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Rating Rationale

Acuité has upgraded its long-term rating to ‘ACUITE BB’ (read as ACUITE double B) and short-
term ratfing of 'ACUITE A4+' (read as ACUITE A four plus) on the Rs. 45. Cr bank facilities of
Akshat Papers Limited (APL). The outlook is 'Stable'.

Reason for Rating Upgrade

The rating takes cognizance of the regularisation of the repayment obligations and written
feedback confirming the same by the lender. Further, the rating considers company’s steady
revenue growth and moderate business risk profile supported by its established market
position and extensive experience of its promoters and long-standing relationship with its
leading customers ensuring repeated orders. The rating is however constrained by the
company’s working capital intensive operations, deteriorating profitability despite increase in
the revenue levels resulting in lower cash accruals and almost fully utilised working capital
limits. Further, the ratfing is also constrained because of the fragmented nature of the industry
and the vulnerability of the company's profitability to adverse fluctuations in raw material
prices.

Acuité believes that the ability of the company to improve its operating performance and
manage its cash flows efficiently will be key monitorable.

About the Company

Gujarat based, APL was incorporated in 1996 by Mr. Suresh Chajuram Singal. The company is
engaged in the manufacturing of Kraft paper with a GSM range of 120-400 from 100 percent
recycled materials. The company has a paper mill with an installed capacity of 56,000 tons
per annum (TPA).

Analytical Approach
Acuité has considered a standalone view of the business and financial risk profile of APL to
arrive at the rating.

Key Rating Drivers
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Strengths

Experienced promoters and long track record of operations

Incorporated in 1966, APL manufactures kraft paper, which is primarily used in the production
of corrugated boxes and paperboards. The promoter of the company, Mr. Suresh Singhal has
more than 2 decades of experience in the paper industry. The promoter is assisted by his sons

- Mr. Akshat Singhal and Mr. Amav Singhal who take care of day-to-day operations of the
company. The extensive experience of the management has helped the company build a
strong presence in the market.

Acuité believes that APL continues to enjoy the benefit of the promoters' longstanding
presence in the industry and improving its business risk profile over the medium term.

Moderate financial risk profile

APL's financial risk profile is moderate marked by comfortable gearing (debt to equity) and
comfortable TOL/TNW, along with moderate networth and moderate debt protection
metrics. The gearing and TOL/TNW stood at 0.65 and 1.15 times as on March 31, 2022, against
0.76 and 1.20 times as on March 31, 2021. The net worth is moderate at Rs.43.90 Cr as on
March 31, 2022, as against Rs.43.28 Cr as on March 31, 2021. Acuité has freated the
unsecured loans from promoters of Rs.9.92 Cr and Rs. 5.85 of NCD redeemabile in 2027 as
quasi-equity. APL has been investing regularly on modernisation of its machinery by incurring
routine capex of about Rs.1-2 Cr every year. The debt protection metrics are moderate with
inferest coverage ratfio and net cash accruals to total debt at 2.03 times and 0.16 times,
respectively in FY2022 vis-a-vis 1.85 times and 0.13 times in FY2021. The DSCR stood at 0.99
times in FY2022 against 1.51 times in FY2021 owing to larger repayments during FY2022. The net
cash accruals of APL are in the range of Rs.4.63- Rs. 4.58 crore for the last three years through
FY2020 - FY2022 against its debt repayment obligations of Rs. 0.94-4.72 Cr during the same
period. Going forward, APL's liquidity is expected to improve (in absence of additional
debt) given the fact that many of its long-termloans are on the verge of closure.

Acuité believes that with moderate accruals to repayment obligations and absence of any
long-term borrowings, the financial risk profile is expected to be at similar level over the
medium term.

Weaknesses

Deteriorating profitability albeit improvement in revenues

APL reported revenues of around Rs. 107 Crin FY2022 against Rs. 100 Crin FY2021 and Rs. 88 Cr
in FY2020. The growth is however largely driven by increase in the selling prices. While the
operating margins for FY2022 stood at 8.95 percent against 9.90 per cent during FY2021. APL
manufactured around 32,970 TPA (58.88% capacity utilisation) of paper during FY2022. This has
deteriorated significantly from previous two years' production levels of 46213 TPA (82.53%) in
FY2021 and 48514 TPA (86.63%) in FY2020 respectively. However, due to increase in selling
prices of Kraft Paper, the revenues have not been negatively impacted despite lower
production levels. The average selling price during FY2020-FY2022 has increased from Rs 19250
per fonne in FY2020 to around Rs 32000 per tonne in FY2022. The margins have reduced due to
increase in the raw material prices which the company has not been able to pass on 1o its
customers. However, APL has reported revenues of around Rs. 70 Cr. along with improvement
inits production levels (73% capicity utilisation) during 6MFY2023 as per the YTD data.

