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Rating Rationale 15 Dec 2020

Arthanari Loom Centre (Textile) Pvt Limited

Brickwork Ratings reaffirms the ratings for the Bank Loan Facilities of Rs.134.85 Crores of
Arthanari Loom Centre (Textile) Pvt Ltd (‘ALCTPL’ or the ‘Company’)

Particulars
%mocunt Ratings’
Facilities** (Rs. Crs) Tenure .
Previous | Present EEYIOHS Present
(November 2019)
Fund Based
Cash Credit | ~000 | 3000
BWR BBB/Stable
BWR BBB/Stabl
Term Loan 54.93 66.82 Ifgﬁi able Reaffirmed
WCTL - 10.00
FITL - 2.12
COVID-19 ) 475
loan
PCFC (8.50) (8.50)
FBDN/EBR | (1.00) (1.00)
Non Fund Based
Bank (1.00) | (1.00)
Guarantee BWR A3
Short BWR A3 Reaffi d
etter of (13.39) (13.39) Term catlirme
Credit ) )
Foryard 1.16 1.16
Contract
Total 108.89 | 134.85 [Rupees One Hundred And Thirty Four Crores And
Eighty Five Lakhs Only

** Annexure I provides details of the credit facilities ; *Please refer to BWR website www.brickworkratings.com/ for definition of
the ratings;
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Rating Action/Outlook

The reaffirmation of ratings factors the consistent operational and financial performance of the
company, long operational track record and extensive experience of the promoters,diversified
customer and supplier base & locational advantage, and moderate financial risk profile.
However, the ratings remain constrained by susceptibility to profitability to volatility in raw
material prices, intense competition in industry and regulatory requirements

The ‘Stable’ outlook indicates a low likelihood of rating change over the medium term. The
outlook may be revised to Positive if the company reports better-than-estimated growth in its
operations and profitability while maintaining its credit risk profile.

The outlook may be revised to Negative if significant decline in revenue, profitability margins,
further elongation of working capital cycle or further slowdown of business operations due to
COVID-19

Key Rating drivers
Credit Strengths:

o Established operational track record and experienced promoters: The promoters have
over two decades of experience in manufacturing of fabrics. The Company is engaged in
manufacturing of yarn dyed fabrics and indigo fabrics. It also has a captive windmill of
1.25 MW for internal consumption. The Company has installed capacity of 233 looms
with production capacity of 285 lakh metres per annum of fabrics as on 31Mar2020. It has
state of the art cotton yarn dyeing plant, denim dyeing plant, fabric weaving facilities with
modern airjet looms and hi-tech fabric process house in its manufacturing unit. The
established presence in the market over a long period and promoters’ understanding of the
industry dynamics are beneficial for the Company’s business. Also, the promoters have
the ability to contribute to the business through long term unsecured loans as and when
needed.

e Diversified customer and supplier base and locational advantage: The Company has
limited customer and supplier concentration risk as the sales and purchases are not
concentrated enough with a few customers/suppliers so as to have an adverse affect on
business due to business problems of any customers/suppliers. The manufacturing unit is
located in Tamil Nadu which is one of the main cotton yarn producing states in India. The
Company sources the cotton yarn from Tamil Nadu and Andhra Pradesh and dyes and
chemicals from within Tamil Nadu.

e Financial performance: In FY20, operating income remained relatively flat at
Rs.319.72Crs as against Rs.326.76Crs in FY19. Operating income is derived from sale of
fabrics. Approximately 81% of total revenue is derived from domestic sales and the
remaining is export of fabrics. Tangible Net Worth improved from Rs.82.15 crs as on
March 31, 2019 to Rs.87.65Crs as on March 31, 2020 on account retention of profit.
Gearing improved from 1.71 times in FY19 to 1.45 times in FY20. ISCR is moderate at
2.96 times in FY19 and 2.81 times in FY20 . DSCR is moderate at 1.44 times in FY19

www.brickworkratings.com page 2 of 9


http://www.brickworkratings.com/

KHot, °
B rickV\forkE

and 1.28 times in FY20. Operating Profit margin declined marginally from 12.91% in
FY19 to 11.69% in FY20 on account of increase in manufacturing overhead expenses. Net
profit margin remained flat in FY20 at 1.72% as against 1.78% in FY19. Current ratio is
moderate at 1.13 times as on March 31, 2020.

