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Rating Rationale

Acuité has reaffirmed the long term rating of ‘ACUITE BB’ (read as ACUITE Double B) on the bank facilities of
Rs. 38.00 crores of SM Mukki Marine Engine Gear boxs Private Limited (SMPL). The outlook is ‘Stable’.

About the company

SMPL is based out of Nagercoil, Tamil Nadu and was incorporated in the year 2016. The company is engaged
in assembling and manufacturing of marine gear boxes, marine engine and ancillary parts. SMPL is promoted
by Mr. Sudalaiyandi Murugan and family. The company has its manufacturing facility located in Nagercoil
with an installed capacity of 7,200 units per annum as on March 31, 2021.

About the Group

SMPL is a part of SM Group that consists of SM Mukki Marine Engine Gearboxs Private Limited (SMPL) and SM
Marains Advances Gearboxs India Private Limited (SAPL). The group is promoted by Mr. Sudalaiyandi
Murugan and family. SM Group is engaged in manufacturing, sale, and servicing of marine engine, marine
gear boxes and other ancillary parts with presence in 11 coastal states of India.

Analytical Approach

Acuité has considered the consolidated business and financial risk profiles of SM Marains Advances
Gearboxs India Private Limited (SAPL) and SM Mukki Marine Engine Gear Boxes Private Limited (SMPL),
together known as SM Group, to arrive at this rating. The consolidation is on account of common promoters,
similar line of business and significant operational linkages in terms of sales and purchases. Extent of
Consolidation: Full.

Key rating drivers

Strengths
* Established track record and Experienced management

The promoters have vast experience in trading and servicing of marine engine and gearbox by virtue of
their association with SM Engineering Works (1962) and SM Marians Advance Gear Boxs India Private Limited
(SAPL) (2006). The group is an authorised dealer of Hangzhou Advance Gearbox Group Co (China) and
Sinotruk Limited (China) in India. The extensive experience of the promoters has helped the group in
establishing long-standing relationship with fishermen community across 11 coastal states. The group is well
supported by second line of management.

The operating income of the group stood at Rs. 158.93 crores in FY2020 as against Rs. 131.62 croresin FY2019,
a growth of 20.75% y-o-y. The revenues are growing at CAGR of 23.00 percent since 2016. The group has
registered revenue of Rs. 99.61 for FY2021. The decline in revenue was due fo pandemic and nationwide
lockdown. The operating margins also stood declined at 7.39 percent in FY2020 as against 8.07 percent in
FY2019.The decline is due to increase in raw material cost which stood at 83.00 percent in FY2020 as against
79.00 percentin FY2019. The PAT margins stood declined at 0.41 percent in FY2020 as against 0.78 percent
in FY2019. However, group has order book of worth Rs. 48.31 crores which is to be executed in next 3 to 4
months, providing revenue visibility over near term. Acuité believes that group will continue to benefit over
the near to medium term on account of its experienced management and long-standing relationship with
its customers and suppliers.
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* Geographically well diversified RATINGS & RESEARCH
The group has presence in over 11 coastal states in India and manufacturing unit located at Nagercail,
Tamil Nadu. Also, S M group has wide presence across India with 29 branches, 32 service cenfres and
dedicated call centres. The wide spread geographical ensures recurring orders from existing customers
and better service to strengthen long standing relationships. Further, group has fie-ups with well-known
suppliers like Sinofruk Limited and Hangzhou Advance Gearbox Group Co. ensuring regular flow of raw
materials.

Weaknesses

¢ Moderate financial risk profile

SM group’s moderate financial risk profile is marked by modest net worth, high gearing and average debt
protection metrics. The net worth of the group stood at Rs. 22.82 crore as on March 31, 2020 as against
Rs.19.01 crore as on March 31, 2019 on account of modest accretion of profits. The net worth includes
unsecured loans from promoters of Rs.3.82 crore as on March 31, 2020 and Rs.0.62 crore as on March 31,
2019. The gearing marginally improved from 3.25 times as on March 31, 2019 to 2.80 per centin as on March
31, 2020. However, same is likely to deteriorate further in current year due to addition of Covid loans of
Rs.11.89 crores which was availed under emergency credit line as per RBI guidelines. The total debt of
Rs.63.97 crore consist of long term borrowings of Rs.16.45 crore and the working capital borrowings of
Rs.47.52 crore. Debt protection metrics stood moderate marked by interest coverage ratio (ICR) of 1.57
times as on March 31, 2020 as against 1.56 fimes as on March 31, 2019. The debft service coverage ratio
(DSCR) stood low at 1.13 times in FY2020 as against 1.16 fimes in FY2019. NCA/ TD stood at 0.05 times for
FY2020 as against 0.06 times for FY2019.