Working capital intensive operations

APL's operations are working capital intensive as evident from although improving but higher
Gross Current Assets (GCA) of 206 days as on March 31, 2022, as against 224 days as on
March 31, 2021. This is primarily due to high inventory days (FY2022: 138; FY2021: 140) which is
emanated by holding of wastepaper as some porfion of wastepaper is also imported and
storage of variety of waste paper for manufacturing various GSM range. It offers credit period
of about 3 months to its clientele (FY2022: 80 days; FY2021: 91 days); and avails credit of
about a month and a half (FY2022: 48 days; FY2021: 39 days). High inventory and receivables
have led to high utilisation of its bank lines at about 95 per cent over past 12 months through
August 2022.

Acuité believes that working capital management will be crucial to APL in order to maintain
a stable credit profile.
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Exposure to volatile raw material prices and highly fragmented and competitive
industry

Operating margin remains susceptible to volatile raw material (wastepaper) prices, which are
linked directly to international prices. Any adverse fluctuation in raw material prices can
impact profitability. Kraft paper is used for tertiary packaging; thus, offtake depends on

industrial production and other macroeconomic factors. The recycling industry is highly infense
competition and highly fragmented industrial paper industry constrains scalability, pricing
power, and product differentiation.

Rating Sensitivities

e Improvement in the scale of operations while maintaining profitability leading to
improvement in overall financial risk profile.
o Improvement in the overall liquidity profile

Material covenants
None

Liquidity Position

Stretched

APL has reported stretched liquidity marked by the net cash accruals of Rs.4.58 Cr. against
the debt obligations of around Rs.4.72 Cr. during FY2022. However, going forward, the liquidity
is expected to improve since the long-term loans are on the verge of closure. The debt
obligations for FY2023 are expected at around Rs. 1.50 Cr. in absence of additional debf,
while the accruals are expected at around Rs. 6.00 Cr. which is expected to provide a
sufficient coushion between the accruals and repayments. The NCA/TD although improved
stood low at 0.16 times as on March 31, 2022, against 0,13 times as on March 31, 2021. Further,
the working capital cycle has been intensive in nature marked by GCA of 206 days during
FY2022 against 224 days in FY2021. This is mainly due to higher inventory days and elongated
collections which have stood at around 138-140 days and 80-91 days respectively during the
two financial years ended FY2022. The working capital limits have stood highly utilised for
latest 12 months ended Aug 2022 at 95%. Further, the current ratio stood moderate at 1.24
times as on March 31, 2022.

Outlook: Stable

Acuité believes that the APL will maintain a stable outlook over the near to medium term
owing fo its experienced management and established market position. The outlook may be
revised to ‘Positive’ in case the company registers healthy growth in revenues while
maintaining profitability margins, improvement in capital structure and working capital
management. Conversely, the outlook may be revised to ‘Negative' in case of a significant
decline in revenue, profit margins or deterioration in the financial risk profile, particularly its
liquidity most likely as a result of higher than envisaged working capital or capex requirements.

Other Factors affecting Rating
None

Key Financials

Particulars Unit | FY 22 (Actual) FY 21 (Actual)

Operating Income Rs. Cr. 107.34 100.17
PAT Rs. Cr. 1.00 0.89
PAT Margin (%) 0.93 0.89
Total Debt/Tangible Net Worth Times 0.65 0.76
PBDIT/Interest Times 2.03 1.85

Status of non-cooperation with previous CRA (if applicable)

None
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Any other information
None

Applicable Criteria

* Default Recognition :- https://www.acuite.in/view-rating-criteria-52.htfm

» Manufacturing Entities: https://www.acuite.in/view-rating-criteria-59.htm

* Application Of Financial Ratios And Adjustments: https.//www.acuite.in/view-rating-criteria-
53.ntm

Note on complexity levels of the rated instrument
https://www.acuite.in/view-rating-criteria-55.htm