Credit Constraints:

e Susceptibility of profitability to volatility in raw material prices: The profitability
of textile fabrics business is directly correlated to variations in the prices of the yarn.
The Company mainly uses cotton and rayon yarn. Cotton yarn’s price varies with the
price of cotton which is affected by agro-climatic conditions, Minimum Support Price
(MSP) decided by the Central government and the demand from raw cotton export
market. The rayon yarn is imported from Indonesia as and when needed, which makes
it susceptible to the foreign exchange fluctuations. The Company’s profitability is
vulnerable to the volatility in raw material prices as raw material cost comprises
roughly 50-55% of the annual net sales. Given the intense margin based competition
of incumbents in the industry, the Company has limited pricing power to pass on the
increase in input costs to the customers. So, any upside volatility of raw material
prices can adversely affect the profitability of the Company.

e Intense competition in industry: The domestic fabric industry is highly fragmented,
consisting of both organized and unorganized sectors. The organised players face
tough competition from unorganised players on account of the wider variety of
products offered by the latter. Due to the high competition, any variation in input cost
hits the margins due to limited flexibility to pass on that cost to the customers. In this
scenario, the Company needs to rely on an increase in scale of operations,
augmentation of sales volume, diversification and moving up the value chain, long
term contracts with buyers and suppliers and establishment of its brand in the market
to win over its competition.

e Regulatory requirements: The process of fabric manufacturing consists of various
processes such as bleaching, dyeing and printing which use chemicals at various
stages, and the waste emanating out of them has to be disposed carefully to prevent
harm to geological ecology.Adherence to statutory requirements and pollution control
measures adds to the overall cost of operations. The Company has full-fledged
Effluent Treatment Plant and has also recently enhanced capacity at a cost of Rs. 18.00
Crs. during FY18 which purifies wastewater from its process and recycles 99.5% of
water used by it.

Analytical Approach

BWR has adopted a standalone approach while arriving at the ratings and applied its rating
methodology as detailed in the Rating criteria below (hyperlinks provided at the end of this
rationale). The Company has over 65% investment in three partnership firms: A.P. Textiles,
Pushpam Textiles and Aadithya Textiles. The Company does not prepare consolidated financials
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based upon legal opinion and its board’s interpretation of Section 129(3) of the Companies Act,
2013

Rating Sensitivities

Positive:
e  Sustained improvement in scale of operations
e  Prudent working capital management to improve liquidity profile and profitability metrics

Negative :
e  Deterioration in scale of operations
e  Specific credit metrics that could lead to a downgrade of ALCTPL rating include gearing
above 2.00 times and ISCR and DSCR less than 1.00 times on a sustained basis

Liquidity - Adequate:

Working capital utilisation is ~ 85% and the company has limited access to additional fund based
facilities. Current ratio is moderate at 1.13 times as on March 31, 2020. Cash and Cash
Equivalents were moderate at Rs.4.51Cr as on March 31 2020 . Debt repayment is in the range of
around Rs.7.87Crs for FY21 BWR estimates the cash accruals of the company to be in the range
of Rs.24Crs to Rs.25Crs in FY21 which would be sufficient to meet the debt obligations. BWR
notes that the company had availed the moratorium benefits from its lender which is expected to
provide short term liquidity support to the company. Post moratorium, the company has been
regularly servicing its interest/principal obligations.

About the Company:

Arthanari Loom Centre (Textile) Pvt Ltd was incorporated in 1991 at Salem, Tamil Nadu. The
Company is engaged in manufacturing of yarn dyed fabrics and indigo fabrics. Its factory is
located at Erumapalayam Post, Salem. Electronically cleared, spliced and autoconed cotton
combed/compact yarn from 5s to 80s and 2/20s to 2/100s are the major raw materials used by the
Company besides the rayon yarn and dyes and chemicals. The plant has cotton yarn dyeing plant,
denim dyeing plant, fabric weaving facilities with modern airjet looms and hi-tech fabric process
house. The plant has installed capacity of 233 looms with production capacity of 285 lakh metres
per annum as on 31Mar2020. The Company has a captive wind mill with installed capacity of
1.25 MW for internal consumption purpose. Further, the company is planning to set up a 12 MW
Solar Project. The generated solar power will be utilized for captive consumption.The cost of the
project is estimated around Rs.46Crores. The first phase of the project is expected to be
completed on or before 31 Mar 2021. The project is carried out in two phases 6MW each phase.
Project cost for each phase is roughly Rs.23.00Crs. Out of Rs.46Crs, funding from HDFC Bank
will be Rs.33Crs. For the first phase HDFC bank had already sanctioned Rs.16.50Crs for erection
of 6MW.Overall the project is expected to provide power cost saving of Rs12Crs per annum
(RsICr per MW) .

