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Rating Rationale
17 Feb 2021

Avadh Rail Infra Limited

Brickwork Ratings reaffirms the ratings for the Bank Loan Facilities of ¥71.77Crores of
Avadh Rail Infra Limited.

Particulars:
Amount (X Crs) Rating”
Facilities Previous | Present . .
Availed Amount | Amount LG P;gvg;szlf)ig;g Present Rating
(Rs. Crs) | (Rs. Crs)
Fund Based Long BWR BBB- BWR BBB-
30.00 36.77 Term (Stable) (Stable)
Reaffirmed
Non-Fund 44.25 35.00 Short BWR A3
Based Term BWR A3 Reaffirmed
Total 74.25% 71.77 | Rupees Seventy-One Crores & Seventy Seven lakhs Only.

*Including proposed CC and BG of Rs.8Crs and Rs.30Crs respectively.

# Published Advisory on 13 Jan 2020 for likely delay in the surveillance review.

" Please refer to BWR website www.brickworkratings.com/ for the definition of the ratings
Please refer to Annexure I for bank facilities details.

RATING ACTION / OUTLOOK

The reaffirmation in the ratings of Avadh Rail Infra Ltd’s (ARIL or the company), factors in the
improved operating revenues and profit levels over the previous year and stable debt protection
metrics. The ratings continue to derive comfort from the promoters’ extensive business
experience in railway wagon parts manufacturing industry, established relationships with reputed
customers namely, the Indian Railways and metro rail corporations, with a comfortable current
order book of Rs.202Crs.

The ratings, however, remain constrained by customer concentration risks and risks arising out
of substantial investments in sister concerns with a resultant decline in adjusted tangible net
worth and adjusted overall gearing of the company.

Impact of COVID 19: During the Covid19 pandemic, production was halted for almost 60
days. Production at the railways was also impacted, resulting in the rescheduling of orders from
them. In Q3FY21, the company has achieved a turnover of approx Rs. 106Crs despite the
lockdown and rescheduling of orders by railways. The company had applied for a moratorium
from its lenders, under the rules, and the outstanding interest and principal were serviced in Sep
2020. Further, it has availed emergency line of funding (GECL) for Rs. 11.77 Crs, which is
included in the rated debt. OTR was not applied for.


http://www.brickworkratings.com/
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Rating Outlook: Stable.

BWR believes the ARIL's business risk profile is likely to 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' if 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.

Key Rating Drivers

Rating Strengths:

Extensive experience of directors: The promoter director of the company, Mr Subhash
C Saraff, has a business experience of over 4 decades and is assisted by his son, Mr
Abhishek Saraff, along with the qualified engineers, professional managers and
experienced consultants.

Established relationship with customers: The company’s R&D initiatives and technical
collaboration with many global industry majors have helped ARIL establish long-term
relationships with its clients, namely, the Indian Railways and metro rail corporations.

Improved Sales & Profitability: The company’s top line registered a growth of 39.71%
in FY20. Further for the years FY17~20 the company has reported a substantial CAGR of
30.36%, owing to significant orders received from the Indian Railways. Additionally,
OPM has improved to 8.5% in FY20 from 8.38% in FY'19 due to increased revenues and
EBITDA. Substantial growth of 40.29% is seen in PAT in FY20, and the same stood at
Rs.6.54Crs in FY20 on account of the company’s strategic decision to participate in
higher margins tenders. Coupled with higher sales volume, the profitability of the
company increased in FY 2019-20 due to improved margins NPM continues to remain
adequate at 3.53x in FY20.

Stable debt protection metrics: ARIL’s debt protection metrics continue to remain
comfortable. Interest coverage ratio (ISCR) at 2.87x in FY20 and debt service coverage
ratio (DSCR) at 2.06x in FY20, as against ISCR at 2.70x in FY20 and DSCR at 2.09x in
FY19.

Healthy order book: The business profile is expected to improve over the medium term
on the back of healthy outstanding order book position of Rs.202Crs as on 31 Jan 2021.
Further, with limited competition in the market, profitability is expected to remain robust
over the medium term.

Credit Risks:

Customer concentration: The company derives more than 99% of its operating
revenues from the Indian Railways, resulting in customer concentration risks.

Substantial investment done outside the company in sister concerns. The company
has made substantial investment of Rs.20.31 Crs in its sister/group concerns, coupled
with investments in real estate. This has negatively impacted it’s adjusted net worth and
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adjusted overall gearing. The adjusted tangible net worth stood at Rs. 33.17Crs (
excluding the investments done in sister/group concerns) in FY20 and adjusted
TOL/TNW ratio at 3.88x.

e Exposure to competition and risks inherent in tender-based business: ARIL
primarily works for the government sector / public sector units where orders are acquired
through tenders. Being in a tender-based business, the company's growth depends on
success in procuring tenders. Thus, it has low bargaining power with its customers.

