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Rating Rationale

Choksi Laboratories Ltd.
31 Oct 2018

Brickwork Ratings assigns rating of BWR BB for the Bank Loan Facilities of
%14.88 Crores of Choksi Laboratories Ltd. (‘CLL’ or ‘the Company’)..

Particulars
0 Amount S
Facility# ( Crs) Tenure Rating
BWR BB
Fund Based 14.88 Long Term (Pronounced as BWR Double B)
Outlook: Stable
Total 14.88 INR Fourteen Crores Eighty Eight Lakhs Only

#Refer Annexure-I for details of bank loan facilities

*Please refer to BWR website www.brickworkratings.com/ for definition of the ratings

Rationale/Description of Key Rating Drivers/Rating sensitivities:

BWR has essentially relied upon the audited financial statements of the Company from FY15 to
FY18, projected financials of FY19 and FY20, publicly available information and
information/clarifications provided by the Company’s management.

The ratings draw strength from moderate Tangible Net Worth (TNW), profitability margins, low
gearing, improving interest-service coverage ratio (ISCR), reputed clientele base across sectors,
geographically diversified testing laboratories, experienced management, long operational track
record of the Company as well as accreditation and certification by various regulatory
departments and authorities. The ratings are, however, constrained by low scale of operations
despite steady growth in revenue, stressed liquidity position, stretched receivable days and
payable days, low debt-service coverage ratio (DSCR) and exposure to inherent risk of changes
in regulatory guidelines relating to analytical testing and research.

Going forward, the Company’s ability to accelerate its scale of operations, achieve the
projections, better working capital management, availability of cash flows for timely servicing of
interest/debt obligations as well as strengthening of overall financial risk profile coupled with
obtaining bank loans and introduction of unsecured loans from directors for ensuring timely
completion of new lab project shall be the key rating sensitivities.

Description of Key Rating Drivers
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Credit Strengths
o Adequate profitability margins
CLL is able to maintain adequate profit margins, both in terms of operating profit and
net profit. OPM and NPM increased in FY18 to 20.83% and 4.43% respectively from

19.04% and 3.51% in FY17 respectively. Going ahead, margins appear to continue the
increasing trend.

e Low leverage and comfortable interest coverage ratio
Capital structure of the Company remained comfortable marked by low gearing ratio of
0.56x as at 31-Mar-18, improving from 0.54x as at 31-Mar-17. The Company enjoys low
financial leverage on account of moderate net worth. ISCR stood comfortable at 3.98x as
at 31-Mar-18, improving from 3.80x as at 31-Mar-17 due to higher operating profit.

e Moderate tangible net worth
TNW stood moderate at ¥22.20 Crs as at 31-Mar-18 as a result of profit retention in
business and marginal rise in interest-free unsecured loans from directors. As at
31-Mar-17, TNW stood at ¥20.69 Crs.

e Experienced management and reputed clientele base
CLL’s management is highly experienced in the contract research industry marked by
long operational track record of 36 years. This has benefited the Company in the form of
reputed clientele base across various sectors, majorly in pharmaceuticals and food and
consumer products companies.

e Geographically diversified testing laboratories
CLL has a diversified domestic presence as it has 6 testing laboratories located at Indore,
Vadodara, Vapi, Panchkula, Verna (Goa) and Bangalore which cover Western, Central
and Southern India.

e Certification and accreditation by regulatory departments and authorities
The Company is accredited on ISO/IEC 17025 for testing and calibration by National
Accreditation Board of Testing & Calibration Laboratories (NABL), India. It is also
certified by U.S. Food & Drug Administration (USFDA), Food & Drugs Administration
India (4 branches), Bureau of Indian Standards (BIS) and AGMARK India.

Credit Risks
e Low level of operations and moderate debt coverage ratio
CLL has low level of operations, TOI being %30.41 Crs for FY18 against ¥25.20 Crs for
FY17. However, revenue showed steady growth of 21% during FY18.
DSCR stood at moderate level of 1.28x as at 31-Mar-18 on account of repayment
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obligation towards outstanding term loans. It was 1.24x as at 31-Mar-17.

e Stressed liquidity position
The Company has stressed liquidity position marked by inadequate current ratio of

0.96x as at 31-Mar-18, marginally increasing from 0.89x as at 31-Mar-17.

e Stressed payables and high receivable days
Receivables stood stressed at 112 days as at 31-Mar-18, marginally improving from 126

days as at 31-Mar-17. Trade payables are stretched (550 days as at 31-Mar-18) indicating
slow payments to the suppliers.

e Changes in regulatory guidelines and regulatory risks inherent in the testing
and research industry
The Company is exposed to risk arising out of changes in regulatory guidelines relating
to analytical testing and research trials. The suspension of activities and delays in
analytical and research procedures as a result of strict actions by regulatory bodies /
authorities is an inherent risk for testing and research industry.

Analytical Approach
For arriving at its ratings, BWR has applied its rating methodology as detailed in the Rating
Criteria detailed below (hyperlinks provided at the end of this rationale).

Rating Outlook: Stable

BWR believes the Choksi Laboratories Ltd business risk profile will be maintained over the
medium term. The ‘Stable’ outlook indicates a low likelihood of rating change over the medium
term. The rating outlook may be revised to 'Positive' in case the revenues and profit show
sustained improvement. The rating outlook may be revised to 'Negative' if the revenues go down
and profit margins show lower than expected figures.

