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Detailed rationale 
CRISIL has reaffirmed its ratings on the enhanced Rs 650 crore bank facilities (of 
MeghmaniFinechem Ltd (MFL, a subsidiary of Meghmani Organics Ltd [MOL; 'CRISIL 
A+/Positive/ CRISIL A1']) at ‘CRISIL A+/Positive’. 
 
On July 01, 2019, CRISIL has revised its outlook on the rating of long-term bank facility of 
MFLto 'Positive' from 'Stable' while reaffirming the ratings at 'CRISIL A+'. The rating action 
followed a similar outlook revision on the long-term bank facilities of the parent, MOL. 
 
Furthermore, CRISIL expects MFL’s business risk profile to improve over the medium 
termsupported by a favourable demand outlook in the chlor-alkali segment, improving product 
mix with addition of chloromethane and hydrogen peroxide, and healthy operating efficiency. 
The chloromethane plant is expected to become operational by July 2019, while hydrogen 
peroxide and caustic soda expansion is likely to be completed in the second half of fiscal 2020. 
These factors are likely to drive a healthycompound annual growth rate of 17-19% and 
sustained operating profitability of above 30% over the medium term. 
 
CRISIL also notes the sizeable capital expenditure (capex) of around Rs 400 Crexpected in fiscal 
2020 towards expanding capacities of Caustic Soda, Hydrogen Peroxide and Chloromethane 
Sulphonate (CMS),which will be partly debt funded. The CMS capacity has already 
commissioned operations from the second quarter of fiscal 2020. CRISIL has also noted the new 
project for Epichlorohydrin (ECH) announced by the company in September 2019. The ECH 
project is expected to commence operations over the medium term post stabilization of 
operations in the CMS, Hydrogen Peroxide and Caustic Soda capacities.  
 
Further, given healthy cash generation and progressive debt repayments, capital structure is 
expected to remain healthy with gearing at less than 1 time expected over the medium term. 
CRISIL will continue to closely monitor the progress of the planned expansion. 
 
The rating continues to reflect MFL's business risk profile supported by steady revenue growth, 
healthy operating margin, and favourable demand prospects. The rating also factors its healthy 
financial risk profile because of healthy debt protection metrics and capital structure. The 
ratings also factor strong support from parent, MOL. These strengths are partially offset by 
moderatescale of operations in the intensely competitive chlor alkali industry, exposure to 
regulatory risks, moderate vulnerability of operating margin to fluctuations in caustic soda 
prices and also the company’s exposure to risks arising from project implementation, 
stabilisation and ramp-up in sales during the initial stages. 
 
Analytical approach 
For arriving at the ratings, CRISIL has factored in operational, and need-based financial support 
to MFL, from its parent, MOL. 
 

Total bank loan facilities rated Rs650crore (enhanced from Rs 180 crore) 
Long-term rating CRISIL A+/Positive (Reaffirmed) 



Key rating drivers & detailed description 
Strengths 
Steady revenue growth,healthy operating margin and demand prospects: Revenue visibility 
over the medium term will be driven bysteady demand for caustic soda and ramping of new 
capacities,such as chloromethane and hydrogen peroxide, and increased capacity for caustic 
soda, while electrochemical unit (ECU) realizations are expected to gradually moderate from 
the highs seen in fiscal 2019. The company has maintained a comfortable operating margin of 
over 30 % (despite certain volatility), owing to its low-cost production model. It supplies 6-7%of 
its production to MOL,and 4-5%of output to other group companies.The rest is sold to external 
clients, with whom the company has maintained strong relationships. 

 
Healthy financial risk profile: Large capex undertaken over the past decade, for increasing 
capacities of the chlor alkali unit and setting up captive thermal power plant that has helped 
reduce manufacturing cost, helped improve cash accrual, and led to healthy credit metrics. 
Although financial risk profile moderated in fiscal 2019, with gearing increasing from 0.14 times 
as of March 31, 2018 to an estimated 0.85 time as of March 31, 2019; capital structure nonetheless 
remains healthy. Debt protection metrics are also adequate with net cash accrual to total debt at 
about 0.6 times and interest cover of about 14 times estimated for fiscal 2019. MFL has planned 
a capex of Rs 575 crore between fiscals 2020 and 2022. While this capex is being part-debt 
funded, given healthy cash generation and progressive debt repayments, capital structure is 
expected to correct swiftly from fiscal 2020 onwards as capex benefit accrue into business. 
 
Weaknesses 
Moderate, though improving, scale of operations in the intensely competitive chlor alkali 
industry: The chlor alkali industry is intensely competitive and dominated by large players 
such as Gujarat Alkalis and Chemicals Ltd, DCM Shriram Ltd, Grasim Industries Ltd, and 
Reliance Industries Ltd (rated ‘CRISIL AAA/Stable/CRISIL A1+’). The top 7 
playerstogether hold 40-50% of the market share. While MFL has been growing at a healthy 
pace and new products will add to revenue visibility further, scale of operations will remain 
moderate compared to peers.  
 
Vulnerability to fluctuations in caustic soda prices and regulatory risk: Profitability of 
caustic manufacturing companies depends on the prevailing ECU prices. ECU price is the 
realisationfor one ton of caustic and 0.9 ton of chlorine, along with other low-value by-
products. Cyclical downturnsor adverse variability in demand-supply balance, may drag 
down realisations for caustic soda players. In August 2015,the government of India 
imposedan anti-dumping duty of $48.39 per tonne and $21.90 per tonne on caustic soda 
imports from South Korea and China, respectively.Hence, prices could come under pressure 
in the event of increased imports from China, and removal of anti-dumping duty, thus 
impacting profitability of domestic players like MFL. This is reflected in the company’s 
operating margin, which has ranged from 30-45% in the past six years. 
 
