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Rating Rationale

Acuité has upgraded the long term rating to ‘ACUITE BBB-' (read as ACUITE triple B minus) from ‘ACUITE BB+
(read as ACUITE double B plus) on the 10.10 crore bank facilities and the short term ratfing to ‘ACUITE A3’ (read
as ACUITE A three) from ‘ACUITE A4+’ (read as ACUITE A four plus) on the Rs. 2.44 crore bank facilities of
Elkaypee Spinners Private Limited. The outlook is ‘Stable’.

Further, Acuité has assigned the short term rating of ‘ACUITE A3’ (read as ACUITE A three) on the Rs. 0.46
bank facilities of Elkaypee Spinners Private Limited.

The rating was downgraded to ACUITE BB+ from ACUITE BBB- vide rationale dated December 16, 2019. The
downgrade was on account of information risk as the issuer was non-cooperative during the review process.
However, the company has now co-operated with Acuité in furnishing information for the review process.

About the company:

Elkaypee Spinners Private Limited (ESPL) was incorporated as a private limited company in 1993. The
company was started by Mr. P. Govindasamy who is having an experience of over three decades in the
textile industry. The day to day operations are managed by his sons K. G. Senthil Kumar P. G. Ramesh and Mr.
P. G. Balajiwho are on the board of the company. CIPLis engaged in manufacturing of cotton and polyester
yarn blend with counts ranging from 20s to 60s. The company’s spinning unit is located in Dindigul, Tamilnadu
and operates with an installed capacity of 31,728 spindles.

Analytical Approach

Acuité has considered the consolidated business and financial risk profile of Chenduran Cotspin India
Private Limited and Elkaypee Spinners Private Limited (hereinafter referred to as ‘The group’) as both
the entities are engaged in same line of business, common promoters and management.

Extent of Consolidation: Full

Key Rating Drivers

Strengths

o Experienced management and established presence in indusiry

The group is engaged in spinning of blended yarn (cotton and polyester) ranging in the count of 20s to 60s.
The group is promoted by Mr. P. Govindasamy, who has around three decades of experience in the textile
industry. The day-to-day operations are managed by his sons Mr. K. G. Senthil Kumar, Mr. P. G. Ramesh and
Mr. P. G. Balqgji. The group was started in 1991 and has gradually expanded to the present total capacity
of 66,384 spindles at its plants in Dindigul. The units are located in textile hub of Erode, Coimbatore and
Tirupur. The promoter's experience in textile industry has helped the group build healthy relationship with its
suppliers and customers, to ensure a steady raw material supply and large offtake.

Acuité believes that the group's growth prospects will be supported by management's extensive
experience in textile industry.
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e Moderate financial risk profile

The group’s financial risk profile is supported by healthy capital structure and debt protection metrices. The
group is levered at 1.1 fimes as on March 31, 2019 (1.1 times as on March 31, 2018). The group’s capital
structure is supported by infusion of funds by promoters and relatives in the form of unsecured loans to the
tune of Rs. 24.8 crore of which Rs. Rs. 21.8 crore is subordinated to bank borrowings. As on March 31, 2019,
the group's networth (includes subordinated unsecured loans of Rs. 21.8 crore) stood af Rs. 39.9 crore and
overall borrowings stood at Rs. 44.29 crore. The resourcefulness of promoters have supported the group’s
ability to undergo capital expenditure without adversely impacting the capital structure.

The Group's total debt of Rs. 44.3 crore as on March 31, 2019 comprises Short tferm working capital
borrowings of Rs. 25.8 crore, Rs. 4 crore of unsecured loans from promoters and relatfives and long term debt
of Rs. 14.51 crore. The group’s Interest Coverage Ratio (ICR) stood at 2.1 times in FY 2019 as against 2.3 times
in FY 2018.

Acuité believes that the financial risk profile of the group will continue to be supported by the healthy
resource raising ability of the promoters.

Weaknesses

o Susceptibility of operating performance to input price volatility and increasing competition

The group operates in a highly fragmented cotton industry characterized by the presence of a large
number of unorganized players, thereby impacting the group's bargaining power. The main raw material
purchased by the group is cotton. Cotton being an agricultural commodity by nature, the margins are
susceptible to changes in cotton prices. Cotton availability and its pricing is highly dependent on agro-
climatic conditions. Despite the prevalence of Minimum Support Price (MSP), the purchase price depends
on the prevailing demand-supply situation which limits bargaining power with the suppliers as well.

