Acuite”

RATINGS & RESEARCH

Press Release

Sri Sai Lakshmi Constructions And Co

November 15, 2022

Rating Reaffirmed and Upgraded

Product Q(URimgr? Long Term Rating Short Term Rating
Bank Loan Ratings 19.00 ACUHEEZJ;C! dsé%ble | -

Bank Loan Ratings 71.00 T?%ﬂ?irﬁj; d|
Total Outstanding

Quantum (Rs. Cr) 70.00 i

Total Withdrawn Quantum 0.00 ]

(Rs. Cr) '

Rating Rationale

Acuité has upgraded its long-term rating from ‘ACUITE BB’ (read as ACUITE double B) to
‘ACUITE BB+’ (read as ACUITE double B 'Plus’)and reaffirmed its short term rating of
‘ACUITE A4+’ (read as ACUITE A four plus) on the Rs.90.00 Cr. bank facilities of Sri Sai
Lakshmi Constructions And Co (SSLC). The outlook is ‘Stable’.

Rationale for the rating

The rating is upgraded basis the improvement in the financial risk profile given the infusion of
capital of Rs.16.27 Crin FY2022 (net infusion was Rs.6.27 Cr given the withdrawal of unsecured
loans of Rs.10 Crin FY2022) and lower dependence on the debt vis-G-vis its improvement in
the scale. The overall business performance is supported by its healthy yet improving order
book providing strong revenue visibility over the next 12-24 months of time. Timely execution of
the order book has led to growth of 14.42 percent in total operating income in FY2022 at
Rs.122.92 Cr from Rs.107.42 Cr in FY2021. Liquidity continues to remain adequate.

The rating also takes into account its established track record of operations with experienced
promoters, moderate financial risk profile and adequate liquidity, thereby providing sufficient
cushion against debt repayment. The above ratings are, however underpinned by tender-
based nature of operations and working capital intensive nature of operations.

About the Company

Incorporated in 1997, Sri Sai Lakshmi Constructions & Co (SSLC) is engaged in the business of
civil construction and primarily undertakes irrigation works in Andhra Pradesh, Telangana,
Uttar Pradesh and Odisha. The entity is promoted by Mr. K. Venkateswara Rao and G. Ratna
Prakash along with 7 other partners. The entity undertakes irrigation projects for The
Superintending Engineer, Water Resource Department, Government of Andhra Pradesh, SEW
Infrastructure Limited, Megha Engineering & Infrastructures Itd among others.

Analytical Approach

Acuité has considered the standalone business and financial risk profile of SSLC to arrive at
the rating.
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Key Rating Drivers
Strengths

o Experienced management; established t rack record of operations and healthy
order book position providing adequate medium term revenue visibility

SSLC has been engaged in infrastructure development work for more than two decades
with established frack record in irrigation projects. It has executed several irrigation
projects in the State of Andhra Pradesh, Telangana, Uttar Pradesh and Odisha. Mr. K.
Venkateswara Rao and Mr. G. Ratna Prakash, the Founder Promoters, are supported by
well-qualified and experienced team of professionals to execute the projects. The
company operates in the states of Andhra Pradesh, Telangana, Utter Pradesh and
Odisha; providing geographic diversification in its work execution. However, 92 percent
of the revenues cater to orders from Andhra Pradesh and Telangana states. The
company has an unexecuted order book position of Rs.837.63 Cr as on September 30,
2022 which is 6.97 times of FY2022 revenue. This provides strong revenue visibility for the
next 2-3 years of time. Out of the aforementioned order book, the company is planning
to execute Rs.160-170 Crin FY2023 and remaining in FY2024 & FY2025. Acuité believes
that the promoter's extensive industry experience will aid SSLC's business risk profile over
the medium term.

o Moderate Financial risk profile

The financial risk profile of the firm has remained moderate with moderate capital
structure and debt protection metrics. The net worth of the firm stood at Rs.85.29 Cr and
Rs.71.18 Cr as on March 31, 2022 and 2021, respectively. The gearing of the firm has been
improving over the last 2 years ending March 31, 2022 due to lower dependence on
overall debt and increase in net worth levels resulting from capital infusion. It stood at
0.13 times as on March 31, 2022 against 0.27 times as on March 31, 2021. Debt protection
metrics - Interest coverage ratio and debt service coverage ratio stood at 2.91times
and 1.51 fimes as on March 31, 2022 respectively as against 2.76 times and 1.81 times as
on March 31, 2021, respectively. TOL/TNW stood at 0.68 times and 1.30 times as on
March 31, 2022 and 2021 respectively. The debt to EBITDA of the company stood at
0.92 times as on March 31, 2022 as against 1.56 times as on March 31, 2021. Acuité
believes that the financial risk profile of the company is expected to remain moderate
over the medium term on account of moderate cash accruals and no significant debt-
funded capex plans.

