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Rating Rationale

Acuité has assigned its long term rating of ‘ACUITE BBB' (read as ACUITE triple ‘B’) and
short term rating of '"ACUITE A3+'( read as ACUITE A three plus) on the Rs.176.00 crore
bank facilities of Sri Kannapiran Mills Limited (SKML). The outlook is ‘Stable’

Rational for rating

The rating action takes info account the promoters extensive industry experience along with
established track record of operations in textile industry of more than 45 years which is also
reflected through the substantial revenue growth in FY2022 to Rs. 495.77 Cr from Rs. 254.88 Cr
in FY2021. Further the rating factors in improved operating performance in FY22 and healthy
financial risk profile. However, rating is constrained by its moderately working capital intensive
nature of operations also reflected by moderate bank limit utilization of 85% for 6 months
ended January 2023 and susceptibility to fluctuations in raw material prices.

About the Company

Sri Kannapiran mills limited(SKML) was taken over by Mr. K Govindaswamy Naidu in 1977. SKML
is part of KG group which is an infegrated textile conglomerate involved in ginning, spinning,
manufacturing of denim, terry products, blankets, safety knitted cotton gloves, weaving and
readymade garments. The other group companies are KG Denim Limited & its wholly owned
subsidiary Trigger Apparels Limited. SKML is presently managed by Mr K G Balakrishnan
(Chairman), Mr B Sriramulu (Managing Director) and Mr B Srihari (Managing Director). Currently
SKML has 4 spinning units, 1 glove making unit 1 reeling and TFO unit and 1 weaving plant.
ThePresent Directors of the company are Mr. Govindaswamynaidu Balakrishnan, Mr.
Ayyalusamy Velusamy, Mr. Balakrishnan Srihari, Mr. Balakrishnan Sriramulu, Mr.
Bakthavathsalam , Ms. Vanithamani , Mr. Kokku Bhaskara Nagendra Murthy , Mr.
Vidyasankar Bhuvaneshwari , Mr. Gobichettipalayam Periasamy Muniappan and Mr.
Seenivasahan. The registered office of the company is in Coimbatore. SKML manufactures
varienty of yarns (40s, 60s, 80s, 100s). SKML has installed capacity of 55968 spindles, 7954 rotors.
Company's registered office is located in Coimbatore, TN.

Analytical Approach
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ACUITE has considered standalone business and financial risk profile of Sri Kannapiran Mills
Limited (SKML)

Key Rating Drivers
Strengths

Established t rack record of operations and experienced management in
textile industry

SKML is engaged in manufacturing of cotton yarn and gloves for more than 45 years. SKML is
presently managed by Mr K G Balakrishnan (Chairman), Mr B Sriramulu (Managing Director)
and Mr B Srihari (Managing Director). Currently, SKML has 4 spinning units, 1 glove making unit
1 reeling and TFO unit and 1 weaving plant. The Major raw materials of the include Cotton,
Waste cotton, Polyester and other man-made fibres. The company procures cotton and
Cotton waste from suppliers in Tamil Nadu, Andhra Pradesh, Karnataka, Madhya Pradesh
and Maharashtra regions. Manmade fibres from Reliance, Grasim etc. Company has
extensive relationship with its long term customers and suppliers to ensure steady raw material
supply and repeat business. Company also has long term power purchase agreement (PPA)
with private power suppliers to meets its power requirements at lower price per unit than
power supplied by power utilities. Acuite believes that SKML may continue to benefit from its
established frack record of operations and longstanding relationship with its customers and
suppliers.

Augmentation in business risk profile

The scale of operations of the company has improved significantly in FY 2022 to Rs 494 Cr from
Rs 254 Crin FY 2021. The increase in revenue is supported both by increase in number of
volumes sold and better price realization. The volume sales for yarn and fabric segment has
increased significantly to 147.31 Lakhs Kgs and 84.23 Lakhs Kgs respectively in FY 2022 against
93.73 Lakhs Kgs and 53 Lakhs Kgs respectively in FY 2021. Further, the company has already
achieved a revenue of Rs 372.49 Cr till December 2022 and is expected to archive the
turnover ranging between Rs. 505 Cr to Rs. 510 Cr in FY2023 maintaining the steady growth.
The operating margins have also improved and stood at 14.03% in FY 2022 as against 11.78%
in FY 2021 and 10.93% in FY 2020. Improvement in operating margin is primarily due to higher
realisation rate during the year. However, considering the increase in raw material prices in
current fiscal year, operating margins are expected to be in the range of 9.5-10% for FY 2023.
Acuite believes that maintaining a stable growth in revenue while maintaining profitability is a
key rating sensitivity.

