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Rating Rationale

Acuité has reaffirmed its long term rating of ‘ACUITE BBB-' (read as ACUITE triple B
‘Minus’) and the short term rating of ‘ACUITE A3’ (read as ACUITE A three’) on the
Rs.82.60 crore bank facilities of SEC Industries Private Limited (SEC). The outlook is ‘Stable’.

The rating reaffirmed favourably factors in its improved operating margins and adequate
liquidity, average financial risk profile. The rating however is constrained by highly intensive
working capital management.

About the Company

Established in 1954 and based in Hyderabad (Telangana), SEC was set up as a partnership
firm by Mr. D. Seshagiri Rao, managing partner and other family members as the partners of
the firm. In November 1997 the firm changed its constitution to private limited company and
currently is promoted by Mr. D. Seshagiri Rao (Chairman), Mr. D Vidyasagar (Managing
Director) and Ms. D Charumathi (Director). SEC is into Aerospace and Defence engineering
and engaged in the business of manufacturing and frading of precision components in
defence, aerospace sector and naval systems.

Analytical Approach

Acuité has considered the standalone business and financial risk profiles of the SEC Industries
Private Limited (SEC) to arrive at this rating

Key Rating Drivers
Strengths

Promoters extensive experience; established t rack record of operations in defence
manufacturing industry
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SEC is promoted by Mr. D. Seshagiri Rao (Chairman), Mr. D Vidyasagar (Managing Director)
and Ms. D Charumathi (Director). Mr. D Vidyasagar, son of Mr. D Seshagiri Rao, has been part
of the day-to-day operations of the company for more than 3 decades. The senior
management team is ably supported by a strong line of mid-level managers. The extensive

experience of the promoters is reflected through the established relationship with its
customers and suppliers. The key customers of the company include reputed names like Israel
Aerospace Industries Limited, Defence Research and Development Organization (DRDO),
Bharat Dynamics Limited (BDL), Indian Space Research Organisation (ISRO) - Vikram Sarabhai
Space Centre (VSSC) amongst others. The company reported revenue of Rs. 87.64 Crin
FY22(Provisional) against Rs.179.48Cr in FY21. Acuité believes that SEC will continue to derive
benefits from its experienced management and established presence and tfrack record of
operations over the medium term.

Improved margins despite decline in revenue in FY22:

SEC Industries Private Limited (SIPL) is into manufacturing and trading of defence components
related to aero and defence sector. The company is the licensed offset partner to provide
trading services. The company earns commission of 3 to 4 percent from trading activity. SIPL
does the subcontract works / Job works received from DRDO, VIkram sarabhai space
centre(VSSC) and others. The company reported revenue of Rs. 87.64 Cr in FY22 against
Rs.179.48Crin FY21. This downfall in revenue is mainly due to decline of orders in trading
activity.The contribution to revenue by trading activity is decread to 41percent in FY21 from
77 percent in FY21. From FY23, SIPL is going to concentrate on manufacturing and reduce the
tfrading activity. The company is planning a Capex of Rs.1é6cr for expansion of plant and
machinery and expected to start commercial production from January 2023. The EBITDA and
PAT margins stood at 8.17 percent and 0.30 percent respectively for FY22. Acuite believes
that SIPL's revenue willimprove in medium term on account of improving capacity and
healthy order book.

Average financial risk position:

The financial risk profile of SIPL is average marked by low gearing and debt protection metrics.
Net worth of the company stood at Rs.49.65 Cr as on March 31, 2022(Provisionals) as against
Rs 48.71Cr on March 31, 2021. Gearing levels (adjusted Debt to equity) stood low at 0.88 times
as on March 31, 2022(Provisionals) as against 0.95 times on March 31, 2021. Interest coverage
ratio improved to 2.12 times as on March 31, 2022(Provisionals) from 2.26 times on March 31,
2021. Debt service coverage ratio(DSCR) stood at 1.52 times as on march 31, 2022
(Provisionals). Total outside liabilities to total net worth (TOL/TNW) stood at 1.36 times as on
March 31, 2022 (Provisionals) against 1.67 times as on March 31, 2021. Acuite believes that
financial risk position of the company will improve over the medium term.

