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Rating Rationale

SMERA has reaffirmed the long term rating on the Rs.84.94 crore bank facilities to ‘SMERA BBB-’
(read as SMERA triple B minus) and assigned rating of SMERA BBB-/Stable (read as SMERA
triple B minus) on the Rs.11.60 cr bank facility of Prassanna Spinning Mills Private Limited
(PSMPL). The outlook is ‘Stable’.

PSMPL, incorporated in 2006, is a Tamil Nadu-based company engaged in the manufacture of
cotton yarn and fabric. The ratings are reaffirmed on account of established track record of the
promoter in the textile industry and efficient working capital management. The rating also factors
in the improvement expected in operational metrics in FY2017 on account of the modernisation
initiatives undertaken in FY2016. However, the ratings are constrained by the moderate financial
risk profile and susceptibility of margins to fluctuations in cotton prices.

The company posted revenue of Rs. 167.95 cr in FY2015-16 (as against Rs.181.90 crore in FY2014-
15). The decline in revenues is primarily on account of drop in the realisations. This also resulted in
decline in operating margins to 4.61 per cent in FY2015-16 from 7.56 per cent in FY2014-15.

However, the revenue for nine months ended December, 2016 (provisional) is Rs.154.31 cr, an
improvement of ~18 per cent when compared to revenue of Rs.130 cr for nine months ended
December, 2015. Further, the operating margins also improved to ~6.80 per cent during the said
period. The improvement is attributed to the increase in realisations per unit owing to improved
operational efficiency after the installation of autoconer machines.

List of key rating drivers and their detailed description

Strengths:

Experienced management

Mr. S. D. Rathinasabapathy, (Managing Director) possesses an experience of around two decades in
textile industry. SMERA believes that the extensive experience of the management in the textile
industry has helped establish healthy relations with customers and suppliers.

Efficient working capital management

The company’s GCA stood at around 93 days in FY2016, a decline from 140 days in FY2015 mainly
on account of reduction in the inventory holding to 46 days in FY2016 from 97 days in FY2015. The
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inventory days depend on the expected movements in the price of cotton. Further, the average cash
credit utilisation stood moderate at around ~86 per cent from August, 2016 to January, 2017.

SMERA believes that efficient working capital management will be crucial to the company in order
to maintain a stable credit profile.

Weaknesses:

Moderate financial risk profile:

The company’s networth stood moderate at around Rs.35.36 cr as on March 31, 2016. The gearing
deteriorated to 1.65 times in FY2016 from 1.25 times in FY2015 mainly on account of addition of
debt for modernisation of textile unit. The total debt of Rs.58.37 cr as on March 31, 2016 includes
term loan of Rs.19.48 cr, unsecured loan from directors of Rs.2.46 cr, CPLTD of Rs.3.25 cr and short
term borrowing of Rs.33.18 cr.

The interest coverage ratio stood at 1.14 times in FY2016 (2.20 times in FY2015) mainly on
account of decline in operating margins to 4.61 per cent in FY2015-16 from 7.56 per cent in
FY2014-15. Further, the DSCR too stood at 1.19 times in FY2016.

SMERA believes that with improvement in operating efficiency due to modernisation of the unit,
the company is expected to register improvement in debt protection metrics in the medium term.

Susceptibility of margins to fluctuations in cotton prices

Raw cotton comprises around ~60-70 per cent of the total input cost for a yarn manufacturer. The
prices of raw cotton are highly volatile due to its dependence on several factors like government
policies, demand supply scenario, import-export and climatic conditions. Thus, exposing the
profitability margins to fluctuations in cotton prices.

Analytical approach: SMERA has considered the standalone financial and business risk profiles of
the company to arrive at the ratings.

Applicable Criteria

e Manufacturing Entities - https://www.smera.in/criteria-manufacturing.htm
e Application of Financial Ratios & Adjustments - https://www.smera.in/criteria-fin-ratios.htm

¢ Default Recognition - https://www.smera.in/criteria-default.htm

Outlook: Stable

SMERA believes that the outlook on PSMPL'’s rated facilities will remain stable over the medium term
on account of the experienced management. The outlook may be revised to ‘Positive’ in case the
company maintains strong growth in revenues and profit margins while attaining a comfortable capital
structure. Conversely, the outlook maybe revised to ‘Negative’ in case of deterioration in the capital
structure or steep decline in revenues and profit margins. Going forward, the ability of the company to
make optimum usage of the upgraded unit and improve accruals will be crucial in improving the
overall financial profile.
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About the Rated Entity

PSMPL, incorporated in 2006, is a Tamil Nadu-based company promoted by Mrs. R. Geetha and Mr.
S. D. Rathinasabapathy. The company manufactures cotton yarn (20 to 40 counts) with installed
capacity of 40,800 spindles and fabric (outsources manufacturing). The company generates around
67 per cent of revenue from sale of cotton yarn and the rest 33 per cent from fabric sale. The
overall operations are managed by Mr. S. D. Rathinasabapathy. The yarn manufacturing unit is
located in Dindigul, Tamil Nadu.

For FY2015-16, PSMPL reported net loss of Rs.0.20 cr on operating income of Rs.167.95 cr, as
compared to profit after tax (PAT) of Rs.3.38 cr on operating income of Rs.181.90 cr in FY2014-15.

Status of non-cooperation with previous CRA (if applicable): Not Applicable

Any other information: Not Applicable
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*Annexure - Details of instruments rated:
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Note on complexity levels of the rated instrument: https://www.smera.in/criteria-

complexity-levels.htm
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Rating Analyst,
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Email: reema.gangola@smera.in

ABOUT SMERA

SMERA Ratings Limited is a joint initiative of SIDBI, Dun & Bradstreet Information Services India Private
Limited (D&B) and leading public and private sector banks in India. SMERA is registered with SEBI as a
Credit Rating Agency and accredited by Reserve Bank of India. For more details, please visit www.smera.in.

Disclaimer: A SMERA 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. SMERA 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, SMERA, in
particular, makes no representation or warranty, expressed or implied with respect to the adequacy, accuracy or
completeness of the information relied upon. SMERA 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. SMERA 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.smera.in) for the latest information on any instrument rated by
SMERA.
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