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Summary of rated instruments

Previous Rated Amount Current Rated Amount

o . .
Instrument (Rs. crore) (Rs. crore) Rating Action

l_:cr)ggi-;erm Fund-based — Cash 80.00 55.00 [ICRA]BBB (Stable); reaffirmed
Long-term — Unallocated - 70.50 [ICRA]BBB (Stable); reaffirmed
Short-term Non-fund Based 126.00 80.50 [ICRA]A3+; reaffirmed

Total 206.00 206.00

*Instrument details are provided in Annexure-1

Rating action

ICRA has reaffirmed the long-term rating at [ICRA]BBB (pronounced ICRA triple B) for the Rs. 55-crore (reduced from Rs.
80 crore) long-term fund-based limit and Rs. 70.50-crore (enhanced from nil) unallocated limits of Modern Industries
(M1). ICRA has also reaffirmed the short-term rating at [ICRA]JA3+ (pronounced ICRA A three plus) for the Rs. 80.50-crore
(reduced from Rs. 126-crore) short-term non-fund based limits of MI. The outlook on the long-term rating is Stable.

Rationale

The ratings reaffirmation factors in MlI’s healthy order book position of Rs. 156 crore at the end of June 30, 2018, which
provides healthy revenue visibility for the near term. The ratings also favourably factor in the company’s healthy credit
risk profile on account of its limited reliance on external debt. The ratings also consider MlI’s low gearing at 0.37 times as
well as TOL/TNW of 0.50 times and NCA/total debt of 17% in FY2018. Further, ICRA’s ratings take into account the
diversification of customer base in FY2018 with sizeable orders from private players like Hindustan Petroleum
Corporation Limited (HPCL), Sheel Chand etc. Moreover, the ratings factor in the healthy liquidity profile of the entity
with unencumbered cash balance of around Rs. 33 crore at the end of March 31, 2018. In addition, the ratings draw
support from MlI’s long track record as well as the high entry barrier to the wagon manufacturing industry.

The ratings, however, are constrained by the significant drop in MI’s operating income (Ol) in FY2018 because of slow
orders from Indian Railways (IR), on which it is reliant for a large portion of the orders. The reduction in scale also
impacted the operating profitability adversely owing to fixed overheads. The operating profit margin (OPM) declined
from 5.52% in FY2017 to 4.70% in FY2018. Despite the orders from HPCL, ICRA notes MI’s continued reliance on IR, which
accounts for around 78% of the current order book. Moreover, the rating factors in the increase in working capital
intensity from 8% in FY2017 to 33% in FY2018 due to an increase in debtor days due to extended credit terms of 45-60
days with HPCL and procurement of wheel sets by Ml in some of the orders that were previously supplied by IR.
Furthermore, ratings are constrained by Ml’s constitution as a proprietorship concern, which exposes it to the risk of
withdrawal of capital by the proprietor. The company’s constitution may also limit its ability to raise funds to support
growth in the future.

Going forward, Ml’s ability to scale up its operations and improve its profitability as well as diversify its customer base
will be the key rating sensitivities.
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Outlook: Stable

ICRA believes that MI would benefit in the near term from its healthy order book position, which provides revenue
visibility for FY2019. The outlook may be revised to Positive in case of higher-than-expected Ol and profitability leading
to improvement in the entity’s financial risk profile. The outlook may, however, be revised to Negative in case of
increasing reliance on debt leading to deterioration of debt coverage indicators.

Key rating drivers

Credit strengths

e Healthy revenue visibility in near term: MI has around Rs. 156 crore of pending orders as on June 30 2018,
which provides healthy revenue visibility.

e Healthy credit risk profile: Limited reliance on debt has led to low gearing at 0.37 times as well as TOL/TNW of
0.50 times and NCA/total debt of 17% in FY2018.

e Healthy liquidity: Ml has healthy liquidity profile with unencumbered cash balance of around Rs. 33 crore at the
end of FY2018. Further, undrawn line of Rs. 33 crore provides support to the entity’s liquidity position.

e Established track record in wagon manufacturing industry: Ml, the sole proprietary concern owned by Brij
Bhushan Lal & Sons, has been present in this industry for more than 50 years. Given the high barriers to entry in
this industry, Ml is not exposed to stiff competition. This gives it an advantage in terms of maintaining stable
order flows and profitability.

