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Rating Rationale

Acuité has reaffiirmed long-term rating of ‘ACUITE BB+' (read as ACUITE double B plus) and short term
rafing of 'ACUITE A4+' (read as ACUITE A four plus) to the Rs. 38.00 crore bank facilities of AKSHERA
PAPERS (AP). The outlook is changed from ‘Stable’ to 'Negative'.

The revision in the outlook reflects steady decline in the profitability margins and cash accruals. The
cash accruals declined to Rs.8.07 crore in FY2018 against Rs.9.80 crore in FY2016. Decline in accruals are
owing to increasing fixed overheads as reflected by the dip in operating margins (OPM) and Net profit
margin (NPM). OPM and NPM deteriorated to 8.97 and 3.40 percent in FY2018 against 11.61 and 7.96
percent in FY2016. However, the rating continues to reflect AP's improving scale of operations, its
promoters' extensive experience in the paper industry and efficient working capital management.
These strengths are partially offset by moderate scale of operations, volatility in waste paper prices and
stiff competition in the kraft paper industry.

AP, established in 2001, is a Tamil Nadu-based firm promoted by Mr. K. Ramesh Krishnan and Mrs.
Uma Maheshwari. The firm is engaged in the manufacturing of Kraft paper in the range of 12 to 30
burst factor with grams per square meter (GSM) of 150 fo 300 GSM. The firm has two manufacturing
units with installed capacity of 50,750 meftric fonnes per annum. Kraft paper is used for many industrial
and commercial applications. It also has a captive power plant with capacity of 1.2 megawatt which
produces around 55 lakhs units of power perannum.

Analytical Approach
Acuité has considered the standalone business and financial risk profiles of AP to arrive at the rating.

Kev Rating Drivers

Strengths

* Extensive experience of the promoters in the paper indusiry

AP's operations are overseen by its promoters who have been involved in the Paper industry for
over two decades. The promoters' extensive experience, coupled with established relations with
suppliers, distributors, and customers have resulted in repeat orders from clients. There has been a
steady growth in scale of operations since inception supported by capacity addition, steady
increase in production, and healthy demand for kraft paper. AP has reported a healthy growth of
20 per cent in operating income to Rs.130.28 crore in FY2018 from Rs.108.20 crore in FY2017 and
registered compound annual growth rate of 11.5 per cent over the last three fiscals ended FY2018.
AP has reported revenues of Rs.105.38 crore for 9MFY2018 and the revenue profile is expected to
be in the range of Rs.135-155 crore over the medium term. Acuité believes that with diversified
clientele, experienced management and operational track record, AP continues fo enjoy the
benefit of its business risk profile over the medium term.

¢ Moderate financial risk profile

AP's financial risk profile is moderate marked by moderate capital structure (gearing), total outside
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liabilities to total net worth (TOL/TNW) and moderate debt protection meftrics. AP's gearing and TOL/TNW
are moderate at 1.64 and 2.52 times as on March 31, 2018 against 2.10 and 2.79 times as on March 31,
2017. AP's net worth is modest at Rs.21.89 crore as on March 31, 2018 as compared to Rs.19.72 crore as
on March 31, 2017. Debt protection metrics of interest coverage ratio (ICR) has partly deteriorated to
3.15 fimes in FY2018against 4.26 times in FY2017. Net cash accruals to fotal debt are moderate at
0.23 times in FY2018 in line with the past trend. AP's cash accruals are in the range of Rs.9-11 crore
against Rs.2.50 crore repayment obligations over the medium term. Acuité believes that the financial risk
profile is expected to improve marginally over the medium term supported by repayment of term loan
obligations, moderate accruals and efficient working capital management.

« Efficient working capital management

AP's working capital operations are efficiently managed as evident from Gross Current Assets (GCA)
of 91-96 days over the three years ended March 31, 2018, driven by efficient receivables (45-65 days)
and prudent inventory (26-44 days) respectively. Further, its working capital requirement is supported
by creditors (43-67 days). The bank limit of Rs.15.50 crore was utilised at an average of around 85
percent over the 6 months ended December 2018. Acuité believes that AP's operation continues to
be efficiently managed by moderate net worth, efficient collection mechanism and in fime
inventory levels.

Weaknesses

» Susceptibility of operating margin to voldtility in raw material prices and cyclicality in the economy
Kraft paper is used primarily for packaging by varied end-user industries. The demand for packaging
paper is subject to cyclicality in the economy. The firm produces kraft paper by recycling waste
paper, which is mainly procured from domestic sources and a small portion is imported. The firm's
profitability is likely to remain susceptible to volatility in the prices of waste paper. Furthermore, the
industry is highly fragmented and intensely competitive. The key raw material i.e. waste paper prices
have been highly volatile in the past resulted in decline in OPM fo 8.97 percent in FY2018 against 11.61
percent in FY2016 and Net profit margin (NPM) deteriorated to 3.40 percent in FY2018 against 7.96
percent in FY2016. Acuité believes that the operating margin is likely to remain susceptible to
volatility in raw material prices and cyclicality in the economy over the medium term.

* Moderate scale of operations

Despite stable revenue growth over the past three fiscals, the scale remains moderate as reflected in
revenue of around Rs.130.38 crore in FY2018, furtherits revenues are estimated at Rs.135.00 crore in
FY 2019. Scale of operations remains moderate with revenue profile at around Rs.140-160 crore over
the medium term, restricted by the capacity which is highly utilised at about 92 per cent.