About the Company
CLL was incorporated in 1982 at Indore in Madhya Pradesh (MP). It is a public company with

an authorised share capital of ¥15 Crs. It is presently listed on Bombay Stock Exchange (BSE)
with Current Market Price (CMP) of %16.40 as on 04-Oct-18.

The Company has 6 laboratories in India located at Indore, Vadodara, Vapi, Panchkula, Verna
and Bangalore. It is engaged in providing testing and analytical solutions to its clients for
improving quality in their products, services and processes. Further, it also analyses and
conducts research for their clients or as a regulatory requirement in industries such as
pharmaceutical, food, engineering and construction materials.
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Company’s Financial Performance
CLL reported TOI of ¥30.41 Crs and Profit After Tax (PAT) of ¥1.35 Crs in FY18 improving from
%25.20 Crs and 0.89 Crs respectively in FY17. Total Debt amounted to ¥12.43 Crs while TNW
stood at ¥22.20 Crs as at 31-Mar-18. While ISCR and gearing stood comfortable at 3.98x and

0.56x, DSCR stood moderate and current ratio remained weak at 1.28x and 0.96x respectively as
at 31-Mar-18. Key financial indicators are disclosed in Annexure-II.

Rating History for the last three years

13:.) Ins;;n:ﬂn;:;t / Current Rating (October 2018) Rating History
Type ‘?I;g;lsr;t Rating 2017 2016 2015
BWR BB
1. | Fund Based TL;);‘IE 14.88 (Pron%‘f)?l‘{;‘i %sj BWR 1 Na NA | NA
(Outlook: Stable)
Total 14.88 | INR Fourteen Crores Eighty Eight Lakhs Only

Status of non-cooperation with previous CRA: NA
Any other information: Nil

Hyperlink/Reference to applicable Criteria

e General Criteria

e Approach to Financial Ratios

e Service Sector

Analytical Contacts Media

Sushil Kumar Chitkara media@brickworkratings.com

analyst@brickworkratings.com bd@brickworkratings.com

Deputy General Manager - Ratings . .
puty g g Relationship Contact

Phone: 1-860-425-2742

Annexure-I
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Details of Bank Loan Facilities
Name of the Facilities Tenure Amount
Bank (R Crores)
Drop Line OD - Capex 7.00
State Bank of India
Drop Line OD - Working Capital 4.00
Long Term
Term Loan 2.68
Bank of India
Overdraft 1.20
Total 14.88
Annexure-II
Key Financial Indicators
Key Parameters Units FY2018 FY2017
Result Type (Audited) (Audited)
Operating Revenue ICr 30.41 25.20
EBITDA TCr 6.33 4.80
PAT ZCr 1.35 0.89
Tangible Net Worth (TNW) TCr 22.20 20.69
Total Debt/TNW Times 0.56 0.54
Current Ratio Times 0.96 0.89

For print and digital media

The Rating Rationale is sent to you for the sole purpose of dissemination through your print, digital or electronic
media. While it may be used by you acknowledging credit to BWR, please do not change the wordings in the rationale
to avoid conveying a meaning different from what was intended by BWR. BWR alone has the sole right of sharing
(both direct and indirect) its rationales for consideration or otherwise through any print or electronic or digital media.

Note on complexity levels of the rated instrument:
BWR complexity levels are meant for educating investors. The BWR complexity levels are available

at www.brickworkratings.com/download/Complexitylevels.pdf Investors queries can be sent to
nfo@brickworkrai] ‘
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About Brickwork Ratings
Brickwork Ratings (BWR), a SEBI registered Credit Rating Agency, accredited by RBI and empaneled by NSIC, offers

Bank Loan, NCD, Commercial Paper, MSME ratings and grading services. NABARD has empaneled Brickwork for MFI
and NGO grading. BWR is accredited by IREDA & the Ministry of New and Renewable Energy (MNRE), Government of
India. Brickwork Ratings has Canara Bank, a leading public sector bank, as its promoter and strategic partner.

BWR has its corporate office in Bengaluru and a country-wide presence with its offices in Ahmedabad, Chandigarh,
Chennai, Hyderabad, Kolkata, Mumbai and New Delhi along with representatives in 150+ locations. BWR has rated debt
instruments/bonds/bank loans, securitized paper of over ¥ 13,22,500 Cr. In addition, BWR has rated over 7000 MSMEs.
Also, Fixed Deposits and Commercial Papers etc. worth over 62,000 Cr have been rated.

BWR has rated over 30 PSUs/Public Sector banks, as well as many major private players. BWR has a major presence in
ULB rating of nearly 102 cities

DISCLAIMER

Brickwork Ratings (BWR) has assigned the rating based on the information obtained from the issuer and other
reliable sources, which are deemed to be accurate. BWR has taken considerable steps to avoid any data distortion;
however, it does not examine the precision or completeness of the information obtained. And hence, the information|
in this report is presented “as is” without any express or implied warranty of any kind. BWR does not make any
representation in respect to the truth or accuracy of any such information. The rating assigned by BWR should be
treated as an opinion rather than a recommendation to buy, sell or hold the rated instrument and BWR shall not be
liable for any losses incurred by users from any use of this report or its contents. BWR has the right to change,
suspend or withdraw the ratings at any time for any reasons.
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