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Rating Rationale

Acuité has downgraded the short term rating to ‘ACUITE A4’ (read as ACUITE four) from ‘ACUITE
A4+’ (read as ACUITE four plus) to Rs. 39.00 crore bank facilities of Sakthi Infra Tex Private Limited
(SITPL).

The downgrade is due to significant elongation in working capital cycle and high dependence on
bank limit utilisation for managing the existing operations. Further, the rating downgrade factors in
significant decline in operating and profitability margins to 4.79 percent and 4.48 percentin FY2018
as compared to 7.35 percent and 6.02 percent in the previous year.

SITPL, a Tamil Nadu-based company, was incorporated in 2014. The company is engaged in the
manufacture and export of readymade garments (hosiery wear, T-Shirts, kid's wear). The operations
commenced in 2016. The day-to-day operations are led by Mr. Govindasamy Sakthivel. The
company outsources its manufacturing activities to group companies (Lakshmivel Mills  Private
Limited, CIBI International Private Limited and Gugan Knitwears Private Limited) and domestic
players in Tirupur located in same industrial unit. The company exports its products fo Europe, USA
and Canada.

Analytical Approach

Acuité has considered the standalone business and financial risk profile of SITPL to arrive at the rating.

Kev Rating Drivers

Strengths
* Experienced management and reputed clientele

SITPL incorporated in 2014 is engaged in manufacturing of hosiery fabrics and readymade
garments. The company is promofed by Mr. Govindasamy Sakthivel and Ms.  Sakthivel
Punithavathi. The promoters possess more than three decades of experience in ftexfile
manufacturing. The extensive experience of promoters has helped the company to establish
relations with reputed customers such as Aditya Birla and Raymond. This helps the company get
repeat orders. Further, the company has established presence in countries such as Europe, USA
and Canada.

¢ Improving revenue and healthy order book

The operating income of the company has improved to Rs.43.55 crore in FY2018 which has
increased from Rs.10.11 crore in FY2017 and Rs.4.10 crore in FY2016. SITPL has booked revenue of
Rs.50.00 crore fill November 2018. Further, the company has unexecuted order book of ~Rs.45.00
crore as on 15 December, 2018 providing revenue visibility over near to medium term.
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Weaknesses

e Working capital intensive operations

The operations of SITPL are working capital intensive marked by high Gross Current Assets
(GCA) of 317 days in FY2018 as compared to 179 days in FY2017. The GCA days are mainly
dominated by high inventory and receivable days of 130 and 169 days in FY2018. The average
cash credit limit utilisation for last six month ending October 2018 was ~91.30 percent. Acuité
believes that efficient working capital management will be crucial to the company in order to
maintain a stable credit profile.

e Competitive industry and margins susceptible to fluctuations in raw material prices

SITPL operates in texfile industry which is exposed to infense competition from several
established players in domestic as well as international markets, affecting margins and barging
power with customers. Further, profitability margins are susceptible to raw material (cotton
yarn) price fluctuations.

* Competitive and fragmented industry

SITPL operates in textile industry which is exposed to intense competition from several small as
well as large fabric manufacturers affecting margins and barging power with customers.

About the Rated Entity - Key Financials

Unit FY18 (Actual) FY17 (Actual) FY16 (Actual)
Operating Income Rs. Cr. 43.55 10.11 4.10
EBITDA Rs. Cr. 2.09 0.74 0.03
PAT Rs. Cr. 1.95 0.61 0.03
EBITDA Margin (%) 479 7.35 0.82
PAT Margin (%) 4.48 6.02 0.76
ROCE (%) 23.38 45.50 134.00
Total Debt/Tangible Net Worth Times 2.16 2.26 -
PBDIT/Interest Times 4.92 6.18 10.92
Total Debt/PBDIT Times 4.83 2.87 -
Gross Current Assets (Days) Days 317 179 93

Status of non-cooperation with previous CRA (if applicable)
Not Applicable

Any other information
None

Applicable Criteria

¢ Default Recognition - https://www.acuite.in/criteria-default.ntm
* Manufacturing Entities - hitps://www.acuite.in/view-rating-criteria-4.ntm
¢ Financial Ratios And Adjustments - hitps://www.acuite.in/view-rating-criteria-20.ntm

Note on complexity levels of the rated instrument

https://www.acuite.in/criteria-complexity-levels.htm

Rating History (Upto last three years)

Date quﬁ of Instrument / Term Amount Ratings/Outlook
Facilities (Rs. Crore)
ACUITE A4+
12-Jan-2016 PC/PCFC Short Term 10.00 (Assigned)
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*Annexure - Details of instruments rated

Name of the Date of Coupon Maturity Size of the Issue Ratings/Outlook
Facilities Issuance Rate Date (Rs. Crore)
Not Not Not 3900 ACUITE A4
Applicable Applicable | Applicable ’ (Downgraded from
PC/PCFC (Enhanced from ACUITE Ad+)
Rs.10.00 crore)
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About Acuité Ratings & Research:

Acuité Ratings & Research Limited (Erstwhile SMERA Ratings Limited) is a full-service Credit Rating
Agency registered with the Securities and Exchange Board of India (SEBI). The company received RBI
Accreditation as an External Credit Assessment Institution (ECAI), for Bank Loan Ratings under BASEL-I
norms in the year 2012. Since then, it has assigned more than 6,000 credit ratings to various securifies,
debt instruments and bank facilities of entities spread across the country and across a wide cross
section of industries. It has its Registered and Head Office in Mumbai.

Disclaimer: An Acuvuité rating does not constitute an audit of the rated entity and should not be treated as a
recommendation or opinion that is intended to substitute for a financial adviser's or investor's independent
assessment of whether to buy, sell or hold any security. Acuité ratings are based on the data and information provided
by the issuer and obtained from other reliable sources. Although reasonable care has been taken to ensure that the
data and information is true, Acuité, inparticular, makes no representation or warranty, expressed or implied with respect
to the adequacy, accuracy or completeness of the information relied upon. Acuité is not responsible for any errors or
omissions and especially states that it has no financial liability whatsoever for any direct, indirect or consequential loss of
any kind arising from the use of its ratings. Acuité ratings are subject to a process of surveillance which may lead to a
revision in ratings as and when the circumstances so warrant. Please visit our website (www.acuvuite.in) for the latest
information on any instrument rated by Acuité.
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