Further, the group operates at a capacity utilization level of ~96 percent, which further arrests its ability to
significantly scale up its operations.

Rating Sensitivity

e Any ssignificant debt funded capex undertaken by the group.
e Significant elongation in working capital cycle.

Material Covenants
None

Liquidity: Adequate

The group maintains adequate liquidity position marked by net cash accruals of ~Rs. 4.9 crore in FY2019
(including deferred tax liability of Rs. 1.6 crore) as against long term debt obligations of Rs. 4.7 crore over the
same period. The group has a moderate working capital cycle marked by Gross Current Assets (GCA) of 126
days in FY2019 as compared to 144 days in FY2018. Further, the cash credit limit of the group remained utilized
at 91.9 percent during the last six months ended November, 2019. The current ratio of the group stood at 1.2
times as on March 31, 2019. Acuité believes that the liquidity of the group is likely to remain adequate over
the medium term backed by healthy net cash accruals.

Outlook: Stable

Acuité believes that the group will maintain a stable business risk profile over the medium term. The
group will continue to benefit from its experienced management. The outlook may be revised to
'‘Positive' in case the group registers higher than expected growth in operations while maintaining
profitability and leverage indicators. Conversely, the outlook may be revised to 'Negative' in case of
significant deterioration in profitability metrics, significant elongation in working capital cycle orin case
of higher than expected debt funded capital expenditure.
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About the Rated Entity - Key Financials (Consolidated)
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Unit FY19 (Actual) FY18 (Actual)
Operating Income Rs. Cr. 148.02 132.54
Profit After Tax (PAT) Rs. Cr. 148.02 132.54
PAT Margin (%) 0.09 1.35
Total Debt/Tangible Net Worth Times 1.11 1.17
PBDIT/Interest Times 2.10 2.31

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

Not Applicable

Any other information

Not Applicable

Applicable Criteria

* Manufacturing Enfities - https://www.acuite.in/view-rating-criteria-4.htm
¢ Consolidation of Companies: https://www.acuite.in/view-rating-criteria-22.htm
¢ Application of Financial Ratios and Adjustments: hitps://www.acuite.in/view-rating-criteria-20.htm

» Default Recognition: hitps://www.acuite.in/view-rating-criteria-17.htm

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

Rating History (Upto last three years)

Date qup.e. of Instrument / Term Amount Ratings/Outlook
Facilities
(Rs. Cr.)
Lon ACUITE BB+
Cash Credit Tem? 600  |(Downgraded from ACUITE BBB-)
Issuer not co-operating*
Lon ACUITE BB+
Overdraft Tem? 1.60  |(Downgraded from ACUITE BBB-)
16-Dec-2019 Issuer not co-operating
Proposed Bank Lon ACUITE BB+
P g 4.71 (Downgraded from ACUITE BBB-)
Facility Term -
Issuer not co-operating
Short ACUITE A4+
Letter of Credit Term 0.69 (Downgraded from ACUITE A3)
Issuer not co-operating*
Cash Credit Long 6.00 ACUITE BBB—/ Stable
Term (Assighed)
Overdraft Long 1,60 ACUITE EBB—/ Stable
05-0ct-2018 Term (Assignhed)
Proposed Bank Long ACUITE BBB-/ Stable
" 4.71 -
Facility Term (Assighed)
Letter of Credit short 0.69 ACUITE A3
Term (Assighed)
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*Annexure - Details of instruments rated

Name of the Facilities Date of Coupon Rate | Maturity Date Size of the Issue Ratings/Outlook
Issuance (Rs. Crore)
Cash Credit Not Not Not 8.50 ACUITE BBB-/ Stable
Applicable | Applicable Applicable |(revised from 6.00) (Upgraded)
Not Not Not ACUITE BBB-/ Stable
Overdraft Applicable | Applicable Applicable 1.60 (Upgraded)
Letter of Credit Not Not Not 2.44 ACUITE A3
Applicable | Applicable Applicable |(revised from 0.69) (Upgraded)
Not Not Not ACUITE A3
Bank Guarantee Applicable | Applicable Applicable 0.46 (Assigned)
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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-Il norms in the year
2012. Since then, it has assigned more than 6,000 credit 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 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 infended 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, 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. 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.acuite.in) for the latest information on any instrument rated by Acuité.
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