Healthy financial risk profile

Healthy financial risk profile The financial risk profile of the company is healthy marked by
healthy net worth, moderate gearing and healthy debt protection metrics despite the
contfinuous debt laden capex. The networth stood at Rs. 114.69 Cr as on March 31st 2022 as
against Rs. 89.28 Cr as on March 31st 2021. The increase in networth is majorly due to
accretion of profits to reserves. The company follows the conservative financial policy
reflected through its gearing(debt-equity) ratio which stood at 1.12 times as on March 31st
2022 as against 1.32 times as on March 31st 2021. The coverage indicators stood comfortable,
marked by interest coverage ratio (ICR) at 3.45 times as on March 31st 2022 as against 1.54
times as on March 31st 2021. The DSCR stood at 1.58 times as on March 31st 2022 as against
1.09 times as on March 31 st 2021. The total outside liabilities to tangible networth (TOL/TNW)
stood af 2.12 times as on March 31st 2022 as against 2.24 times as on March 31st 2021. Acuite
however, believes that the financial risk profile will continue to remain above average
despite routine capex supported by stable operating margins.

Weaknesses

Moderate working capital management

SKML operations are moderately working capital intensive marked by Gross Current Assets
(GCA) days of 143 days in FY2022 as compared to 184 days in FY2021. The GCA days are
mainly dominated by inventory holding period of 93 days in FY2022 as against 105 days in
FY2021. The collection period was at 45 days in FY2022 as against 66 days in FY2021. Further,
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the company's average bank limit utilisation stood at ~85 percent for the last 6 months
ended as on January 2023. Acuite’ believes that working capital operations of the company

may continue to remain moderate considering the nature of business.

Susceptible to volatility in raw material prices

SKML's profitable margins are susceptible to fluctuations in the prices of major raw materials
such as domestic and imported cotton, blent and polyester. The main raw material
purchased by the company is cotton. Cotton being an agricultural commodity by nature, the
margins are susceptible to changes in cotton prices. Cotton availability and price of the
same is highly dependent on agro-climatic conditions. Despite the prevalence of Minimum
Support Price (MSP), the purchase price depends on the prevailing demand-supply sifuation,
which limits bargaining power with the suppliers as well. As a result, the business is exposed to
fluctuations in the commodities prices.

Rating Sensitivities
Positive

o Sustainable improvement in Revenue and Profitability
o Efficiency in working capital management

Negative

¢ Any deterioration in working capital cycle leading to stretch in liquidity
o Any deterioration in Revenue profile and leverage position

Material covenants
None

Liquidity Position: Adequate
Adequate

SKML's liquidity is adequate marked by healthy generation of net cash accruals fo its
maturing debt obligations, albeit low level of unencumbered cash and bank balance and
moderate reliance on bank limits. SKML has generated cash accruals in the range of Rs.7.36-
35.06 Cr during last 3 years ending FY2022 as against its mature debt obligations of Rs. 7.29 Cr
to Rs.14.98 Cr for the same period. Further, the company is expected to generate sufficient
cash accruals fo meet its repayment obligations in medium term. The company's working
capitalis moderate as evident from Gross Current Asset (GCA) of 143 days as on 31 March,
2022 as compared to 184 days as on 31 March, 2021. The current ratio stood at 1.13 times as
on March 31 2022 against 0.96 in previous year and the fund based limit remains utilized at ~85
percent over the 6 months ended January, 2023. The company maintained low
unencumbered cash and bank balances of Rs.0.18 Cr as on 31 March, 2022 against Rs.0.62 Cr
in previous year.