* Susceptibility to Impact of pandemic and economic slowdown

The marine and shipping sector has been adversely affected by the COVID-19 pandemic and nationwide
lockdown. Most of the manufacturing companies have partially shut their manufacturing plants during first
two quarters of FY2021, which has severely impacted their operating performance. The gearbox and
engine manufacturing companies in shipping industry is likely to see de-growth of 35 to 40 percent in
FY2021. Decrease in global as well as domestic demand for marine gearbox and engines, unavailability of
labor and timely logistics services has hampered the imports. Further, many suppliers had halted their
operations owing to lockdowns imposed by various countries to curtail the pandemic and shipment were
delayed resulting in higher cost as well as delay in production. The same is withessed by players like SM
group in FY2021, resulting in lower than expected performance for the current year as compared to
historical years.

Rating Sensitivities

* Improvement, sustainability and healthy growth of revenues and profitability margins.

* Deterioration in the working capital cycle leading to stress on the liquidity position.

* Higher than expected debt funding resulting in deterioration in overall financial risk profile

Liquidity Position: Adequate

The group has adequate liquidity marked by modest net cash accruals to its maturing debt obligations. The
company generated cash accruals of Rs.2.39toRs.3.64 crores during FY2018-20 against maturing debt
obligation of Rs 2.20 to Rs.3.91 crore in the same period. The net cash accruals are expected to be in range
of Rs.3.50 crores to Rs.6.00 crores, against repayment obligation of Rs.3.90 to Rs.5.80 crores for FY2021-23. The
incremental working capital requirement and repayment obligations are served by unsecured loans from
promoters. The cash credit limit of the group remains utilised at around 90 per cent during the last six month
period ended March 2021. The group maintained unencumbered cash and bank balances of Rs.1.39 crore
as on March 31, 2020. The current ratio of the group stood at 1.31 times as on March 31, 2020 as against xx
times as on March 31, 2019.

Outlook: Stable

Acuité believes that SM group will maintain 'Stable' outlook over the medium term from its promoter's long-
standing experience in the industry. The outlook may be revised to 'Positive’ if the group achieves more than
envisaged sales and profitability, while efficiently managing its working capital cycle. Conversely, the outlook
may be revised to 'Negative' if the company fails to achieve growth in revenue and profitability or the
financial risk profile deteriorates owing to higher-than-expected increase in debt-funded working capital
requirement,
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About the Rated Entity - Key Financials RATINGS & RESEARCH
Unit FY20 (Actual) FY19 (Actual)
Operating Income Rs. Cr. 158.93 131.62
PAT Rs. Cr. 0.65 1.03
PAT Margin (%) 0.41 0.78
Total Debt/Tangible Net Worth Times 2.80 3.25
PBDIT/Interest Times 1.57 1.56

Status of non-cooperation with previous CRA (if applicable)

Not Applicable

Any other information

Not Applicable

Any Material Covenants
Not Applicable

Applicable Criteria

e Default Recognition - hitps://www.acuite.in/view-rating-criteria-52.htm

e Manufacturing Entities - https://www.acuite.in/view-rating-criteria-59.htm

e Trading Entities -https://www.acuite.in/view-rating-criteriao-61.htm

e Financial Ratios And Adjustments -https://www.acuite.in/view-rating-criteria-53.ntm

Note on complexity levels of the rated instrument
https://www.acuite.in/view-rating-criteria-55.ntm

Rating History (Upto last three years)

Date Name of Instrument / Term Amount (Rs. Cr.) Ratings/Outlook
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Name of the Date of Coupon Maturity | Size of the
Facilities Issuance | Rate Date Issue Ratings/Outlook
(Rs. Cr.)
. Not Not Not ACUITE BB/Stable
Cash Credit Applicable| Applicable| Applicable 20.00 (Reaffirmed)
Short Term Loan | 03-10-2019| , NOT 131082023 807 ACUITE BB/Stable
Available (Reaffirmed)
Not ACUITE BB/Stable
Term Loan 22-08-2015 Available 31-07-2023 5.85 (Reaffirmed)
WCTL (Covid Not ACUITE BB/Stable
Loan) 16-09-2020 Applicable 31-08-2024 4.08 (Reaffirmed)
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About Acuité Ratings & Research:

Acuité Ratings & Research 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-Il norms in the year 2012. Since then, it
has assigned more than 8,548 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 frue, 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.acuite.in) for the latest information on any instrument rated by Acuité, Acuité’s rating
scale and its definitions.
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