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Rating Assigned and Withdrawn

Total Bank Facilities Rated* Rs. 188.00 Cr.
Long Term Rating ACUITE A+ / Outlook: Stable
(Assigned and Withdrawn)

* Refer Annexure for details
Rating Rationale

Acuité has converted its provisional long-term rating to final rating of ‘ACUITE A+’ (read as ACUITE A
plus) fo the Rs. 115.00 crore bank facilities of AYODHYA GORAKHPUR SMS TOLLS PRIVATE LIMITED
(AGPL). The outlook is ‘Stable’.

Also, Acuité has withdrawn provisional long-term rating of ‘ACUITE Provisional A+’ (read as ACUITE
Provisional A plus) on the Rs. 73.00 crore proposed ferm loan of AGPL.

About the company

AGPL is a Special Purpose Vehicle (SPV), promotfed by SMS Limited (100 per cent stake) fo
undertake aroad development project on Operate Maintain and Transfer (OMT) basis. The scope
includes operating and maintaining a 116.10 km four-lane road project (137.970 km to 252.860 km) on
NH - 28 in the state of Uttar Pradesh (UP). The project was awarded by National Highways Authority of
India (NHAI) on Toll collection basis, with a concession period of 9 years starting from March 2013. The
project achievedits Commercial Operation Date in August 2013 and the premium payable to authority
was Rs. 79.02 crore in the first year with an annual escalation of 10 per cent.

About the group

SMS Limited (SL), erstwhile known as SMS Infrastructure Limited, was established in the year 1963 by
Late Mr. Shaktikumar Sancheti as a proprietary concern. In 1997, the constitution was changed to
private limited. The company changed its name to SMS Limited in January 2016. SL, promoted by
Mr. Abhay Sancheti, Mr. Ajay Sancheti and Mr. Anand Sancheti, is engaged in undertaking civil
construction work via EPC route. The company has diversified its operations info mining, irrigation,
road and bridge construction, operating and maintenance of roads, waste management, airports,
toll management, electrical works and railways.

Analytical Approach
For arriving at the rating, Acuité has considered the standalone credit profile of AGPL.

Key Rating Drivers

Strengths

* Established toll project with long operational track record of more than six years with an established
traffic density
AGPL was incorporated to undertake a road development project on Operate Maintain and
Transfer (OMT) basis under a 9-year concession from NHAI. The project road is a 116.10 km stretch
from Lucknow (Uttar Pradesh) to Barauni (Bihar) and is part of the National Highway 28. The project
stretches witnessed ftraffic from the handloom cotfton cloth industry in Ayodhya, and provide
connectivity to the industrial fown of Barauni in Bihar with the capital city of Uttar Pradesh,
Lucknow, via Gorakhpur. Further, the stretch links towards Northeast India where economic activity
in and around the region has seen immense growth in the recent past.

* Significant increase in toll collections in FY2018 and FY2019
The toll collections increased by ~19 per cent to Rs. 175.25 crore in FY2018 from Rs. 146.97 crore in
FY2017 and 16.34 per cent to Rs. 203.89 crore in FY2019. This was due to a toll rate hike and a
healthy growth in traffic post-GST implementation with the removal of various checkpoints. The
stretch hos witnessed heoIThy growth |n ‘rrofflc at oround 15 per cent cmd 20 per cent (in PCU
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activity in the region including commercial tfraffic from North India to North-East India driven by
increased construction activity in North-East region. Also, the company has reported revenues of
Rs. 139.08 crore (Provisional) for the period April-November, 2019.

* Waterfall mechanism in ESCROW account
AGPL has escrow mechanism through which cash flows from toll collection is routed and used for
payment, as per the defined payment waterfall. Only surplus cash flow after meeting operating
expense, debf servicing obligation, and provision for major maintenance expense, can be utilised
for payment of the premium during the concession period.

* Moderate capital structure with strong liquidity position
The capital structure of the company has been strong with steady increase in accruals as well as
repayment of debt. The debt to equity ratio of the company stood at 3.39 times as of March 31,
2019. It has unencumbered cash balance and liquid investments of Rs. 107.16 crore against
outstanding debt of Rs. 188.08 crore as on March 31, 2019. Presence of debft servicing reserve
account (DSRA) equivalent to three months of principal and interest obligations provides additional
comfort.

