ICRA

August 23, 2017

Sobha Limited

Summary of rated instrument

Instrument* Rated Amount Rating Action
(Rs. crore)
Fund-based — Term loans 2154.59 [ICRA]JA+ (stable); upgraded
( reduced from 2254.59) from [ICRA]A (stable)
Fund Based - Working capital 455.00
limits (increased from 430.00)
Non-fund based - Working capital 450.00
limits (increased from 375.00)
Non-convertible debentures 400.00
Total 3459.59

* Instrument details are provided in Annexure-1
Rating action

ICRA has upgraded the long-term rating from [ICRAJA (pronounced ICRA A) to [ICRA]JA+
(pronounced ICRA A plus) for the Rs. 2154.59 crore (reduced from Rs. 2254.59 crore) term loans, Rs.
455.00 crore (increased from Rs. 430.00 crore) fund based working capital limits, Rs. 450.00 crore
(increase from Rs. 375.00 crore) non fund based working capital limits and Rs. 400.00 crore NCD
programme of Sobha Limited (Sobha). The outlook on the long-term rating is ‘stable’.

While assigning the rating, ICRA has taken a consolidated view of Sobha and its subsidiaries given the
strong operational, financial and management linkages among the various entities.

Rationale

The rating upgrade takes into account the uptick in pre-sales in the ongoing projects of the group in recent
guarters which has resulted in improved visibility on collections going forward. The balance receivable
from the sold area cover over pending cost and debt outstanding has improved from 44% as on March 31,
2016 to 55% as on June 30, 2017 on the back of improved sales and limited new project launches. The
rating upgrade also derives comfort from Sobha’s established position in Bengaluru real estate market and
strong execution capabilities in the real estate and contracting segments. These strengths have translated
into healthy sales in the ongoing projects of the company despite the subdued demand conditions. The
rating also draws comfort from the contractual segment’s comfortable order book position which provides
stable cash flows.

The rating is however constrained by the high debt levels relative to the ongoing project portfolio and the
large debt repayment obligations over the medium term which result in high dependence on timely debt
refinance. The rating also continues to be constrained by the geographic and project concentration risks
due to high sales contribution from Bengaluru market and Sobha Dream Acres (SDA) project. Any slow-
down in sales in the SDA project or Bengaluru market could adversely impact the sales and collections
for the company. The company is also exposed to external factors such as inherent cyclicality in the real
estate industry apart from regulatory risks. Impact of Real Estate Regulation and Development Act on
working capital requirement will be a monitorable.
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Going forward, Sobha’s ability to improve the sales and collections from ongoing projects would be the
key rating sensitivity. Besides, material reduction in gearing levels, extent of land bank investment and
capital expenditure, and timely refinancing of its debt obligations would be the other key monitorables.

Key rating drivers

Credit strengths

Established position: Sobha has a track record of 22 years in the Bangalore real estate market. The
company has a strong in-house project execution capabilities demonstrated through completion of
118 real estate projects measuring 42.44 million sq.ft. and 288 contractual projects measuring 44.96
million sq.ft..

Good progress in ongoing projects: The group has a track record of project delivery within
reasonable timelines. Sobha’s in-house project execution and backward integration provides better
control over cost, quality and timelines. Sobha in its ongoing projects has incurred around 40% of the
budgeted project cost.

Uptick in pre-sales: Sobha has a low completed inventory and continues to witness healthy sales in
most projects. In the 38 ongoing projects the company has achieved booking for 69% of the launched
area as on June 30, 2017. After a decline in sales volumes by 29% in Q3 of FY2017 on a Q-0-Q basis
on account of demonetisation and the resulting uncertainty, there has been an uptick in sales volumes
with growth of 18% and 13% on a Q-0-Q basis witnessed in Q4 FY2017 and Q1 FY2018
respectively.

Moderate future cash flow covers: Sobha has pending cash inflows from sold area of Rs. 3,254
crore covering 55% of the ‘balance project cost and debt outstanding’.

Healthy contractual order book provides steady cash flow streams: Contractual order book of Rs.
550 crore as on June 30, 2017, with incremental sourcing of large orders amounting to Rs 600 crore
in July 2017 provides revenue visibility as well as stability to cash flows.

