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Rating Rationale

Acuité has assigned long-term rating of '‘ACUITE BB' (read as ACUITE double B) and short term rating of
‘ACUITE A4+’ (read as ACUITE A four plus) on the Rs.25.00 crore bank facilities of VIRINCHI LIMITED (VL). The
outlook is ‘Stable’.

Hyderabad, Telangana based, Virinchi Limited (VL) is engaged in Information Technology based products
and services. The company was incorporated in the year 1990. It was set up by Mr. Vishwanath Kompella,
an alumnus of IIT Chennai. VL is engaged in the business of providing IT services to fintech companies. The
company'’s flagship product Q-Fund is used by the alternate finance companies in North America to fund
the subprime customers for a short ferm. The company is listed on Bombay Stock Exchange (BSE).

Analytical Approach

Acuité has consolidated business and financial risk profile of Virinchi Limited (VL) and its subsidiaries
including Virinchi Healthcare Private Limited (VHPL) together referred as Virinchi Group (VG) to arrive at
the rating. The consolidation is on account of common management and significant financial linkages
and corporate guarantee extended by VL. Extent of Consolidation: Full

About Group

Hyderabad based Virinchi Limited (VL) was incorporated in 1990 by Mr. Vishwanath Kompella, engaged in
the business of providing IT based products and services to fintech companies. In the year 2016, Virinchi
Health care Private Limited was incorporated with 350 beds capacity at Hyderabad which is 100%
subsidiary of Virinchi Limited. The subsidiaries of Virinchi Limited includes Virinchi Healthcare Private Limited,
Q fund Technologies Private Limited, KSoft systems Inc, Tensor Fields Consultancy Services Private Limited,
Virinchi Combinatorics & Systems Biology Private Limited, Virinchi Learning Private Limited, Virinchi Media &
Entertainment Private Limited, Virinchi Infra & Realty Private Limited, Tyohar Foods Private Limited, Asclepius
Consulting & Technologies Private Limited.

Kev Rating Drivers

Strengths

* Experienced management and established track record of operations

Hyderabad based Virinchi Limited (VL) was incorporated in 1990 by Mr. Vishwanath Kompella, engaged
in the business of providing IT based products and services to fintech companies. The company'’s
flagship product Q-Fund is used by the alternate finance companies in North America to fund the
subprime customers for a short term. In the year 2016, Virinchi Health care Private Limited was
incorporated with 350 beds capacity at Hyderabad which is 100% subsidiary of Virinchi Limited. Virinchi
Group (VG) is promoted by Mr. Vishwanath Kompella who have more than three decades experience in
IT and Healthcare Industry. The group has an established position in the IT industry of about three
decades. V0L's revenues are 100 percent export-oriented catering to North America. Due to the group’s
established frack record of operations and management experience, the group has booked the
revenue of Rs.407.09 crore in FY2019 as compared to Rs.341.42 crore in FY2018. Further, the group
generated a revenue of Rs.287.48 crore for 9MFY2020. The group is expected to leverage its well-
established relationships with reputed clients and suppliers.
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Acuité believes that VG shall continue to benefit from its long standing presence of more than three
decades in the IT and Health care industry and its established position which is likely to result in steady
stream of revenues for the company over the medium term.

* Increase in scale of Operations and profitability margins.

The revenues of the VG grew at a CAGR of 19 percent for three years ending FY2019. The revenues has
increased to Rs.407.09 crore in FY2019 from Rs.268.68 crore in FY2017. Further, the group generated a
revenue of Rs.287.48 crore for YMFY2020. The growth in revenue is majorly on account of increase in
revenues from Health care Segment of the Group. Further, for FY2019, Healthcare segment contributes to
~29 percent of total sales, ~65 percent is generated from IT related services and remaining 6 per cent is
from other operating revenues from subsidiaries.

Further, operating margins of the company has improved over the three-year period ending FY2019. The
operating margins has improved and stood at 29.82 per cent in FY2019 as against 27.94 percent in
FY2018 and 21.64 percent in FY2017. The PAT margin stood at 14.47 per centin FY19, 9.72 percent in FY18
and 8.23 percentin FY17.

* Moderate financial risk profile

The financial risk profile of the group is moderate marked by moderate net worth, gearing and debt
protection indicators. Gearing and TOL/TNW levels are moderate at 0.69 and 0.93 times as on 31 March,
2019 vis-a-vis 0.84 and 1.28 times as on 31 March, 2018. Net worth is moderate and increased to Rs.234.93
crore as on 31 March, 2019 as against Rs.186.42 crore in the FY2018 due to accretion of profits to reserves.
Of the total debt of Rs.162.22 crore as on 31 March, 2019, long term debt constitutes Rs.100.54 crore,
unsecured loans from promoters constitutes of Rs.5.77 crore and short term debt of Rs.33.36 crore. Debt
protection metrics of interest coverage ratio and net cash accruals to total debt are moderate at 5.63
times and 0.58 times respectively in FY2019 as against 5.49 tfimes and 0.42 times respectively in FY2018.
Interest coverage ratio has improved due to increase in EBITDA in absolute terms, NCA/TD improved to
0.58 in FY2019 from 0.42 in FY2018 due to increase in net cash accruals in FY2019 when compared to
FY2018 due to increase in PAT levels when compared to previous year. Virinchi Group generated cash
accruals of Rs.24.89 crores in FY2019 as against Rs.66.51 crore in FY2018.

