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Nutra Specialities Private Limited

Instrument* Rated Amount Rating Action

(in crore)
Term loan facilities 19.89 [ICRA]BB+(Stable) (Reaffirmed)
Long-term fund based facilities 16.00 [ICRA]BB+(Stable) (Reaffirmed)
Short-term fund based facilities 8.20 [ICRA]JA4+ (Reaffirmed)
Short-term non fund based facilities 23.50 [ICRA]JA4+ (Reaffirmed)
Total 67.59

*Instrument Details are provided in Annexure-1

Rating Action

ICRA has reaffirmed the long-term rating outstanding on the Rs. 19.89 crore' term loan facilities and
Rs. 16.00 crore long-term fund based facilities of Nutra Specialities Private Limited (“NSPL”/ “The
Company”)? at [ICRA]BB+ (pronounced ICRA double B plus). The outlook on the long term rating is
stable. ICRA has also reaffirmed the short term rating outstanding on the Rs. 8.20 crore fund based
facilities and Rs. 23.50 crore non-fund based facilities of the Company at [ICRA]A4+ (pronounced ICRA
A four plus).

Rationale

The reaffirmation of the ratings continues to takes into consideration the long standing experience of
promoters in the APl segments in pharmaceutical industry. Further, the ratings factor in the significant
NSPL’s revenue growth and improvement in operating margins in FY2017, in line with ICRA’s
expectations. The improvement in top-line in FY2017 was driven by higher off-take of certain APIs like
Olmesartan Medoxomil and Leviteracetam. The ratings also positively consider the process
improvements undertaken and increased focus on regulated market that is expected to result in higher
operating margin, going forward. ICRA also notes that the company’s plan for contract manufacturing is
expected to support revenue growth in future.

However, the ratings remain constrained by the small scale of operation with high working capital
intensity owing to stretched collection period and large inventory holding leading to high gearing and
moderate coverage and debt protection metrics. The company is operating in industry characterized by
high regulatory and legal risk where any regulatory/legal action can have significant impact on top-line
and profitability. However, the company has been undertaking steps to increase penetration in the highly
regulated markets and is making efforts in upgrading the quality standards and operating efficiency of its
manufacturing facility for stricter compliance with the regulatory norms. The company has undertaken a
capex of Rs.18.00 crore in Q1 FY2018 for the quality control facility which is likely to keep the
capitalization and debt protection indicators stretched in the near term.

Going forward, improvement in capital structure by way of planned capital infusion of Rs. 15 crore by
way of compulsorily convertible debentures remains a key rating sensitivity. The ability of the company
to increase scale of operations while sustaining its margins, and compressing its working capital cycle,
would also remain crucial to improving its credit profile.

1100 Lakh = 1 crore = 10 million
2 For complete rating scale and definitions, please refer to ICRA’s website (www.icra.in) or other ICRA rating publications
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Key rating drivers

Credit Strengths

Significant experience of the promoters in pharmaceutical industry, especially in bulk dug
manufacturing - Nutra Specialties Private Limited is a Chennai based pharmaceutical company
incorporated in 2006 and promoted by Mr. S. Abhaya Kumar and family members. Mr Abhay Kumar,
has rejoined as director in Nutra Sepcialities Private Limited in May 2017 and is expected to drive the
growth going forward. Mr Abhay Kumar also had set up Shasun Chemicals & Drugs, in 1976, which
was later merged with Strides Arcolab Limited to form Strides Shasun Limited. He is also a co-
founder of Lifecell India Ltd and held many prestigious positions in pharmaceutical industry bodies
and won a number of accolades in the industry.

Increase in top-line to be supported by increased off-take in APIs and increased capacity on
account of external contracting

Increase in off-take is expected in APIs like Levitiracetam, Lacosamide, Tetracaine in line with recent
past. The company also enjoys monopoly in India in Tetracaine and also expects major revenue from
products — Pregabalin and Paa HCL. The company also plans to outsource manufacturing some
products to external facilities so as to focus on APIs to serve in regulated markets. In the long-term
the company is expected to benefit from resulting improvement in capacity.

Expected improvement in margin on account of focus towards regulatory market - Various
regulatory approvals from WHO, EU, Korea has enabled the company to tap the regulated market that
generally fetch higher realization for the APIs. The company is also actively looking in to foraying
into regulated market like Japan and USA from FY2018 and hence the realization is expected to
improve significantly going forward.

Diversified customer base both in export and import segment - The company serves to diversified
clientele in both in the domestic and export segment and revenue from exports contributed to 55% of
total operating income in FY2017. The company has been serving varied reputed domestic customers
groups/brands such as Sun Pharma, Acme Formulations Private Limited, Alembic Pharmaceutical
Limited, Torrent Pharma in the domestic segment and Eva Pharma , Hilton group in international
segment.

Financial support from promoters who have periodically infused capital into the Company —
Promoters/Directors have been supporting the company financially by way of unsecured loans during
the time of necessity and are planning to infuse Rs 15.00 crore of capital by way of issuing
compulsorily convertible debenture. Going forward, regular repayments of term loan and expected
capital infusion is expected to support improve the gearing.

