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Rating Rationale

Acuité has reaffirmed the long term ratfing of ‘ACUITE BBB-' (read as ACUI TE triple B
minus) on the Rs.32.65 Cr bank facilities of Hariom Ingots and Power Private Limited (HIPPL).
The outlook has beenrevised to ‘Negative’.

The rating reaffirmation on HIPPL factors in the long experience of the management,
established track record of around two decades and efficient working capital cycle
supported by company’s proximity to its raw material sources. The rating also draws comfort
from the above average financial risk profile of the company. These strengths are, however,
partially offset by the low profitability margins and cyclical nature of the steel industry with
volatility in input prices. Despite improved price realisation of products, significant surge in
input costs has moderated the profitability levels of the company, there by leading to
increased utilisation of working capital limits.

The outlook revision takes cognizance of the continuous decline in the operating profitability
margins of the company since the last five fiscals even though the price realisation of
products have improved significantly in FY21 and FY22. In addition, the net profit margin has
also stood at 0.59 per cent in FY22 (prov.), which is the lowest in the past five FYs. Hence the
below industry standard margins of HIPPL might further deteriorate the business risk position of
the company, in the future.

About the Company

Incorporated in 2004, HARIOM INGOTS AND POWER PRIVATE LIMITED (HIPPL) is promoted by
the Agrawal family, based in Bhilai, and Chhattisgarh. The company is engaged in the
manufacture of MS billets and TMT bars with a current capacity of 90,000 MTPA for billets and,
60,000 MTPA for TMT bars. The TMT bars manufactured by the company are sold under the
brand ‘Hariom TMT'. In FY2015, the company started manufacturing epoxy-coated TMT bars,
which are more durable than the normal TMT bars and are sold under the brand ‘Hariom
Epoxy Shield’. In addition, HIPPL is involved in the trading of TMT bars and various rolled
products manufactured by other steel players. The company is currently headed by Mr.
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Santosh Kumar Agrawal, Mr. Sandeep Agrawal, Mr. Bhagwan Das Agrawal, and Mr. Ajay
Agrawal.

Analytical Approach
Acuité has taken a standalone view of the business and financial risk profile of HIPPL to arrive
at the rating.

Key Rating Drivers

Strengths

Long experience of promoters and established relationship with customers

HIPPL was promoted by Mr. Sanfosh Agrawal in 2004. Currently, the operations are managed
by him along with his two sons Mr. Sandeep Agrawal and Mr. Bhagwan Das Agrawal who
have nearly two decades of experience in the iron and steel industry. Though the company
began its commercial operations in 2004, however prior to that Agarwal family was into
trading of iron and steel products since last 45 years in Bhilai. Acuité believes the long frack
record, rich experience of the promoters, their strong understanding of local market dynamics
and healthy relations with customers and suppliers will continue to support the business going
forward.

Above average financial risk profile

The company’s above average financial risk profile is marked by moderate yet improving
networth, comfortable gearing and healthy debt protection metrics. The tangible net worth
of the company has improved to Rs.30.70 Cr as on 31st March, 2022 (Prov.) from Rs.28.84 Cr as
on 31st March, 2021. Acuité has considered unsecured loans of Rs.2.50 Cr as on March 31,
2022 as quasi-equity as the management has undertaken to maintain it in the business during
the tenure of the bank facilities. Gearing of the company is comfortable at 0.94 times as on
March 31, 2022 (prov.) as against 0.71 times as on March 31, 2021. The Total outside
Liabilities/Tangible Net Worth (TOL/TNW) stood at 1.43 times as on March 31, 2022 (prov.) as
against 0.82 times as on March 31, 2021. The healthy debt protection metrics of the group is
marked by Interest Coverage Ratio at 3.38 times and Debt Service Coverage Ratio (DSCR)
at 2.39 times as on March 31, 2022 (prov.). NCA/TD stood at 0.18 times in FY2022 (prov.).
Going forward, Acuité believes that the financial risk profile of the company will be sustained
at similar levels backed by steady accruals and no major debt funded capex plans.

Efficient working capital cycle

The efficient working capital cycle is marked by expected low Gross Current Asset (GCA) of
58 days as on 31st March, 2022 (prov.) as compared to 35 days as on 31st March, 2021. The
low GCA days are on account of efficient collection mechanism with debtor days at 3 days
as on 31st March, 2022 (prov.) as against 2 days as on 31st March, 2021. The inventory period
is also comfortable at 53 days as on 31st March, 2022 (prov.) as compared to 27 days as on
31st March, 2021. The inventory holding increased in FY22 due fo increase in finished goods in
the year end. Acuité believes the working capital cycle will remain at similar levels over the
medium term.

