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June 05, 2024

Facilities/Instruments Amount (X crore) Rating Action
Long Term Bank Facilities 33.50 CARE BB-; Stable Assigned
Long Term / Short Term Bank Facilities 7.00 CARE BB-; Stable / CARE A4 Assigned

Details of instruments/facilities in Annexure-1.

Rationale and key rating drivers

The rating assigned to the bank facilities of Smruti Spintex Private Limited (SSPL) is constrained on account of its nascent stage
of operations, susceptibility of its profit margins to volatility in raw material prices, presence in competitive and cyclical textile
industry and stretched liquidity.

The ratings, however, derive strength from the long-standing experience of promoters in textile business, favourable plant location
and financial risk profile marked by moderate profitability, leveraged capital structure and weak debt coverage indicators.

Rating sensitivities: Factors likely to lead to rating actions
Positive factors
e Growth in the scale of operation with total operating income (TOI) above Rs.120 crore with profit before interest, lease,
depreciation and tax (PBILDT) margin 8% on sustained basis.
e Overall gearing below 2.50x on sustained basis

Negative factors
e Significant decline in TOI or Profitability.
e Any large size debt funded capex

Analytical approach: Standalone

Outlook: Stable

The outlook on the long-term rating of SSPL is “Stable” as CARE Ratings Limited (CARE Ratings) expects the entity would continue
to benefit from the extensive experience of the promoters in the industry along with location advantage with presence in cotton
ginning hub with easy access to raw materials.

Detailed description of the key rating drivers:

Key weaknesses
Nascent stage of operations

SSPL started commercial production from October 2023 month, hence it has a limited track record of operation. During first six
months of operations, it reported TOI of Rs.43.28 crore and likely to achieve around Rs.80-90 crore during FY25.

Susceptibility of profitability to volatile cotton prices

SSPL's profitability is susceptible to the movement in the prices of raw cotton which is the key raw material for production of
cotton yarn. The prices of raw cotton are volatile in nature and depend upon factors such as area under production, yield, vagaries
of monsoon, international demand supply scenario, inventory carry forward from the previous year and export quota along with
minimum support price (MSP) decided by the government. Prices of raw cotton have been volatile over last couple of years, which
translates into risk of inventory losses for the industry players.

Presence in the competitive and inherently cyclical industry

The yarn manufacturing industry is highly competitive and fragmented with the presence of large humber of players which limits
it's the pricing power. The textile industry also witnesses regulatory risks such as change in domestic and international government
policies related to subsidies or imports / exports. Also, there is stiff competition from the countries like Bangladesh, Vietnam etc.
in terms of cotton exports. Furthermore, the textile industry is inherently vulnerable to the economic cycles and sensitive to the
overall economic activities, hence, fortunes of industry players are lined to the overall underlying economic situation.

IComplete definition of the ratings assigned are available at www.careedge.in and other CARE Ratings Ltd.’s publications
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Financial risk profile marked by moderate profitability, leveraged capital structure and weak debt coverage
indicators

SSPL has moderate profitability marked by PBIDLT margin of 9.05% in FY24. However, it reported net loss of Rs.1.06 crore in
FY24 mainly owing to higher depreciation and interest charges. Gross cash accruals (GCA) remained thin at Rs.0.84 crore during
FY24.

SSPL implemented the project with total cost of around Rs.59 crore which was funded from the term loan of Rs.33.50 crore and
balance Rs.25.70 (including Rs.15 crore of equity contribution and balance in terms of unsecured loan) from the promoter
contribution.

SSPL's capital structure remained leveraged marked by overall gearing of 3.45x as on March 31, 2024. Debt coverage indicators
remained weak marked by PBILDT Interest coverage of 1.16x and total debt to GCA of 26.30 years in FY24.

Key strengths

Experienced promoters

SSPL is promoted by Mr. Trikam Patel, Mr. Sanjay Patel, Mr. Jagdish Patel, Mr. Prakash Patel and Mr. Hasmukhlal Satapara.
Promoters of the company are associated with the cotton industry for more than a decade. Presence of more than a decade in
the cotton industry has enabled them to develop a strong understanding of market dynamics and established supplier and
customer base.

Favourable location of its manufacturing unit with proximity to cotton growing region.

The manufacturing facility of SSPL is located near Surendranagar, Gujarat. Since Gujarat is India’s major cotton producing belt,
it helps SSPL to easily procure cotton from ginners in surrounding locality and offers SSPL locational advantage in terms of lower
logistics expenditure (both on the transportation and storage). It procures raw material i.e. cotton from the players in its vicinity
with part of the raw material requirement also being met from its associate namely Ekta Cotton Industries.

Liquidity: Stretched

SSPL has stretched liquidity marked by low gross cash accruals, low cash and bank balance, moderate working capital utilisation
and moderate liquidity ratios. SSPL is expected to achieve GCA of Rs.2-3 crore against which it has debt repayment obligation of
Rs.1.10 crore during FY25. It has low cash and bank balance of Rs.0.13 crore as on March 31, 2024. Cashflow from operations
was Rs.3.51 crore in FY24. Average fund-based working capital utilisation remained moderate at 47% for past eight months
ended March 2024. Furthermore, company is in process of enhancing its working capital limits by Rs.4 crore which will provide
cushion to its liquidity considering envisaged scale-up of the operations.