Rating History

Name of Amount .
Date Instruments/Facilities Term (Rs. Cr) Rating/Outlook
Term L Long 1 78 ACUITE D (Downgraded from ACUITE
erm Loan Term ' BBB- | Stable)
Working Capital Long 260 ACUITE D (Downgraded from ACUITE
Demand Loan Term ' BBB- | Stable)
Bank Guarantee igﬁ)nr;r 0.45 ACUITED (Down%\rg)ded from ACUITE
gégr Cash Credit %gpﬁg}; 13.00 ACUITED ([)B%\év_n?gg%?e)from ACUITE
. Long ACUITE D (Downgraded from ACUITE
Cash Credit Term 13.00 BBB- | Stable]
Letter of Credit ?gror;r 900 ACUITED (Down%\rg)ded from ACUITE
Proposed Bank Facilty %2%{ 517 ACUITE D (Down/gé\rg)ded from ACUITE
Term Loan -ONgl 178 | ACUITE BBB- | Stable (Reaffimed
Working Capital Long .
Demand Loan Term 2.60 ACUITE BBB- | Stable (Assigned)
Cash Credit #gprﬁ 13.00 | ACUITE BBB- | Stable (Reaffirmed)
]gdg]n Bank Guarantee ?2?;; 0.45 ACUITE A3 (Reaffirmed)
Lefter of Credit | Jaon | 9.00 ACUITE A3 (Reaffimed)
Proposed Bank Facility %2%{ 5.17 ACUITE A3 (Reaffirmed)
Cash Credit #gprﬁ 13.00 | ACUITE BBB- | Stable (Reaffirmed)
Letter of Credit %2%{ 9.00 ACUITE A3 (Reaffirmed)
Cash Credit #gprﬁ 13.00 | ACUITE BBB- | Stable (Reaffirmed)
17 May Proposed Bank Facility %2% 6.25 ACUITE A3 (Reaffirmed)
2019 Term Loan -ONgl 13,00 | ACUITE BBB- | Stable (Reaffimed
Term Loan %grnrﬁ 3.30 ACUITE BBB- | Stable (Reaffirmed)
Bank Guarantee ?gﬁg 0.45 ACUITE A3 (Reaffirmed)
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Long

Cash Credit Term 13.00 ACUITE BBB- | Stable (Assigned)
Cash Credit #g[‘rﬁ 13.00 | ACUITE BBB- | Stable (Assigned)
Term Loan %gpr% 4,98 ACUITE BBB- | Stable (Assigned)
. Short .
Letter of Credit Term 9.00 ACUITE A3 (Assigned)
Bank Guarantee ?gfr: 0.45 ACUITE A3 (Assigned)
Proposed Bank Short .
Guarantee Term 4.57 ACUITE A3 (Assigned)
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Annexure - Details of instruments rated

Lender’s Date Of | Coupon | Maturity [Quantum .
Name ISIN Facilities Issuance Rate Date |(Rs.Cr.) Rafing
ACUITE
Bankof | Not Bank Not Not Not Uparaded
ank o 0 o o o) pgrade
. ; Guarantee/Letter : : ; 0.45
India  [Applicable of Guarantee Applicable|Applicable|Applicable ( from
ACUITED
)
ACUITE BB
| Stable |
Bank of Not . Noft Not Not Upgraded
India  [Applicable Cash Credit Applicable|Applicable|Applicable 13.00 ( from
ACUITED
)
ACUITE BB
| Stable |
Bank of Not . Not Not Not Upgraded
India |Applicable Cash Credit Applicable|Applicable|Applicable 13.00 ( from
ACUITED
)
ACUITE
Ad+ |
Bank of Not . Not Not Not Upgraded
India  [Applicable Letter of Credt Applicable|Applicable|Applicable 7.00 ( from
ACUITED
)
ACUITE
Ad+ |
Not Not Proposed Short|  Not Not Not 993 Upgraded
Applicable|Applicable| Term Bank Facility [Applicable|Applicable|Applicable ' ( from
ACUITED
)
ACUITE BB
. : | Stable |
Bank of Not \[/)ng%gfggﬂ Not Not Not 0.32 Upgraded
India  [Applicable (WCDL) available | available | available : ( from
ACUITED
)
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About Acuité Ratings & Research

Acuité is a full-service Credit Rating Agency registered with the Securities & Exchange Board
of India (SEBI). The company received RBI Accreditation as an External Credit Assessment
Institution (ECAI) for Bank Loan Ratfings under BASEL-Il norms in the year 2012. Acuité has
assigned ratings to various securities, 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 Kanjurmarg, Mumbai.

Disclaimer: An Acuité 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.
Ratings assigned by Acuité 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, in particular, 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. Ratings assigned by Acuité are subject to a
process of surveillance which may lead to a revision in rafings as and when the circumstances
so warrant. Please visit our website (www.acuite.in) for the latest information on any
instrument rated by Acuité.
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