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Rating Rationale
Acuité has reaffirmed the long term rating of ‘ACUITE A-' (read as ACUITE A minus) and the
short term rating of ‘ACUITE A2+" (read as ACUITE A two plus) on the Rs. 115.00 crore bank
facilities of B S Sponge Private Limited (BSPL). Acuité has also assigned the short ferm rating of
‘ACUITE A2+ (read as ACUITE A two plus) on the Rs. 20.00 crore bank facilities of B S Sponge
Private Limited (BSPL). The outlook is ‘Stable’.

The rating reflects the strong operational performance along with an improving financial risk
profile. The company has registered a strong revenue growth in FY21 driven by the rise in
average realization of both finished and intermediate products. The rating also factors in the
company'’s healthy financial risk profile marked by high net worth and conservative capital
structure. These rating strengths are partially offset by cyclical nature of the steel industry. In
addition, the company has also undertaken a debt funded capital expenditure program
which is expected to lead to a slight moderation in their debt coverage and leverage
indicators inthe near term.

About the Company

Incorporated in 2000, B S Sponge Private Limited is a Chhattisgarh based company engaged
in manufacturing of sponge iron, bilets and TMT Bars. The company started manufacturing of
sponge iron in 2004 and billets in July, 2019. Further, the company has forayed into forward
integration intfo TMT bars and installed roling mill with an installed capacity of 1,05,000 MT per
annum in May,2020. The steel plant is situated at Raigarh, Chhattisgarh with an installed
capacity of about 1,80,000 MT per annum for sponge iron and 1,20,000 MT per annum for
billets. The company has also installed an in-house captive power plant of 12 MW in July, 2019.
The company is promoted by Mr. Parmanand Agarwal and his son Mr. Ashish Agarwal.

Analytical Approach

Acuité has considered the standalone business and financial risk profile of BSPL to arrive at
this rafing.
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Key Rating Drivers

Strengths
Integrated operation in steel sector and healthy scale of operation

The company is promoted by the Agrawal family of Raigarh (Chhattisgarh). The company is
managed by Mr. Parmanand Agarwal, who has two decades of experience in the steel
business. The company has infegrated operations with capacities to produce sponge iron,
steel billets and TMT Bars. The installed capacity of the company is 180,000 MT of sponge iron,
120,000 MT of billets and 105,000 MT of TMT bars. The scale of operation of the company had
witnessed an improvement as reflected fromits revenue of Rs 508.14 Cr in FY21as against Rs
382.45 Crin FY20. This significant rise in revenue is on account of sale of TMT from May 2020
coupled with increase in MS billet capacity utilization during FY2021. Further, the revenue of
the company has also increased due to increase in average realisation of MS billet and
sponge iron during FY21. Moreover, the company has reported a turnover of around Rs.410.00
crore fill November 2021 (Prov.).Acuité believes the scale of operation will improve over
medium term backed steady growth in demand of iron and steelin domestic market.

Healthy profitability margin

The profitability margin of the company has increased and stood healthy at 13.03 per cent in
FY2021 as compared to 10.62 per cent in the previous year. This improvement in operating
profitability margin is on account of decrease in raw material price during the period. Further,
the operating profitability margin of the company has declined in FY2020 to 10.62 per cent
from 13.77 percent in FY2019 mainly due higher repairs and maintenance expenses during the
period. Going forward Acuité believes, operating margins is expected to remain healthy on
account of increased capacity utilization and higher operating efficiency due to integrated
nature of operations.

Healthy financial risk profile

The financial risk profile of the company is marked by healthy net worth, comfortable gearing
and strong debt protection metrics. The net worth of the company stood healthy at Rs.135.14
crore in FY 2021 as compared to Rs 106.57 crore in FY2020. This improvement in networth is
mainly due to the retention of current year profit. The gearing of the company stood
comfortable at 1.05 times as on March 31, 2021 when compared to 1.18 times as on March
31, 2020. The total debt of Rs.142.66 crore is consists of long term debt of Rs.76.58 crore, short
term debt of Rs.36.26 crore and unsecured loan from bodies corporates of Rs.29.81 crore in
FY2021. Inferest coverage ratio (ICR) is strong and stood 5.50 times in FY2021 as against 4.45
fimes in FY 2020. The debt service coverage ratio (DSCR) of the company also stood
comfortable at 2.24 times in FY2021 as compared to 1.96 times in the previous year. The net
cash accruals to total debt (NCA/TD) stood healthy at 0.30 times in FY2021 as compared to
0.15 times in the previous year. Going forward, Acuité believes the financial risk profile of the
company willremain healthy on account of steady net cash accruals over the near term.

Efficient working capital management

The comfortable working capital intensive nature of the company is marked by gross current
asset days of 99 days in FY2021 as compared to 101 days in the previous year. The inventory
days of the company stood moderate at 66 days in FY2021 as compared to 77 days in the
previous year. The debtor days of the company has stood comfortable at 04 days in FY2021
as compared to 07 days in the previous year. Going forward, Acuité believes the working
capitalintensity willremain at similar levels over the medium term.