Outlook: Stable

Acuité believes that SKML will maintain ‘Stable’ outlook over the medium term due to
extensive experience of its promoters, healthy growth in sales and healthy financial risk profile.
The outlook may be revised to ‘Positive’ if the company registers expected or higher-than
expected growth in revenues and profitability while maintaining its financial risk profile and
achieving efficiency in working capital management. Conversely, the outlook may be revised
to ‘Negative' in case of company's inability fo achieve the expected increase in revenue
and profitability or deterioration in overall financial risk profile and working capital operations.

Other Factors affecting Rating
None
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Key Financials

Particulars Unit | FY 22 (Actual) FY 21 (Actual)
Operafing Income Rs. Cr. 495.77 254.88
PAT Rs. Cr. 26.76 2.28
PAT Margin (%) 5.40 0.90
Total Debt/Tangible Net Worth Times 1.12 1.32
PBDIT/Interest Times 3.45 1.54

None

Any other information

None

Applicable Criteria
* Default Recognition :- https://www.acuite.in/view-rating-criteria-52.htm

* Enfities In Manufacturing Sector:- https://www.acuite.in/view-rating-criteria-59.htm
* Rating Process and Timeline: https://www.acuite.in/view-rating-criteria-67.htm

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

53.htm

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

Note on complexity levels of the rated instrument

In order to inform the investors about complexity of instruments, Acuité has categorized such
instruments in three levels: Simple, Complex and Highly Complex. Acuite’ s categorisation of
the instruments across the three categories is based on factors like variability of the returns to
the investors, uncertainty in cash flow patterns, number of counterparties and general
understanding of the instrument by the market. It has to be understood that complexity is
different from credit risk and even an instrument categorized as 'Simple' can carry high levels
of risk. For more details, please refer Rating Criteria "Complexity Level Of Financial

Instruments” on www.acuite.in.

Rating History

Name of Amount (Rs. .
Date Instruments/Facilities Term Cr) Rating/Outlook

Bils Discounting | 3hon 600 |  ACUITE Ad+ (Withorawn)
Bills Discounting ?grorg 4.00 ACUITE A4+ (Withdrawn)

: Lon .
Cash Crediit T 9.50 |  ACUITE BB+ (Withcrawn)

: Lon .
Cash Crediit s 10.50 |  ACUITE BB+ (Withcrawn)

