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Rating Rationale

Acuité has reaffirmed the long term rating of ‘ACUITE BBB+' (read as ACUITE triple B plus) and short
term rating of ‘ACUITE A2’ (read as ACUITE A two) on the Rs.213.00 crore bank facilities and assigned
the long term rating of ‘ACUITE BBB+' (read as ACUITE triple B plus) on the Rs.60.00 crore bank facilities
of GOA CARBON LIMITED. Further, Acuité has revised the outlook to ‘Negative’ from ‘Stable’.

The revision in the outlook is mainly due to significant moderation in the profitability margins and
stretched liquidity position of the company which is expected to continue over near term.

Goa Carbon Limited (GCL) was incorporated in 1967 with its registered office at Dempo House,
Campal, Panqji-Goa. GCL is engaged in manufacturing and marketing Calcined Petroleum Coke
(CPC). GCL has manufacturing facilities located Goa, Bilaspur and Paradeep with combined
capacity of 225,000 metric tonnes per annum.

GClLis a part of Dempo Group which has presence in Iron Ore mining and exports, Calcined Petroleum
Coke, Construction, Publishing, Ship Building, Travel and Trade.

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

Key Rating Drivers

Strengths

e Established presence in CPC segment

GCL has more than 5 decades of experience in the production of CPC. The company has an
established market position and is one of the leading producers of CPC in India. The chairman of the
company, Mr. Shrinivas Dempo has an extensive experience of over three decades in the industry.
The extensive industry experience of the promoters is also reflected through its healthy revenue
growth. The revenues of the company grew at a compounded annual growth rate (CAGR) of 45 per
cent over the last four years through 2017-18 to Rs.577.38 crore.

Acuité believes that GCL will continue to benefit from its established presence in the CPC segment.
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GCL caters to various reputed customers in the Aluminium Industry, Graphite Industry and Steel
Industry namely Hindalco Industries Limited (HIL), Vedanta Aluminium Limited (VAL), The Kerala
Minerals and Metals Limited (KMML), Steel Authority of India Ltd (SAIL) among others. GCL also has
healthy relations of over a decade with the various global raw material suppliers such as Kuwait
Petroleum Corporation, Oxbow Carbon & Minerals LLC, Mitsubishi Corporation Limited among others.
Acuité expects the established position in the industry and healthy relations with both customers as
well as suppliers will help the company to maintain stable credit profile in the medium term.

¢ Robust operating performance in FY2018 leading to improvement financial risk profile
GCL has healthy financial risk profile marked by healthy net worth, moderate gearing and healthy
debt protection measures.
GCL’s net worth stood at around Rs.125.23 crore as on March 31, 2018. The net worth has improved
from Rs.72.55 crore as on March 31, 2016 mainly on account of healthy accretion to reserves. Acuité
believes that the net worth of the company will increase backed by its healthy revenue growth and
stable operating margins leading to healthy accretion to reserves.
The company has followed a moderately aggressive financial policy in the past, with its peak gearing
stood af 2.83 times as on March 31, 2016. The gearing of the company, however, has improved to
around 1.56 times as on March 31, 2018. The aggregate debt of Rs.194.88 crore mainly consists of
working capital borrowings and the company does not have any long tferm debt as on 31 March
2018.
The coverage indicators stood healthy with Interest Coverage Ratio (ICR) stood at 11.58 times in
FY2018 as against 3.06 times for FY2017 supported by better operating margins. The TOL/TNW ratio
stood healthy at 1.84 times as on 31 March 2018 as against 2.28 times as on 31 March, 2017.
While FY2018 was exceptional year in terms of profitability and the debt protection indicators, some
moderation in margins and coverage indicators is expected in FY2019. Nevertheless, considering the
healthy net worth and established position of the company in CPC segment, Acuité believes the
financial risk profile to remain healthy in near to medium term.

Weaknesses

« Significant moderation in profitability margins
The company faced profitability pressures in Q2 FY2019 (June 2018- September 2018) mainly on
account of ban on the import of Pet Coke which is the major raw material for manufacturing CPC
and lower price differential between selling price and input cost indicating the challenges faced by
the company in passing on the cost increases to its customers. GCL reported net loss of Rs.1.26 crore
for Q2 FY2019 as against net profit of Rs.13.76 crore for Q2 FY2018. The manufacturing facilities were
shut down during the quarter leading to suboptimal utilization levels.
The operating margins declined to 6.67 percent for H1 FY2019 (April 2018- September 2018) as
against 16.25 percent for FY2018. The reduction in the margins is mainly on account of increase in
the cost of raw material and decreased realization. The raw material cost to sales for H1 FY2019
stood at 80.04 percent as against 70.98 percent for FY2018.
GCL imports ~95 percent of the raw material and sells mainly in the domestic market thereby
rendering it to risks associated with exchange rate fluctuation. Besides forex risk, the revenues are
exposed to cyclicality in Aluminium Industry as almost 85 percent of the revenues are derived from
the Aluminium Industry.
GCL is in the process of renegotiation of the prices with its customers. Acuité believes the ability of
the GCL to pass on the input cost to its customers and achieve optimal utilization levels will be key
rating sensitivities.
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» Working capital intensive operations

