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SMERA has assigned a short-term rating of ‘'SMERA A4’ (read as SMERA A Four) to the to the above-
mentioned bank facility of Kanchan International (KI). The rating is constrained by the firm’s small scale
of operations, moderate net profit margin, low coverage indicators and high gearing (debt-to-equity
ratio). The rating is further constrained by the firm’s exposure to foreign exchange fluctuation risk and
geographical concentration risk amidst intense competition prevalent in the garments industry.
However, the rating is supported by the firm’s experienced management.

KI, established in 1980, is a Delhi-based proprietorship firm engaged in manufacturing and export of
readymade garments. KI has small-scale operations reflected in net sale of Rs.7.87 crore in FY2012-13
(refers to financial year, April 01 to March 31). The firm’s net profit margin is moderate at 1.60 per cent
in FY2012-13. Moreover, KI's net profit (of Rs.0.13 crore in FY2012-13) is largely supported by foreign
exchange gain of Rs.0.73 crore. The firm’s interest coverage ratio is low at 1.34 times in FY2012-13. KI's
gearing (debt-to-equity ratio) is high at 3.39 times as on March 31, 2013. The firm’s profit margins are
susceptible to unfavorable changes in foreign exchange rates. Further, Kl is also exposed to geographical
concentration risk as all of the firm’s customers are based in Dubai.

KI faces intense competition from several players in the unorganized sector of readymade garments
industry. However, the firm benefits from its experienced management. Mr. K. L. Singhal, proprietor of KI,
has 33 years of experience in the readymade garments industry.

Rating sensitivity factors

e Increase in scale of operations
e Improvement in the profit margins (without any support of foreign exchange gain)
e Geographical diversification

About the firm

K], established in 1980, is a Delhi-based proprietorship firm promoted by Mr. K. L. Singhal. KI is engaged
in manufacturing and export of readymade garments.

For FY2012-13, KI reported PAT of Rs.0.13 crore on operating income of Rs.7.87 crore, as compared
with PAT of Rs.0.19 crore on operating income of Rs.13.00 crore for FY2011-12. The firm’s net worth
stood at Rs.1.15 crore as on March 31, 2013, as compared with Rs.1.02 crore a year earlier.
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