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Facilities/Instruments Amount (X crore) Rating Action

Non-Convertible Debentures 304.35 CARE BB; Stable Assigned

Details of instruments/facilities in Annexure-1.

Rationale and key rating drivers
The rating assigned to NCD of Steel Exchange India Limited (SEIL) is tempered by history of default albeit regular debt

repayment track record for more than a year, moderate debt coverage indicators, profitability susceptible to volatility in raw
material prices, stretched liquidity profile, significantly higher cost of borrowing and cyclicality associated with the steel industry.
The ratings however derive comfort from established track record and vast experience of promoters in steel industry, infusion of
funds by way of compulsory convertible debentures (CCD) thereby strengthening company’s liquidity and net worth base,
improving trend of total operating income FY19-FY22 (FY refers April 01 to March 31), established brand name with diversified

product portfolio.

Rating sensitivities: Factors likely to lead to rating actions
Positive factors
e  Ability to replace high-cost debt with low-cost funds/ ability to refinance the exiting NCD

e Ability to avail necessarily working capital limits
e  Steady growth in TOI while maintaining PBILDT margin above 9% on a sustained basis.
¢ Significant improvement in liquidity position and coverage indicators

Negative factors
¢ Any significant decline in TOI and profits, going forward.

e Working capital cycle stretching to beyond 120 days there by impacting the liquidity position of the company

Analytical approach: Standalone
Key weaknesses

Delay free track record for more than a year

SEIL had been facing liquidity issues due to AP State division, Power plant PPA issue and Steel Industry downturn which
resulted in delays in debt servicing. The company had requested its lenders for debt restructuring. Subsequently, during Jan.
2021 all its bankers under consortium banking arrangement led by SBI agreed for OTS (one time settlement) and company
repaid all its outstanding bank debt post OTS by raising NCDs amounting to Rs. 382 crore from Edelweiss. Towards OTS the
company paid Rs 510 crore and settled the dues of all its lenders duing Jan, 2021. However, during Oct-Nov 2021, there was a
delay observed towards payment of NCD interest obligation which was subsequently regularised. Nevertheless, the interest
servicing since past twelve months (i.e from Dec-2021 to Dec-2022) is regular.

High-cost NCD

The company is paying a coupon rate of 21.5% on the existing NCDs. The high interest obligation therefore has been impacting
the accruals and liquidity of the company. Furthermore, company has to make a repayment of around Rs 32 crore from selling
its non-core assets by March 31, 2023. The coverage indicators remained moderate marked by total debt/GCA at 8.71x

IComplete definition of the ratings assigned are available at www.careedge.in and other CARE Ratings Ltd.’s publications
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(PY:2.73x) in FY22 and PBILDT interest coverage at 1.20x in FY22 primarily driven by high interest cost. The ability of the
company to refinance these existing NCDs with a low-cost debt remains critical from credit and rating perspective.

Profitability susceptible to volatility in raw material prices

The major raw materials for SEIL are coal and iron ore constituted around 68% of the total operating income for FY22 (PY:
64%), thus, exposing the company to the volatility in the prices of raw materials which has a bearing on its profitability
margins.

Elongated operating cycle

The operating cycle of the company improved over the period i.e., from 262 days in FY18 to 71 days in FY22 on account of
liguidation of old stock (coal and scrap). The company normally receives payment from its customers within 30 days and
sometimes provides extended credit period of 45-60 days to certain clients. The company makes the payment to its creditors
(NMDC and Singareni Collieries Company Limited) on cash basis, and when the company purchase the coal from any other
dealer/traders, it avails the credit of 30-45 days. The inventory holding period of the company, though improved, remained high
at around 78 days in FY22 (175 days in FY21).

Cyclicality associated with the steel industry

The steel industry is sensitive to the shifting business cycles, including changes in the general economy, interest rates and
seasonal changes in the demand and supply conditions in the market. Apart from the demand side fluctuations, the highly
capital-intensive nature of steel projects along-with the inordinate delays in the completion impact the responsiveness of supply
side to demand movements. This results in several steel projects bunching up and coming on stream simultaneously leading to
demand-supply mismatch which has a bearing on volumes and prices.

