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Rating Rationale

Acuité has assigned long-term rating of ‘ACUITE BB-' (read as ACUITE double B minus) to the Rs. 10.00
crore bank facilities of Sri Ramana Hatcheries Private Limited (SRPL). The outlook is 'Stable’.

Incorporated in 1998, SRPLis a Nalgonda (Telangana) based company engaged in poulfry farming
of hatching broiler eggs. The company also sells day old chicks (DOC). The company is managed by
Mr. Jayachander Vuppunutula Reddy. The facility has caging capacity of around 65,000 birds.

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

Key Rating Drivers
Strengths

* Established Track record of operations and experienced management

The company is promoted by Mr. Jayachander Vuppunutula Reddy along with others, who
have round three decades of experience in the poultry industry. The company was incorporated in
1998 and gradually expanded to the present total capacity of 65000 birds at its plants in Nalgonda.
The company buys the day old layer chicks (parent level) from the farms of ‘Sri Venkateswara
Hatcheries'. The eggs from the grown layer birds are sold as eggs / DOC to broiler farms such as
Sneha Farms and Feeds Private Limited, Urja Foods & Agro Private Limited, among others.

Experience of the promoters and management helped in improving its revenue profile steadily from
Rs.10.80 crore in FY2016 to about Rs.17.3 crore in FY2018 at a compound annual growth rate (CAGR)
of about 27 percent; and also turn around in its operations from operating level losses in FY2016 to
profitability in FY2018. With the experience in the broiler segment, the management plans to
acquire a layer bird segment. Stabilisation of operations post acquisition and incremental
funding support are the key rating sensitivity factors. Acuité believes that with more urbanisation,
increasing levels of standard of living and meat consumption, the business risk profile is expected to
improve over the medium term.

* Moderate financial risk profile

The company's financial risk profile is marked by modest capital structure and comfortable debt
protection metrics. The gearing (debt-to-equity) has improved to 0.29 times as on March 31, 2018 from
1.09 times as on March, 2017 supported by moderate cash accruals and term loan repayments. Net
worth is modest at Rs.6.12 crore in FY2018 as against Rs.2.84 crore in FY2017, improved due to accretion
fo reserves. Moderate net cash accruals and low debt has led to healthy NCA/TD and interest
coverage ratio of 2.05 times and 32.80 times in FY2018 vis-a-vis 0.54 times and 5.14 times in FY2017,
respectively. However, with proposed plans to acquire a layer bird unit with a capital expenditure of
about Rs.9.30 crore funded via debt of Rs.7.00 crore and rest via promoters’ funds is expected
to deteriorate the financial risk profile, though confinues to be moderate. SRPL generated cash
accruals of about Rs.3.60 crore in FY2018. Acuité believes that though operating margins have
improved to about 29 percent in FY2018 from negative operating margins of 0.44 per cent in
FY2016, sustainability of the margins and financial risk profile amid the proposed acquisition are key
rating sensitivity factors.
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Weaknesses

* Moderate working capital operations

The company has moderate working capital operations as evident from its Gross Current Assets (GCA)
of 160 days as on March 31, 2018 as against 81 days as on March 31, 2017. The company maintains an
inventory of about 60 days and gives credit period of 30 days to its customers. Inventory days stood at
57 as on March 31, 2018 as against 70 days as on March 31, 2017. Debtor days stood at 29 as on
March 31, 2018 as against 10 days as on March 31, 2017. Moderate accruals and low repayment
obligations lead to low or nil reliance on external borrowings. Acuité believes that the operations
continue to be at similar levels, owing to the nature of the business model.

¢ Exposure to intense competition and to risks inherent in the indusiry

There is infense competition from organised as well as unorganised players catering to regional
demands. Furthermore, the pouliry industry is driven by regional demand-and-supply factors because
of tfransportation constraints, mortality rates, among others. Low capital intensity and low enfry
barriers facilitate the enfry of new players in the unorganised segment. Also, the indusfry s
vulnerable to outbreaks of diseases, which could lead to a decline in sales volume and
realisations of poultry players.

Outlook: Stable

Acuité believes that SRPL will maintain a 'Stable' outlook over the medium term from its promoter’s
industry experience. The outlook may be revised to 'Positive’ in case of significant growth in ifs
revenues while maintaining its profitability. Conversely, the outlook may be revised to 'Negative' in
case of any stretch in its working capital operations or higher-than-expected time for stabilisation of its
operations in the proposed acquisition leading to deterioration of its financial risk profile and liquidity.

About the Rated Entity - Key Financials

Unit FY18 (Actual) FY17 (Actual) FY16 (Actual)
Operating Income Rs. Cr. 17.34 16.74 10.80
EBITDA Rs. Cr. 4.97 2.34 -0.05
PAT Rs. Cr. 3.28 1.39 -0.92
EBITDA Margin (%) 28.66 13.97 -0.44
PAT Margin (%) 18.90 8.31 -8.55
ROCE (%) 67.86 31.38 -9.89
Total Debt/Tangible Net Worth Times 0.29 1.09 411
PBDIT/Interest Times 32.80 5.14 -0.07
Total Debt/PBDIT Times 0.35 1.32 -150.02
Gross Current Assets (Days) Days 160 81 185

Status of non-cooperation with previous CRA (if applicable)
None

Any other information
None

Applicable Criteria
e Default Recognition - hitps://www.acuite.in/criteria-default.ntm

* Financial Ratios And Adjustments - https://www.acuite.in/view-rating-criteria-20.htm
¢ Manufacturing Enfities - hitps://www.acuite.in/view-rating-criteria-4.htm

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

Rating History (Upto last three years)
Not Applicable
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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 securifies,
debt instruments and bank facilities of entities spread across the counfry and across a wide cross
section of industries. It has its Registered and Head Office in Mumbai.

Disclaimer: An Acuvuité 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 to a
revision in ratings as and when the circumstances so warrant. Please visit our website (www.acuvuite.in) for the latest
information on any instrument rated by Acuité.
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