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Summary of rated instruments

Instrument* Rated Amount Rating Action

(Rs. crore)
Long-term fund based limits— Cash Credit 48.00 [ICRA]BBB- (Stable); assigned
Long-term fund based — Term loan 20.00 [ICRA]BBB- (Stable); assigned
Short-term fund based limits 50.00 [ICRA]JAS; assigned
Short-term non-fund based limits 6.25 [ICRA]JAS; assigned
Short-term fund based / non-fund based (40.00)* [ICRA]JAS; assigned
limits
Total 124.25

*Rs. 40.00 crore short-term fund based / non-fund based facility is a sublimit of Rs. 48.00 crore long-term
fund based facility
*Instrument details are provided in Annexure-1

Rating action

ICRA has assigned a long-term rating of [ICRA]BBB- (pronounced ICRA triple B minus) to the Rs.
48.00 crore® cash-credit facility and the Rs. 20.00 crore term loans of Arya Iron and Steel Company
Private Limited (AISCO)2 The outlook on the long-term rating is ‘Stable’. ICRA has also assigned a
short-term rating of [ICRA]A3 (pronounced ICRA A three) to the Rs. 50.00 crore fund-based facility, Rs.
6.25 crore non-fund based facility and Rs. 40.00 crore fund-based / non-fund based facility of AISCO.
The short-term fund based / non-fund based facility of Rs. 40.00 crore is a sub-limit of long-term fund-
based facility of Rs. 48.00 crore.

Rationale

The assigned ratings take into account AISCO’s comfortable capital structure and healthy coverage
indicators on account of low debt levels and improved profitability in FY2017. ICRA notes that a sharp
improvement in pellet prices and favourable demand in the export markets in FY2017 led to a healthy
revenue growth and increased margins during the year, which is likely to continue in the current year
owing to sustained demand and buoyant prices in both domestic and export markets. The ratings also take
into consideration the company’s competitive advantage for having a plant in close proximity to iron ore
mines, which ensures easy availability of raw materials and also results in low freight costs, thereby
supporting its operating profitability.

The ratings, however, are constrained by AISCO’s exposure to prices risks, given the significant volatility
witnessed in pellet prices in the recent past and the overcapacity situation in the domestic pelletisation
industry. The ratings are also tempered by the company’s large investments in assets which are yet to
yield any returns as the project is incomplete and has been put on hold at present, and its advances and
corporate guarantees extended to non-operational group entities, which adversely impact its financial risk
profile. ICRA also takes note of the company’s track record of sizeable dividend payouts, which resulted
in negative cash accruals in the last few years despite reporting healthy net profits. The ratings also factor
in the company’s exposure to regulatory risks as any unfavourable change in the Government policy may
impact iron ore availability and prices.

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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The company’s ability to restart the high-grade pure iron nuggets (HGPIN) project would remain a key
credit rating factor. Also, any significant dividend payout affecting cash accruals and/or further increase
in investments in e group companies would remain in focus.

Key rating drivers

Credit strengths

Comfortable capital structure and healthy coverage indicators — AISCO’s capital structure
remains comfortable, marked by gearing of 0.42 times as on March 31, 2017 owing to low debt
levels. The coverage indicators also remained healthy in FY2017 with interest coverage of 4.41
times and total debt-to-profitability of 2.08 times on account of improved profitability.

Healthy revenue growth and profitability in FY2017, which is likely to continue this year —
AISCO reported ~63% growth in operating income during FY2017 on the back of volume growth
of ~68%. The company benefitted from the favourable demand and realisations in the export
market, which is likely to continue this year due to sustained demand and buoyant prices in both
domestic and export markets.

Location-specific advantage of the plant — The company operates a 1.2-mtpa pelletisation plant
at Barbil, Odisha. The plant is located very close to iron ore mines, which ensures regular supply
of raw material and also results in low freight costs. The plant is also located in close proximity to
Dhamra and Paradeep port, which reduces its transportation cost for export orders.

Credit weaknesses

Exposure to price risks given the significant volatility witnessed in pellet prices — Domestic
pelletisation industry continues to be characterised by overcapacity, which exerts pricing pressure
on pellet manufacturers, including AISCO. Additionally, given the high inventory-holding period
of the company, it remains exposed to significant price risks.