Exposure to risks related to project implementation and stabilisation 
The company has three ongoing projects – Capacity addition for CMS, Caustic Soda, and 
Hydrogen peroxide, of which, two have made moderate progress (Caustic Soda and 
Hydrogen Peroxide) and one has been recently commissioned (CMS). The company has also 
recently announced a new project (ECH) which is yet to be initiated and will come on 
stream over the medium term. This in turn exposes the group to project-related risksover 
the medium term such as the risk of time or cost overrun, stabilisation and ramp up in 



operations post completion. Significant delays in project implementationand 
stabilizationcan impact ability to generate cash flows and will remain a key rating 
sensitivity factor. 
 
Outlook: Positive 
CRISIL believes MFL's credit risk profile will improve over the medium term supported by a 
favourable demand outlook in the chlor-alkali segment, steady realisations, contributions from 
the new capacities and healthy operating efficiency Notwithstanding the sizeable debt funded 
capex plans, credit metrics are expected to improve over the medium term driven by higher 
cash accrual and scheduled repayment of long-term debt.  
 
Upside scenario:  

 Upward change in the credit risk profile of MOL by 1 notch or more could result in 
similar rating action on MFL 

 Sustenance of healthy operating performance marked by stable volumes and operating 
margins at over 28% 

 Timely commissioning of ongoing capacity additions without delays or cost 
overruns.Gearing sustaining at less than 1 time and debt/EBITDA remaining at than 2.5 
times, post commissioning of new capacities. 

 
Downside scenario:  

 Downward change in the credit risk profile of MOL by 1 notch or more could result in 
similar rating action on MFL 

 Significant moderation in performance marked by decline in operating margins 
deteriorating to less than 20-22% on a sustained basis 

 Significant delay in commissioning of new capacities or higher than expected debt 
availed for funding the capex leading to deterioration in credit metrics - Gearing 
moderating to over 1.5 times and debt/EBITDA deteriorating to over 3.5 times. 

 
Liquidity - Strong 
MFL's liquidity is strong. It issupported by improving cash generation, expected at over Rs150 
crore annually, which will suffice to service long term debt obligations of Rs 22 crore in fiscal 
2020 and Rs 120-140 crore per annum in fiscals 2021 and 2022 and incremental working capital 
requirements. The company has also tied up long term loans for funding the incremental capex 
over fiscals 2020 to 2022. The company also has headroom in its fund based working capital 
limits, which have been utilized on average at about 15% over the past 12 months ended April 
2019. Besides liquidity alsobenefits from the expectation of support from the parent, MOL, to 
provide need based support, in case of exigencies. 
 
About the company 
MFL, part of the Ahmedabad-based Meghmani group, was incorporated in September 2007 
as a subsidiary of Meghmani Organics Ltd (MOL), to establish a captive source of caustic 
soda and chlorine derivatives. Currently, MOL holds 57.16%stake in MFL, while the 
Meghmani group’s promoters hold the balance 42.84%. 
 
MFL started operations from July 2009 with an installed capacity for manufacturing 119,000 
tonne per annum (tpa) of caustic soda; the capacity was enhanced to 187,600 tpa (caustic 



soda 166,600 tpa and caustic potash 21,000 tpa) as of March 31, 2016, and a 60-megawatt 
captive power plant was added at Dahej, Gujarat. 
 
Key financial indicators 
Particulars Unit 2019 2018 
Revenue Rs crore 710 598 
Profit after Tax Rs crore 183 155 
PAT Margin % 25.7 26.0 
Adjusted Debt/Adjusted networth Times 0.9 0.14 
Interest Coverage Times 14.0 27.67 
 
Status of non-cooperation with previous CRA: Not Applicable 
 
Any other information: Not Applicable 
 
Annexure – Details of instrument(s) 
ISIN Name of Instrument Date of 

Allotment 
Coupon 
Rate (%) 

Maturity 
Date 

Issue 
Size (Rs 
crore) 

Rating Assigned 
with Outlook 

NA Cash Credit* NA NA NA 133.5 CRISIL A+/Positive 
NA Rupee Term Loan NA NA March 

2022 
513.0 CRISIL A+/Positive 

NA Proposed Short 
Term Bank Facility 

NA NA NA 3.5 CRISIL A1 

*interchangeable with Letter of Credit and Bank Guarantee 
 
Annexure 1 - Details of Bank Facilities 
Current Facilities Previous Facilities 

Facility 
Amount 
(Rs. 
Crore) 

Rating Facility 
Amount 
(Rs. 
Crore) 

Rating 

Cash Credit# 133.5 CRISIL A+/ 
Positive 

Cash 
Credit# 70 CRISIL A+/ 

Positive 
Rupee Term 
Loan 513.0 CRISIL A+/ 

Positive 
Rupee 
Term Loan 110 CRISIL A+/ 

Positive 

Proposed Short 
Term Bank 
Facility 

3.5 CRISIL A1 

Proposed 
Long Term 
Bank Loan 
Facility 

40 Withdrawal 

Total 650  Total 220  
# interchangeable with Letter of Credit and Bank Guarantee 
 


