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Rating Rationale

Acuité has reaffirmed its long-term rating of ‘ACUITE BBB’ (read as ACUITE triple Ba)nd the short-term
rating of 'ACUITE A3+' (read as ACUITE A three plus) on Rs. 46.00 Cr. bank facilities of Sipani Fibres Limited
(SFL). The outlook is ‘Stable'.

Rationale for the rating

The rating reaffirmation takes into consideration the established track record of operations along with long-
standing experience of the management in the industry. The rating factors in the fact that while there has been
moderation in revenue in FY24 on account of lower realisations owing to pass through of the decline in the raw
material prices, the operating margins improved due to decline in input costs. Further, rating draws comfort from
the timely completion of capex along with a healthy financial risk profile of the company driven by healthy net
worth, low gearing (debt-equity) and strong debt protection metrics. However, the rating is constrained on account
of moderate working capital operations coupled with susceptibility of raw material prices and intense competition
which may affect the operating performance of the company.

About the Company

Bangalore-based, Sipani Fibres Limited (SFL) was incorporated in 1994 by Mr. Rajkumar Sipani, Mrs. Kanchan
devi Sipani and Mr. Anil Sipani. The company is engaged in manufacturing of high-density polyethylene (HDPE)
woven sacks and fabrics. SFL has two manufacturing plants in Karnataka, one in Mahadevapura and another in
Narasapura, with a total production capacity of 34,000 MTPA. The company supplies sacks to fertilizer companies
all over India for packaging of fertilisers like urea and di-ammonium phosphate. Further, fabrics are being sold to
companies which make bags for food and pesticide.

Unsupported Rating
Not Applicable

Analytical Approach

Acuité has considered the standalone business and financial risk profile of SFL to arrive at the rating.
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Key Rating Drivers
Strengths

Long track record of operations along with experienced management
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SFL has long track record of over three decades in the manufacturing of HDPE woven fabrics and sacks. The
directors also have over three decades of experience in the polymer industry and are well supported by a second
line of management. The company deals with a reputed clientele, who are leading players in the fertilizer industry
such as FACT Limited, RCF Limited, KRIBHCO Limited, among others. Therefore, longstanding relationship with
customers and suppliers aids the company in securing repeat orders on a regular basis and ensure continuous flow
of raw materials at a competitive price.

Acuité believes that the long-standing experience of the management shall continue to benefit the company going
forward, resulting in steady growth in the scale of operations.

Modest scale of operations albeit improving margins

The operating revenue of the company stood moderated at Rs. 333.92 Cr. in FY24 as compared to Rs. 379.25 Cr.
in FY23. While the volumes increased, the decline in the topline pertains to the lower realisations owing to the
pass through of the decline in the raw material prices in FY24. However, the EBITDA margins stood improved at
4.88 percent in FY24 as against 4.07 percent in FY23 on account of decrease in the input costs. The company
secures the order via tendering process which makes the margins competitive in this industry. Further, as of
January 2025, the company has clocked a revenue of Rs. 265.63 Cr. with a pending order book Rs. 64.04 Cr.
Going forward margins are expected to be in the range of 5-6%. Furthermore, the company will be passing on the
added advantage from the captive power plants to the customers to increase their chances of successful bids and
eventually improve the volume of sales. Further, PAT margins stood at 2.28 percent in FY24 as compared to 2.18
percent in FY23.

Acuité believes that improvement in the scale of operations and profitability margins will remain a key rating
sensitivity.

Healthy financial risk profile

SFL’s financial risk profile is healthy marked by healthy net worth of Rs. 146.69 Cr. as on March 31, 2024 as
against Rs. 139.08 Cr. as on March 31, 2023, owing to accretion of profits to reserves. The total debt of the
company increased to Rs. 31.68 Cr. in FY24 as against Rs. 12.75 Cr. in FY 23 on account of term loan availed for
the capital expenditure and working capital borrowings which resulted in the increase of gearing (debt-equity) to
0.22 times in FY24 as compared to 0.09 times in FY23. However, the debt protection metrics remained strong
with interest coverage ratio of 9.03 times in FY24 as against 13.41 times in FY23 and debt service coverage ratio
at 2.80 times in FY24 as against 5.28 times in FY23.

Further, the company plans to install rooftop solar panels of 2.5 MW in the next fiscal year with the total
expenditure of Rs. 9.5 Cr. which shall be funded through a combination of long-term debt and internal cash
accruals.

Acuité believes that the financial profile of the company will remain at similar levels on the back of steady cash
accruals and absence of any significant debt funded capex, shall be a key rating sensitivity.