Sizeable investment in non-yielding assets — AISCO has invested Rs. 62.38 crore in a capex
project worth Rs. 200 crore, which has been put on hold since December, 2015 owing to subdued
market conditions rendering the project unviable. Investment in non-yielding assets has put
pressure on the return indicators of the company as reflected by a return on capital employed of
13.4% in FY2017 against 26.1% in FY2015. The company has plans to revive a part of the stalled
project by setting up an HGPIN plant in Barbil. However, given the estimated project capex of
Rs. 135 crore and proposed project gearing of 2.4 times, the same would strain the capital
structure of the company to an extent.

Large advances and corporate guarantees extended to non-operational group entities — The
company has extended letter of comfort of Rs. 19.6 crore and advances of Rs. 15.5 crore to a hon-
operational group entity, which adversely impact its financial risk profile.

Exposure to regulatory risks— AISCO also remains exposed to regulatory risks, as any
unfavourable change in the Government policy may impact raw material availability and prices.

Analytical approach: For arriving at the ratings, ICRA has taken a consolidated view of AISCO and its
group entities and also applied its rating methodologies as indicated below.

Links to applicable criteria:
Entities in the Ferrous Metals Industry

Corporate Credit Rating Methodology



https://www.icra.in/Rating/ShowMethodologyReport/?id=354&Title=Entities%20in%20the%20Ferrous%20Metals%20Industry&Report=Ferrous%20Metals,%20Rating%20Methodology,%20Jan%202017.pdf
https://www.icra.in/Rating/ShowMethodologyReport/?id=464&Title=Corporate%20Credit%20Rating%20Methodology&Report=Corporate%20Credit%20Rating,%20Methodology,%20Mar%202017.pdf
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About the company:

Incorporated in 2008, Arya Iron & Steel Company Private Limited (AISCO) is a part of the Arya Group
and operates an iron-ore pelletisation plant at Barbil, Odisha with a capacity of 1.20 million tonnes per
annum (mtpa). The plant commenced its commercial production in February, 2008.

Key financial indicators

FY2016 FY2017
Operating Income (Rs. crore) 191.18 312.28
PAT (Rs. crore) -23.20 22.43
OPBDIT/ Ol (%) -7.37% 14.52%
RoCE (%) -7.67% 13.44%
Total Debt/ TNW (times) 0.50 0.42
Total Debt/ OPBDIT (times) -7.08 2.08
Interest Coverage (times) -2.78 441
NWC/ Ol (%) 18.45% 28.73%

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:
Current Rating (FY2018) Chronology of Rating History for the
past 3 years
Instrument Amount Date & Date & Date & Date &
N.o Tvbe Rated Amount Rating Rating in Rating in Rating in
' YPE 1 (Rs. | Outstanding FY2017 | FY2016 FY2015
crore) (Rs crore) October September | December | December
2017 2016 2015 2014
.. | Long [ICRA]BBB- [ICRA]IBBB | [ICRA]JA-
Cash Credit Term 48.00 48.00 (Stable) Suspended (Negative) (Stable)
Long [ICRA]BBB- [ICRA]IBBB | [ICRA]JA-
Term Loan Term 20.00 20.00 (Stable) Suspended (Negative) (Stable)
Buyer’s Short
Credit Term 10.00 10.00 [ICRAJA3 | Suspended - -
Bill Short
Discounting | Term 40.00 40.00 [ICRAJA3 | Suspended - -
Bank Short
Guarantee | Term 5.00 5.00 [ICRAJA3 | Suspended | [ICRA]JA3+ | [ICRAJA2+
Forward Short
Contract Term 1.25 1.25 [ICRAJA3 | Suspended - -
Fund based Short
/ non-fund Tarm (40.00)* (40.00)* [ICRAJA3 | Suspended | [ICRA]JA3+ | [ICRAJA2+
based

*Rs. 40.00 crore short-term fund based / non-fund based facility is a sublimit of Rs. 48.00 crore long-term
fund based 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
No . Rate Date and Outlook
Sanction (Rs. crore)
) . i ] ) [ICRA]BBB-
Cash Credit 48.00 (Stable)
i i i [ICRA]BBB-
Term Loan FY2024 20.00 (Stable)
- Buyer’s Credit - - - 10.00 [ICRAJA3
- Bill Discounting - - - 40.00 [ICRAJA3
- Bank Guarantee - - - 5.00 [ICRAJA3
- Forward Contract - - - 1.25 [ICRAJA3
i Fund based / non- i i i (40.00)* [ICRAJA3

fund based

Source: Arya Iron and Steel Company Private Limited
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Jayanta Roy Priyesh Ruparelia
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Ankit Vora

+91 22 6169 3364

Ankit.vora@icraindia.com

Relationship Contact
Jayanta Chatterjee
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jayantac@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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