Key strengths

Vast experience of promoters and established track record in steel industry

SEIL is the flagship company of the Vizag Profiles group. The Chairman and Managing director, Mr B Satish Kumar is well
qualified and possesses over three decades of experience in steel and related industries. The Joint Managing Director,
Mr.B.Ramesh Kumar, who is a well qualified technocrat takes care of the entire plant operations. The operations are further
supported by Mr B Suresh Kumar, Joint Managing Director who also has over two decades of experience in steel sector and
takes care of marketing and development of dealership-network. The company is also supported by other directors Mr V V
Krishna Rao and Mr B Suresh, who have more than a decade of experience in the manufacturing industry. Mr Satish is assisted
by a team of professionals who are responsible for handling the key functional areas and have experience in their respective
fields for more than two decades.

The other group companies promoted by the promoters of SEIL are Vizag Profiles Private Limited, Umashiv Garments Private
Limited, Simhadri Wires Private Limited, Simhadri Pellets India limited, Satyatej Vyaapar Private Limited, SAWP Steel Limited,
VPL Integral CFS Private Limited and Vijayalakshmi Resources LLP.

Improvement in scale of operations during review period albeit fluctuating profitability margins

The company reported total operating income of Rs.1099.45 crore in FY22 against Rs.898.82 crore in FY21, registering y-o-y
growth of 22% led by overall improved sales realisation and repeated orders from the established customers. The company
reported operational and net loss during FY18 and FY19 on account of sluggish demand coupled with increased prices which
resulted in under absorption of overheads. Nevertheless, with improved sales realisation, the company earned profits and the
PBILDT and PAT margin of the company remained at 9.65% and 10.59% respectively in FY22. The sales realisation of TMT
bars improved from Rs.39273 per MT in FY19 to Rs.51725 per MT in FY22.

Improved capital structure with raising money through CCDs

The capital structure of the company has been improving over the years. The company has been strategically moving from debt

based funding to equity based funding. Overall gearing ratio remained at 0.82x as on March 31, 2022 (PY:5.61x) on account of
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increase TNW with infusion of equity and funds in form of CCDs. During November 2021 (FY22), Vizag Profiles Private Limited
(Rs. 124.41 crore) and Vishwa Samudra Holding Private Ltd (Rs.45.67 crore) infused funds in SEIL in form of CCD’s
(Compulsorily Convertible Debentures) amounting to Rs. 170.08 crore.

Diversified product portfolio, established brand name

SEIL has a wide range of products both in the manufacturing and trading division which includes rebar& wires, billets & ingots,
sponge iron and steel scrap among others. Apart from the aforementioned, the company also generates revenue from sale of
by-products such as coal fines, iron ore fines, etc. SEIL has a diversified product portfolio with flexibility to change its product
mix to adapt to the changing demand from the end user industry. The company generates about 60% of its total income from
its top 10 clients indicating moderate client concentration risk.

The products of SEIL are sold under the brand name ‘Simhadri’. The brand has an established presence in the market especially
in South India and is one of the largest brand in TMT bars.

Location advantage with railway Siding and proximity to sea port

The facility of the company located at State & National Highways connect to Chennai, Hyderabad, Kolkata, Bhubaneshwar &
Raipur. Visakhapatnam & Gangavaram Ports and their allied logistics & container facilities are in the vicinity.The Visakhapatnam
International Airport is 35 Kms from the plant.Captive Railway Siding with 2 Platforms. Situated on the Bailadila — Kirandul Line.
Furthermore, the company has a regular tie up with NMDC for 3 years renewable on mutual consent for procuring iron ore and
the Singareni Collieries Company Ltd, Andhra Pradesh are linked directly from the mines by railway. Apart from domestic coal,
the company also procures imported coal from South Africa, Australia, etc through several reputed International importers of
India on regular basis and at relatively competitive rates.

