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Rating Rationale

SMERA has assigned long term rating of ‘SMERA B+’ (read as SMERA B Plus) on the Rs.14.00 crore bank
facilities of R R Tools & Equipments (RRTE). The outlook is ‘Stable’.

Established as a partnership firm in 1996, RRTE is an authorised dealer of industrial cutting tools,
hand/machine tools and abrasives for clients such as Addison & Co. Ltd., Miranda Tools, Carborundum
Universal Ltd, Bosch & Co. Ltd, Taegutec Ltd and Forbes & Co. Ltd in Delhi. Based in Delhi, RRTE is
promoted and managed by Mr. Sanjay Udaypuria.

Key rating drivers

Strengths

Extensive experience of Partners:

The active Partners have experience of more than two decades in the machine tools trading industry. The
partners have longstanding established relationships with its suppliers and customers which helped in
generating repeat orders. Despite sluggish environment in the capital goods industry, RRTE is able to
maintain the revenues at about Rs.79.00 crore over the past three years through FY2018. SMERA believes
that RRTE is expected to benefit from the extensive experience of the partners over the medium term.

Moderate risk management policies:

The operations are working capital intensive marked by moderate Gross Current Asset (GCA) days of about
140 over the past four years ending March, 2018. This is primarily lead by inventory and receivables. RRTE
maintains around two-three months of inventory for smooth running of operations. The inventory risk is
moderate as the firm is aware of the fast and slow moving products and sources accordingly. Also, there is
no major price risk associated as the prices of these products are less volatile, besides no technology
obsolescence.

RRTE offers around 40-90 days of credit depending on the relation/quantity ordered by its consumers.
Around 35 percent of its revenues are directly to end consumers. Balance through distributor network to
whom it allows credit period of 60-90 days. RRTE has been an authorised dealer for Addison & Co Ltd,
Miranda Tools, Carborundum Universal Ltd, Bosch & Co. Ltd, Taegutec Ltd and Forbes & Co. Ltd for more
than a decade and gets moderate credit period of around 50-60 days.

Weaknesses

Below-average financial risk profile:

The Tangible outside Liabilities to Tangible Net Worth (TOL/TNW) has remained high in the range of 5-6
times over the past 3 years ending March, 2017 due to modest networth, high payables and higher reliance
on bank lines to meet its high inventory requirements. RRTE’s modest net cash accruals and high debt levels
have led to modest interest coverage of 1.65 times in FY2017. Networth was modest at Rs.4.85 crore as on
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March 31, 2017. High GCA, low profitability margins, higher reliance on external debt for its working capital
requirement, constrains the leverage, debt protection metrics and the liquidity of RRTE over the medium

term.

Low profitability margins:

The net profitability margins of RRTE are low at 0.59 percent in FY2017 as compared to 0.55 percent in
FY2016. The net profit margins have been low due to trading nature of operations with no value addition.

Analytical approach:

SMERA has considered the standalone business and financial risk profiles of RRTE to arrive at this rating.

Outlook- Stable

SMERA believes that RRTE's business risk profile will remain ‘Stable’ over the medium term from the
extensive experience of Partners. The outlook may be revised to 'Positive' in case of improvement in
revenues while improving its profitability and capital structure by equity infusion. Conversely, the outlook
may be revised to 'Negative' in case of significant decline in its profitability or further stretch in its working

capital cycle leading to deterioration of its financial risk profile and liquidity.

About the rated entity Financials

Operating Income Rs. Cr. 78.96 78.85 65.12
EBITDA Rs. Cr. 1.80 1.96 1.54
PAT Rs. Cr. 0.46 0.44 0.33
EBITDA Margin (%) 2.29 2.49 2.36
PAT Margin (%) 0.59 0.55 0.51
ROCE (%) 11.60 13.69 21.45
Total Debt/Tangible Net Worth Times 2.36 2.28 2.88
TOL/TNW Times 5.34 5.47 6.55
PBDIT/Interest Times 1.65 1.52 1.53
Total Debt/PBDIT Times 6.35 5.03 6.70
Gross Current Assets (Days) Days 141 128 150

Any other information: Not Applicable

Applicable Criteria

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

«Financial Ratios and Adjustments: https://www.smera.in/criteria-fin-ratios.htm

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

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

Status of non-cooperation with previous CRA (if applicable): Not Applicable
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Rating History (Upto last three years): Not Applicable
*Annexure - Details of instruments rated
Name of the Facilities lls)s;;taenocfe C(l);;]::n M;t::(:ty Size ;)sttl?: Ratings/Outlook
(Rs. Crore)

h di Not Not Not SMERA B+/Stable

Cash Credit Applicable Applicable Applicable 6.00 (Assigned)
. Not Not Not SMERA B+/Stable

Inventory funding Applicable Applicable Applicable 8.00 (Assigned)
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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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