Weaknesses

Working Capital Intensive operations:

The working capital of the company is highly intensive marked by Gross current assets (GCA)
days of 251 days as on March 31, 2022 (Provisionals) against 148 days as on March 31, 2021.
Debtor days and creditor days stood at 133 days and 54 days respectively as on March 31,
2022(Provisionals). Inventory days stood at 75 days as on March 31, 2022(Provisionals). Current
ratio improved to 1.75 fimes in FY22(Provisionals). Acuite believes that working capital
management of the company willimprove over the medium term.

Presence of inherent risk in the sector; impact of change in regulations

SEC, on account of the defence offset programme has been experiencing significant growth
in the operating income due to the boost in exports activity. Israel Aerospace Industries
Limited (IAl) with the assistance from SEC, which is licensed as an Indian Offset Partner (IOP)
by the Government of India has been able to fulfil the offset criteria by reverse purchasing
the components from the company as per Defence Acquisition Procedure (DAP) 2020. Acuité
believes that any critical change and modification in the regulations and policy by the
government of India along with the inherent risk in the defence manufacturing sector can
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possess an adverse impact on the frading operations of the company. However, the risk is
mitigated to an extent on the account of presence of manufacturing business of the
company and well established business relationship with various defence PSUs and labs of
DRDO for acquiring regular orders for manufacturing of precision components.

Rating Sensitivities
¢ Any deterioration in working capital cycle and liquidity profile of the company.

e Any deterioration in Revenue profile and leverage position of the company.

Material covenants

None

Liquidity: Adequate

SIPL has adequate liquidity marked by adequate net cash accruals to its maturing debt
obligations. The company generated cash accruals of Rs.3.86Cr for FY22 (Provisionals), with
debt repayment obligations of Rs.0.72Cr for the same period. The cash accruals of the
company are estimated to remain in the range of around Rs.5.00Cr - Rs.7.50Cr over the
medium term. The company’s working capital operations are moderate, marked by GCA of
251 days for FY22 (Provisionals). Unencumbered cash and bank balances stood at Rs.3.10 Cr
as on March 31, 2022(Provisionals). The current ratio of the company stood at 1.75 times in
FY22. Bank limits utilization of cash credit stood moderate at ~74.50 percent and BG stood at
56.20 percent over the past 12 months ending 30 March, 2022. Acuité believes that the
liquidity position of the company is likely to remain adequate on account of adequate cash
accruals against its debt repayments over the medium term.

Outlook: Stable

Acuité believes that SEC will continue to benefit over the medium term on account of long
track record of operations and experienced management in the industry. The outlook may be
revised to 'Positive’, in case of increasing manufacturing activity in the defence aerospace
and naval system sector leading to higher-thanexpected revenues and profitability with
improvement in financial risk profile. Conversely, the outlook may be revised to 'Negative' in
case SEC registers lower-than-expected revenues and profitability or any significant stretch in
its working capital management or larger-than-expected debt-funded capital expenditure
leading to deterioration of its financial risk profile and liquidity

Key Financials

Particulars Unit FY 21 (Actual) FY 20 (Actual)

Operating Income Rs. Cr. 179.48 132.72
PAT Rs. Cr. 1.10 1.63
PAT Margin (%) 0.61 1.23
Total Debt/Tangible Net Worth Times 0.95 0.75
PBDIT/Interest Times 2.26 2.56

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

None

Any other information

None
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Applicable Criteria

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

* Trading Entitie: https://www.acuite.in/view-rating-criteria-61.htm

* Default Recognition: https://www.acuite.in/view-rating-criteria-52.htm

* Application Of Financial Ratfios 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
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Annexure - Details of instruments rated
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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 Ratfings 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 rafings 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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