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Rating Rationale

Acuité has assigned long-term rating of ' ACUITE A-' (read as ACUITE A minus ) and short term rating of
'ACUITE A2+' (read as ACUITE A two plus) on the Rs. 444.00 crore bank facilities of Shriniwas
Engineering Auto Components Private Limited (SEACQO). The outlook is'Stable’.

SEACO was established as a partnership firm in 1986 by Mr. Giridhari Shriniwas Kale and Mrs. Prajakta
Giridhari Kale. Later on, it was reconstituted as a private limited company in 2005. The company has its
foundry located at Talegaon in Maharashtra and machine work units located at Talegaon, Maval,
Bhosari and Talawade in Maharashtra and at Rudrapur in Uttarakhand. The company is engaged in
manufacturing auto castings for reputed OEMs like TATA Motors, Mahindra & Mahindra, Kubota, Husco,
Bosch and Fiat among others.

Analytical Approach
Acuité has considered the standalone business and financial risk profile of Shriniwas Engineering Auto

Components Private Limited (SEACO) to arrive at the rating.

Key Rating Drivers
Strengths

* Long standing relationship with marquee OEMs

Established in 1986, the company has been engaged in the manufacturing of auto castings for more
than three decades with its facilities located at Maharashira and Uttarakhand. Company is presently
managed by Mr. Giridhari Shriniwas Kale and his family. The key promoter of SEACO,Mr. Giridhari
Shriniwas Kale has been associated with the auto component industry for more than four decades.
The management is ably supported by a well-qualified and experienced team of professionals. The
company has long standing business relationships with marquee clients such as TATA Motors, JCB,
Daimler India and Mahindra & Mahindra. SEACO is the single source supplier for 110 components of
high end castings (90 kg. and above) for TATA Motors and Mahindra and Mahindra. Further, TATA
Motors, through TATA Capital Special Situation Fund, had invested Rs.70.00 crore in the company in
2012 through optionally convertible preference shares. The extensive experience of the promoters in
the industry has helped the company establish its market presence among reputed OEMs thereby
enabling efficient working capital management. The same is also reflected through healthy revenue
growth over the last 3 years through 2017-18. The company's revenue grew at a CAGR of ~20 percent
to Rs.705.38 crore over the aforementioned period. Acuité believes that the company will continue to
benefit through the promoter's industry experience and established relations with its clients over the
medium term.

* Expected improvement in financial risk profile
SEACO has moderate financial risk profile marked by healthy net worth, moderate gearing and
moderately healthy debt protection measures. SEACQO's net worth is healthy at Rs.220.94 crore as on
March 31, 2018 including unsecured loans of Rs.55.00 crore treated as quasi equity. The debt-EBITDA
ratio deteriorated from 2.27 in FY2016 to 3.50 times in FY2018. This is due to an increase in debt levels
from 252.24 crore in FY2016 to Rs. 429.10 crore in FY2018. The term debt borrowings increased from Rs.
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107.33 crore in FY2016 to Rs.202.86 crore in FY2018.This is mainly on account of large debt funded
capex over 2016-18. The company added 160 units to the machine work line during the capex
programs from 2016-2018. This resulted in an increase in gross block from Rs.410.70 crore in FY2016 to
Rs.577.05 crore in FY2018. The company also provided exit to TATA Capital Special Situation Fund
through buyback of preference shares. Acuité believes that the company will be able to leverage on
the past capex programs. Acuité expects moderation over the capex programs in 1-2 years in the
range of Rs. 50 - 60 crore annually. Further, the company also expects a sizeable growth in accruals
on the back of increased capacities of machine shop. Gradual repayment of existing term loans
coupled with robust cash flows from operations is expected to result in an improvement to the debt-
EBITDA levels to around 2x times by FY2020. Annual repayment obligations for FY2020 are expected to
be at Rs. 49.00 crore against which the accruals are expected to be around Rs.130.41 crore. The
ability of SEACO to achieve optimal capacity utilization while managing profitability and working
capital cycles will be key monitorables. Any challenges faced in achieving the optimal utilization
levels willimpact SEACO's operating profitability levels and thereby impeding its ability to achieve
improvement in financial indicators.

