ICRA

Mewar Hitech Engineering Limited

September 27, 2018
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Previous Rated Amount Current Rated Amount

* . .
Instrument (Rs. crore) (Rs. crore) Rating Action
) - [ICRA]BB(Stable); upgraded from
Fund-based Limits 10.00 10.00 [ICRA]BB-(Stable)
Total 10.00 10.00

Instrument details are provided in Annexure-1

Rating action

ICRA has upgraded its long-term rating to [ICRA]BB (pronounced ICRA double B) from [ICRA]BB- (pronounced ICRA
double B minus) on the Rs. 10.00-crore! bank lines of Mewar Hitech Engineering Limited (MHEL). The outlook on the
long-term rating is Stable.

Rationale

ICRA’s rating action favourably factors in MHEL’s strong top-line growth as well as its ability to generate healthy cash
accruals, which helped in improving its debt protection metrics in FY2018. The rating also considers the company’s
established brand, Kingson, and its proven track record as a manufacturer of stone crushers and related products in the
country. The rating continues to favourably factor in the extensive experience of the promoters in the industry and the
operating efficiency, in terms of easy availability of raw material and absence of transportation costs, due to backward
integration at the Group level. Furthermore, the top-line growth is expected to remain in double-digits in FY2019,
buoyed by the higher sales volume in the domestic as well as export markets. ICRA believes that the company will
benefit in the near term from the implementation of GST and will be better-positioned to face competition from players
in the unorganised market.

However, the rating is constrained by MHEL's high working capital requirements owing to its long operating cycle
resulting from the high inventory levels, thereby impacting the liquidity. The rating is also constrained by the company’s
limited financial flexibility given its limited net worth base. It is also susceptible to fluctuations in raw material prices,
which may exert pressure on its profitability and debt protection metrics. The intense competition, from organised as
well as unorganised players, is likely to keep the profitability range bound.

The company’s ability to efficiently manage its working capital cycle and maintain a satisfactory liquidity position will be
the key rating sensitivities. Any sizeable debt-funded capital expenditure will be closely monitored.

Outlook: Stable

ICRA believes MHEL will continue to benefit from the extensive experience of its promoters. The outlook may be revised
to Positive on substantial growth in revenue and profitability and better working capital management, which would
ultimately strengthen its financial risk profile. The outlook may be revised to Negative if the cash accruals are lower than
expected, or a stretch in the working capital cycle weakens liquidity.

1100 lakh = 1 crore = 10 million
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Key rating drivers

Credit strengths

Strong growth in Ol and consistent improvement in profit — MHEL’s operating income (Ol) witnessed strong YoY growth
in FY2018, mainly backed by a substantial increase in its order inflows from the domestic as well as export markets. This
resulted from an increase in market penetration, supported by an extensive distribution network. MHEL’s profit also
improved in FY2018, due to better operational efficiency and economies of scale. The strong growth in MHEL’s Ol and
consistent improvement in profit led to improved debt protection metrics in FY2018.

Reputed brand name — Kingson is an established name in the stone crusher manufacturing segment (including related
products), and enjoys a strong brand presence in Madhya Pradesh, Rajasthan and a few other states in India. Its wide
product offering, product customisation (as per the client’s requirement) and established name in the stone crushers
manufacturing segment give it a competitive advantage in these markets.

Extensive experience of promoters — The company’s promoters have been involved in the business of manufacturing
stone-crushing machines and other related equipment for the last 20 years. They have established relations with the
customers and suppliers, which help in managing the business efficiently.

Backward integration helps in improving operational efficiencies — The company, along with its Group concerns, is
present in the entire value chain with the in-house processes starting from scrap to the entire stone-crushing plant. This
provides benefits in the form of easy availability of raw material, absence of transportation costs, and other operational
efficiencies.

Credit challenges

Modest scale of operations restricts competitive position — The company’s modest scale of operations, in a fragmented
industry, restricts the benefits of economies of scale and pricing power. The company’s scale of operations, on an
absolute scale, remains moderate.

Liquidity impacted by high working capital intensity resulting from high inventory levels — MHEL’s high working capital
intensity, resulting from its long operating cycle, impacts its liquidity as reflected by almost full utilisation of the working
capital limits.

Intense competition limits bargaining power with customers — The company faces intense competition from other
players in the industry, which limits its pricing flexibility and bargaining power with the customers, thereby putting
pressure on its revenues and margins.

Profitability vulnerable to any adverse fluctuation in raw material prices — MHEL’s margins are largely affected by raw
material price fluctuations, which, in turn, affect the sales realisations. Any adverse movement in raw material prices
could have an adverse impact on its margins.

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

Corporate Credit Rating Methodology
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About the company

Mewar Hitech Engineering Limited (MHEL), incorporated in 2006 by Mr. C. S. Rathore and his family members,
manufactures and sells stone crushers, vibrating screens, hoppers, feeders, conveyor belts and other related equipment.
The company’s manufacturing facility is in Sukher, Udaipur. MHEL sells its products under its brand, Kingson.

Key financial indicators

FY2017 FY2018

Audited Audited
Operating Income (Rs. crore) 37.0 62.0
PAT (Rs. crore) 0.5 1.2
OPBDIT/OI (%) 11.4% 8.4%
RoCE (%) 13.5% 16.4%
Total Debt/TNW (times) 2.0 2.2
Total Debt/OPBDIT (times) 4.2 3.6
Interest Coverage (times) 1.6 2.3
NWC/OI (%) 51% 31%

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

Rating history for last three years

Current Rating (FY2019) Chronology of Rating History for the past 3 years
Date & Date &
Amount Rating in Ratingin  Date & Rating in Date & Rating
Amount Outstanding FY2019 FY2018 FY2017 in FY2016
Rated ason
(Rs. FY2018 end September January March December
Instrument Type crore) (Rs. crore) 2018 2018 2017 2016 July 2015
Fund-based Long 10.00 9.79 [ICRAJBB  [ICRA]BB- [ICRA]B [ICRAIB; [ICRA]B
- Working Term (Stable) (Stable) (Stable) suspended
Capital
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

Date of
Issuance / Coupon Maturity Amount Rated Current Rating and
ISINNo Instrument Name Sanction Rate Date (Rs. crore) Outlook
NA Fund-based Limits NA NA NA 10.00 [ICRA]BB(Stable)
Source: Mewar Hitech Engineering Limited (MHEL)
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ravichandran@icraindia.com manish.ballabh@icraindia.com
Hemant Dahiya Amit Arora
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Jayanta Chatterjee
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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.

For more information, visit www.icra.in
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