The Company has investments in three partnership firms: M/s A. P. Textiles (65% share), M/s
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Pushpam Textiles (65% share) and M/s Aadhithya Textiles (90% share). The Company is
promoted by Mr. Arthanari Alagarasan and his family members. The Board of Directors consists
of Mr. Arthanari Alagarasan (Managing Director), Mrs. A Pushpa (Dy. M.D.), Mr. A Aadhithya
(Joint M. D.) and Mrs. D. Naga Aarthhi (Director).

Particulars 31 Mar 2018 31 Mar 2019 | 31 Mar 2020
Audited Audited Audited

Total Operating Income Rs. Cr 297.52 326.76 319.72
EBIDTA Rs. Cr 40.49 42.19 37.37
Profit After Tax Rs. Cr 9.21 5.83 5.49
Tangible Net Worth Rs. Cr 76.32 82.15 87.65
\T;’g‘;tlhDebt + Tangible Net Times 2.01 1.71 1.45
Current Ratio Times 1.08 1.06 1.13

Key Covenants of the facility rated: The terms of sanction include standard covenants normally

stipulated for such facilities.

Status of non-cooperation with previous CRA - NA
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Rating History for the last three years [including withdrawal and suspended]
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Current Rating . .
- (December 2020) Ratings History
Facilities** Amount 21 Aug

Type (Rs. Cr) Ratings 15 Nov 2019 |08 Nov 2018 2017
Fund Based
Cash Credit 50.00

Long
Term Loan Term 66.82 Bwlizlé?fetgble BWR BBB/Stablel BWR BWR
WCTL 10.00 BBB/Stable (BBB/Stable
FITL 2.12
COVID-19 475
loan
PCFC (8.50)

Short
FBDN/EBR Term (1.00)
Non Fund Based
BG (1.00)

BWR A3 BWR A3
LC (13.39) Reaffirmed BWR A3 BWR A3
Forward Short
Contract - Term 1.16
CEL
Total Rs.134.85 |(Rupees Three Hundred Forty Two Crores And Fifty lakhs Only)

Note: Initial rating of BWR BBB/Stable /A3 was assigned on 30 Aug2016;
Complexity Levels of the Instruments:

For more information, visit www.brickworkratings.com/download/ComplexitylLevels.pdf

Hyperlink/Reference to applicable Criteria

o General Criteria

e Approach to Financial Ratios
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Analytical Contacts
G.K.arthlck Parvathavardhini Natarajan
Ratings Analyst IAssociate Director - Ratings
B: +91 80 4040 9940 B: 4914424663326
Ext: 342 arvathavardhini.n.@brickworkratings.com
karthick.g@brickworkratings.com pary v o W *
1-860-425-2742 I media@brickworkratings.com
Arthanari Loom Centre (Textile) Pvt Ltd - Annexure I
Bank Loan Facilities
SIN N ¢ the bank Facili Long Term Short Term Total
o.| Name of the ban acility (Rs Crs) (Rs Crs) (Rs Crs)
Cash Credit 50.00 - 50.00
TL 26.07 - 26.07
FITL 2.12 - 2.12
COVID-1 475 : 475
oan
PCFC - (8.50) (8.50)
1 SBI Commercial
Branch’ Erode FBDN/EBR - (l 00) (100)
LC - (10.00) (10.00)
One Time
Capex LC - (3.39) (3.39)
BG - (1.00) (1.00)
Forward i 1.16 1.16
contract
Syndicate Bank,
2 Fairlands Branch, Term Loan 24.25 - 24.25
Salem
Term Loan 16.50 - 16.50
HDFC Bank, Fairlands -
3 Branch, Salem Workmg
capital Term 10.00 - 10.00
Loan
Total : Rupees One Hundred And Thirty Four Crores And Eighty Five
134.85
Lakhs Only
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For print and digital media The Rating Rationale is sent to you for the sole purpose of dissemination through your
print, digital or electronic media. While it may be used by you acknowledging credit to BWR, please do not change
the wordings in the rationale to avoid conveying a meaning different from what was intended by BWR. BWR alone
has the sole right of sharing (both direct and indirect) its rationales for consideration or otherwise through any print or
electronic or digital media.

About Brickwork Ratings : Brickwork Ratings (BWR), a Securities and Exchange Board of India [SEBI] registered
Credit Rating Agency and accredited by Reserve Bank of India [RBI], offers credit ratings of Bank Loan, Non-
convertible / convertible / partially convertible debentures and other capital market instruments and bonds,
Commercial Paper, perpetual bonds, asset-backed and mortgage-backed securities, partial guarantees and other
structured / credit enhanced debt instruments, Security Receipts, Securitisation Products, Municipal Bonds, etc. BWR
has rated over 11,400 medium and large corporates and financial institutions’ instruments. BWR has also rated
NGOs, Educational Institutions, Hospitals, Real Estate Developers, Urban Local Bodies and Municipal Corporations.
BWR has Canara Bank, a leading public sector bank, as one of the promoters and strategic partner. BWR has its
corporate office in Bengaluru and a country-wide presence with its offices in Ahmedabad, Chandigarh, Chennai,
Hyderabad, Kolkata, Mumbai and New Delhi along with representatives in 150+ locations.