Stable industry outlook:

The steel industry’s production and consumption grew by 18.1% and 11.4%, respectively, on a year-on-year (y-o0-y) basis in
FY22. CareEdge believes the medium-term steel demand will continue to be robust due to the government’s infrastructure push
and increased investments amid an overall rebound in the Indian economy. Steel exports remained robust for the third straight
year and increased by 25.1% during FY22 after recording a growth of 29.1% in FY21 and 31.4% in FY20. International factors
such as environmental concerns surrounding China’s steel industry, an uptrend in global steel prices and higher demand from
European nations led to the increased shipments from India. International steel prices were on an uptrend and rose significantly
to upwards of USD 1,200 per tonne in March 2022 due to the geopolitical tensions around Russia. Increased international steel
prices led to significantly higher export volumes, which in turn led to an increase in domestic steel prices. Given the rise in steel,
prices have an adverse impact on infrastructure push and a secondary impact on inflation, the government, in May 2022,
imposed a 15% export duty on a range of finished steel products - making exports less attractive. Also, the import duty on
various raw materials (like coking coal, iron-ore, ferro-nickel) was reduced. This will likely improve domestic steel availability as
well as soften the domestic steel prices. Huge scope for growth is offered by India’s comparatively low per capita steel
consumption and the expected rise in consumption due to increased infrastructure construction and the thriving automobile and

railways sectors.

Liquidity: Stretched
The company has tightly matched accruals to meet its repayment obligation. The company has been majorly dependent on

promoters and investors to infuse funds for operational purposes and to facilitate debt repayment obligation. The company has
a sanctioned working capital limits of Rs 50 crore and would require additional working capital for its growing scale of
operations. Also, refinancing its NCDs with low cost debt will help the company to improve its liquidity position. Nevertheless,
promoters have brought in funds and CCDs have been raised to support the company’s operational needs.
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Applicable criteria
Policy on default recognition

Financial Ratios — Non financial Sector

Liquidity Analysis of Non-financial sector entities
Rating Outlook and Credit Watch

Manufacturing Companies

Steel

Power Generation Project

Policy on Withdrawal of Ratings

About the company
Incorporated in February 1999, Steel Exchange India Ltd (SEIL) is primarily engaged in the manufacturing and trading of TMT

bars, billets, ingots, sponge iron and power generation. The company has a manufacturing facility for sponge iron (220,000
Tons Per Annum (TPA)), billets (250,000 TPA), ingots (90,000 TPA), and TMT bars (225,000 TPA). The company also deals in
sale and purchase of steel products through its trading division. This apart, the company also has 11.84 MW gas-based power

plant, and a 60 MW thermal power plant is located within the premises of SEIL.

Brief Financials (X crore) March 31, 2021 (A) March 31, 2022 (A) H1FY23 (Prov.)

Total operating income 898.82 1,099.45 676.16
PBILDT 116.49 106.06 62.07
PAT 139.98 116.47 9.17
Overall gearing (times) 5.61 0.81 NA
Interest coverage (times) 4.44 1.20 1.54

A: Audited; Prov: Provisional; NA: Not available

Status of non-cooperation with previous CRA: The ratings of SEIL remain under INC by Brickworks vide its PR dated Dec
28, 2022.

Any other information: NA
Rating history for the last three years: Please refer Annexure-2

Covenants of the rated instruments/facilities: Detailed explanation of the covenants of the rated instruments/facilities is
given in Annexure-3

Complexity level of the various instruments rated: Annexure-4
Lender details: Annexure-5

Annexure-1: Details of instruments/facilities

Name of the Date of Coupon | Maturity Size of Rating Assigned

Instrument

Issuance (DD- Rate Date (DD- | the Issue along with Rating
MM-YYYY) (€)) MM-YYYY) | (X crore) Outlook

Debentures-Non
Convertible INE503B07010 01-01-2021 21.5 NA 304.35 CARE BB; Stable
Debentures