Weaknesses

Moderate working capital operations

The working capital operations of the company are moderate marked by gross current assets (GCA) of 99 days in
FY24 as against 74 days in FY23. The GCA days are majorly driven by higher other current assets consisting of
advances to suppliers and loans & advances. Further, the inventory days stood at 56 days in FY24 as against 41 days
in FY23. The company keeps an average inventory period of raw materials for 45 days. The debtor levels stood at
18 days in FY24 as compared to 21 days in FY23. The company provides an average credit period of 15-20 days to
the fertilizer companies and 30-45 to the fabric customers. The creditor days are low over the years in the range of
0-1 days from FY22 to FY24 as the company makes upfront payment to its suppliers.

Competitive nature of industry along with susceptibility in raw material pricing trends

The company operates in a highly price sensitive domestic market that is largely fragmented with the presence of
several smaller players, which restricts its pricing flexibility. The company procures orders via tenders and so they
need to strategically price their products to make their bids successful. Further, the major raw material for the
company is polypropylene plastic granules which is a crude oil derivative. Therefore, any changes in the crude oil
prices affects the pricing of the raw material which continues to constrain its ability to pass on the fluctuations.
Hence, profitability remains susceptible to adverse fluctuations in raw material cost.

Acuité believes that the fluctuations in the raw material pricing resulting in volatile margins will remain a key
rating sensitivity.

Rating Sensitivities
« Volatility in raw material cost leading to deterioration in profitability margins
= Significant decline in scale of operations

« Substantial deterioration in working capital operations
» [nadequate cash accruals or any significant debt funded capex affecting the financial risk and liquidity profile
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Liquidity Position
Adequate

The company’s liquidity position is adequate marked by sufficient net cash accruals of Rs. 12.04 Cr. in FY24 as
against maturing long term debt repayment of Rs. 3.12 Cr. over the same period. Going forward, the company is
expected to generate net cash accruals of around Rs. 13-15 Cr. for FY25 & FY26 to repay its debt obligation
ranging around Rs. 4.50-7.00 Cr. The cash and bank balances of the company stood at Rs. 0.05 Cr. as on March 31,
2024. The average bank limit utilisation of the fund-based limits stood at ~78.24 per cent for last six months ended
January 2025. However, the utilisation tends to reduce over the month end with an average utilisation of ~1.81
percent for the last six months ended January’ 2025. Further, the current ratio stood at 4.54 times as on March 31,
2024.

Outlook: Stable

Other Factors affecting Rating
None
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Key Financials

Particulars Unit FY 24 (Actual) FY 23 (Actual)
Operating Income Rs. Cr. 333.92 379.25
PAT Rs. Cr. 7.61 8.27
PAT Margin (%) 2.28 2.18
Total Debt/Tangible Net Worth Times 0.22 0.09
PBDIT/Interest Times 9.03 13.41

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

Not Applicable

Interaction with Audit Committee anytime in the last 12 months (applicable for rated-listed / proposed to

be listed debt securities being reviewed by Acuite)
Not applicable

Any other information

None

Applicable Criteria

« Default Recognition :- https://www.acuite.in/view-rating-criteria-52.htm

« Rating Process and Timeline: https://www.acuite.in/view-rating-criteria-67.htm
« Manufacturing Entities: https://www.acuite.in/view-rating-criteria-59.ntm

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

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.aculite.in.

Acuité Ratings & Research Limited

WWW.acuite.in

N



Rating History

Name of Amount (Rs. .
Date Instruments/Facilities Term Cr) Rating/Outlook
Bank Guarantee (BLR) %m 10.00 ACUITE A3+ (Downgraded from ACUITE A2)
11 Dec . Long ACUITE BBB | Stable (Downgraded from ACUITE
2023 Cash Credit Term | 2500 BBB+ | Stable)
Term Loan 'T-g;‘r?] 11.00 ACUITE BBB | Stable (Assigned)
Bank Guarantee (BLR) %m 7.00 ACUITE A2 Upgraded
21 Mar Short :
2023 Bank Guarantee (BLR) Term 3.00 ACUITE A2 (Assigned)
. Long ACUITE BBB+ | Stable (Upgraded from ACUITE
Cash Credit Term 25.00 BBB | Stable)
Cash Credit oM 24,00 ACUITE BBB | Stable (Reaffirmed)
21 Mar Lon .
2022 Term Loan Terr% 4.43 ACUITE BBB | Stable (Reaffirmed)
Proposed Long Term Bank| Long .
Facility Term 3.57 ACUITE BBB | Stable (Reaffirmed)
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Annexure - Details of instruments rated
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Contacts

Mohit Jain Contact details exclusively for investors and
Senior Vice President-Rating Operations lenders

Akshit Agrawal _ Mob: +91 8591310146

Associate Analyst-Rating Operations Email ID: analyticalsupport@acuite.in

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 Ratings 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 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. Please visit
https://www.acuite.in/fags.htm to refer FAQs on Credit Rating.

Note: None of the Directors on the Board of Acuité Ratings & Research Limited are members of any rating
committee and therefore do not participate in discussions regarding the rating of any entity.
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