Press Release ca I"Ea J

RATINGS

August 11, 2022

Facilities/Instruments TS Rating Action
(X crore)

Long-term bank facilities 41.56 (Trip(l::EI'E C?Egéoslfégltinble) Assigned
Short-term bank facilities 1.23 ( AC'Ier?r E:I?;ITJ 5) Assigned
42.79
Total bank facilities (X Forty-two crore and
seventy-nine lakh only)

Details of instruments/facilities in Annexure-1.

Detailed rationale and key rating drivers

The ratings assigned to the bank facilities of V-Star Creations Private Limited (VCPL) derive strength from the vast experience
of the promoters in the business, the long track record of the company in the innerwear segment with an established brand,
and the comfortable capital structure.

The ratings are, however, constrained by the moderate scale of operations in a highly competitive segment, sales confined
largely to a single state, and the working capital-intensive nature of operations, marked by high inventory holding.

Rating sensitivities
Positive factors — Factors that could lead to positive rating action/upgrade:
e Ability of the company to scale up operations above X180 crore while maintaining a profit before interest, lease rentals,
depreciation and taxation (PBILDT) margin over 10% on a sustained basis.
e  Ability to geographically diversify the operations.

Negative factors — Factors that could lead to negative rating action/downgrade:
e Any significant delay or cost overrun in the completion of the ongoing capex.
e Increase in the leverage levels, with overall gearing ratio exceeding 1.5x.

Detailed description of key rating drivers

Key rating strengths
Vast experience of the promoters belonging to the V-Guard group: VCPL was promoted by Sheela Grace Kochouseph,

wife of Kochouseph Chittilappilly, who promoted V-Guard Industries Limited (VIL). VIL is a leading manufacturer of voltage
stabilisers, digital UPS, inverter and inverter batteries, electric water heaters, solar water heaters, domestic pumps, agricultural
pumps, etc. The day-to-day operations of VIL are overseen by Kochouseph Chittilappilly’s son, Mithun Chittilappilly Kochouseph,
who is the Managing Director. Mithun is also a Director of VCPL.

Established track record of operations: VCPL is primarily into the manufacturing and retailing of innerwear and outerwear
garments since 1996. The company started as a partnership firm in 1995, engaged in the manufacturing of ready-to-stitch
ethnic wear. Since 1996, the company manufactures innerwear and outerwear catering to women, men, and kids. The company
relies on outsourcing its manufacturing requirements, which meets around 70% of the entire production requirements.

Established brand with multiple marketing channels: VCPL has created a strong presence in Kerala for more than two
decades under the established brand name ‘V-Star’. The company’s product portfolio consists of innerwear for all genders and
the share of women’s wear in the overall mix has been steadily increasing over the years. There are 22 exclusive brand outlets
(EBOs), including 17 franchises and around 70 distributors, servicing over 5,000 multi-brand outlets (MBOs) across South India
and a pan-India presence through leading e-commerce platforms.

Comfortable capital structure and debt coverage metrics: VCPL's overall gearing stood comfortable, at 1.11x as on
March 31, 2022 (PY: 0.83x). The interest coverage ratio improved from 2.17x in FY21 to 4.32x in FY22. The total debt (TD) to
gross cash accruals (GCA) also improved to 6.3x as on March 31, 2022 (PY: 10.7x).

Key rating weaknesses
Moderate scale of operations, albeit improved during FY22: The operating income declined to 92 crore in FY21 from

%109 crore in FY20 due to COVID disruptions. However, it had increased to X125 crore in FY22 at a growth rate of 35% due to

IComplete definition of the ratings assigned are available at www.careedge.in and other CARE Ratings Ltd.’s publications
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the surge in demand post the release of the COVID lockdown restrictions. VCPL reported net losses in FY20 due to higher
promotional expenses.

