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Raghava Life Sciences Private Limited: Rating upgraded to [ICRA]BB(Stable)
Summary of rating action

Previous Rated Amount Current Rated Amount

Instrument* Rating Action
(Rs. crore) (Rs. crore) g

[ICRA] BB (Stable); upgraded

Long-term — Fund-based — Term Loan 30.00 50.00
from [ICRA]BB-(Stable)
. [ICRA] BB (Stable); upgraded
Long-term — Fund-based — Cash Credit 10.00 25.00
from [ICRA]BB-(Stable)
ICRA] BB (Stable); upgraded
Long-term — Unallocated 70.00 35.00 [ 188 ( ); upg
from [ICRA]BB-(Stable)
Total 110.00 110.00

*Instrument details are provided in Annexure-I
Rationale

The rating upgrade on the bank lines of Raghava Life Sciences Private Limited (RLSPL) factors in the reduction of project risk
with the completion and commencement of operations of its new manufacturing plant, which doubled its production capacity
to 300 kilo litres (KL). The company incurred ~Rs. 87.0 crore for setting up the new plant, which was funded through Rs. 30.0
crore of bank debt and the remaining Rs. 57.0 crore through a mix of unsecured loans from promoters, group entities, and
internal accruals. The incremental cost towards the project in FY2023 was entirely funded by interest free unsecured loans
from the promoter group. Increased production capacity along with proposed launch of new products is expected to support
the company in scaling up its operations over the medium term.

RLSPL recorded a strong revenue growth of ~31% in FY2023 on the back of healthy orders for its contract research and
manufacturing services (CRAMS) division and healthy growth in active pharmaceutical ingredients (APIs) and intermediates
volumes. However, the revenues remained subdued in Q1 FY2024 owing to subdued demand from the US market for its CRAMS
division; although its API sales, which is a largely domestic business, have been healthy. ICRA expects the company to record
muted growth in FY2024 on account of sluggish demand from its global customers. It has applied for the Certificate of
Suitability - EU (CEP) approval for two of its API molecules, Lacosamide and Bilastine, whose receipt would support the
company in scaling up its export revenues over the medium term. While the company’s margins moderated by ~100 bps in
FY2023 owing to costs incurred towards the new unit, its operating margins are expected to remain healthy at 15-17% in the
near term. The rating further draws comfort from the experience of RLSPL’s management in the APl manufacturing and
contract research services industry, which has helped it build a healthy customer base. The rating also considers the favourable
long-term demand prospects for the industry, which augurs well for the company’s growth.

The ratings are, however, constrained by RLSPL’s working capital intensive nature of operations owing to high inventory
holding period. Moreover, the company’s inventory holding increased over the past two years, stretching its working capital
cycle further. However, its inventory holding is expected to moderate gradually with stabilising raw material prices. The ratings
are further constrained by modest scale of operations; however, the company has doubled its installed capacity in 2023, which
will support the revenue growth; although timely ramp up of operations remain critical. The ratings also consider high
customer concentration with RLSPL’s top five customers generating ~64% of its revenues in FY2023. The rating also factors in
the exposure of RLSPL’s margins to the volatility in raw material costs. The company’s financial risk profile remains moderate,
characterised by leverage capital structure with gearing of 3.3 times as on March 31, 2023, along with total debt/OPBIDTA of
12.2 times in FY2023.

The Stable outlook on the long-term rating reflects ICRA’s expectation that RLSPL will be able to scale up its operations with
healthy margins and improve its financial profile.
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Key rating drivers and their description

Credit strengths

Significant experience of management in the pharmaceuticals industry — RLSPL’s management has experience in the
pharmaceutical industry, which has supported the company in securing orders for providing contract research services, and
API manufacturing, despite its limited operational track record. It has developed more than 20 APIs and intermediaries, and is
planning to launch 11 new products in FY2024, which are a mix of APIs and intermediates.

Favourable demand prospects for APl manufacturing — The long-term demand prospects for the industry remain favourable,
which augurs well for the company’s growth. Moreover, the company has been focusing on developing new products across
therapeutic segments such as cardiovascular, anti-hypertensive, anti-diabetic, and antihistamine.

Credit challenges

Modest scale of operations — The company’s scale of operations remained modest marked by revenues of Rs. 65.5 crore in
FY2023, despite a healthy growth of 31% during the year. Revenues in Q1 FY2024 were subdued owing to weak demand for
contract research orders, which are largely from US clients. While the company’s revenue growth is expected to be muted in
FY2024, increase in production capacity (RLSPL doubled its capacity in FY2023) and proposed launch of new products are
expected to support its growth over the medium term.

Higher customer concentration risk — The customer concentration risk is high with RLSPL’s top five customers accounting for
almost 64% of its revenues in FY2023. However, the proposed launch of new products, which would cater to various customers
across countries, is expected to reduce the risk to an extent, going forward.

Margins exposed to fluctuations in raw material prices — The company’s operating margins are exposed to the price volatility
of raw materials and APIs, given the intense competition and fixed-price nature of contracts. While the company has been able
to pass on the increased costs to its end-customers in the CRAMS division, to an extent, its pricing flexibility in the API division
remains limited.