Weaknesses

¢ Susceptibility of toll revenue to volatility in traffic volume - inherent traffic volume risk

Toll collection, the single source of revenue, is exposed to volatility because of toll leakages,
competing routes, lack of fimely increase in toll rates, fluctuation in WPI-linked inflation, seasonal
variations in vehicular traffic which in turn are largely influenced by the level of economic activity in
and around the area of operation. In the event of a project's cash flows being insufficient to meet
its debt servicing commitments/maintenance commitments, the support would be required to
be extended from SL. Additionally, lower than expected traffic volumes due to prolonged slowdown
in the economic activity may also impact cash flows, causing cash flow mismatches.

Rating Sensitivities
e Improvement in operating income.
e Declining profitability.

Material Covenants
None

Liquidity Position: Adequate

AGPL has adequate liquidity marked by healthy net cash accruals to its maturing debt obligations. The
company generated cash accruals of ~Rs.122.00 to Rs.145.00 crore during the last three years through
2017-19, while its maturing debt obligations were in the range of ~Rs. 14.00 crore to Rs. 72.00 crore over the
same period. The cash accruals of the company are estimated to remain around ~Rs.180.00 — 230.00 crore
during 2020-22, while its repayment obligation are estimated to be in the range of ~Rs.114.00 crore. Further,
the company's loanrepayments willend by March 2023. AGPL is refinancing its outstanding debt of ~Rs.
188.00 crore in order to save on the interest cost. The company's cash flows are expected to remain
enough to fund the debt payments in FY2020. Nevertheless, the company's strong liquidity position
will be supporting it in case of any cash flow mismatches. Acuité believes that the liquidity of the
company is likely to improve over the medium term on account of healthy cash accrual backed by
significant improvement in traffic. Any further advances to or investments in weaker Group
companies may also result in deterioration of liquidity posifion.

Outlook: Stable

Acuité believes that the outlook on AGPL's rated facilities will remain ‘Stable’ over the medium term on
account of steady flow of toll revenues from the project coupled with strong support of sponsors. The
outlook may be revised to 'Positive' in case of significant improvement in toll revenues and
improvement in cash flows from operations. Conversely, the outlook may be revised to 'Negative' in
case of sharp decline in tollrevenues or cash flow and/or lack of timely support from the sponsor.
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Unit FY19 (Actual) | FY18 (Actual)
Operating Income Rs. Cr. 203.89 175.25
PAT Rs. Cr. 9.46 21.70
PAT Margin (%) 4.64 12.38
Total Debt/Tangible Net Worth Times 3.39 1.11
PBDIT/Interest Times 8.09 25.37

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

Not applicable

Any other information
None

Applicable Criteria

* Default Recognition -hffps://www.acuite.in/view-rating-criteria-52.ntm

¢ Infrastructure Entities -https://www.acuite.in/view-rating-criteria-51.htm

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

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

Rating History (Upto last three years)

Date qup.e. of Instrument / Term Amount (Rs. Cr.) Ratings/Outlook
Facilities
09-Jan-2020 Proposed Long Term Long Term 188.00 ACUITE Provisional A+/Stable
Loan (Reaffirmed)
21-Aug-2018 Proposed Long Term Long Term 188.00 ACUITE Provisional A+/Stable
Loan (Assigned)
*Annexure — Details of instruments rated
Name of the Date of Coupon Maturity Size of the Issue .
Facilities Issuance Rate Date (Rs. Cr.) Rafings/Outlook
Not Not Not ACUITE A+ /Stable
Term Loan Applicable Applicable |Applicable 115.00 (Assigned)
Proposed Long Not Not Not 73.00 ACUITE Provisional A+
Term Loan Applicable Applicable |Applicable ) (Withdrawn)
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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 Ratfings under BASEL-II
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 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, inparticular, makes no representation or warranty, expressed orimplied 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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