Credit challenges

e Decline in operating income and profitability: Ml witnessed significant decline in its Ol from Rs. 223.72 crore in
FY2017 to Rs. 93.64 crore in FY2018 due to slow orders from IR and the Defence sector. The reduction in scale
has also impacted the operating profitability adversely as the entity has high fixed overheads. The OPM declined
from 5.52% in FY2017 to 4.70% in FY2018.

e High concentration risk: Despite the orders from HPCL, Ml continues to rely on IR, which contributes to around
78% of the current order book. Though the firm has tried to diversify its client base by executing orders from the
Defence sector as well as private players, the initiatives will take some time to materialise completely.

e Increased working capital intensity: The working capital intensity of Ml has increased considerably from 8% in
FY2017 to 33% in FY2018 due to an increase in debtor days due to extended credit terms of 45-60 days with
HPCL and procurement of wheel sets by Ml in some of the orders that were previously supplied by IR.

e Risk associated with structure of the firm: Ml is constituted as a proprietorship concern, which exposes it to
withdrawal of capital risk and may also limit its ability to raise funds to support growth.

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

Links to applicable criteria:
Corporate Credit Rating Methodology

About the company

Ml is a sole proprietorship concern owned by Brij Bhushan Lal & Sons (BBLS). Notably, BBLS owns one more entity —
Bithoo Farms — which covers around 500 acres of land in the Bijnor district (Uttar Pradesh). In terms of income and
balance sheet, BBLS derives almost 98% from its wagon manufacturing operations through MI. The firm has been
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manufacturing and supplying various kinds of wagons for the IR for more than 50 years. Its manufacturing facility is
located in Sahibabad, Ghaziabad (Uttar Pradesh).

In FY2018 (on a provisional basis), the company reported a net profit of Rs. 1.06 crore on an Ol of Rs. 93.64 crore
compared with a net profit of Rs. 6.46 crore on an Ol of Rs. 223.72 crore in the previous year.

Key financial indicators

FY2017 FY2018 (Provisional)
Operating Income (Rs. crore) 223.72 93.64
PAT (Rs. crore) 6.46 1.06
OPBDIT/OI (%) 5.52% 4.70%
RoCE (%) 9.61% 4.73%
Total Debt/TNW (times) 0.21 0.37
Total Debt/OPBDIT (times) 1.30 6.38
Interest Coverage (times) 2.35 1.22
NWC/OI (%) 8% 36%

Status of non-cooperation with previous CRA: Not applicable
Any other information: None

Rating history for last three years
Chronology of Rating History for the

Current Rating (FY2019) past 3 years
Amount Date & Date &
Rated Amount Date & Rating in Date & Rating in Rating in
(Rs. Outstanding Rating FY2018 FY2017 FY2016
Instrument Type crore) (Rs. crore) Sep 2018 Aug 2017 Jan 2017 Sep 2016  Aug 2015
1 Fund Based Long 55.00 Revolving [ICRA]BBB [ICRA]BBB [ICRA]BBB [ICRA]BBB [ICRA]BBB
Term (Stable) (Stable) (Stable) (Stable) (Stable)
2 Unallocated Long 70.50 - [ICRAIBBB - - - -
Term (Stable)
3  Non-fund Short- 80.50 - [ICRA]A3+ [ICRAJA3+ [ICRA]JA3+ [ICRA]JA3+ [ICRA]JA3+
based term

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

Date of Maturit Current Rating and
Instrument Name Coupon Rate Y Amount Rated 2
ISIN No Issuance / Date T G Outlook
Sanction ’
NA Cash Credit - - - 55.00 [ICRA]BBB(Stable)
Letter of Credit/
NA - - - 80.50 [ICRA]JA3+
Bank Guarantee
NA Unallocated Limits - - 70.50 [ICRA]BBB(Stable)
Source: Ml
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