High working capital intensity and moderate financial profile — The firm’s working capital intensity remained high with
NWC/OI of 75-77% over the last two years, given the high inventory holding period. At any given time, the firm holds an
inventory of 160 to 180 days, given the long business cycle. Going forward, improvement in the working capital management
from the release of inventory will remain a key rating monitorable. The firm extends a credit period of up to 120 days to its
customers and receives a credit period of 120-180 days from its suppliers. The company’s financial risk profile remained
moderate, characterised by high leverage with gearing of 3.3 times (3.0 times as on March 31, 2022) and total debt/OPBIDTA
of 12.2 times (11.9 times in FY2022) as on March 31, 2023. However, ICRA notes that a part of RLSPL’s debt comes from its
promoters and promoter group, which does not carry any interest or defined repayment schedule.

Liquidity position: Adequate

The liquidity position is adequate, supported by expected retained cash flows of ~Rs. 10-15.0 crore in FY2024. While the buffer
in working capital limits was low at Rs. 1.0—-1.5 crore as on March 31, 2023, the company has enhanced the working capital
limits by Rs. 3.0 crore in June 2023. The expected reduction in inventory holding along with enhanced working capital limits is
likely to support RLSPL’s liquidity. The company has term loan repayment obligations of ~Rs. 5.0-6.0 crore in FY2024.

Rating sensitivities

Positive factors — ICRA could upgrade RLSPL’s ratings if there is a substantial improvement in revenues and earnings, resulting
in improved debt coverage metrics. Specific credit metrics that may lead to a rating upgrade include DSCR more than 1.3 times
on a sustained basis.
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Negative factors — Pressure on RLSPL’s rating could arise if any decline in revenues or profitability margins adversely impacts
the debt coverage indicators. Any major debt-funded capex impacting the credit metrics, or any stretch in the working capital
cycle impacting the liquidity position would also lead to a rating downgrade.

Analytical approach

Analytical Approach Comments

Corporate Credit Rating Methodology

Applicable rating methodologies ) -
Rating Methodology - Pharmaceuticals

Parent/Group support Not Applicable
Consolidation/Standalone The rating is based on the company’s standalone financial profile.

About the company

Raghava Life Sciences Private Limited was incorporated in January 2018 by Mr. Lohith Reddy and Ms. Sapni Reddy. RLSPL has
two business verticals—API manufacturing and providing CRAMS. The APl business is focused on developing and
manufacturing APIs from its Good Manufacturing Practices (GMP) compliant facilities at Bhiknoor in the Kamareddy district of
Telangana.

Key financial indicators (audited)

FY2022 FY2023*

Operating income 50.1 65.5
PAT 2.7 3.5
OPBDIT/OI 16.6% 15.5%
PAT/OI 5.4% 5.3%
Total outside liabilities/Tangible net worth (times) 3.4 3.6
Total debt/OPBDIT (times) 11.9 12.2
Interest coverage (times) 5.9 5.0

PAT: Profit after tax; OPBDIT: Operating profit before depreciation, interest, taxes and amortisation; Amount in Rs crore; *Provisional

Status of non-cooperation with previous CRA: Not applicable

Any other information: None

Rating history for past three years

Current rating (FY2024) Chronology of rating history for the past 3 years
Amount Date & rating in Date & ratingin  Date & rating Date & rating in
INStTnNEnt Amount outstanding FY2024 FY2023 in FY2022 FY2021
Type rated (Rs. crore) as
(Rs.crore) onMar31l, August 07,2023 May 30, 2022 February 02, 2021
2023

1 Term Loan Long Term 50.00 26.8 [ICRA]BB (Stable) [ICRA]BB- (Stable) - [ICRA]BB- (Stable)
2 Cash Credit LongTerm 25.00 - [ICRA]BB (Stable) [ICRA]BB- (Stable) - [ICRA]BB- (Stable)

2 Unallocated Long Term 35.00 - [ICRA]BB (Stable) [ICRA]BB- (Stable) - -

Complexity level of the rated instruments

Instrument Complexity Indicator
Long Term — Fund based — Term Loan Simple
Long Term — Fund based — Cash Credit Simple
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Long Term — Unallocated Not Applicable

The Complexity Indicator refers to the ease with which the returns associated with the rated instrument could be estimated.
It does not indicate the risk related to the timely payments on the instrument, which is rather indicated by the instrument’s
credit rating. It also does not indicate the complexity associated with analysing an entity’s financial, business, industry risks or

complexity related to the structural, transactional or legal aspects. Details on the complexity levels of the instruments are
available on ICRA’s website: Click Here
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Annexure |: Instrument details

ISINNo Instrument Name LEICy Coupon Maturity amesntheied Current Rating and Outlook
Issuance Rate (Rs. Crore)
NA Term Loan Nov 2021 - Nov 2028 50.00 [ICRA]BB (Stable)
NA Cash Credit - - - 25.00 [ICRA]BB (Stable)
NA Unallocated - - - 35.00 [ICRA]BB (Stable)

Source: Company

Annexure ll: List of entities considered for consolidated analysis — Not Applicable
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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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