Analytical Approach

For arriving at its ratings, BWR has applied its rating methodology on a standalone basis as
detailed in the Rating Criteria detailed below. Further, the investments and loans to sister/group
companies are excluded from the networth while calculating the Analysed Networth and gearing
of the company.

Rating Sensitivities:

Positive: BWR may revise the ratings upward in case ARIL’s maintains the growth in scale of
operations by at least 25% in FY22, with an increase in adjusted tangible net worth and
improvement in adjusted overall gearing to below 2x via liquidation of investments done outside
the company, besides improvement in profitability margins and debt protection metrics along
with other metrics also favouring an upgrade.

Negative: BWR may revise the ratings downwards if the company’s gearing deteriorates from
the current levels, profitability margins decline, and operating income estimated for FY21 is not
achieved.

Liquidity: Adequate

The average utilisation of its cash credit limits stood at around 66.10% respectively over the past
6 months. These limits were primarily utilised at above 90% level during the peak season
(March-May 2020). The company has been generating adequate EBITDA to service the interest
for the past three financial years and continues to remain adequate as per the projections. ARIL
has generated net cash accruals of around Rs.10.77 Crs in FY20 and expects to generate net cash
accruals of around Rs. 10.41Crs in FY21, which are adequate to cover repayment obligations of
around Rs 2-3 Crore in FY21. With low utilisation of the limits, the company has a buffer of
unutilised limits to cash accruals for the needs-based funding in the near future. It’s
unencumbered cash and cash equivalents stood at Rs.0.78 Cr in FY 20which also provides
additional liquidity support.

About the Company

ARIL, incorporated in July 1980, with headquarters in Lucknow, supplies critical rubber and
rubber-to-metal bonded components to Indian Railways for freight wagons, passenger coaches,
locomotives and tracks. The company has four manufacturing plants of which 2 are located in
Haridwar and 1 each in Lucknow and Chennai.
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Key Financial Indicators:

Particulars FY19 (A) FY20 (A)
Total Operating Income (Rs. Crs) 132.46 185.06
EBITDA (Rs. Crs) 11.11 15.83
PAT (Rs. Crs) 4.66 6.54
Tangible Net Worth (Rs. Crs) 53.26 59.80
Tangible Net Worth (adjusted)(Rs. Crs) 27.05 33.17
Gearing (TOL/TNW) Ratio (times) 1.38 1.63
Gearing (TOL/TNW) Ratio (adjusted) (times) 3.85 3.88
Current Ratio (times) 1.82 1.64

Status of non-cooperation with previous CRA (if applicable)- Bank loans of Rs.25Crs have
been migrated to issuer non-cooperation and rated IND BB+(Stable)/A4+ by India Ratings on
31 May 2018.

Any other information: Nil

Rating History for the last three years (including withdrawal and suspended)

Chronology of Rating History for the past 3 years
(Rating Assigned and Press Release date) along with

Rating Assigned (2021) outlook/ Watch, if applicable
Facility Tenure 2020 30 Dec2019 19 Nov 2018
FB BWR FB  [3000 |BWR |||TB {082 BWR
36.77 | BBB- BBB- BBt
(Stable) (Stable) (Positive)
BLR | INFB | 35.00 | BWR NA 1 NFB | 4425 | BWR NEB | 10.00| BWR
A3 A3 Ad+
Total |71.77 Total | 74.25 1T°ta 46.82

# Advisory issued for Delay in the rating review on 13 Jan 2021.
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Hyperlink/Reference to applicable Criteria
e General Criteria
e Approach to Financial Ratios
e Manufacturing Companies
°

Short Term Debt
Neha Jain Ashwini Mital
Rating Analyst Director-Ratings
Phone:011-23412232, 23413896| Extn: 114 Phone: +91 172 5032295/96
neha.j@brickworkratings.com ashwinimital@brickworkratings.com

media@brickworkratings.com

1-860-425-2742

Avadh Rail Infra Limited
ANNEXURE I
Details of Bank Loan Facilities rated by BWR

S.no |Type of Facility Long Term Short Term Total (Rs. Crs)
| Cash Credit 25.00 ) 25.00
) CECL 2.50 ) 2.50
3 UGCEL 9.27 ) 9.27
4|BG - 35.00 35.00
Total 71.77



