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Rating Rationale

Acuité has downgraded the long term rating to ‘ACUITE BB+’ (read as ACUITE double B plus) from ‘ACUITE
BBB' (read as ACUITE triple B) and short term rating to ‘ACUITE A4+’ (read as ACUITE A four plus) from
‘ACUITE A3+’ (read as ACUITE A three plus) on the Rs.395.00 crore bank facilities of Shah Brothers Ispat
Private Limited. The outlook has been revised to ‘Negative’ from ‘Stable’.

The rating downgrade is in view of significant liquidity pressures resulting in intermittent irregularities in
servicing working capital facilities with the banks. The liquidity pressure is mainly on account of delayed
realizations from its clients.

The revision in the outlook is based on Acuité's expectation that, the liquidity profile is expected to be
under stress over near to medium term. Any further deterioratfion in the liquidity will impart a further
downward bias to the rating.

Shah Brothers Ispat Private Limited (SBIPL), was established in 1958 as a partnership firm by Mr. Chinubhai
Shah and Mr. Pravin Mehta and converted to private limited in 2004. The company is engaged in the
frading of iron and steel products (boiler quality steel plates, vessel steel plates, HR Coils, Mild Steel Plates
among others) that are supplied to industrial boiler manufacturing companies across the country. The
company is currently headed by Mr. Rajesh Shah and Mr. Sanjiv Mehta. SBIPL accredited ISO 2001:2000
has stock-yard facility spread across 30,000 sg. meters with overhead cranes of 35 MT load capacity at
Taloja. It has five other warehouses at Hyderabad, Ahmedabad, Trichy, Bangalore and Chennai.

Analytical Approach
Acuité has considered the standalone business and financial risk profiles of the SBIPL to arrive at this rating.

During the last rating exercise, the unsecured loans to the fune of Rs.16.44 crore were considered as quasi
equity based on the undertaking by the promoters that they would be subordinated to bank facilifies.
However, Acuité has observed certain repayments of these loans in FY2018 and hence the balance has
been freated as debt.

Key Rating Drivers

Strengths

e Established presence the steel frading segment
SBIPL has six decades of operations in the steel frading business. The company was incorporated by Mr.
Chinubhai Shah and Mr. Pravin Mehta in 1958 and it is currently handled by second generation
comprising Mr. Rajesh Shah and Mr. Sanjiv Mehta. The promoters, Mr. Rajesh Shah and Mr. Sanjiv Mehta
collectively possess around three decades of experience in the steel frading segment.

SBIPL maijorly deals in frading of boiler quality steel plates which contribute around 75 percent of its total
revenues. The established presence in the market has helped the company develop and maintain long
standing relations with reputed suppliers and customers.
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Acuité believes that the company will continue to be benefited by its established presence in the
market and experienced promoters over medium term.

Weaknesses

e Working capital intensive nature of operations marked by stretched receivables
The operations of SBIPL continued to be working capital intensive marked by its gross current assets
(GCA) of 198 days in FY2018 against 207 days in FY2017. The high GCA days on account of stretched
receivables of 138 days for FY2018 as against 133 days in FY2017. Out of total receivables of Rs.265.06
crore as on 31 March 2018, Rs.121.28 crore are above six months, in which Rs.72.94 crore are considered
doubftful on account of pending litigations against them. The inventory days stood at 48 days for FY2018
as against 69 days in FY2017.

Due to delays in realization of receivables, there have been instances of infermittent irregularities due to
of devolvement of Letter of Credit (LC) in the recent past.

Acuité believes, timely realization of the debtors in order to improve its working capital operations and
the liquidity position will be a key rating sensitivity.

e Moderate financial risk profile

SBIPL has moderate financial risk profile marked by healthy net worth albeit moderate debt protection
metrics. SBIPL's net worth stood at around Rs.97.47 crore as on March 31, 2018 as against Rs.95.13 crore
as on 31 March 2017. The coverage indicators stood low with Interest Coverage Ratio (ICR) stood at 1.11
times in FY2018 as against 1.18 times for FY2017 on account of stable operating profits for past three
years coupled with high interest cost pertaining to LC charges. The TOL/TNW ratio stood high at 3.61
times as on 31 March 2018 as against 4.27 fimes as on 31 March, 2017 majorly on account of high
dependence on the working capital facilities.

Acuité believes the company to maintain its financial risk profile near to medium term in absence of
major debf funded capex plans.

¢ Low profitability margins susceptible to raw material prices

SBIPL reported EBITDA margin of 5.18 percent for FY2018 as against 4.39 percent in the previous year. The
improvement in the margins is mainly on account of decline in raw material prices. However, the profit
after tax (PAT) margin is thin at 0.33 percent for FY2018 as against 0.25 per cent in the previous year
mainly on account of high interest cost on bank borrowings and unsecured loan. Further, the margins of
the company are susceptible to fluctuations in the raw material prices i.e. steel prices.

e Presence in highly competitive and fragmented industry with exposure to inherent cyclicality

SBIPL is operating in competitive and fragmented natfure of industry. There are several players who are
engaged in trading of iron and steel products business in organized and unorganized sector. Further,
profit margins and sales of the company remains exposed o inherent cyclicality in the steel industry and
global demand supply dynamics.

Outlook: Negative

Acuité believes that the SBIPL's credit profile will be impacted by stretched receivable position resulting in
infermittent delays in servicing of debt obligations over the near to medium term. The rafting may be
downgraded in case of further elongation in the working capital cycle further impairing its ability to meet its
debft obligations in timely manner. Conversely, the outlook may be revised to 'Stable' in case of significant
and sustainable improvement in working capital cycle thereby translating into significant improvement in its
liquidity profile and Debt protection indicators.