Credit weaknesses

Geographic and project concentration risks: The company has high geographic concentration with
around 75% of the sales by volume and value coming from the Bengaluru real estate market.
However, significant launches in NCR, Chennai, Kerala and Pune mitigate these risks to an extent.
Within the Bengaluru market, Sobha Dream Acres (SDA) continues to be the largest selling project
with a contribution of approximately 25% of the company’s sales in FY2017. Any slow-down in sales
in the SDA project or Bengaluru market could adversely impact the sales and collections for the
company.

Moderate sales velocity for premium units: The year to sell the balance inventory is moderate for
higher ticket size units (prices more than Rs 1.5 crore) and in couple of projects in Gurgaon and
Kerala due to adverse market conditions. Based on FY2017 sales velocity, the years to sell unsold
inventory of ticket size greater than Rs 1.5 crore stands high at 3.6 years compared to a healthy 1.3
years for ticket sizes less than Rs 1.5 crore.

Moderately high leverage levels: The company has been able to contain its debt over the last eight
guarters with a reduction in net gearing levels from 0.81 times as on June 30, 2015 to 0.75 times as on
June 30, 2017. However, debt at Rs. 2164 crore as on June 30, 2017 is high compared to the ongoing
project portfolio of the company due to the high investment in land bank. Unlocking the land bank
potential through project launches would be essential to maintain healthy cash flow covers. The
gearing of the company (based on gross debt) remains moderate at 0.80 times as on June 30, 2017.
Exposed to refinancing risk: The company has high scheduled debt repayment obligations
amounting to Rs 470 crore and Rs 873 crore in FY2018 (July-March) and FY2019 exposing the
company to refinance risks.
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Analytical approach: For arriving at the ratings, ICRA has applied its rating methodologies as indicated
below.

Links to applicable criteria:
Corporate Credit Ratings: A Note on Methodology
Rating Methodology for Real Estate Entities

About the company

Incorporated in August 1995 as a private limited company, and subsequently converted into a public
limited company in June 2006, Sobha is an established player in real estate development and contract
construction in Bangalore. Sobha was promoted by its chairman emeritus Mr. P N C Menon, who started
his India operations after successfully running interior decoration firms in Muscat. Along with his family
members, he holds around 60% of equity shares in the company. As on June 30, 2017, Sobha has
executed 118 real estate projects with an overall development of 42.44 msf of built-up area with a major
presence in Bangalore and diversification in other cities such as Gurgaon, Chennai, Pune, Thrissur,
Coimbatore, Kochi, Calicut and Mysore. In the contracting segment, Sobha has completed 293 projects in
several states in India covering a total built-up area of 44.96 msf.

Key Financial Indicators

FY2016 FY2017
Operating Income (Rs. crore) 1,943 2,229
PAT (Rs. crore) 138 161
OPBDIT/ Ol (%) 22.79% 18.83%
RoCE (%) 8.80% 8.10%
Total Debt/ TNW (times) 0.79 0.81
Total Debt/ OPBDIT (times) 4.98 5.52
Interest coverage (times) 2.71 2.80
NWC/ Ol (%) 220% 201%

Ol: Operating Income; PAT: Profit after Tax; OPBDIT: Operating Profit before Depreciation, Interest,
Taxes and Amortisation; ROCE: PBIT/Avg (Total Debt + Tangible Net-Worth + Deferred Tax Liability -
Capital Work - in Progress); NWC: Net Working Capital

Status of non-cooperation with previous CRA: Not applicable

Any other information: Not applicable


https://www.icra.in/Rating/ShowMethodologyReport/?id=464&Title=Corporate%20Credit%20Rating%20Methodology&Report=Corporate%20Credit%20Rating,%20Methodology,%20Mar%202017.pdf
https://www.icra.in/Rating/ShowMethodologyReport/?id=476&Title=Real%20Estate%20Entities&Report=Real%20Estate,%20Rating%20Methodology,%20Mar%202017.pdf

ICRA

Rating history for last three years:

Table:
Current rating (FY2018) Chronology of rating history
Amount FY2017 | FY2016 | FY2015
l\?ﬁ nstrument Type Rated August August August
' (Rs. 2017 9 July 2015 g
2016 2014
crore)
Long [ICRAJA+ | [ICRAJA | [ICRAJA | [ICRAJA
1| Term loans Term | 22°49%| “(stable) | (Stable) | (Stable) | (Stable)
Fund Based -
_ : Long [ICRAJA+ | [ICRAJA | [ICRAJA | [ICRAJA
2 }’ivrr?irt‘;'”g capital | o 455.00 1 “istable) | (Stable) | (Stable) | (Stable)
3 C'V"o”rg:;”dcgafte{ﬂ " | Long 45000 | [ICRAJA+ | [ICRAJA | [ICRAJA | [ICRAJA
it gcap Term ' (Stable) (Stable) | (Stable) | (Stable)
4 | Non-convertible | Long 10000 | [ICRAIA+ | TICRAJA | TICRAJA | [ICRAJA
debentures Term ' (Stable) (Stable) (Stable) (Stable)

Complexity level of the rated instrument:
ICRA has classified various instruments based on their complexity as "Simple", "Complex™ and "Highly
Complex". The classification of instruments according to their complexity levels is available on the

website www.icra.in



http://www.icra.in/
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Annexure-1
Instrument Details
Date of Amount .
ISIN No Instrument I;suan_ce/ C;:‘::n Maturity Date R(zétse.d Curregtulslggll? gand
anction
crore)
NA Term loans - - Sept/2030 215459 | [ICRA]A+ (Stable)
Fund Based -
NA Working capital - - - 455.00 | [ICRA]A+ (Stable)
limits
Non-fund based
NA - Working - - - 450.00 | [ICRA]A+ (Stable)
capital limits
INE671H07160 20/07/2015 12.50% 19/07/2019 100.0 | [ICRA]JA+ (Stable)
INE671H07178 29/07/2015 12.00% 29/07/2017 10.0 | [ICRA]A+ (Stable)
INE671H07186 29/07/2015 12.00% 29/07/2018 5.0 | [ICRA]JA+ (Stable)
INE671H07202 18/09/2015 12.00% 18/09/2017 5.0 | [ICRA]JA+ (Stable)
INE671H07210 | Non-convertible | 18/09/2015 12.00% 18/09/2018 20.0 | [ICRA]JA+ (Stable)
INE671H07228 debentures 29/09/2015 12.00% 29/09/2017 5.0 | [ICRA]A+ (Stable)
INE671H07244 03/03/2016 11.25% 03/04/2018 15.0 | [ICRA]A+ (Stable)
INE671H07285 17/03/2016 11.25% 17/04/2018 15.0 | [ICRA]A+ (Stable)
INE671H07293 21/03/2016 11.25% 21/04/2018 25.0 | [ICRA]JA+ (Stable)
Proposed - - - 200.0 | [ICRA]A+ (Stable)

Source: Sobha Limited
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Contact Details

Analyst Contacts
K. Ravichandran Shubham Jain
+91 44 45964301 +91 124 4545306
ravichandran@icraindia.com shuhamj@icraindia.com
Mathew Eranat Adarsh Reddy
080-4332-6415 080-4332-6405
mathew.eranat@icraindia.com adarsh.reddy@icraindia.com

Relationship Contact
L. Shivakumar
+91 22 6114 3406
shivakumar@icraindia.com

About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and
financial services companies as an independent and professional investment Information and Credit
Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a
Public Limited Company, with its shares listed on the Bombay Stock Exchange and the National Stock
Exchange. The international Credit Rating Agency Moody’s Investors Service is ICRA’s largest
shareholder.

For more information, visit www.icra.in
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a process of surveillance, which may lead to revision in ratings. An ICRA rating is a symbolic indicator of ICRA’s current
opinion on the relative capability of the issuer concerned to timely service debts and obligations, with reference to the instrument
rated. Please visit our website www.icra.in or contact any ICRA office for the latest information on ICRA ratings outstanding.
All information contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable, including
the rated issuer. ICRA however has not conducted any audit of the rated issuer or of the information provided by it. While
reasonable care has been taken to ensure that the information herein is true, such information is provided ‘as is’ without any
warranty of any kind, and ICRA in particular, makes no representation or warranty, express or implied, as to the accuracy,
timeliness or completeness of any such information. Also, ICRA or any of its group companies may have provided services other
than rating to the issuer rated. All information contained herein must be construed solely as statements of opinion, and ICRA
shall not be liable for any losses incurred by users from any use of this publication or its contents.
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