Exposure to volatility in raw material prices and forex rates: VCPL purchases raw materials such as fabric, elastic, and
yarn and primarily outsources the manufacturing process. The prices of cotton fabric, the key raw material, are dependent on
the prices of cotton and yarn, which are governed by various factors such as the area under cultivation, monsoon, export quota
by the government, and international demand-supply situation, among others. Cotton fabric being the key raw material, the
ability of the company to absorb the variations in the raw material prices and pass it to the customers is key for maintaining the
profitability level.

Geographically concentrated revenue profile: The sale of products is geographically concentrated in the regions of Kerala,
which contributes around 80% of the total operating income (TOI), thereby exposing the business to risks related to state-
specific policy regulations or adverse macro-economic developments affecting consumer spending.

Liquidity: Adequate

The liquidity of the company is adequate, characterised by a sufficient cushion in accruals against the repayment obligations
and a moderate cash balance of X0.10 crore (PY: %0.01 crore) as on March 31, 2022. The inventory holding increased to 173
days in FY22 from 114 days in FY20, as the company purchased and held more raw material stock at the end of FY22 in
anticipation of increasing prices and also due to a shortage of quality raw materials. VCPL has been sanctioned with 330.10
crore of working capital limits and the average utilisation of the same stood at 79.25% for the last 12 months ended May 31,
2022. The company has availed COVID emergency loans of X6.44 crore in August 2020 for working capital requirements

Industry outlook

The Indian apparel exports, on a cumulative basis, declined by 21.1% y-o-y to US$ 12.2 billion during FY21, led by COVID
disruptions. The innerwear category is one of the high-growth categories in the apparel market and promises growth and
innovation. The product categories in women’s innerwear include brassieres, camisoles, panties, tees, nighties, shorts, etc. The
market has historically been highly fragmented, competitive, and unorganised, dominated by numerous small-scale players that
cater to around 60-65% of the total demand.

Analytical approach: Standalone

Applicable criteria

Policy on Default Recognition

Financial ratios — Non-financial sector

Liquidity analysis of non-financial sector entities
Rating outlook and credit watch

Short-term instruments

Cotton textile

Manufacturing companies

Retail

About the company

VCPL was established in 1995, in Kerala, as a partnership firm and later converted into a private limited in 1996. VCPL is
primarily into the manufacturing and retailing of innerwear and lifestyle garments for men, women, and kids under the brand
name ‘V-Star’ through exclusive brand outlets and multi-brand outlets primarily in Kerala.

Brief Financials (X crore) March 31, 2021 (A) March 31, 2022 (P) June 30, 2022 (P)
TOI 92.51 125.08 NA
PBILDT 5.28 13.21 NA
PAT 1.70 7.25 NA
Overall gearing (times) 0.83 1.11 NA
Interest coverage (times) 2.17 4.32 NA

A: Audited; P: Provisional; NA: Not available.
Status of non-cooperation with previous CRA: Not applicable
Rating history for the last three years: Please refer Annexure-2

Covenants of the rated instruments/facilities: Detailed explanation of the covenants of the rated instruments/facilities is
given in Annexure-3

Complexity level of the various instruments rated for this company: Annexure-4
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Annexure-1: Details of instruments/facilities
Date of

Size of the

Name of the Coupon Maturity Rating Assigned along

ISIN Issue . .
Instrument Issuance Rate Date (% crore) with Rating Outlook
Fund-based-Long term - Sepzt(c)a;n7ber 12.56 CARE BBB; Stable
Fund-based - LT-Cash ; - 29.00 CARE BBB; Stable
credit
Non-fund-based - ST-
Letter of credit ) ) 0.04 CARE A3+
Non-fund-based - ST- ) ) 0.09 CARE A3+
Bank guarantee
Fund-based - ST-Working ) ) 1.10 CARE A3+
capital limits

Annexure-2: Rating histo

for the last three years

Current Ratings

Rating History

Date(s) Date(s) Date(s) Date(s)
Name of the P Y— and and and
Instrument/Bank . . Rating(s) Rating(s) Rating(s) Rating(s)
Facilities Type Ol(’;s(t:::::;‘ 9 Sl assigned assigned assigned assigned
in 2022- in 2021- in 2020- in 2019-
2022 2021 2020
1. | Fund-based-Long term LT 12.56 CARE BBB; - -
Stable
Fund-based - LT-Cash CARE BBB;
2| credit LT 29.00 Stable ) )
Non-fund-based - ST-
3. Letter of credit ST 0.04 CARE A3+ - -
4, | Non-fund-based - ST- ST 0.09 CARE A3+ - -
Bank guarantee
Fund-based - ST-
> Working capital limits ST 1.10 CARE A3+ ) )

*Long term/Short term.

