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RATING RATIONALE

13 Sept 2019
Modern Chemicals

Brickwork Ratings Reaffirms the ratings for the Bank Loan Facilities of
. 21 Crores of Paswara Chemicals

Particulars:
Amount (X Cr) Rating*
Facility** . Tenure Previous
Previous Present (May, 2018) Present
Fund based 5 5 L T BWR BB- Stable BWR BB- Stable
undbase ong term (Reaffirmation)
BWR A4 BWR A4
Non-fund based 16 16 Short Term )
(Reaffirmation)
Total 21 21 INR Twenty One Crores Only

*Please refer to BWR website www.brickworkratings.com/ for definition of the ratings
** Details of Bank facilities/NCD/Bonds/Commercial Paper is provided in Annexure-I&II

RATING ACTION / OUTLOOK

BWR has reaffirmed the rating of Modern Chemicals to BWR BB- with a stable outlook and BWR A4 in
view of the extensive experience of the management and presence of the firm in the chemical industry for
more than three decades, average debt protection metrics and satisfactory conduct of account.

KEY RATING DRIVERS

e Credit Strengths:
Extensive experience of management: The company was promoted by Mr Rajeshwar Prasad Agarwal

and his late brother Mr Ramavtar Aggarwal, and is now managed by Mr Arvind Kumar Agarwal, Mr
Kapil Kumar Agarwal, and Mr Vinod Kumar Agarwal, the second generation of the promoter family. The
promoters have been in the paper and chemicals businesses since 1980. Their business experience has

helped them in maintaining long term relationship with their clients.
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e Credit Risks:
Declining Revenue of the firm: The total operating income has declined by 56% from Rs. 29.55 Cr. in
FY18 to Rs. 16.41 Cr. in FY19 due decrease in import purchases as a result of increase in dollar rates.
However, the prices of traded goods have declined in international markets, as a result of which the firm
has increased its imports in FY20 and achieved a turnover of Rs. 14.73 Cr by Aug 2019. The firm is
targeting to achieve a turnover of Rs. 50 Cr by the end of FY20.

Competitive industry: Chemical trading industry being a highly fragmented industry, is characterized by
intense competition from various large and small players. The increased competition limits the bargaining
power of the firm.

Stretched conversion cycle: The conversion cycle of the firm has increased from 100 days in FY18 to
197 days in FY19 due to increased receivables of 218 days in FY19. The stretched conversion cycle
eventually lead to create a stretched liquidity position for the firm.

Exposed to risk of fluctuation in foreign currency rates: The firm is involved in the import of material
from foreign countries. However, they don’t have any hedging policy in place which expose them to the
risk of fluctuation in foreign currency rates as evidenced by the loss on foreign exchange amounting to
Rs. 0.92 Cr incurred in FY'19.

ANALYTICAL APPROACH AND APPLICABLE RATING CRITERIA

For arriving at its ratings, BWR has considered standalone financials of Modern Chemicals. BWR has
applied its rating methodology as detailed in the Rating Criteria detailed below (hyperlinks provided at
the end of this rationale).

RATING SENSITIVITIES
Going forward the ability of the firm to achieve the projections, strengthen the liquidity position and
improve profitability margins and overall financial risk profile will be the key rating sensitivities.

Positive: The rating may be upgraded in case of substantial improvements in the scale of
operations and increase in profitability margins, along with improvements in financial risk
profile.

Negative: The rating may be downgraded in case of further deterioration in revenue of the
company or any adverse movements in profitability margins.

LIQUIDITY POSITION: Stretched

The net cash accruals are low at Rs. 0.99 Cr. The liquid assets are also low at Rs. 0.02 Cr. in
FY19. Though the current ratio of the firm stood above the benchmark at 1.86 times in FY'19, the
conversion cycle of the firm is high at 197 days in FY 19 due to high receivables of 218 days in
FY19. The firm is currently utilizing almost 98% of their sanctioned working capital limits. The
debt protection metrics is moderate with an ISCR of 1.96 times in FY'19.
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COMPANY PROFILE
The company was promoted by Mr Rajeshwar Prasad Agarwal and his late brother Mr Ramavtar
Aggarwal, and is now managed by Mr Arvind Kumar Agarwal, Mr Kapil Kumar Agarwal, and
Mr Vinod Kumar Agarwal, the second generation of the promoter family. The promoters have
been in the paper and chemicals businesses since 1980. Modern Chemicals (MC) trades in
petroleum products and chemicals such as crude glycerine, thinner, bitumen, heavy cut oil.

KEY FINANCIAL INDICATORS (in % Cr)
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Key Parameters Units FY19 FY18
Result Type Audited Audited
Operating Revenue ICr 16.41 29.55
EBITDA ICr 1.80 0.81
PAT ICr 0.07 0.03
Tangible Net worth RCr 2.87 2.79
Total Debt/Tangible Net worth |Times 2.28 4.02
Current Ratio Times 1.86 1.47

KEY COVENANTS OF THE INSTRUMENT/FACILITY RATED: NA

NON-COOPERATION WITH PREVIOUS RATING AGENCY IF ANY: NA

RATING HISTORY
Instrument/ Current Rating (Sep 2019) Rating Histor
Facilities " B - v
Tenure Amount
(Long Term/ e Cl;) Rating May, 2018 2017 2016
Short Term)
Fund Based L T 5 BWR BB- BWR BB-
und base ong term Stable Stable
N/A
Non-fund Short Term | 16 BWR A4 | BWR A4
Based
Total 21 INR Twenty One Crores Only
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COMPLEXITY LEVELS OF THE INSTRUMENTS
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For more information, visit www.brickworkratings.com/download/Complexityl.evels.pdf

Hyperlink/Reference to applicable Criteria

e General Criteria

e Approach to Financial Ratios

e Manufacturing Companies

Analytical Contacts

Investor and Media Relations

Navnica Mishra

Ratings Analyst

B :+91 11 2341 2232
navnica.m@brickworkratings.com

Satvinder Kumar Gakhar

Assoc. Director — Ratings

B :+91 11 2341 2232
satvinder.g@brickworkratings.com

M : +91 7738875550
B :+91 22 6745 6666
investordesk@brickworkratings.com

Paswara ChemicalsP
ANNEXURE 1
Details of Bank Facilities rated by BWR

SI. No. Name of the Type of Long Term Short Total
Bank Facilities {®Cr) Term R Cr)
®Cr)
1 Union Bank of Cash 5 - 5
India Credit
2 Import LC - 16 16
TOTAL 21
Total Rupees Twenty One Crores only.
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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.

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.
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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