Liquidity Position

SBIPL has stretched liquidity resulting in intermittent irregularities in servicing working capital facilities with the
banks. The liquidity pressure is mainly on account of delayed realizations from its clients. The company
generated cash accruals in the range of Rs.3.04 crore to Rs.3.36 crore during the last three years through
2017-18. SBIPL's operations are working capital intensive marked by its gross current assets (GCA) of 198
days in FY2018 against 207 days in FY2017. Due to delays in realization of receivables, there have been
instances of intermittent irregularities due to of devolvement of Letter of Credit (LC) in the recent past.
Acuité believes, timely realization of the debtors in order to improve its working capital operations and the
liquidity position will be a key rating sensitivity.
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Unit FY18 (Actual) FY17 (Actual) FY16 (Actual)
Operafing Income Rs. Cr. 713.14 775.02 752.49
EBITDA Rs. Cr. 36.91 33.99 25.65
PAT Rs. Cr. 2.34 1.98 3.21
EBITDA Margin (%) 5.18 4.39 3.41
PAT Margin (%) 0.33 0.25 0.43
ROCE (%) 31.52 27.80 20.62
Total Debt/Tangible Net Worth Times 0.33 0.36 0.54
PBDIT/Interest Times 1.11 1.18 1.19
Total Debt/PBDIT Times 0.82 0.95 1.80
Gross Current Assets (Days) Days 198 207 191
Status of non-cooperation with previous CRA (if applicable)
None
Any other information
None
Applicable Criteria
e Default Recognition -https://www.acuite.in/view-rating-criterio-17.htm
e Trading entities - hitp://acuite.in/view-rating-criteria-6.ntm
e FinancialRatios 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)
Date Nam7 Fo; (I::}isttigjsmen'r Term Amount (Rs. Cr) Ratings/Outlook
. ACUITE BBB/Stable
Cash Credit Long term 16.50 (Assigned)
Cash Credit Long term 7.70 ACU(I;\ESiBgB:éZT)obIe
Cash Credit Long term 4.50 ACU(E\ES?QBE(;?)O ble
Cash Credit Long term 4.50 ACLJ(I/I\E;?;:éZ’r)ObIe
Bank Guarantee Short term 12.50 A(\,i:sggigg;
Letter of Credit short ferm 168.50 ssianod)
07-Nov-17 Bank Guarantee Short term 3.74 /?Esg:;ié\gf
Letter of Credit Short term 82.26 'A(\Esggigg;
Bank Guarantee Short term 3.25 'A(‘ESLSJ:;EQST
Letter of Credit Short term 43.75 'A(\gsg:;igg;
Bank Guarantee Short term 3.25 'A(\ESEII;E]QS;
Letter of Credit Short term 43.75 'A(‘gsggiggr
Proposed Letter of ACUITE A3+
Credit Short Term 0.80 (Assigned)
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_— Date of Coupon Maturity Size of the Issue .
Name of the Facilities lssuance Rate Date (Rs. Crore) Ratings/Outlook
ACUITE BB+/Negative]
Cash Credit A '\Ilig;ble A '\Ili?ouble A l\lli?oble 16.50 (Downgraded from
PP PP PP ACUITE BBB/Stable)
ACUITE BB+/Negative
Cash Credit A N.OT N.OT N.OT 7.70 (Downgraded from
pplicable [Applicable |Applicable ACUITE BBB/Stable)
ACUITE BB+/Negative
Cash Credit oo Not Not 450 (Downgraded from
pplicable |Applicable |Applicable ACUITE BBB/Stable)
ACUITE BB+/Negative
Cash Credit A '\Ili(():foble A '\Ili?oble A '\Ili(c):Jrcnble 4.50 (Downgraded from
PP PP PP ACUITE BBB/Stable)
ACUITE A4+
Bank Guarantee ApF')\Ili?:tJble Appl)\lli?:tjble Apr')\lli?:gble 12.50 (Downgraded from
ACUITE A3+)
ACUITE A4+
Letter of Credit Apgg;b@ Appl)\lli(c):tjble Apg&ble 168.50 (Downgraded from
ACUITE A3+)
ACUITE A4+
Bank Guarantee Apglli(c):foble Apglli(égble Apglli(c):Jrcnble 3.74 (Downgraded from
ACUITE A3+)
ACUITE A4+
Letter of Credit Apglli?oble Apg&ue Apgllgoble 82.26 (Downgraded from
ACUITE A3+)
ACUITE A4+
Bank Guarantee AprL\IIIC():TobIe Apgllicc):tjble Appl;llgoble 3.25 (Downgraded from
ACUITE A3+)
ACUITE A4+
Letter of Credit AprL\IIIC():Jrcjble Apgllicc):tjble Appl;llgoble 43.75 (Downgraded from
ACUITE A3+)
ACUITE A4+
Bank Guarantee Not Not Not 3.25 (Downgraded from
Applicable [Applicable |Applicable ACUITE A3+)
ACUITE A4+
Letter of Credit N.OT N.OT N.OT 43.75 (Downgraded from
Applicable [Applicable |Applicable ACUITE A3+)
Proposed Letter of Not Not Not ACUITE A4+
Cre%i‘r Applicable |Applicable |Applicable 0.80 (Downgraded from
ACUITE A3+)
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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 ifs 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 infended to 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, 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.
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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