Refer Annexure for details
Rating Rationale

Acuité has reaffirmed long-term rating of ‘ACUITE BB-' (read as ACUITE double B minus) and short term
rating of 'ACUITE A4+' (read as ACUITE A four plus) fo the Rs. 30.00 crore bank facilities of Honest
Enterprises Private Limited (HEPL). The outlook is'Stable’.

The Vadodara-based, HEPL was incorporated in 1999 by Mr. Laxmichand Vaghela, Mr.
Samudevi Vaghela, Mr. Hitesh Vaghela and others family members. Subsequently, the
constitfution was changed to public limited in July, 2016. The company is engaged in trading of
stainless steel flat products including coils, plates, sheet, pipes, and circles, among others. Steel is
sourced from domestic steel manufacturers and also imported from USA, China, Dubai and other
countries. The warehousing facility is located at Waghodia in Vadodara (Gujarat). HEPL caters to
industrial clusters across India.

Analytical Approach
Acuité has considered the standalone business and financial risk profile of HEPL for arriving at the rating.

Key Rating Drivers
Strengths

¢ Established track record of operations and experienced promoters
The company has been tfrading in stainless steel products for almost two decades and has established
long term relations with reputed suppliers including Jindal Stainless Limited, Steel Authority of India
Limited and Shah Alloys Limited. The company supplies steel mainly to engineering and industrial
goods manufacturing companies in India. The promoters, Mr. Laxmichand Vaghela and Mr. Hitesh
Vaghela collectively possess around four decades of experience in the metal frading industry. The
experienced promoters have helped HEPL maintain established relations with customers and suppliers.

* Diversified clientele
HEPL caters to a diversified client base. The top 10 customers constitute only around 30-35 percent of
the total revenue. The company has a customer base of around 250 companies all over India. The
products tfraded by HEPL are largely used in the engineering and industrial goods segment.
Further, the company has established relations with its key suppliers including Jindal Stainless Limited
and Steel Authority of India (SAIL).

Weaknesses

* Working capitalintensive operations
The operations are working capital infensive marked by Gross Current Asset (GCA) days of 118 in
FY2018 as against 136 in the previous year. The debtor days stood at 48 in FY2018 as against 66 days
in the previous year. Further, the average cash credit limit utilisation stood at ~ 80-90 percent for the
last six months ending September, 2018.
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* Profitability susceptible to volatility in raw material prices and forex rates

HEPL reported operating margin of 0.67 percent in FY2018 as against 1.50 percent in FY2017 and 1.45
percent in FY2016. Further, HEPL reported PAT margin of 1.08 percent in FY2018 as against 0.89
percent in the previous year. The PAT for FY2018 is entirely supported by non-operating income.
Further, PAT in FY2018 is also supported by income generated from sale of investment in subsidiary
company. The decline in operating margin in FY2018 is mainly on account of increase in raw material
cost. The material cost constituted around 97 percent of the total sales for FY2018. The main product
of the company is stainless steel, the prices of which are highly volatile. Further, the company imports
around 60-70 percent of its total purchases from China, Singapore and USA. Hence, the profitability of
the company is exposed to volatility in raw material prices and forexrates in the absence of adequate
hedging mechanism. Although, the risk of forex rate is covered to the extent of 50 percent by way of
forward confracts.

* Highly fragmented and competitive indusiry
The stainless steel industry is highly fragmented with organised and unorganised players. Hence, HEPL
faces stiff competition from these players which limits the pricing flexibility of the company.

Outlook: Stable

Acuité believes that HEPL will maintain a ‘Stable’ outlook over the medium term on account of its
established operations and experienced management. The outlook may be revised to 'Positive' in case
the company registers significant growth in revenue and profitability while maintaining a comfortable
liquidity profile. Conversely, the outlook may be revised to 'Negative' in case of deterioration in its
liquidity profile or financial risk profile due to higher than anticipated working capital requirements.

About the Rated Entity - Key Financials

Unit FY18 (Actual) FY17 (Actual) FY16 (Actual)
Operating Income Rs. Cr. 124.55 83.10 121.59
EBITDA Rs. Cr. 0.84 1.24 1.77
PAT Rs. Cr. 1.35 0.74 0.27
EBITDA Margin (%) 0.67 1.50 1.45
PAT Margin (%) 1.08 0.89 0.22
ROCE (%) 11.89 8.65 11.77
Total Debt/Tangible Net Worth Times 0.81 0.76 0.93
PBDIT/Interest Times 2.07 1.65 1.29
Total Debt/PBDIT Times 3.94 478 7.76
Gross Current Assets (Days) Days 118 136 104

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

Any other information
None

Applicable Criteria
e Default Recognition - hitps://www.acuite.in/criteria-default.ntm

* Financial Ratios And Adjustments -https://www.acuite.in/view-rating-criteria-40.htm
e Trading Entities - https://www.acuite.in/view-rating-criteria-6.htm

Note on complexity levels of the rated instrument
https://www.acuite.in/criteria-complexity-levels.htm
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Date Nan.'\.e. of Instrument / Term Amount (Rs. Cr.) Ratings/Outlook
Facilities
Cash Credit Long Term 6.50# ACUITE BB- / Stable
(Assigned)
17-Oct-2017 Electronic Dealer Short Term 9.90 ACUITE A4+
Finance (Assigned)
Discount Recourse Short Term 2.10 ACUITE A4+
under Letter of Credit (Assigned)
Letter of Credit Short Term 11.50A ACUITE A4+
(Assigned)

#Includes sublimit of Buyers Credit/Letter of Credit to the extent of Rs 6.50 crore; Bank Guarantee to the

extent of Rs. 4.27 crore, PSR limit of Rs.100.00 crore and Letter of Credit of Rs. 6.50 crore.
A Includes sublimit of Buyers Credit/Letter of Credit to the extent of Rs 6.50 crore

*Annexure - Details of instfruments rated

Name of the Facilities Iig:;g; C:‘;?:n Mg::;:y Size(:f&ﬂéer.l)ssue Ratings/Outlook
Cash Credit Appmlg;ble Appmlg;ble App?é);ble 6.50# ACSUTZEIBeB_ /
g;\ggzagDeder/Veﬂdor Appmlg;ble Appmlg;ble App?é);ble 9.90 ACUITE Ad+
LD;cT:é)ruonf’rCRreecdt?furse under Appmlg;ble Appmlg;ble App?é);ble 2.10 ACUITE Ad+
Letter of credit Appmlsgble Appmlsgble AppTc(;);ue 11.50A ACUITE A4+
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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 treated as a
recommendation or opinion that is intended to substitute for a financial adviser's orinvestor'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 arevision 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.

www.acuite.in

.

Acuité Ratings & Research Limited (crstwhile SMERA Ratings Limited)