Weaknesses
Debt funded capex plan

The company has installed a strip mill af the same location with an installed capacity of
165,000 MTPA. The total project cost would be Rs. 30.00 crore funded through bank loan of
Rs.20.00 crore and internal accruals of Rs.10.00 crore. The project has been started and
company-has-already-expended-of Rs.18.00-crore-towards-this-project. The-company-is-going
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to complete this capex in March 2022 and expects to start the commercial production from
April 2022. Further, the company is also going to increase their sponge iron manufacturing
capacity by 165000 MTPA. The total project cost would be Rs.80.00 crore funded through
bank loan of Rs.62.00 crore and rest is from internal accruals. The company is expected to
complete this project by June 2023 and expected to start its commercial operation form July
2023 onwards.
Intense competition and inherent cyclicality in the steel industry
The company is operating in competitive and fragmented nature of industry especially in
primarily steel producing industry. There are several players who are engaged in the sponge
iron and billets manufacturing business in organized and unorganized sector. Moreover, the
profit margins and sales of the company remains exposed to inherent cyclicality in the steel
ip?lus’rrg/. e

ating Sensitivities
o Growth in scale of operations while maintaining operating profitability
o Working capital management
o Timely completion of debt funded capex

Material covenants
None

Liquidity Position: Adequate

The company has adequate liquidity marked by comfortable net cash accruals of Rs.41.89
crore as against Rs.12.00 crore long term debt obligations in FY2021. The cash accruals of the
company are estimated to remain in the range of around Rs. 61.06 crore to Rs. 82.20 crore
during 2022-23 as against Rs. 12.00 crore FY2022 and in Rs. 16 .00 crore inFY2023 respectively of
long term debt obligations. The current ratio of the company stood comfortable at 2.11 times
in FY2021. The working capital management of the company is marked by Gross Current Asset
(GCA) days of 99 days in FY2021. The bank limit of the company has been ~53 percent utiized
during the last six months ended in December 2021. Acuité believes that the liquidity of the
company is likely to remain adequate over the medium term on account of comfortable cash
accruals against long debt repayments over the medium term.,

Outlook: Stable

Acuité believes that the outlook of the company will remain stable over the medium term
backed by its experienced management and integrated nature of operations. The outlook
may be revised to ‘Positive’ in case the company registers higher than expected growth in
revenues while achieving improvement in operating margins and efficient working capital
management. Conversely, the outlook may be revised to ‘Negative' in case of decline in the
company's revenues or profit margins, orin case of deterioration in the company’s financial
risk profile and liquidity position or further deterioration in its working capital cycle.

Key Financials

Particulars Unit FY 21 (Actual) FY 20 (Actual)
Operating Income Rs. Cr. 508.14 382.45
PAT Rs. Cr. 35.78 14.15
PAT Margin (%) 7.04 3.70
Total Debt/Tangible Net Worth Times 1.06 1.21
PBDIT/Interest Times 5.50 4.45

Status of non-cooperation with previous CRA (if applicable)
Not Applicable

Any other information
Not Applicable
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Applicable Criteria
* Default Recognition - https://www.acuite.in/view-rating-criteria-52.htm

* Entities In Manufacturing Sector -https://www.acuite.in/view-rating-criteria-59.htm
* Rating Process and Timeline: https://www.acuite.in/view-rating-criteria-67.htm

* Application Of Financial Ratios And Adjustments: https://www.acuite.in/view-rating-criterio-

53.htm

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

Lender’s Date Of | Coupon | Maturity |Quantum .
Name ISIN Facilities Issuance | Rate Date | (Rs. Cr.) Ratfing
HDFC Not Bank Guarantee Not Not Not 300 ’Z\%E”'E

Bank Ltd|Applicable (BLR) Applicable Applicable|Applicable ' Reaffimed

: Bank ACUITE
Indian Not Not Not Not
. Guarantee/Letter, . . . 2.00 A2+ |
Bank |Applicable of Guarantee ApplicablelApplicable|Applicable Reaffimed
ACUITE A-
HDFC Not : Not Not Not
Bank Ltd|Applicable Cash Credit ApplicablelApplicable|Applicable 10.00 ées(;r%ﬁlﬁeé
. ACUITE A-
Indian Not : Not Not Not
Bank |Applicable Cash Credit ApplicablelApplicable|Applicable 43.10 éesc;r%ﬁfeé
. ACUITE
Indian Not , Not Not Not
Bank |Applicable Lefter of Credit ApplicablelApplicable|Applicable 7.00 Reéfzf;rrn']ed
. ACUITE
Indian Not , Not Not Not
Bank |Applicable Lefter of Credit Applicable Applicable|Applicable 10.00 A?;ign|ed
ACUITE
HDFC Not : Not Not Not
Bank Ltd |Applicable Lefter of Credit Applicable|Applicablel Applicable 10.00 AﬁQIQJn'e q
ACUITE
HDFC Not : Not Noft Noft
Bank Ltd|Applicable Lefter of Credt ApplicablelApplicable|Applicable 200 ReéfQﬁJrrrTLed
ACUITE A-
HDFC Not

Bank Ltd [Applicabole TermLoan  |31-12-2019]  9.00 |31-12-2025] 33.25 Rlesc;rf(?iﬁlneeé|

Indian Not ACUIE A

Bank |Applicable TermLoan  |30-11-2019] 10.40 |30-06-2027| 14.65 RleSC;rf(?iFrlnee(l:I
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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 8,850 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 Kanjurmarg, Mumbai.

Disclaimer: An Acuité rating does not constitute an audit of the rated entityand should not
be treated as a recommendation or opinion that is infended 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, in particular, makes no representation or warranty,
expressed or implied with respect tothe 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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