**Jssue amt. is Rs.382.80 crore
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Current Ratings Rating History
Date(s) Date(s)
bR G and Date(s) and Date(s) and and
e nEEark Amount Rating(s) | Rating(s) Rating(s) Rating(s)
Facilities Outstanding | Rating X i . i . .
( crore) assigned | assigned in assigned in assigned
in 2022- | 2021-2022 2020-2021 in 2019-
2020
1)Withdrawn
(26-Aug-21) 1)CARE D;
1 Fund-based - LT- LT ) i ) 2)CARE D; ISSUER NOT )
Term Loan COOPERATING*
ISSUER NOT (06-May-20)
COOPERATING* Y
(02-Aug-21)
1)Withdrawn
(26-Aug-21) 1)CARE D;
Non-fund-based - ISSUER NOT
2| ST-Letter of credit ST i ) i 2)CARED; COOPERATING* | -
ISSUER NOT (06-May-20)
COOPERATING* Y
(02-Aug-21)
1)Withdrawn
(26-Aug-21) 1)CARE D;
Fund-based - LT- ISSUER NOT
3 | Cash Credit LT i i i 2)CARE D; COOPERATING* |
ISSUER NOT (06-May-20)
COOPERATING* Y
(02-Aug-21)
Issuer Rating-Issuer
4 : - - -
Ratings
Non-fund-based - CARE 1)CARE A4
> ST-Letter of credit ST 40.00 A4 (06-Jul-22)
CARE 1)CARE
6 E:Zﬁ'gf:’;‘s SLT LT 10.00 BB; BB; Stable | - - -
Stable | (06-Jul-22)
Debentures-Non CARE
7 Convertible LT 304.35 BB;
Debentures Stable

*Long term/Short term.

Annexure-3: Detailed explanation of the covenants of the rated instruments/facilities: NA

Annexure-4: Complexity level of the various instruments rated

Name of the Instrument

Complexity Level

1 Debentures-Non Convertible Debentures

Simple

Annexure-5: Lender details

To view the lender wise details of bank facilities please click here
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Note on the complexity levels of the rated instruments: CARE Ratings has classified instruments rated by it on the basis
of complexity. Investors/market intermediaries/regulators or others are welcome to write to care@careedge.in for any
clarifications.

Contact us
Media contact
Name: Mradul Mishra
Phone: +91-22-6754 3596
E-mail: mradul.mishra@careedge.in

Analyst contact

Name: Nivedita Anirudh Ghayal
Phone: 9908090944

E-mail: nivedita.ghayal@careedge.in

Relationship contact

Name: Ramesh Bob Asineparthi
Phone: +91 90520 00521
E-mail: ramesh.bob@careedge.in

About us:

Established in 1993, CARE Ratings is one of the leading credit rating agencies in India. Registered under the Securities and
Exchange Board of India, it has been acknowledged as an External Credit Assessment Institution by the RBI. With an equitable
position in the Indian capital market, CARE Ratings provides a wide array of credit rating services that help corporates raise
capital and enable investors to make informed decisions. With an established track record of rating companies over almost
three decades, CARE Ratings follows a robust and transparent rating process that leverages its domain and analytical expertise,
backed by the methodologies congruent with the international best practices. CARE Ratings has played a pivotal role in
developing bank debt and capital market instruments, including commercial papers, corporate bonds and debentures, and
structured credit.

Disclaimer:

The ratings issued by CARE Ratings are opinions on the likelihood of timely payment of the obligations under the rated instrument and are not recommendations to
sanction, renew, disburse, or recall the concerned bank facilities or to buy, sell, or hold any security. These ratings do not convey suitability or price for the investor.
The agency does not constitute an audit on the rated entity. CARE Ratings has based its ratings/outlook based on information obtained from reliable and credible
sources. CARE Ratings does not, however, guarantee the accuracy, adequacy, or completeness of any information and is not responsible for any errors or omissions
and the results obtained from the use of such information. Most entities whose bank facilities/instruments are rated by CARE Ratings have paid a credit rating fee,
based on the amount and type of bank facilities/instruments. CARE Ratings or its subsidiaries/associates may also be involved with other commercial transactions
with the entity. In case of partnership/proprietary concerns, the rating/outlook assigned by CARE Ratings is, inter-alia, based on the capital deployed by the
partners/proprietors and the current financial strength of the firm. The ratings/outlook may change in case of withdrawal of capital, or the unsecured loans brought
in by the partners/proprietors in addition to the financial performance and other relevant factors. CARE Ratings is not responsible for any errors and states that it
has no financial liability whatsoever to the users of the ratings of CARE Ratings. The ratings of CARE Ratings do not factor in any rating-related trigger clauses as
per the terms of the facilities/instruments, which may involve acceleration of payments in case of rating downgrades. However, if any such clauses are introduced
and triggered, the ratings may see volatility and sharp downgrades.

For the detailed Rationale Report and subscription information,
please visit www.careedge.in
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