Acuite

RATINGS & RESEARCH

Press Release

Southern Motorcycles

April 09, 2019

Rating Redaffirmed

Total Bank Facilities Rated* Rs. 26.50 Cr.
Long Term Rating ACUITE BBB- / Outlook: Stable
* Refer Annexure for details

Rating Rationale

Acuité has reaffirmed long-term rating of ‘ACUITE BBB-' (read as ACUITE triple B minus) to the Rs. 26.50
crore bank facilities of SOUTHERN MOTORCYCLES (SM). The outlook is 'Stable’.

The re-affirmation of the rating reflects moderate business risk profile, backed by promoter’s extensive
experience in the automobile dealership industry and established brand of its principal. These strengths
are parfially offset by moderate scale of operations, moderate financial profile, working capital
infensive nafure of its operations, low bargaining power with principals, and susceptibility to intense
competition.

SM is a parftnership firm established in 1993 by Mr. Manjit Singh (Managing Partner) and his wife, Ms.
Harleen Kaur. The firm is an authorised stockist of spare parts of Hero Moto Corp Limited (HMCL) in
Chennai (Tamil Nadu) since inception. In February 2017, the firm diversified info deadlership of fwo
wheelers of HMCL, and currently has three showrooms in Chennci. The partners also have another
partnership firm, '‘Southern Motorcycles - Madurai' established in June 2011 which is into distribution of
spares of HMCL.

Analytical Approach

Acuité has considered the consolidated business and financial risk profiles of Southern Motorcycles and
Southern Motorcycles-Madurai (hereinafter referred to as SM group) due to the common management
and similarities in the line of business. Extent of Consolidation: Full

Key Rating Drivers
Strengths

= Extensive industry experience of the promoter

SM is a partnership firm established in 1993 by Mr. Manjit Singh and his wife Ms. Harleen Kaur. The firm is
an authorised dealer of Hero Moto Corp Limited' (HMCL) for its entfire range of two-wheelers in
Chennai region and distributing the spare parts in Madurai region. The promoter, Mr. Manjit Singh
has experience of more than three decades in the auto ancillary industry. Promoter's long-
standing presence, established relationships with principals and revenue diversity in ifs
dealerships related to Hero MotoCorp with the regular launch of new vehicles by the principal is
expected to support in improving its business risk profilefurther.

=  Moderate working capital intensive nature of operations

SM Group has moderate working capital operations as evident from Gross Current Asset (GCA) of
112 days as on March 31, 2018 as against 105 days as on March 31, 2017. The inventory days
though moderate at 48 in FY2018, however, it is in line with the inventory holding levels of HMCL.
The debtor days stood at 59 as on March 31, 2018, majorly due to receivable from vehicle financiers
and credit in spares and accessories business which is about 30 per cent of total revenues.
Moderate GCA lead to moderate utilisation of working capital limits over the past six months
ended February 2019 at about 70 percent. Acuité believes that trading nature of operations, with
huge varieties of spares and accessories, continue to be working capital intensive over the medium
term.
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Weaknesses

= Moderate scale of operations and profitability margins

Over the past three years, SM Group's revenues are at a muted growth of about Rs.130 crore; partly
owing to intense competition from dealers of other OEM's, change of government policies
such as insurance coverage for five years, increasing interest rates, among others. Principals also
encourage more deadlerships (thereby increasing competition) and impose stiff sales target on
dealers in order fo improve penetfration and sales. Being a limited value addition, given the frading
nature of operations, has led to a modest operating margin of for most of the dealers at around 3.00-
4.00 percent. Operating margins of the group are at 3.92 percent in FY2018, slightly improved against
3.66 percent in FY2017. For 10MFY2018, the group has reported revenues of about Rs.120.00 Crs, sfill
moderate and further constrained by limitedterritory.

