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Rating Rationale

Acuité has reaffirmed the long-term rating of ‘ACUITE BBB-' (read as ACUITE triple B
minus) on the Rs. 75.64 Cr bank facilities and has assigned the long-term rating of ‘ACUITE
BBB-' (read as ACUITE triple B minus) on the Rs. 9.60 Cr bank facilities of Baba
Spinners Limited (Erstwhile M R Weaving Mills Private Limited) (BSL). The outlook
remains ‘Stable’.

The rating on BSL takes cognizance of the sound business risk profile of the company marked
by, long standing experience of the promoters, locational advantage due to its presence in
the textile cluster of Bhilwara, Rajasthan, steady revenue growth in 11M FY2022, healthy
profitability margins and improving cash accruals arising from increasing realizations. These
strengths are partly offset by the working capital intensity in BSL's operations and its presence
in the highly competitive and fragmented textile industry.

About the Company

Baba Spinners Limited (Erstwhile M R Weaving Mills Private Limited) (BSL) was incorporated in
January, 1997 and is promoted by members of Agarwal family i.e. Mr. Mahesh Kumar Agarwal,
Mr. Deepak Kumar Agarwal and Mr. Sharad Kumar Agarwal. BSL began by focusing on the
production of several types of synthetic materials for men's clothes. However, in 2016, BSL took
a step toward backward integration by taking on a project to set up a spinning plant in
Bhilwara with a capacity of 7200 MT and 25900 spindles to produce synthetic yarn with counts
of 8 and 60. BSL has 20 distributors and 2 agents, covers 29 states, and sells fabric under the
'Baba Collection' brand and yarn under the '‘Baba Spinners' brand. Furthermore, the company
has 1.75 MW solar power plant for its captive consumption to reduce power cost and ensure
consistent power supply.

Analytical Approach

Acuité has considered the standalone business and financial risk profiles of BSL to arrive at the
rating.
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Key Rating Drivers

Strengths

Long standing experience of the promoters in the industry

The promoter directors of BSL are Mr. Mahesh Kumar Agarwal, Mr. Deepak Kumar Agarwal,
and Mr. Sharad Kumar Agarwal. Mr. Mahesh Kumar Agarwal, who has worked in the industry

for over three decades, is in charge of overall management and strategic decision-making.
As aresult of its longstanding presence in the textile sector and its presence in the Bhilwara
textile cluster, the company has developed strong ties with its customers and suppliers, as
indicated by its position in a highly competitive market. Acuité derives comfort from the long
experience of the management and believes this will benefit the company going forward,
resulting in steady growth in the scale of operations.

Modest but improving scale of operations

The company has reported a revenue de-growth by 36.91 per cent in FY21 to Rs. 89.60 Cr due
to loss of sales in the first two quarters of FY2021 on account of the lockdown imposed by
Government in the wake of Covid-19. Going forward, company is expected to report
significant improvement in revenue supported by the pent-up demand and the pick-up in
the demand from end user industries. Consequently, BSL has reported a revenue of Rs 129.29
Crin 1TMFY2022 (provisional) as compared to revenues of Rs. 89.60 Crin FY2021 on the back
significant improvement in the average sales realization of synthetic yarn and synthetic fabrics
amidst strong domestic demand. Strong demand coupled with supply constraint owing to
closure of 5-6 per cent of capacities due to impact of pandemic is expected to result in
stronger spreads in the synthetic yarn business. The company will aggressively pursue the
export market in the future. Even in the export market, there is rising demand for Indian Yarn.
The company's exports have increased from Rs 1 Crin FY 2021 to around Rs 6 Crin FY 2022. In
FY 2023, this is likely to climb to roughly Rs 10 Cr. By increasing exports, management hopes to
diversify its business risk while simultaneously improving its negotiation power in the domestic
market.