Weaknesses

» Susceptibility of the operating performance to the off take by key clients

SEACO manufactures auto castings and components mainly for Heavy Commercial Vehicles (HCVs),
vehicles used as construction equipment and tractors. Sale to tractor manufacturing companies
constitutes 45 percent of the total revenue of the company. The remaining revenue is constituted
from the sale to HCV and construction equipment manufacturers. The sale and demand for HCVs is
directly linked to the economic activity in the country. Demand for construction equipments is linked
to the level of infrastructural development undertaken by private and public sector. Any slowdown in
the pace of infrastructural development by the government due to reasons like fiscal constraint will
impact the demand for construction equipments which will in turn affect the volumes of players like
SEACO. Further, increase in demand for tractors is linked to the level of agricultural activity in the
country. Any slowdown in the level of agricultural activity due to factors such as monsoons and other
climatic conditions will directly impact the demand for fractors. Mahindra and Mahindra and TATA
Motors are the primary customers for SEACO. For FY2018, Mahindra and Mahindra conftributed 32
percent and TATA Motors contributed 21 percent to the total revenue of the company. Acuité
believes that SEACO will continue to remain exposed to the volatility in demand of its key segments
and the diversification of its product profile across clients and across product categories.

Outlook: Stable

Acuité believes that the outlook on SEACO will remain 'Stable' over the medium term on account of its
promoter's extensive experience, moderate financial risk profile and established operational track
record. The outlook may be revised to 'Positive’ in case of substantial and sustained growth in revenue
and profitability. Conversely, the outlook may be revised to 'Negative' in case of deterioration in the
financial and liquidity profile most likely as a result of higher than envisaged working capital
requirements.

Liquidity Position

SEACO has adequate liquidity marked by healthy net cash accruals to its maturing debt obligations. The
company generated cash accruals of Rs.68 to 85 crore during the last three years through 2017-18, while its
maturing debt obligations were in the range of Rs.40 - 51crore over the same period. The cash accruals of
the company are estimated to remain around Rs.100 - 150 crore during 2019-21 while ifs repayment
obligations are estimated to be around Rs. 48 — 55 crore. The company's operations are moderately
moderately working capital infensive as marked by gross current asset (GCA) days of 172 in FY2018. This is
mainly on account of a significant amount of Rs. 76 crore of subsidy receivable being classified in current
assefs. This has led fo increased reliance on working capital borrowings; the cash credit limit in SEACO
remains utilized at 95 percent during the last 12 months period ended December 2018. The company
maintains unencumbered cash and bank balances of Rs.4.73 crore as on March 31, 2018. The current ratio
of the company stands weak at 1.13 fimes as on March 31, 2018. The SEACO s likely to incur capex of Rs.50
—70 crore over the medium which is likely o be funded by internal accruals. Acuite believes that the liquidity
of the company is likely to remain adequate over the medium term on account of expected healthy cash
accruals over the medium term.
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Unit FY18 (Actual) FY17 (Actual) FY16 (Actual)
Operating Income Rs. Cr. 705.38 657.50 481.33
EBITDA Rs. Cr. 120.97 139.54 110.57
PAT Rs. Cr. 37.58 56.89 45.44
EBITDA Margin (%) 17.15 21.22 22.97
PAT Margin (%) 5.33 8.65 9.44
ROCE (%) 14.49 19.56 32.05
Total Debt/Tangible Net Worth Times 1.94 2.07 0.89
PBDIT/Interest Times 2.29 2.57 2.61
Total Debt/PBDIT Times 3.50 2.95 2.27
Gross Current Assets (Days) Days 172 176 194

Status of non-cooperation with previous CRA (if applicable)
India Ratings, vide its press release dated May 11, 2018 had denoted the rating of SEACO as 'IND BBB+;
ISSUER NOT COOPERATING' on account of lack of adequate information required for monitoring of

ratings.

Any other information
None

Applicable Criteria

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

* Manufacturing Entities - https://www.acuite.in/view-rating-criteria-4.htm

* Financial Ratios And Adjustments -https://www.acuite.in/view-rating-criteria-20.htm

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

Rating History (Upto last three years)

Not Applicable

*Annexure - Details of instruments rated

Name of the Facilities I;ﬁ;ig; C:Z’::n MgLutr:y Isss,::z: (?lfsfrl:er.) Ratings/Outlook
Cash Credit Appml((:);ble App’;‘é’;ble AppTScZUe 160.00 ACUITE A- / Stable
Term Loan Appml((:);ble App’;‘é’;ble AppTScZUe 249.46 ACUITE A-/Stable
Letter of credit AppIEl((:);ble Appmlggble App'ﬁé’;ble 12.00 ACUITE A2+
Z?Jr:jkrc?r?’rcégmeeﬂe”er o App?é);ble Appmls;ble Applﬁlc?cfnble 21.75 ACUITE A2+
rroposed Banic Factily App?é);ble App?c?;ble App?é)(;ble 0.79 ACUITE A-/Stable
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About Acvuité 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-II
norms in the year 2012. Since then, it has assigned more than 6,000 credit 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 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 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. 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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