http://www.brickworkratings.com/download/Criteria-GeneralCriteria.pdf
http://www.brickworkratings.com/download/Criteria-FinancialRatios.pdf
http://www.brickworkratings.com/download/Criteria_ManufacturingCompanies.pdf
http://s.no/
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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 Securities and Exchange Board of India [SEBI] registered Credit Rating Agency and
accredited by Reserve Bank of India [RBI], offers credit ratings of Bank Loan, Non- convertible / convertible /
partially convertible debentures and other capital market instruments and bonds, Commercial Paper, perpetual
bonds, asset-backed and mortgage-backed securities, partial guarantees and other structured / credit enhanced debt
instruments, Security Receipts, Securitisation Products, Municipal Bonds, etc. BWR has rated over 11,400 medium
and large corporates and financial institutions’ instruments. BWR has also rated NGOs, Educational Institutions,
Hospitals, Real Estate Developers, Urban Local Bodies and Municipal Corporations. BWR has Canara Bank, a
leading public sector bank, as one of the promoters 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 India Pvt. Ltd. (BWR), a Securities and Exchange Board of India [SEBI]
registered Credit Rating Agency and accredited by the Reserve Bank of India [RBI], offers credit ratings of Bank
Loan facilities, Non- convertible / convertible / partially convertible debentures and other capital market instruments
and bonds, Commercial Paper, perpetual bonds, asset-backed and mortgage-backed securities, partial guarantees and
other structured / credit enhanced debt instruments, Security Receipts, Securitisation Products, Municipal Bonds,
etc. [hereafter referred to as “Instruments”]. BWR also rates NGOs, Educational Institutions, Hospitals, Real Estate
Developers, Urban Local Bodies and Municipal Corporations.

BWR wishes to inform all persons who may come across Rating Rationales and Rating Reports provided by BWR
that the ratings assigned by BWR are based on information obtained from the issuer of the instrument and other
reliable sources, which in BWR’s best judgement are considered reliable. The Rating Rationale / Rating Report &
other rating communications are intended for the jurisdiction of India only. The reports should not be the sole or
primary basis for any investment decision within the meaning of any law or regulation (including the laws and
regulations applicable in Europe and also the USA).

BWR also wishes to inform that access or use of the said documents does not create a client relationship between the
user and BWR.

The ratings assigned by BWR are only an expression of BWR’s opinion on the entity / instrument and should not in
any manner be construed as being a recommendation to either, purchase, hold or sell the instrument.

BWR also wishes to abundantly clarify that these ratings are not to be considered as an investment advice in any
jurisdiction nor are they to be used as a basis for or as an alternative to independent financial advice and judgement
obtained from the user’s financial advisors. BWR shall not be liable to any losses incurred by the users of these
Rating Rationales, Rating Reports or its contents. BWR reserves the right to vary, modify, suspend or withdraw the
ratings at any time without assigning reasons for the same.

BWR’s ratings reflect BWR’s opinion on the day the ratings are published and are not reflective of factual
circumstances that may have arisen on a later date. BWR is not obliged to update its opinion based on any public
notification, in any form or format although BWR may disseminate its opinion and analysis when deemed fit.

Neither BWR nor its affiliates, third party providers, as well as the directors, officers, shareholders, employees or
agents (collectively, “BWR Party”) guarantee the accuracy, completeness or adequacy of the Ratings, and no BWR
Party shall have any liability for any errors, omissions, or interruptions therein, regardless of the cause, or for the
results obtained from the use of any part of the Rating Rationales or Rating Reports. Each BWR Party disclaims all
express or implied warranties, including, but not limited to, any warranties of merchantability, suitability or fitness
for a particular purpose or use. In no event shall any BWR Party be liable to any one for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or
losses (including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of
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any part of the Rating Rationales and/or Rating Reports even if advised of the possibility of such damages.
However, BWR or its associates may have other commercial transactions with the company/entity. BWR and its
affiliates do not act as a fiduciary.

BWR keeps certain activities of its business units separate from each other in order to preserve the independence and
objectivity of the respective activity. As a result, certain business units of BWR may have information that is not
available to other BWR business units. BWR has established policies and procedures to maintain the confidentiality
of certain non-public information received in connection with each analytical process.

BWR clarifies that it may have been paid a fee by the issuers or underwriters of the instruments, facilities, securities
etc., or from obligors. BWR’s public ratings and analysis are made available on its web site,
www.brickworkratings.com. More detailed information may be provided for a fee. BWR’s rating criteria are also
generally made available without charge on BWR’s website.

This disclaimer forms an integral part of the Ratings Rationales / Rating Reports or other press releases, advisories,
communications issued by BWR and circulation of the ratings without this disclaimer is prohibited.

BWR is bound by the Code of Conduct for Credit Rating Agencies issued by the Securities and Exchange Board of
India and is governed by the applicable regulations issued by the Securities and Exchange Board of India as
amended from time to time.


http://www.brickworkratings.com/
http://www.brickworkratings.com/