Annexure-3: Detailed explanation of the covenants of the rated instruments/facilities

Not applicable

Annexure-4: Complexi

level of the various instruments rated for this compan

Name of Instrument

Complexity Level

1. Fund-based - LT-Cash credit Simple
2. Fund-based-Long term Simple
3. Fund-based-ST-Working capital limits Simple
4. Non-fund-based-ST-Bank guarantee Simple
5. Non-fund-based - ST-Letter of credit Simple

Annexure-5: Bank lender details for this company

To view the lender-wise details of bank facilities, please click here.

Note on complexity levels of the rated instruments: CARE Ratings has classified instruments rated by it on the basis of
complexity. Investors/market intermediaries/regulators or others are welcome to write to care@careedge.in for any

clarifications.
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Contact us

Media contact

Name: Mradul Mishra

Phone: +91-22-6754 3596

E-mail: mradul.mishra@careedge.in

Analyst contact

Name: Naveen Kumar S

Phone: +91-0422-450 2399

E-mail: naveen.kumar@careedge.in

Relationship contact

Name: Pradeep Kumar V

Phone: +91-98407 54521

E-mail: pradeep.kumar@careedge.in

About us:

Established in 1993, CARE Ratings is one of the leading credit rating agencies in India. Registered under the Securities and
Exchange Board of India, it has been acknowledged as an External Credit Assessment Institution by the RBI. With an equitable
position in the Indian capital market, CARE Ratings provides a wide array of credit rating services that help corporates raise
capital and enable investors to make informed decisions. With an established track record of rating companies over almost
three decades, CARE Ratings follows a robust and transparent rating process that leverages its domain and analytical expertise,
backed by the methodologies congruent with the international best practices. CARE Ratings has played a pivotal role in
developing bank debt and capital market instruments, including commercial papers, corporate bonds and debentures, and
structured credit.

Disclaimer:

The ratings issued by CARE Ratings are opinions on the likelihood of timely payment of the obligations under the rated
instrument and are not recommendations to sanction, renew, disburse, or recall the concerned bank facilities or to buy, sell, or
hold any security. These ratings do not convey suitability or price for the investor. The agency does not constitute an audit on
the rated entity. CARE Ratings has based its ratings/outlook based on information obtained from reliable and credible sources.
CARE Ratings does not, however, guarantee the accuracy, adequacy, or completeness of any information and is not responsible
for any errors or omissions and the results obtained from the use of such information. Most entities whose bank
facilities/instruments are rated by CARE Ratings have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. CARE Ratings or its subsidiaries/associates may also be involved with other commercial transactions with
the entity. In case of partnership/proprietary concerns, the rating/outlook assigned by CARE Ratings is, inter-alia, based on the
capital deployed by the partners/proprietors and the current financial strength of the firm. The ratings/outlook may change in
case of withdrawal of capital, or the unsecured loans brought in by the partners/proprietors in addition to the financial
performance and other relevant factors. CARE Ratings is not responsible for any errors and states that it has no financial liability
whatsoever to the users of the ratings of CARE Ratings. The ratings of CARE Ratings do not factor in any rating-related trigger
clauses as per the terms of the facilities/instruments, which may involve acceleration of payments in case of rating downgrades.
However, if any such clauses are introduced and triggered, the ratings may see volatility and sharp downgrades.

For the detailed Rationale Report and subscription information, please visit www.careedge.in
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