DISCLAIMER : Brickwork Ratings India Pvt. Ltd. (BWR), a Securities and Exchange Board of India [SEBI]
registered Credit Rating Agency and accredited by the Reserve Bank of India [RBI], offers credit ratings of Bank
Loan facilities, Non- convertible / convertible / partially convertible debentures and other capital market instruments
and bonds, Commercial Paper, perpetual bonds, asset-backed and mortgage-backed securities, partial guarantees and
other structured / credit enhanced debt instruments, Security Receipts, Securitisation Products, Municipal Bonds, etc.
[hereafter referred to as “Instruments”]. BWR also rates NGOs, Educational Institutions, Hospitals, Real Estate
Developers, Urban Local Bodies and Municipal Corporations.

BWR wishes to inform all persons who may come across Rating Rationales and Rating Reports provided by BWR
that the ratings assigned by BWR are based on information obtained from the issuer of the instrument and other
reliable sources, which in BWR’s best judgement are considered reliable. The Rating Rationale / Rating Report &
other rating communications are intended for the jurisdiction of India only. The reports should not be the sole or
primary basis for any investment decision within the meaning of any law or regulation (including the laws and
regulations applicable in Europe and also the USA).

BWR also wishes to inform that access or use of the said documents does not create a client relationship between the
user and BWR.

The ratings assigned by BWR are only an expression of BWR’s opinion on the entity / instrument and should not in
any manner be construed as being a recommendation to either, purchase, hold or sell the instrument.

BWR also wishes to abundantly clarify that these ratings are not to be considered as an investment advice in any
jurisdiction nor are they to be used as a basis for or as an alternative to independent financial advice and judgement
obtained from the user’s financial advisors. BWR shall not be liable to any losses incurred by the users of these
Rating Rationales, Rating Reports or its contents. BWR reserves the right to vary, modify, suspend or withdraw the
ratings at any time without assigning reasons for the same.

BWR’s ratings reflect BWR’s opinion on the day the ratings are published and are not reflective of factual
circumstances that may have arisen on a later date. BWR is not obliged to update its opinion based on any public
notification, in any form or format although BWR may disseminate its opinion and analysis when deemed fit.

Neither BWR nor its affiliates, third party providers, as well as the directors, officers, shareholders, employees or
agents (collectively, “BWR Party”) guarantee the accuracy, completeness or adequacy of the Ratings, and no BWR
Party shall have any liability for any errors, omissions, or interruptions therein, regardless of the cause, or for the
results obtained from the use of any part of the Rating Rationales or Rating Reports. Each BWR Party disclaims all
express or implied warranties, including, but not limited to, any warranties of merchantability, suitability or fitness
for a particular purpose or use. In no event shall any BWR Party be liable to any one for any direct, indirect,

www.brickworkratings.com page 8 of 9


http://www.brickworkratings.com/

S 2.0 SV

L;jrickvgorlg*
'p“’ TN C’%

incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or
losses (including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of
any part of the Rating Rationales and/or Rating Reports even if advised of the possibility of such damages. However,
BWR or its associates may have other commercial transactions with the company/entity. BWR and its affiliates do
not act as a fiduciary.

BWR keeps certain activities of its business units separate from each other in order to preserve the independence and
objectivity of the respective activity. As a result, certain business units of BWR may have information that is not
available to other BWR business units. BWR has established policies and procedures to maintain the confidentiality
of certain non-public information received in connection with each analytical process.

BWR clarifies that it may have been paid a fee by the issuers or underwriters of the instruments, facilities, securities
etc., or from obligors. BWR’s public ratings and analysis are made available on its web site,
www.brickworkratings.com. More detailed information may be provided for a fee. BWR’s rating criteria are also
generally made available without charge on BWR’s website.

This disclaimer forms an integral part of the Ratings Rationales / Rating Reports or other press releases, advisories,
communications issued by BWR and circulation of the ratings without this disclaimer is prohibited.

BWR is bound by the Code of Conduct for Credit Rating Agencies issued by the Securities and Exchange Board of
India and is governed by the applicable regulations issued by the Securities and Exchange Board of India as amended
from time to time.
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