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Vibhor Steel Tubes Private Limited

Summary of rated instruments

Instrument* Rated Amount Rating Action
(Rs. crore)

Fund-based — Cash Credit 28.00 [ICRA]BBB- (Stable);

Upgraded from [ICRA]BB+ (Stable)
Fund-based — Term loan 6.96 [ICRA]BBB- (Stable);

Upgraded from [ICRA]BB+ (Stable)
Non-fund based — Letter of Credit 11.00n [ICRA]JA3; Upgraded from [ICRA]A4+
Non-fund based — Bank Guarantee 11.00n [ICRA]JA3; Upgraded from [ICRA]A4+
Fund-based — Forward Contract (5.00)M [ICRA]BBB- (Stable) / [ICRA]A3; Upgraded
Limit from [ICRA]BB+ (Stable) / [ICRA]JA4+
Fund-based — (5.000 [ICRA]BBB- (Stable) / [ICRA]A3; Upgraded
EPC/PCFC//EBC/FBD/ODBC from [ICRA]BB+ (Stable) / [ICRA]JA4+
Fund-based — Derivative / CEL 0.10 [ICRA]BBB- (Stable) / [ICRA]A3; Upgraded

from [ICRA]BB+ (Stable) / [ICRA]JA4+

Unallocated 7.94 [ICRA]BBB- (Stable) / [ICRA]A3; Upgraded

from [ICRA]BB+ (Stable) / [ICRAJA4+

Total 65.00

*Instrument details are provided in Annexure-1
~Mully interchangeable
AMsublimit of cash credit facility

Rating action

ICRA has upgraded the long-term rating to [ICRA]BBB- (pronounced ICRA triple B minus) from
[ICRA]BB+ (pronounced ICRA double B plus) to the Rs. 28.00 crore® cash credit facility and Rs. 6.96
crore term loan facility of Vibhor Steel Tubes Private Limited (VSTPL or the company)?. ICRA has also
upgraded the short-term rating to [ICRA]A3 (pronounced ICRA A three) from [ICRA]A4+ (pronounced
ICRA A four plus) to the Rs. 11.00 crore letter of credit facility and Rs. 11.00 crore bank guarantee
facility of the company. The long- term / short term ratings for the Rs. 5.00 crore forward contract limit,
Rs. 5.00 crore EPC/PCFC//EBC/FBD/ODBC limit, Rs. 0.10 crore derivative / CEL limit and Rs. 7.94
crore unallocated limit have also been upgraded to [ICRA]BBB- / [ICRA]JA3 from [ICRA]BB+ /
[ICRA]A4. The outlook on the long-term rating is Stable.

1 100 lakh = 1 crore = 10 million
% For complete rating scale and definitions, please refer to ICRA's website www.icra.in or other ICRA Rating Publications
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Rationale

The ratings up-gradation takes into account healthy ramp up of production capacity with commencement
of commercial production in the new manufacturing facility in Hyderabad, Telangana, sustenance of
margins at healthy levels, with rise in capacity utilisation levels since FY 2016 and take or pay agreement
with its key customer, Jindal Pipes Limited (rated IrA+(Stable)/Al+ by ICRA) for 100,000 MT (metric
tonne) of steel pipes per annum for the next six years till FY2023. The ratings continue to take into
account the extensive experience of the promoters of more than a decade in steel pipe manufacturing
industry and the strong association with Jindal Pipes Limited regarding sale under its brand name Jindal
Star which enjoys strong market recognition.

The ratings however, remain constrained by the vulnerability of VSTPL’s profitability to volatility in
prices of key raw materials (primarily steel) and working capital intensive nature of business due high
inventory holding period. High working capital intensity has led to increased in borrowing level, thereby
high gearing levels in FY2017. ICRA notes that, with commencement of new facility, the company in the
near to medium term should see ramp up in sales, which is expected to aid its accruals and thus gradually
decrease in debt levels.

Going forward, the company’s ability to scale up its revenue base supported by rise in capacity utilisation
level and protect margins through passing of raw material price rise will be key sensitivities from credit
perspective. Moderation in gearing levels, with reduction in debt, through better working capital
management and retention of accruals in the company, will be critical from the perspective of
improvement in gearing as well as other debt metrics.

Key rating drivers

Credit strengths

o Robust growth in the revenue and profitability in the past two years — The revenue of the
company has been continually growing in the past four years at a CAGR of 16% from Rs. 160.39
crore in FY2014 to Rs. 306.10 crore in FY2017 supported by increased capacity utilisation from 40%
to 60% during the same period. Increased production along with increased exports which garner
higher profitability led to improved operating profitability from 3.57% in FY2014 to 7.68% in
FY?2016 and 8.48% in FY2017.

e Strong association and off-take agreement with Jindal Pipes Limited - VSTPL has entered into an
off-take agreement with Jindal Pipes Limited in April 2017 for six years (till March 2023), wherein
the latter has agreed to off-take a minimum quantity of 100,000 MT per annum of finished steel pipes
from VSTPL. The agreement provides strong revenue visibility in near to medium term. In addition to
the agreement, entire sales of the company are order backed and under ‘Jindal Star’ brand name
which enjoys strong market recognition.

o Extensive experience of promoters in the steel tubes manufacturing industry — VSTPL was
promoted by Mr. Vibhor Kaushik and Mr. Vijay Kaushik in 2003 for manufacturing of steel tubes.
The extensive experience of the promoters has enabled the company to receive repeat orders from the
establish customer — Jindal Pipes Limited and increase its capacity to 221,000 MT per annum with the
newly set up manufacturing unit in Hyderabad, Telangana in July 2017 with an installed capacity of
96,000 MT per annum in addition to the existing unit in Raigarh, Maharashtra with an installed
capacity of 125,000 MT per annum.
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Credit weaknesses

o \Woking capital intensive nature of business - Working capital management of the company remains
an area of concern, with high inventory holding period of ~80 days as on August 31, 2017, leading to
near to full utilisation fund based limits. The company, however is in process of getting its limit
enhanced, which is expected to support its growth in the near to medium term.