Liquidity Position:

AP has moderate liquidity marked by moderate net cash accruals though partly constrained by
moderate bank limit utilisation. AP has reported cash accruals of Rs.8.07 crore, while its maturing debt
obligations are about Rs.2.50 crore in FY2018. The cash accruals of the AP’s are estimated to
remain at around Rs.9-11 crore during 2019-21, against which its repayment obligations are about
Rs.2.50 crore during 2019-21. Utfilisation of its bank limits at over 85 percent for six months through
December 2018. The current ratio is weak stood at below 1.00 past three years through March 31,
2018. Acuité believes that the liquidity of AP'sis likely to remain moderate over the medium term.

Outlook: Negative

Acuité believes that AP's operations continue to moderate in the liquidity, weak current ratio and
volatile profit margins. The ratings may be downgraded in case of further decline on its liquidity or
any significant volatility in profitability margins. Conversely, the outlook may be revised to 'Stable' in
the event of the company reporting significantly better than expected cash accruals while
improving the revenues The ouflook may be revised fo 'Stable' in case of higher-than-expected
improvement in revenues and accruals, while improving its profitability margins and working capital
management.

About the Rated Entity - Key Financials

Unit FY18 (Actual) FY17 (Actual) FY16 (Actual)
Operating Income Rs. Cr. 130.38 108.27 104.73
EBITDA Rs. Cr. 11.69 11.88 12.16
PAT Rs. Cr. 4.43 6.55 8.33
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EBITDA Margin (%) 8.97 10.98 11.61
PAT Margin (%) 3.40 6.05 7.96
ROCE (%) 13.78 17.62 48.23
Total Debt/Tangible Net Worth Times 1.64 2.10 2.75
PBDIT/Interest Times 3.15 426 4.77
Total Debt/PBDIT Times 3.03 3.44 2.68
Gross Current Assets (Days) Days 96 92 91

Status of non-cooperation with previous CRA (if applicable)
None

Any other information

None

Applicable Criteria
¢ Default Recognition - hitps://www.acuite.in/criteria-default.ntm

* Manufacturing Entifies - hitps://www.acuite.in/view-rating-criteria-4.htm
* Financial Ratios And Adjustments -https://www.acuite.in/view-rating-criteria-20.htm

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

Rating History (Upto last three years)

Name of Instrument /
Date Facilities Term Amount (Rs. Cr.) Ratings/Outlook
. ACUITE BB+ / Stable
Cash Credit Long Term 15.50 (Upgraded)
ACUITE BB+ / Stable
Term Loan Long Term 2.08 (Upgraded)
Term Loan Long Term 11.52 ACUITE B.B+ / Stable
23-Nov-2017 ,iésslﬁg /eA\i)
- - . +
Letter of Credit Short Term 4,75 (Reaffirmed)
. ACUITE BB+ / Stable
Proposed Cash Credit Long Term 415 (Assigned)
. ACUITE BB / Stable
Cash Credit Long Term 13.50 (Upgraded)
ACUITE BB / Stable
09-Dec-2014 Term Loan Long Term 6.00 (Upgraded)
Letter of Credit Short Term 4.75 @%gggdgg;
ACUITE B+ / Stable
Term Loan Long Term 6.00 (Assigned)
. ACUITE A4
05-AUg-2015 Letter of Credit Short Term 4.75 (Reaffirmed)
. ACUITE B+ / Stable
Cash Credit Long Term 13.50 (Reaffimed)
Cash Credit Long Term 7.50 ACUITE B+ / Stable
(Assigned)
Term Loan Long Term 0.88 ACUITE E.H / Stable
(Assigned)
06-Jan-2014 Bills Discounting Short Term 0.20 CA\CS:sliJlgTrEeg\)Af
Letter of Credit Short Term 4.75 CA\ESLljlngE eg\?
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Name of the Date of Coupon Maturity Size of the Issue .
Facilities Issuance Rate Date (Rs. Cr.) Ratings/Outiook
: Not Not Not ACUITE BB+ /
A .
Cash Credit Applicable | Applicable | Applicable 15:50 (Reaffirmed, Outlook
revised to Negative)
. ] Not Not Not 0.45 ACUITE BB+ /
erm toan Applicable | Applicable | Applicable ) (Regfflrmed, OU“'OOK
revised to Negative)
T L Not Not Not 8.79 ACUITE BB+ /
erm toan Applicable | Applicable | Applicable ’ (Reqfﬂrmed, OU“.OOk
revised to Negative)
Proposed Long Not Not Not ACUITE BB+ / Negative
Term Lon Applicable Applicable | Applicable 4.16
g pp pp pp (Assigned)
Proposed Cash Not Not Not 415 ACUITE BB+ /
Credit Applicable | Applicable | Applicable ’ (Re,off'rmedf OU“.OOK
revised to Negative)
. Not Not Not * ACUITE Ad+
Lefter of Credit Applicable Applicable | Applicable 475 (Reaffirmed)

Alncludes Sub limit of OCC to the tune of Rs. 3.50 crore from Tirupur OBS Branch and Rs. 0.25 crore from Sathyamangalam Branch.

*Includes Sub limit of FLC/ILC to the tune of Rs. 2.50 crore from Tirupur OBS Branch
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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-II
norms in the year 2012. Since then, it has assigned more than 6,000 credit ratings to various securities,
debft instfruments 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 intended fo 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 orimplied 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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