Applicable criteria
Definition of Default
Liquidity Analysis of Non-financial sector entities
Rating Outlook and Rating Watch
Manufacturing Companies
Financial Ratios — Non financial Sector
Short Term Instruments
Cotton Textile

About the company and industry

Industry classification

Macro Economic Indicator  Sector Industry ' Basic Industry
Consumer Discretionary Textiles Textiles & Apparels Other Textile Products

Incorporated in February 2021, Smruti Spintex Private Limited (SSPL) is promoted by Mr. Trikam Patel, Mr. Sanjay Patel, Mr.
Jagdish Patel, Mr. Prakash Patel and Mr. Hasmukhlal Satapara. Based in Dhrangdhra, Gujarat, the company has set up a spinning
mill comprising 16,416 spindles with the capacity of around 5,760 tonne per year as on March 31, 2024. The unit has commenced
its operations from October 2023.
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https://www.careratings.com/upload/pdf/get-rated/Policy%20on%20Default%20Recognition_May%202023.pdf
https://www.careratings.com/upload/pdf/get-rated/Liquidity%20Analysis%20of%20Non-Financial%20Sector%20entities_May2022%20Final.pdf
https://www.careratings.com/upload/pdf/get-rated/Rating%20outlook%20and%20rating%20watch%20_Dec%202022(21-12-22).pdf
https://www.careratings.com/upload/pdf/Rating%20Methodology%20-%20Manufacturing%20Companies%20December%202022(14-12-22).pdf
https://www.careratings.com/pdf/resources/CARE%20Ratings%E2%80%99%20criteria%20on%20Financial%20Ratios%20-%20Non%20Financial%20Sector%20-%20March%202023.pdf
https://www.careratings.com/upload/pdf/get-rated/Criteria%20for%20Short-Term%20Instruments%20-Feb%202023.pdf
https://www.careratings.com/upload/pdf/get-rated/Rating%20Methodology%20for%20Cotton%20Textile%20Manufacturing%20November%202022(30-11-22).pdf
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Brief Financials (X crore)

Total operating income 43.28
PBILDT 3.92
PAT -1.06
Overall gearing (times) 3.45
Interest coverage (times) 1.16

Prov.: Provisional; Note: ‘the above results are latest financial results available *Company has commenced its operations from October 2023.

Status of non-cooperation with previous CRA: Not Applicable
Any other information: Not Applicable

Rating history for last three years: Please refer Annexure-2

Covenants of rated instrument / facility: Detailed explanation of covenants of the rated instruments/facilities is given in

Annexure-3

Complexity level of various instruments rated: Annexure-4
Lender details: Annexure-5

Annexure-1: Details of instruments/facilities

Date of
Issuance
(DD-MM-

YYYY)

Coupon
Rate
(%)

Maturity
Date (DD-
MM-YYYY)

Name of the
Instrument

ISIN

Size of the

Issue
(X crore)

Rating Assigned along with
Rating Outlook

Fund-based - LT-

Term Loan 02/04/2032

33.50

CARE BB-; Stable

Fund-based - LT/
ST-Cash Credit

6.00

CARE BB-; Stable / CARE A4

Non-fund-based -
LT/ ST-Bank - - - -
Guarantee

1.00

CARE BB-; Stable / CARE A4

Annexure-2: Rating history for the last three years

Current Ratings

Rating History

Date(s) Date(s) Date(s) Date(s)
Name of the
Instrument/Bank Amount and and and and
Facilities Type | Outstanding Rating Ratl_ng(s) Ratl_ng(s) Ratl_ng(s) Ratl_ng(s)
(X crore) assigned assigned assigned assigned
in 2024- in 2023- in 2022- in 2021-
2025 2024 2023 2022
Fund-based - LT- CARE BB-;
1 Term Loan LT 3350 Stable ) ) ) )
Non-fund-based - CARE BB-;
2 LT/ ST-Bank LT/ST 1.00 Stable / - - - -
Guarantee CARE A4
CARE BB-;
3 g”‘cjazasgfedf/ LT/ST 6.00 Stable / - - - -
CARE A4

LT: Long term; ST: Short term; LT/ST: Long term/Short term

Annexure-3: Detailed explanation of covenants of the rated instruments/facilities — Not Applicable
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Annexure-4: Complexity level of the various instruments rated

Name of the Instrume Complexity Level
1 Fund-based - LT-Term Loan Simple
2 Fund-based - LT/ ST-Cash Credit Simple
3 Non-fund-based - LT/ ST-Bank Guarantee Simple

Annexure-5: Lender details

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

Note on the 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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Analyst

CARE Ratings Limited

E-mail: bhaumik.shah@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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