e High gearing levels: The gearing level for the company continues to remain at elevated level at 1.88
times as of March 31, 2017 on account of high working capital borrowing levels, as well as recently
concluded capex.

e Highly competitive industry due to commoditised nature of steel pipes - The company faces intense
competition from a large number of players in a highly commoditised market, especially in the black
pipes segment, resulting in significant pricing pressure. The round pipe segment faces stiff
competition from HDPE/PVC® pipes; however, superior quality of its products along with the brand
of Jindal Star, helps the company to reduce competition.

e Vulnerability of profits and cash flows to volatility in prices of key raw materials - Hot rolled coil
(HRC) is the primary raw material used for the production of black pipes. Zinc is required in small
quantities for the galvanisation process to convert MS (mild steel) black pipes into Gl (galvanized
iron) pipes. The raw material cost accounted for around 80-85% of the company’s net sale over the
last few years, reflecting a highly raw-material intensive nature of operations and limited value
addition. The company remains exposed to the volatility in the prices of key raw materials like HRC
and zinc.

Analytical approach: For arriving at the ratings, ICRA has applied its rating methodologies as indicated
below.

Links to applicable criteria:
Corporate Credit Rating Methodology
Rating Methodology for Entities in the Ferrous Metals Industry

About the company:

VSTPL was promoted by Mr. Vibhor Kaushik and Mr. Vijay Kaushik in 2003. The company is engaged
in manufacturing of hollow section, Gl and ERW (Electric Resistance Welded) black pipes, ranging from
size 1/2” to 8” in diameter. It has two manufacturing facilities, one located at Raigarh, Maharashtra; with
a production capacity of 1,25,000 MT per annum and the second located in Hyderabad, Telangana; with a
production capacity of 96,000 MT per annum.

In FY2017, the company reported a net profit of Rs. 9.88 crore on an operating income of Rs. 306.10
crore, as compared to a net profit of Rs. 8.74 crore on an operating income of Rs. 292.57 crore in the
previous year.

3 High-density polyethylene / polymerization of vinyl chloride


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=354&Title=Entities%20in%20the%20Ferrous%20Metals%20Industry&Report=Ferrous%20Metals,%20Rating%20Methodology,%20Jan%202017.pdf
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Key financial indicators (Audited)

FY2016 FY2017
Operating Income (Rs. crore) 292.57 306.10
PAT (Rs. crore) 8.74 9.88
OPBDIT/ Ol (%) 7.68% 8.48%
RoCE (%) 30.50% 29.63%
Total Debt/ TNW (times) 1.83 1.75
Total Debt/ OPBDIT (times) 2.09 247
Interest Coverage (times) 3.54 3.34
NWC/ Ol (%) 14% 17%

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
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Rating history for last three years:

Table:
. Chronology of Rating History
Current Rating (FY2018) for the past 3 years
S. Date & Date & | Date& | Date &
Instrument
No Amount Rating Ratingin | ~aung | Rating
Type Rated EV2017 in in
(Rs. FY2016 | FY2015
crore) November January
2017 2017
. [ICRA]BBB | [ICRA]BB i i
1 Cash Credit Long Term 28.00 - (Stable) + (Stable)
[ICRA]BBB | [ICRA]BB ) )
2 Term Debt Long Term 6.96 - (Stable) + (Stable)
3 Letter of Credit* Short Term 11.00 [ICRAJA3 [ICR;A‘]A“ - -
4 Bank Guarantee* Short Term 11.00 [ICRAJA3 [ICRf‘]AA' - -
Long Term [ICRA]BBB | [ICRA]BB
5 E‘I’r:]"l"tirf Contract / Short (5.00) | -(Stable)/ | +(Stable)/ | - i
Term [ICRAJA3 | [ICRA]JA4
Long Term [ICRA]BBB | [ICRA]BB
6 [E)E’ggggﬂ/ EBC/FB | ) short (5.00) | -(Stable)/ | + (Stable)/ | - i
Term [ICRAJA3 | [ICRA]JA4
Long Term [ICRA]BBB | [ICRA]BB
7 Derivative / CEL / Short 0.10 - (Stable) / | + (Stable) / - -
Term [ICRA]JA3 | [ICRAJA4
Long Term [ICRA]BBB | [ICRA]BB
8 Unallocated / Short 7.94 - (Stable) / | + (Stable) / - -
Term [ICRAJA3 | [ICRAJA4

*fully interchangeable
**sublimit of cash credit facility

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 Instrument Issuance / Coupon | Maturity Rated Current Rating and
No . Rate Date Outlook
Sanction (Rs. crore)
Cash Credit - - - 28.00 [ICRA]BBB- (Stable)
Term Debt FY2014 - FY2020 6.96 [ICRA]BBB- (Stable)
Letter of Credit* - - - 11.00 [ICRAJA3
Bank Guarantee* - - - 11.00 [ICRAJA3
Forward Contract i i i (5.00) [ICRA]BBB- (Stable)
Limit** ' / [ICRA]A3
EPC/PCFC//EBC i i i (5.00) [ICRA]BBB- (Stable)
/[FBD/ODBC** ' / TICRA]A3
_— [ICRA]BBB- (Stable)
Derivative / CEL - - - 0.10 / [ICRAJA3
i i i [ICRA]BBB- (Stable)
Unallocated 7.94 / [ICRAJA3

*fully interchangeable

**sublimit of cash credit facility
Source: Vibhor Steel Tubes Private Limited
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