Credit Weakness

Small scale of operations resulting in limited economies of scale; Industry structure
characterized by high competition and fragmentation - The Company’s current scale of operations
remains small with an operating income of Rs. 114 crore during FY2017 from Rs 98 crore in FY2016
and has installed capacity to manufacture ~15 tonnes of API per month. The company’s strategy is to
identify products which are not produced in bulk by any major domestic pharmaceutical companies
and then develop the process and launch that product in the market. However, given the high
competition in generic APl segment, the company remains exposed to margin erosion over the
product life cycle.
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Financial profile characterized by high gearing and moderate debt protection metrics - The
company’s gearing have been at high level due to working capital intensive nature of operations and
debt funded capital expansion undertaken in the recent past. The company’s debt profile remains
skewed towards working capital borrowing and unsecured loan from banks and financial institutions.
Interest coverage ratio is stable at moderate level of 1.9X in FY2017, despite higher interest cost, on
account of improvement in operating profits.

High working capital intensity due to stretched collection period and high inventory days has
resulted in high gearing - The Company’s operations are characterized by high working capital
intensity with NWC/OI at 40.0% in FY2017, mainly driven by high inventory days and stretched
receivable days. The company usually extends credit period of 60-90 days for export market
customers and 45 days for the domestic market customers. The stretched working capital cycle is
also evident from high utilization of working capital borrowings.

Regulatory and Legal Risk associated with industry - The company is operating in industry that
has high regulatory and legal risk. There have been instances where such regulatory actions have
resulted in manufacturing disruptions with a significant impact on revenues and profitability. The
company, to mitigate risks related to production/ profitability loss in case of adverse regulatory
action, has invested in upgrading their systems, documentations and manufacturing processes at
considerable expense in recent past. On account of legal disputes, the company has planned to
withdraw from certain APIs, however, the resultant revenue loss is expected to be offset by increased

off-take of other products.

Key financial indicators of Nutra Specialities Private Limited

FY2016 FY2017

Audited Provisional
Operating Income (Rs. crore) 100.2 114.6
PAT (Rs. crore) 2.1 2.6
OPBDIT/ Ol (%) 14.3% 15.6%
RoCE (%) 12.9% 13.7%
Total Debt/ TNW (times) 2.4 2.4
Total Debt/ OPBDIT (times) 4.5 4.1
Interest coverage (times) 1.9 1.9
NWC/ Ol (%) 40.1% 39.9%

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

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

below.

Links to applicable Criteria
Corporate Credit Rating —A Note on Methodology
Pharmaceutical Industry

About the Company:

Nutra Specialities Private Limited is a Chennai based pharmaceutical company incorporated in 2006 and
promoted by Mr. S. Abhaya Kumar and family members. The company was initially setup to manufacture
nutraceutical products, but the market for its products saw significant churn in 2007-08 when the Japanese
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manufacturers flooded the market with cheaper products. This forced the company to change its product
mix from Nutraceuticals to Active Pharmaceutical Ingredients (APIs). Currently the company has more
than 15 products in its portfolio and two major products in the pipeline. The company primarily caters to
the domestic and semi regulated exports markets. NSPL’s manufacturing plant is located in
Chandrapadiya Village near Nellore in Andhra Pradesh and has an in-house R&D for process
development and product testing. The manufacturing facility is WHO-GMP compliant, 1ISO 9000:2008
certified and approved by the Council of Europe and KFDA (Korea Food & Drug Administration).

Status of non-cooperation with previous CRA: Not Applicable

Any other information: Not Applicable

Rating History for last three years:

Table: Rating History

S.No | Name of Current Rating Chronology of Rating History for the
Instrument past 3 years
Type Rated Month- Month- Month- Month-
amount year & year & year & year &
(Rs. Rating Rating in Rating in Rating in
crore) FY2018 FY2017 FY2016 FY2015
August July July May
2017 2016 2015 2014
1 Term loan | Long 19.89 [ICRA]BB+ | [ICRA]BB+ | [ICRA]BB | [ICRA]BB-
facilities Term (Stable) (Stable) (Stable) (Stable)
5 Long-term fund | Long 16.00 [ICRA]BB+ | [ICRA]BB+ | [ICRA]BB+ | [ICRA]BB-
based facilities | Term (Stable) (Stable) (Stable) (Stable)
3 Short-term fund | Short 8.20 [ICRA]JA4+ | [ICRA]JA4+ | [ICRA]JA4+ | [ICRA]A4
based facilities | Term
Short-term non | Short 23.50 [ICRAJA4+ | [ICRA]JA4+ | [ICRAJA4+ | [ICRA]A4
4 | fund based | Term
facilities

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.
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Annexure-1
Instrument Details

Name of the instrument Date of | Coupon | Maturity Size of Current Rating and
issuance rate Date the issue Outlook
(Rs. Cr)

Term Loan - Il - Canara bank | FY2012 - FY2018 0.61 [ICRA]BB+ (Stable)
Term Loan - IV - Canara bank | FY2014 - FY2019 1.00 [ICRA]BB+ (Stable)
Term Loan - V - Canara bank | FY2017 - FY2025 7.96 [ICRA]BB+ (Stable)
Term Loan - | - Axis bank FY2017 - FY2020 6.68 [ICRA]BB+ (Stable)
Term Loan - Il - Axis bank FY2017 - FY2020 0.40 [ICRA]BB+ (Stable)
Term Loan - 11 - Axis bank FY2017 - FY2024 *3.24 [ICRA]BB+ (Stable)
Canara bank - OCC - - - 7.00 [ICRA]BB+ (Stable)
AXis bank - OCC - - - 9.00 [ICRA]BB+ (Stable)
Canara Bank - PC/FDB/FBE - - - 8.20 [ICRAJA4+
Canara Bank - ILC/FLC - - - [ICRAJA4+
(DA/DP) 11.00
Canara Bank - Bank - - - [ICRAJA4+
Guarantee 1.00
Axis Bank LC - - - 11.50 [ICRA]JA4+

76.35

* Represents amount rated
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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.
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