Weaknesses
o Working capital intensive operations

The working capital management of the company remained working capital intensive
with high gross current assets (GCA) days at 314 days as on March 31, 2022 as against
410 days as on March 31, 2021. The GCA days are driven by high inventory days.
Inventory days stood at 86 days as on March 31, 2022 as against 92 days as on March
31, 2021. Subsequently, the payable period stood at 164 days as on March 31, 2022as
against 165 days as on March 31, 2021 respectively. The debtors day stood at 14days as
on March 31, 2022 as against 36 days as on March 31, 2021. Further, the average bank
limit utilization in the last twelve months ended September, 2022 remained at ~74
percent for fund based and 44 percent for non-fund based. Acuité believes that the
working capital requirements will continue to remain moderately intensive over the
medium term on account of slightly high GCA days.

o Tender based nature of operations and Competitive & fragmented industry

SSLC is into irrigation projects, wherein the sector is marked by the presence of several
mid fo large sized players. The risk becomes more pronounced as tendering is based on
minimum amount of bidding on contracts, and susceptibility to inherent cyclicality in the
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infrastructure segment. Further, it is dependent on State Government's thrust on irrigation
and other infrastructure works. Acuité believes that SSLC's revenues and margins are
susceptible to the competitive bidding scenario, besides the geographical
concentration of its projects to the States of Andhra Pradesh and Telangana.

Rating Sensitivities

o Any further deferioration in working capital management leading fo deterioration in
financials risk profile and liquidity
o Lower-than-expected revenue or profitability leading to lower net cash accruals

Material covenants
None

Liquidity Position: Adequate

The firm has generated adequate net cash accruals to service its debt obligations. The net
cash accruals stood at Rs.8.17 Crin FY2022 as against the repayment of Rs.2.43 Cr for the
same period and expected to generate cash accruals in the range of Rs.10-13 Cr. against
CPLTD of Rs.1.56- 1.27 Cr. over the medium term. Unencumbered cash and bank balances
stood at Rs. 3.89 Cr as on March 31, 2022. The current ratio of the company stood at 2.12
times as on March 31, 2022. Acuité believes that SSLC’s liquidity will remain sufficient over the
medium term backed by repayment of its debt obligations and improving accruals.

Outlook: Stable

Acuité believes that SSLC will maintain a 'Stable’ outlook over the medium term backed by its
experienced management and healthy revenue visibility. The outlook may be revised to
'Positive’ in case of higher than-expected growth in its revenues while maintaining its
profitability margins and improving its working capital management. Conversely, the outlook
may be revised to 'Negative' in case of any stretch in its working capital management or any
significant withdrawal of partner's capital leading to deterioration of its financial risk profile
and liquidity.

Other Factors affecting Rating
None

Key Financials

Particulars Unit FY 22 (Actual) FY 21 (Actual)
Operating Income Rs. Cr. 122.92 107.42
PAT Rs. Cr. 4,98 4.23
PAT Margin (%) 4.06 3.94
Total Debt/Tangible Net Worth Times 0.13 0.27
PBDIT/Interest Times 2.91 2.76
Status of non-cooperation with previous CRA (if applicable)
None

Any other information
None

Applicable Criteria

* Default Recognition :- https://www.acuite.in/view-rating-criteria-52.htfm

* Infrastructure Sector: https://www.acuite.in/view-rating-criteria-51.htm

* Application Of Financial Ratfios And Adjustments: https://www.acuite.in/view-rating-criteria-
53.htm

Note on complexity levels of the rated instrument

In order to inform the investors about complexity of instruments, Acuité has categorized such
instruments in three levels: Simple, Complex and Highly Complex. Acuite’ s categorisation of
the instruments across the three categories is based on factors like variability of the returns to
the investors, uncertainty in cash flow patterns, number of counterparties and general

Acuité Ratings & Research Limited

www.acuite.in

N N



understanding of the instrument by the market. It has to be understood that complexity is
different from credit risk and even an instrument categorized as 'Simple' can carry high levels
of risk. For more details, please refer Rating Criteria “Complexity Level Of Financial

Instruments” on www.acuite.in.
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Annexure - Details of instruments rated

tams | SN | raciiies [ Bete O Coupen [MET Compiey Caartry | Rating
Union Bank ACUITE
Not Not Not Not .
Bank of : Guarantee/Letter . . . Simple 16.00 A4+ |
India Applicable of Guarantee Applicable|Applicable|Applicable Reaffrmed
Kotak Bank ACUITE
. Not Not Not Not .
Mahindra - Guarantee/Letter] . . . Simple 28.00 A4+ |
Bank Applicable of Guarantee Applicable|Applicable|Applicable Reaffrmed
Bank ACUITE
. Not Not Not Not .
Axis Bank . Guarantee/Letter ; : . Simple 27.00 A4+ |
Applicable of Guarantee Applicable|Applicable|Applicable Reaffimed
ACUITE
Kotak
: Not . Not Not Not . BB+ |
Mggﬂgm Applicable Cash Credit Applicable|Applicable|Applicable Simple 7.00 Stable |
Upgraded
ACUITE
: Not . Not Not Not . BB+ |
Axis BkaAppIicque Cash Credit Applicable|Applicable|Applicable Simple 8.00 Stable |
Upgraded
. ACUITE
Union
Not . Not Not Not . BB+ |
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About Acuité Ratings & Research

Acuité is a full-service Credit Rating Agency registered with the Securities & Exchange Board
of India (SEBI). The company received RBI Accreditation as an External Credit Assessment
Institution (ECAI) for Bank Loan Ratfings under BASEL-Il norms in the year 2012. Acuité has
assigned ratings to various securities, debt 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 Kanjurmarg, 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.
Ratings assigned by Acuité 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, in particular, 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. Ratings assigned by Acuité are subject to a
process of surveillance which may lead to a revision in rafings 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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