Acuité believes that the financial risk profile of the company is expected to be at similar levels over the
medium term supported by moderate cash accruals.

Weaknesses

* Working capital intensive operations
The group operates in a working capital-intensive nature of operated marked by Gross Current Assets
days at 130 for FY2019 as against 161 for FY2018. The debtor days improved and stood at 69 days in
FY2019 against 84 days in FY2018. Inventory days are moderate and stood at 11 days in FY2019 as against
15 days in FY2018. Virinchi Group has fully utilized their working capital limits for the past six months ended
May 2020.

* Liquidity issues in one of the Subsidiary Companies
Virinchi Healthcare Private Limited (VHPL) is a 100 percent subsidiary of Virinchi Limited. The company
operates Multi Specialty Hospital. Further, VHPL's liquidity is stretched and has faced intermittent delays in
servicing of debt in the past. Further, Virinchi Limited has given Corporate Guarantee to VHPL. Acuité
believes, the promoters of VHPL, i.e., VL will have to continuously support the operations of VHPL to make
sure the timely repayment of debt. Further, in case of invocation of Corporate Guarantee in future, the
financial risk profile of VL will be severely impacted.

* Highly competitive industry
IT industry is characterized by intense competition from large players enjoying benefits and higher
bargaining power. The company also remains suscepftible to industry-specific risks, such as exchange-rate
fluctuations. However, the enfrepreneurial experience is supporting its operating margins stood range
bound between 29.82 percent 21.64 percent over past three years ending fiscal 2019.

Rating Sensitivity factors:

e Significant Improvement in revenues
e Any delays in servicing debt obligations in future
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Material Covenants: None

Liquidity Position: Stretched

VG's liquidity is stfrefched marked by net cash accruals as compared fo its matfuring debt obligations. The
group generated cash accruals of Rs.48.33-94.89 crore during the last three years through 2017-19, while
the maturing debt obligations were in the range of Rs.9.94-22.54 crore over the same period. The cash
accruals are estimated to improve to Rs.78 - 65 crore during 2020-22, while its repayment obligations in
the range of Rs.25.00 crore to Rs.28.00 crore. The group maintains cash and bank balances of Rs.9.04
crore as on March 31, 2019. The current ratfio stood moderate at 1.39 times as on March 31, 2019. GCA
stood at 130 days in FY2019 as against 161 days in FY2018. However, the working capital limits of the group
remain almost fully utilized. Acuité believes that the liquidity of the group is likely to remain adequate over
the medium term on account of moderate cash accruals as against its repayment obligations.

Outlook: Stable

Acuité believes that VG will maintain a 'Stable' outlook over the medium term backed by its
experienced management and adequate revenue visibility. The outlook may be revised to 'Positive' in
case of significant improvement in its revenues, while maintaining the profitability margins. Conversely,
the outlook may be revised to 'Negative' in case of any further stretch in its working capital
management, deterioration in financial risk profile and liquidity position.

About the Rated Entity - Key Financials

Unit FY19 (Actual) FY18 (Actual)
Operating Income Rs. Cr. 407.09 341.42
PAT Rs. Cr. 58.92 33.20
PAT Margin (%) 14.47 9.72
Total Debt/Tangible Net Worth Times 0.69 0.84
PBDIT/Interest Times 5.63 5.49

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

Any other information
None

Applicable Criteria

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

e Service Entities - hitps://www.acuite.in/view-rating-criteria-50.ntm

e Application of Financial Ratios and Adjustments - https://www.acuite.in/view-rating-criteria-53.ntm
e Consolidation of companies - hitps://www.acuite.in/view-rating-criteria-460.htm

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

Date of

Coupon

Maturity

Size of the Issue

Facilities Issuance Rate Date (Rs. Cr.) Ratings/Outlook
Packing Credit Appll\ilcct);ble Appll\ilé);ble Appll\ilg;ble 18.00 ACU(EES?SASeE)ble
Term Loan Appll\ilcct);ble Appll\ilé);ble Appll\ilg;ble 4.20 ACU&ES?QBASSPG
Eéocﬁi(‘r);ed Bank Appll\ilcct);ble Appll\ilé);ble Appll\ilg;ble 0.32 ACU(EES?SASeE)ble
?ir;kron tee Appll\ilcct);ble Appll\ilé);ble Appll\ilg;ble 2.48 afggrfeg‘r
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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 Ratings under BASEL -lI
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 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 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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