: Lon .
Cash Crediit T 120 | ACUITE BB+ (Withdrawn)
Bank Guarantee ?2% 0.50 ACUITE A4+ (Withdrawn)
Bork Guarantee | 2aon 020 | ACUIE A4+ (Withcrawn)
Bonk Guarantee | paon 030 |  ACUITE A4+ (Withdrawn|
- Lefter of Credit | 3aon 300 | ACUIE A4+ (Withcrawn)
2020 Lefter of Credit onort 750 | ACUITE A4+ (Withdrawn|
Lefter of Credit | F0on 450 | ACUIE A4+ (Withrawn)
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Proposed Long Term Loan #gpr% 0.38 ACUITE BB+ (Withdrawn)
Term Loan -ong 179 | ACUITE BB+ (Withdrawn)
Term Loan ONd | 2170 | ACUITE BB+ (Withorawn)
Term Loan -ong 113 | ACUITE BB+ (Withdrawn)
Bils Discounfing | 3hon 180 | ACUITE A4+ [Withdrawn)
Working C&f’gﬂ' Demand %gr”rﬁ 5.00 ACUITE BB+ (Withdrawn)
Working Capitat Demand | Long 300 |  ACUITE BB+ (Withrawn)
Working Capital Demand | Long 500 ACUITE BB+ (Issuer not co-
Loan Term : operating®)
Long ACUITE BB+ (Issuer not co-
Term Loan Term 21.70 operating*)
Long ACUITE BB+ (Issuer not co-
Term Loan Term 1.13 operating®)
Long ACUITE BB+ (Issuer not co-
Term Loan Term 1.79 operating*)
Working Capital Demand | Long 3.00 ACUITE BB+ (Issuer not co-
Loan Term : operating*)
Lon ACUITE BB+ (Issuer not co-
Proposed Long Term Loan Terr% 0.38 operg’ring*)
Short ACUITE A4+ (Issuer not co-
Bank Guarantee Term 0.20 operating®)
Short ACUITE A4+ (Issuer not co-
Bank Guarantee Term 0.50 operating®)
Short ACUITE A4+ (Issuer not co-
14 Feb Bank Guarantee Term 0.30 operating*)
2020 Bl Di " Short 6.00 ACUITE A4+ (Issuer not co-
s biscounting Term : operating*)
. . Short ACUITE A4+ (Issuer not co-
Bills Discounting Term 1.80 operating®)
. . Short ACUITE A4+ (Issuer not co-
Bills Discounting Term 1.20 operating®|
. Long ACUITE BB+ (Issuer not co-
Cash Credit Term 4.00 operating®)
. Long ACUITE BB+ (Issuer not co-
Cash Credit Term 10.50 operating®)
. Long ACUITE BB+ (Issuer not co-
Cash Credit Term 9.50 operating®)
: Short ACUITE A4+ (Issuer not co-
Letter of Credit Term 4.50 operating®)
. Short ACUITE A4+ (Issuer not co-
Letter of Credit Term 7.50 operating®)
: Short ACUITE A4+ (Issuer not co-
Letter of Credit Term 3.00 operating®)
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Annexure - Detdails of instruments rated
Lender’s Date Of | Coupon | Maturity |[Complexity |Quantum .
Name ISIN Facilities Issuance Rate Date Level |(Rs.Cr.) Rafing
: ACUITE
Indian Not Noft Noft Not :
Bank |Applicable Bank Guarantee (BLR) Applicable|Applicable|Applicable Simple 0.50 A;As\ié; e|d
South ACUITE
; Not Not Not Not :
Indian . Bank tee (BLR . . . | 2 +
Bolnk Applicable ank Guorantes | )ApphcobleApphcobleApphcoble Simple 0.20 Afs\i?g);ne|d
Central ACUITE
Not Noft Noft Not :
Bank of : Bank Guarantee (BLR) . - - Simple 0.30 | A3+ |
India Applicable Applicable|Applicable|Applicable Assigned
Punjab ACUITE
: Not Not Not Not :
. Bank tee (BLR . . . Simpl 0.12 | A3+
NOBTCI]Or?kd Applicable| BAnk Guarantee (BLR]\, v~ bielAppiicable|Applicable|  SMPIe Assi?g);ne|d
ACUITE
HDFC Not Not Not Not :
Bank Ltd |Applicable Bank Guorantee (BLR) Applicable|Applicable|Applicable Simple 0.68 A?s\ié; e|d
HDEC ACUITE
Not : Nof Nof Noft . BBB |
Bank Ltd |Applicable Cash Credit Applicable|Applicable|Applicable Simple 3.65 Stable |
Assigned
: ACUITE
Punjab
: Not ; Nof Noft Not : BBB |
National Applicable Cash Credit Applicable|Applicable|Applicable Simple 19.08 Stable |
Bank Assi
ssigned
ACUITE
Central
Not : Nof Noft Noft . BBB |
anoQIEOf Applicable Cash Credit Applicable|Applicable|Applicable Simple 10.50 Stable |
Assigned
ACUITE
Union Bank|  Not : Noft Noft Not : BBB |
of India |Applicable Cash Credit Applicable|Applicable|Applicable Simple .73 Stable |
Assigned
ACUITE
South
: Not : Nof Noft Noft . BBB |
gglr?kn Applicable Cash Credit Applicable|Applicable|Applicable simple 400 Stable |
Assigned
ACUITE
Indian Not : Noft Noft Not : BBB |
Bank |Applicable Cash Credit Applicable|Applicable|Applicable Simple 9.50 Stable |
Assigned
ACUITE
Indian Noft Covid Emergency Noft Noft Noft Simple 0.29 BBB |
Bank |Applicable Line. Applicable|Applicable|Applicable P ’ Stable |
Assigned
ACUITE
Indian Not Covid Emergency Nof Noft Not Simple 8.44 BBB |
Bank |Applicable Line. Applicable|Applicable|Applicable P : Stable |
Assigned
South ACUITE
indian Nof Covid Emergency Nof Nof Noft Simple 174 BBB |
Bank Applicable Line. Applicable|Applicable|Applicable P : Stable |
Assigned
Central ACUITE
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Bank of