Above average financial risk profile

The financial risk profile of the company is marked by moderate networth, high gearing level
and average debt protection metrics. The tangible networth stood at Rs 42.46 crore as on
31st March, 2021 as compared to Rs 30.71 crore in the previous year. Acuité has considered
unsecured loans of Rs.8.75 Cr as on March 31, 2021, as quasi-equity as the management has
undertaken to maintain the amount in the business until the tenure of the bank facilities. The
gearing (debt-equity) stood af 1.50 times in FY 2021 as compared o 2.49 times in the previous
year. The coverage indicators stood moderate marked by Interest coverage ratio (ICR)
which stood at 2.90 times for FY 2021 as compared to 2.75 times in FY 2020. Debt service
coverage ratio (DSCR) stood at 1.23 times in FY 2021 as compared to 1.38 times in FY 2020.
Net cash accruals to fotal debt (NCA/TD) stood at 0.16 times in FY 2021. The Debt-EBITDA
stood at 4.10 times in FY 2021. Acuité believes that going forward the financial risk profile of
the company will improve backed by steady accruals and no major debt funded capex
plans.

Weaknesses

Working capital intensive nature of operations

The working capital intensive nature of operations of the company is marked by high Gross
Current Assets (GCA) of 182 days as on March 31, 2021 as against 95 days as on March 31,
2020. The high GCA days are on account of high inventory period of the company which
stood at 177 days as on March 31, 2021 as compared to 68 days as on 31st March 2020.
Management has a policy of keeping 90 days' worth of inventory on hand, against which they
have 75 days' worth of orders. In average, management keeps 80-85 percent of inventory on
hand to meet orders. Due to the second wave of COVID, inventory levels grew from Rs 23.44
Crto Rs 35.92 Crin FY2021. This was only a fransitory scenario, since inventory in the 11M
FY2022 has dropped to Rs 22.5 Cr. The debtor period stood at 19 days as on 31st March, 2021
as against 23 days in the previous year. Going forward, Acuité believes that the working
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capital management of the company will remain at similar levels over the medium term due
to the payment terms with its customers and suppliers.

Susceptible of operating margins to volatility in raw material prices

Polyester, viscose are the company's main raw materials. Since these raw materials are
derivatives of crude oil, their prices are highly volatile, and that they are constantly
influenced by changes in crude oil prices as well as other factors such as government policies
and agro-climatic conditions. Acuité believes that BSL's EBITDA margins would remain

susceptible to raw material price volatility and high inventory holding levels over the medium
term.

Rating Sensitivities

o Growthinrevenue along with improvement in profitability margins
» Elongation of working capital cycle

Material covenants
None

Liquidity Position: Adequate

The company’s liquidity is adequate marked by net cash accruals stood at Rs 10.14 Cr as on
March 31, 2021 as against long term debt repayment of Rs. 7.26 Cr over the same period. The
cash and bank balances of the company stood atf Rs. 0.05 Cr as on March 31, 2021 as
compared to Rs. 0.17 Cr as on March 31, 2020. The current rafio stood at 1.89 times as on
March 31, 2021. However, the fund based limit utilisation remained low at 41 per cent over
twelve months ended February, 2022. Acuité believes that going forward the company will
maintain adequate liquidity position due to steady accruals.

Outlook: Stable

Acuité believes that the outlook on BSL will remain 'Stable" over the medium term on account
of the experience of the promoters and comfortable business risk profile. The outlook may be
revised to 'Positive' in case the company witnesses a material improvement in its scale of
operations. Conversely, the outlook may be revised to ‘Negative' in case of decline in the
company's revenues or profit margins, or in case of deterioration in the company's financial
risk profile and liquidity position or further elongation in its working capital cycle.

Key Financials

Particulars Unit | FY 21 (Actual) FY 20 (Actual)
Operating Income Rs. Cr. 89.60 142.03
PAT Rs. Cr. 3.00 3.78
PAT Margin (%) 3.35 2.66
Total Debt/Tangible Net Worth Times 1.50 2.49
PBDIT/Interest Times 2.90 2.75

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

Not Applicable

Any other information
Not Applicable

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

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

Rating History

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

Long ACUITE BBB- | Stable

Term Loan Term 36.55 (Assigned)
. Long ACUITE BBB- | Stable

Cash Credit Term 17.00 (Assigned)
Long ACUITE BBB- | Stable

07 Apr ferm Loan Term 4.29 (Assigned)
2022 Working Capital Term Loan lfgpr% 9.93 ACUl(T /EsleBan eldS)TobIe
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Annexure - Details of instruments rated
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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 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 freated 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.
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