Weaknesses

Declining profitability margins

Historically, the profitability margins of the company have been at relatively low levels. Due to
huge surge in input prices, high fuel cost and freight cost, the operating margin of the
company decreased to around 2.48 per cent in FY22 (prov.) as against 3.26 per cent in FY21.
The PAT margin also marginally decreased to 0.59 per cent in FY22 (prov.), from 0.81 per cent
in FY21. Moreover, one-third of the company's revenue is derived from billet sale which has
lower margin percentage in comparison fo TMT bars and epoxy coated bars. Majority of the
business is carried out on cash basis by offering discounts to dealers resulting in low profitability
margins. Acuité believes, amidst the cyclical nature of business and absence of captive
power plant, the company's ability to improve its margins will remain a key monitorable.

Susceptibility of profitability to volatility in raw material prices, competitive and
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cyclical industry

The company's profitability is highly susceptible to volatility in prices of the key raw materials.
Any sharp upward movement in the raw material prices and the inability of the company to
pass on the increased cost of raw materials may result in dip in operating margins. The industry
remained heavily fragmented and unorganised. The company is exposed to intense
competitive pressures from large number of organised and unorganised players. Moreover,
the profit margins of the company remains exposed to inherent cyclicality in the steel industry
and volatility in raw material prices.

Rating Sensitivities

o Sustainability in their growth in scale of operations
¢ Improvement in profitability margin
e Improvement in capital structure

Material covenants
None

Liquidity Position: Adequate

The company'’s liquidity position is adequate marked by net cash accruals of around Rs.5.12
Crin FY2022 (prov.) as against long term debt repayment of only Rs.0.73 Cr over the same
period. The current ratio of the company is comfortable at 1.35 times as on March 31, 2022
(prov.) as against 1.92 times in FY21. HIPPL has unencumbered cash balance of around of
around Rs.0.97 Cr as on 31st Mar, 2022 (prov.). The fund based limit remained uftilised at 83 per
cent over the six months ended May, 2022. Acuité believes that going forward the company
will maintain adequate liquidity position due to steady accruals.

Outlook: Negative

Acuité has revised the outlook to ‘Negative' on account of low expected profitability
margins of the company, going forward. The steel prices are volatile due to the cyclical
nature of the industry and hence further deterioration in the profits levels will impinge on the
business risk position of the company. The outlook may be revised to 'Stable' in case the
company registers significant improvement in its profitability levels thereby improving its cash
accruals.

Key Financials

Particulars Unit FY 22 (Provisional) | FY 21 (Actual)
Operating Income Rs. Cr. 314.49 263.71
PAT Rs. Cr. 1.86 2.13
PAT Margin (%) 0.59 0.81
Total Debt/Tangible Net Worth Times 0.94 0.71
PBDIT/Interest Times 3.38 3.82

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

o ICRA, vide its press release dated Oct 28, 2021 had denoted the rating of Hariom Ingots
and Power Private Limited as ‘ICRA B+/Stable/A4; ISSUER NOT COOPERATING'.
Any other information
Not Applicable

Applicable Criteria
* Default Recognition - https://www.acuite.in/view-rating-criteria-52.htm
» Manufacturing Entities:  https://www.acuite.in/view-rating-criteria-59.htm

* Application Of Financial Ratios And Adjustments: https://www.acuite.in/view-rating-criteria-
53.htm
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Note on complexity levels of the rated instrument
https://www.acuite.in/view-rating-criteria-55.htm

Rating History

Name of Amount (Rs. .
Date Instruments/Facilities Term Cr) Rating/Outlook

. [ong ACUITE BBB- | Stable
Cash Credit Term 5.15 (Assigned)

04 May . Long ACUITE BBB- | Sfable
2021 Cosh Credit Term 2.50 (Assigned)

. [ong ACUITE BBB- | Stable
Cash Credit Term 25.00 (Assigned)

Acuité Ratings & Research Limited www.acuite.in

N N




Annexure - Details of instruments rated

Lender’s Date Of | Coupon | Maturity [Quantum .
Name ISIN Facilities Issuance Rate Date |(Rs.Cr.) Rafing
ACUITE
BBB- |
Kotak Negative
: Not . Not Not Not
M%mgm Applicable Cash Credit Applicable|Applicable|Applicable 22.80 Recffimed
| Stable to
Negative
ACUITE
BBB- |
Not Not Lg%p?éfr?\ Not Not Not | o, [NE9Ove
Applicable|Applicable Bank Facility Applicable|Applicable|Applicable : Reqffmed
| Stable to
Negative
ACUITE
BBB- |
Kotak Working Negative
Mahindra |, 500 | Capital Tem| o 50| Siobie [ avaiable | 458
Bank PP Loan Reaffrmed
| Stable to
Negative
ACUITE
BBB}|
Kotak Working Negative
Mahindra A I}llgctble Capital Term ovgilgrble ovg:lgtble ovg:IngIe 0.50
Bank PP Loan Reaffrmed
| Stable to
Negative
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About Acuité Ratings & Research

Acuité is a full-service Credit Rating Agency registered with the Securities & 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. Acuité has
assigned 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 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.
Ratings assigned by Acuité 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. Ratings assigned by Acuité 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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