=  Average financial risk profile

SM Group's financial risk profile is characterised by high fotal outside liabilities to total net worth
(TOL/TNW) and gearing, and average debt protection metrics. SM Group's TOL/TNW is high at around
3.58 times in FY2018, deteriorated from 3.26 fimes in FY2017; owing to frading nature and high
reliance on working capital requirement. Its gearing (debt-to-equity) is high at 2.84 times in FY2018,
deteriorated from 1.25 times in FY2017; driven by change of business model. Earlier, the firm avails
trade credit from its supplier; whereas in FY2018, to avail cash discount for early payment, the firm
availed higher working capital limifs which resulted in high gearing levels. Further, the partners
have withdrawn capital of about Rs.1.50 crore in FY2018 to setup a new business; its net worth s
modest at about Rs.9.85 crore as on March 31, 2018. The debt coverage indicators are average
as inferest coverage rafio (ICR) stood af 1.90 times and net cash accrual fo fotal debt stood at 0.09
times for FY2018 vis-a-vis 2.46 and 0.244 times respectively in FY2017. Acuité believes that with
modest accruals of about Rs.2.50 crore, no repayment obligations and no significant debt-funded
capex plans, the financial risk profile is expected improve marginally over the medium term.

Liquidity Position:

The liquidity position of the group is moderate marked by moderate cash accruals against no
repayment obligations, however partly constrained by moderate working capital intensive
operations. It has reported cash accruals of Rs.2.52 crore in FY2018. Its expected cash accruals are in
the range of Rs.2.50-3.00 crore over the medium term and its repayment obligations are nil. The firm'’s
working capital limits are utilised at about 70 per cent which gives moderate flexibility in time of need.
In FY2018, the partners have withdrawn about Rs.1.50 crore, though the same has been reinfused
in FY2019. Any significant withdrawal of capital may limit the financial flexibility. Acuité believes that
liquidity profile of SM Group continues to be at moderate levels over the medium fterm.

Outlook: Stable

Acuité believes that SM Group will maintain a 'Stable' outlook over the medium term on account of
the experience of its promoters in the auto dealership and ancillary business and strong principal -
HMCL. The outlook may be revised to 'Positive' in case of substantfial growth in revenues and
profitability while improving its capital structure. The outlook may be revised to 'Negative' if there is
significant stretch in its working capital management or any significant withdrawal of capital leading
to deterioration of its financial risk profile andliquidity.

About the Rated Entity - Key Financials

Unit FY18 (Actual) FY17 (Actual) FY16 (Actual)
Operating Income Rs. Cr. 134.48 149.92 126.23
EBITDA Rs. Cr. 5.27 5.48 4.71
PAT Rs. Cr. 2.11 2.92 1.58
EBITDA Margin (%) 3.92 3.66 3.73
PAT Margin (%) 1.57 1.95 1.25
ROCE (%) 15.73 23.85 49.39
Total Debt/Tangible Net Worth Times 2.84 1.25 1.49
PBDIT/Interest Times 1.90 2.46 2.01
Total Debt/PBDIT Times 5.26 2.44 2.31
Gross Current Assets (Days) Days 112 105 110
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Status of non-cooperation with previous CRA (if applicable)
Not applicable

Any other information

None

Applicable Criteria

Default Recognifion - hifps://www.acuite.in/criteria-defaultf.hfm

Trading Entities - hitps://www.acuite.in/view-rating-criteria-6.htm

Financial Ratios And Adjustments - hitps://www.acuite.in/view-rating-criteria-20.ntm
Consolidation Of Companies - https://www.acuite.in/view-rating-criteria-22.nhtm

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

Rating History (Upto last three years)

Name of Insirument /
Date Facilities Term Amount (Rs. Cr.) Ratings/Outlook
Cash Credit Long Term 25.00 ACU'IE\S?;';éj;Oble
ACUITE BBB- / Stable
99-Jan-2018 Term Loan Long Term 1.40 (Assigned)
Proposed Term Loan Long Term 0.10 ACUI{E\igAéS;Oble

*Annexure - Details of instruments rated

Name of the Date of Coupon Maturity Size of the Issue .
Facilities Issuance Rate Date (Rs. Cr.) Rafings/Outlook
. Not Not Not
Cash Credit . . . 25.00 ACUITE BBB- / Stable
Applicable Applicable | Applicable (Reaffirmed)
Not Not Not
Term loans . : . 1.40 ACUITE BBB- / Stable
Applicable Applicable | Applicable (Reaffirmed)
Proposed Long Term Noft Not Not
. . . 0.10 ACUITE BBB- / Stable
Loan Applicable Applicable | Applicable (Reaffirmed)
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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 BASELAI
norms in the year 2012. Since then, it has assigned more than 6,000 credit rafings to various securifies,
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 fo 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, 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 fo 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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