Not

Not

Not

Not

BBB |

Covid Emergency i

India  |Applicable Line. Applicable|Applicable|Applicable Simple 240 Stable |
Assigned

ACUITE

UnionBank|  Noft Covid Emergency Noft Noft Not Simple 3.79 BBB |
of India |Applicable Line. Applicable|Applicable|Applicable P : Stable |
Assigned

ACUITE

HDFC Not Covid Emergency Noft Noft Not Simole 4.94 BBB |
Bank Ltd |[Applicable Line. Applicable|Applicable|Applicable P : Stable |
Assigned

: ACUITE

[onab | Not | CovidEmergency | Nof Not Not | oo | sog |BBB |

Bank Applicable Line. Applicable|Applicable|Applicable P : Stable |

Assigned

Central ACUITE
Not Not Not Not :

Bank of . FBN/FBP/FBD/PSFC/FBE . . . Simple 1.80 | A3+ |
India Applicable Applicable|Applicable|Applicable Assigned
South ACUITE

. Not Noft Noft Not :
. FBN/FBP/FBD/PSFC/FBE . . . Simpl 1.20 +
lg%'grlz Applicable /FBR/FBD/ / Applicable|Applicable|Applicable mpie Ag\ign e|d
. ACUITE

Indian Not Not Not Not :

Bank |Applicable FBN/FBP/FBD/PSFC/FBE Applicable|Applicable|Applicable Simple 6.00 A;As\ié; eld
; ACUITE

Indian Not . Noft Noft Not :

Bank |Applicable Lefter of Credit Applicable|Applicable|Applicable Simple 7.50 Ag\i:sg; e| d

South ACUITE

: Not ; Not Not Not ;

Indian . Letter of Credit . . . Simpl 3.00
Bc:nk Applicable efier ot Lredi Applicable|Applicable|Applicable 'mpie Agié;e|d

Central ACUITE

Not : Noft Noft Not ;

Bank of : Letter of Credit . - - Simple 4.50 | A3+ |

India Applicable Applicable|Applicable|Applicable Assigned
ACUITE

HDFC Not , Not Not Not ;

Bank Ltd |Applicable Letter of Credt Applicable|Applicable|Applicable Simple 1.50 A;As\i?é; e|d
Puniab | o Not Not Not ACUITE
i . Letter of Credit . . . Simpl 1.21 +
N%’gor?lgl Applicable efier ot Lred Applicable|Applicable|Applicable mpie Aéiéngd
- ACUITE

Union Bank|  Not ; Not Not Not ;

of India |Applicable Lefter of Credit Applicable|Applicable|Applicable Simple 4.64 | A3t |
Assigned

ACUITE

Noft Noft Proposed Long Term Nof Nof Noft Simple 2106 BBB |
Applicable|Applicable Bank Facility  |Applicable|Applicable|Applicable P : Stable |
Assigned

ACUITE

Indian Not Noft Noft Not : BBB |

Bank |Applicable Tem Loan available | available | available Simple 7.33 Stable |
Assigned

ACUITE

South

: Noft Nof Noft Not : BBB |
IBngll?kn Applicable ferm Loan available | available | available Simple 8.9 Stable |
Assigned

‘ ACUITE
Union Bank|  Not Term Loan Noft Nof Nof Simple 1 53 BBB |
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of India |Applicable available| available| available Stable |
HDFC Not Not Not Not A)%E%li
0 o o o) :
Bank Ltd [Applicable Term Loan available | available | available Simple 1.90 Stable |
Assigned
: - ACUITE
Working Capital
HDFC Not Nof Noft Noft : BBB |
Bank Ltd |Applicable Der(nvcng%b)on available | available | available simple 5.00 Stable |
Assigned
: ; ACUITE
: Working Capital
Indian Not Not Not Not : BBB |
Bank [Applicable Der(wg%lifon available | available | available Simple 500 Stable |
Assigned
: : ACUITE
South Working Capital
: Not Not Not Not : BBB |
lE?glr?kn Applicable Der(nvcig%t;mn available | available | available Simple 3.00 Stable |
Assigned
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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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