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Rating Rationale

SMERA has assigned long term rating of ‘SMERA BB’ (read as SMERA double B) on the Rs.
15.00 crore bank facilities of Stainox Alloys Private Limited (SAPL). The outlook is ‘Stable’.

Stainox Alloys Private Limited (SAPL), a Mumbai-based company was incorporated in 2012 by
Directors, Mr. Prakash Jain, Mr. Ketan Jain and Mr. Vinay Jain. The company is mainly engaged in
the trading of stainless steel products such as SS coils, SS sheets, SS pipes as also nickel, copper
and manganese ore. The major revenue contributor is stainless steel products (~90 per cent).
The company is also an authorised Star distributor of Jindal Stainless Limited and Jindal
Stainless (Hisar) Limited which contributes around ~50 per cent of revenue.

The company has its administrative office in Mumbai, Maharashtra and branch office in
Ahmedabad, Gujarat.

Key rating drivers

Strengths

Experienced management: Mr. Ketan Jain has experience of around a decade in the steel
industry. Prior to SAPL, he was engaged in the trading of steel and manufacturing of utensils for
his family business - Goa Metals. Extensive experience has helped the company attain Star

distributorship of Jindal Stainless Limited and Jindal Stainless (Hisar) Limited.

Moderate capital structure: The company has a networth of Rs.33.39 crore as on 31 March,
2017 as against Rs.32.66 crore as on 31 March, 2016. The networth includes quasi equity of
Rs.30.00 crore as on 31 March, 2017. The gearing stood low at 0.95 times as on 31 March, 2017.
The total debt of Rs.31.73 crore mainly includes unsecured loans of Rs.5.78 crore and short
term borrowings of Rs.25.95 crore. The TOL to TNW ratio also stood comfortable at 1.36 times
as on 31 March, 2017 as against 1.78 times in the previous year.

Weaknesses

Low profitability and coverage indicators: The company has low profitability inherent in the
trading nature of business. The operating margins stood low at 3.22 per cent in FY2017 which
increased from 2.83 per cent in FY2016. Further, the margins are also susceptible to raw
material and forex rate fluctuation risk (imports ~20 per cent from Korea, Japan and China
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among others). The net margins stood low at 0.36 per cent in FY2017 as against 0.34 per cent in
FY2016.

The interest coverage ratio also stood low at 1.10 times in FY2017 due to high interest burden.

Working capital intensive operations: The GCA stood moderately high at ~129 days in
FY2017 compared to ~160 days in FY2016. It improved in FY2017 mainly on account of
stringent credit policy for collections adopted by the management wherein the credit period
was reduced from 90-120 days to 30-60 days credit.

SMERA believes that efficient working capital management will be crucial to the company in
maintaining a stable credit profile.

Exposure to cyclicality in the steel industry and intense market competition: The company
is exposed to inherent cyclicality in the steel industry due to dependence on construction,
automobile, consumer durables industries which are correlated to economic cycles. Further, the
company is exposed to a highly fragmented and competitive steel trading industry due to lack of
entry barriers which also limits pricing flexibility.

About the Rated Entity - Key Financials

Unit FY17 (Actual) FY16 (Actual) FY15 (Actual)
Operating Income Rs. Cr. 200.82 201.79 171.46
EBITDA Rs. Cr. 6.47 571 4.80
PAT Rs. Cr. 0.73 0.68 0.81
EBITDA Margin (%) 3.22 2.83 2.80
PAT Margin (%) 0.36 0.34 0.48
ROCE (%) 10.81 9.88 18.30
Total Debt/Tangible Net Worth Times 0.95 0.96 1.12
PBDIT/Interest Times 1.19 1.18 1.26
Total Debt/PBDIT Times 4.54 4.82 5.75
Gross Current Assets (Days) Days 129 158 132

Any other information: Not Applicable
Outlook - Stable

SMERA believes that the outlook of SAPL will remain stable owing to the extensive experience of
the promoters. The outlook may be revised to ‘Positive’ if the company is able to scale up
operations with improvement in profitability margins. Conversely, the outlook may be revised
to ‘Negative’ in case of additional working capital borrowings leading to deterioration in the
overall gearing or further weakening of profitability margins.

Applicable Criteria

e Default Recognition - https://www.smera.in/criteria-default.htm

¢ Trading Entities - https://www.smera.in/criteria-trading.htm

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

Note on complexity levels of the rated instrument
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https://www.smera.in/criteria-complexity-levels.htm

Status of non-cooperation with previous CRA (if applicable): None
Rating History (Upto last three years): Not Applicable

Annexure - Details of instruments rated

Name of the Date of Coupon Maturity Size of the Issue )

Facilities Issuance Rate Date (Rs. Crore) | Ratings/Outlook
Cash Credit NA NA NA 15.00 SMERA
under e-DFS ' BB/Stable
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ABOUT SMERA

SMERA Ratings Limited is a joint initiative of SIDBI, Dun & Bradstreet Information Services India Private
Limited (D&B) and leading public and private sector banks in India. SMERA is registered with SEBI as a
Credit Rating Agency and accredited by Reserve Bank of India. 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.
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