GCL's operations are working capital intensive marked by high Gross Current Asset (GCA) of 196
days in FY2018 compared to 257 days in FY2017. The GCA days are mainly driven by high inventory
of 71 days in FY2018 compared to 111 days in FY2017. The high inventory is mainly on account of
long lead time of imports and fluctuations in raw material prices. The company extends a credit
period of ~30 days to its customers, only the other hand all the procurement is facilitated through
letter of credit. Acuité believes that efficient working capital management will be crucial to the
company for maintaining a stable credit profile.

¢ Exposure to customer concentration risk

GCL faces high customer concentration risk. Its major customers, Hindalco Industries Limited and
Bharat Aluminium Company Limited account for around 80 percent of the total revenues.

e Regulatory risks

The operations of the company are exposed to regulatory risks. The company will have to adhere
with the pollution norms in a timely manner to prevent any adverse effects on the operations of its
plants.

Outlook: Negative

Acuité believes that the GCL's credit profile will be impacted by significant moderation in the
profitability margins over the near to medium term. The rating may be downgraded in case of confinued
moderation in its profitability margins impacting the liquidity and debft protection indicators. Conversely,
the outlook may be revised to 'Stable' if the company is able to re-negotiate the contracts with its key
customers and achieve optimal utilization levels thereby franslating into significant improvement in its
profitability margins and liquidity profile.

About the Rated Entity - Key Financials

Unit FY18 (Actual) FY17 (Actual) FY16 (Actual)
Operating Income Rs. Cr. 577.38 292.97 316.22
EBITDA Rs. Cr. 93.83 20.63 (1.78)
PAT Rs. Cr. 53.85 9.50 (3.08)
EBITDA Margin (%) 16.25 7.04 (0.56)
PAT Margin (%) 9.33 3.24 (0.97)
ROCE (%) 34.67 9.30 1.26
Total Debt/Tangible Net Worth Times 1.56 1.98 2.83
PBDIT/Interest Times 11.58 3.06 0.58
Total Debt/PBDIT Times 1.95 6.06 56.63
Gross Current Assets (Days) Days 196 257 279

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-criteria-17.ntm

e Manufacturing Entities - hitps://www.acuite.in/view-rating-criteria-4.ntm
¢ Financial Ratios And Adjustments - hitps://www.acuite.in/view-rating-criteria-20.ntm

Note on complexity levels of the rated instrument
https://www.acuite.in/criteria-complexity-levels.htm
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Rating History (Upto last three years)

Date Nam7 FO(: (I:Rist:;usmen’r Term Amount (Rs. Cr) Ratings/Outlook
Cash Credit Long term 8.00 ACUITE BBB+/Stable
(Assigned)
ACUITE A2
Letter of Credit Short Term 135.00 '
(Assigned)
- - ACUITE A2
29-Dec-17 Letter of Credit Short Term 50.00
(Assigned)
ACUITE A2
Bank Guarantee Short Term 5.00
(Assigned)
Bank Guarantee Short Term 15.00 ACUITE A2
(Assigned)
ACUITE A2
Proposed Bank Short Term 40.00
*Annexure — Details of instruments rated
- Date of Coupon Maturity | Size of the Issue .
Name of the Facilities Issuance Rate Date (Rs. Crore) Ratings/Outlook
ACUITE
. Not Not Not BBB+/Negative
Cash credif Applicable |Applicable [Applicable 8.00 (Revised from
ACUITE BBB+/Stable)
ACUITE
Cash credit# \ N&u@ R “l'i‘;;ble R '\Ili?:TobIe 60.00 BBB+/Negative
PP PP PP (Assigned)
. Not Not Not ACUITE A2
Lefter of crediti # Applicable |Applicable |Applicable 135.00 (Reaffirmed)
. Not Not Not ACUITE A2
Lefter of credit Applicable |Applicable |Applicable 50.00 (Reaffirmed)
Bank auarantee Not Not Not 15.00 ACUITE A2
9 Applicable |Applicable [Applicable ) (Reaffirmed)
Bank ; Not Not Not 500 ACUITE A2
ank guarantee Applicable  |Applicable  |Applicable ' (Reaffirmed)

#Fully inferchangeable with Letter of Credit Facility
## Contains sublimit of Cash Credit to the extent of Rs.13.50 crore
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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-I
norms in the year 2012. Since then, it has assigned more than 6,000 credit ratings to various securities,
debft 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 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 frue, Acuité, in particular, makes
no representation or warranty, expressed orimplied 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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