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Ratings
Facilities/Instruments Amount Ratings1 Rating Action
(Rs. crore)
4918 CARE B+; Stable Revised from
Long-term Bank Facilities (reduced from 70.09) (Single B Plus; Outlook CARE BB-;
' :Stable) (Double B Minus)
- 2.50 CARE A4 )
Short-term Bank Facilities (reduced from 5.70) (A Four) Reaffirmed
CARE B+;Stable/ CARE A4 Revised from
Long/ Short-term Bank 1.10 (Single B Plus; Outlook: CARE BB-/ CARE A4
Facilities Stable/ (Double B Minus/
A Four) A Four)
52.78
Total Facilities (Rupees Fifty Two crore and
Seventy Eight lakh only)
14.01 Revised from
. . (enhanced from 12.67) . CARE B+(FD). CARE BB-(FD)
Fixed deposit [Single B Plus (Fixed . .
(Rupees Fourteen crore and Deposit)] [Double B Minus (Fixed
One lakh only) Deposit)]

Details of instruments/facilities in Annexure-1

Detailed Rationale and Key Rating drivers

The revision in the ratings assigned to the bank facilities and fixed deposits of Kandagiri Spinning Mills Limited (KSML)
factor in the deterioration in the operational & financial performance of the company marked by decline in revenues
during the past two years ended March 2017 and loss reported during FY17 (refers to the period April 1 to March 31). The
ratings are also constrained by the highly leveraged capital structure, weakening financial risk profile and debt service
parameters, high working capital intensive nature of operations and inherent volatility associated with the raw material
and its impact on profitability

The rating, however, draws support from KSML’s established track record along with the promoters’ vast experience in
the textile industry and the company’s long-standing relationship with the customers with diverse product offerings.
Going forward, ability of KSML to increase revenues, report profits, manage raw material prices and working capital
efficiently would be the key rating sensitivities

Detailed description of key rating drivers

Key Rating Weakness

Decline in operational performance during past two years with net loss reported in FY17:

The operating income declined by 46.2% to Rs.78.26 in FY17 from Rs.144.9 crore in FY16 on account of decline in
production and sales volume due to the high procurement price of cotton during the year. During FY17, the company sold
13 windmills of aggregate capacity 10.25MW for around Rs.27 crore including profit of Rs.15.45 crore from the sale of the
assets. Including the profit from the above sale of assets, the company reported loss after tax of Rs.11 crore in FY17.
KSML also reported cash loss of Rs.3.9 crore during FY17.

Weakening financial risk profile in FY16:

The net worth of the company decreased to Rs.8.3 crore as on March 31, 2017 from Rs.19.03 crore as on March 31, 2016
with losses incurred during FY17. The capital structure weakened during FY17 with overall gearing moderated to 8.04x as
on March 31, 2017 from 4.78x as on March 31, 2016.

The promoters have provided financial support to the company in the form of unsecured fixed deposits which has
increased to Rs.11.34 crore as on March 31, 2017 from Rs.10.93 crore as on March 31, 2016.

Weak liquidity position with working capital intensive nature of operations:

The working capital cycle of KSML increased from 110 days in FY16 to 146 days in FY17 with the increase in inventory
holding. The current ratio stood below unity for the past three years ended FY17 on account of larger amount of debt
maturing within the year and higher working capital borrowings. The average working capital utilization stood high at of
95% in the last 12 months ended May, 2017.

Volatile raw material prices impacting profitability:

Cotton, the key raw material consumed by KSML has exhibited high volatility in its prices in the past and in turn impacts
the profitability of the company. The purchase price per kg of cotton for the company has increased from to Rs.93/kg in
FY16 to Rs.118/kg which is 26.88% higher than FY16. The profitability of spinning mills largely depend on the prices of

'Complete definition of the ratings assigned are available at www.careratings.com and other CARE publications
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cotton and cotton yarn, which are governed by various factors such as area under cultivation, monsoon, export quota
fixed by the government, international demand-supply situation, etc.,

Key Rating Strengths

KSML’s long-standing track record and promoter’s vast experience:

KSML has a long-standing track record of operations for around four decades. The company was originally promoted by
late Mr S P Ratnam, Mr K R Manicka Mudaliar, Mr S P Sambandam, Mr L Manicka Mudaliar and Mr A Ganesa Mudaliar, all
of whom belong to the same family who were traditionally yarn merchants. Mr R Selvarajan (s/o. Mr S P Ratnam),
Managing Director, who has four decades of experience in the manufacture and trade of yarn, takes care of the day-to-
day operations of KSML. He is ably assisted by his son Mr S Vijayshankar who is the Joint Managing Director and Chief
Financial Officer of KSML.

Diverse product offerings:

The product diversity comes from the company’s manufacturing capability to produce cotton yarns in the count range of
20s to 100s catering to the market of both hosiery and weaving manufacturers. The company also produces carded,
combed, auto-coned, ring doubled, two for one (TFO), compact spun, reverse twist yarns which are customized products.
Analytical approach:

Standalone

Applicable Criteria

CARE’s methodology for manufacturing companies

Criteria on assigning Outlook to Credit Ratings

CARE’s Policy on Default Recognition

Criteria for Short Term Instruments

Financial ratios — Non-Financial Sector

Rating Methodology for Cotton Yarn Industry

About the Company

KSML was originally incorporated in 1976 in Salem, Tamil Nadu, under the name of ‘The Ammapet Sizing Mills Private
Limited’. The company took its current name in 1978 and became a public limited company in 1995. KSML is engaged in
textile spinning with an aggregate capacity of 67,338 spindles (as on March 31, 2017) spread across three units in Salem.

Brief Financials (Rs. crore) FY16 (A) FY17 (A)

Total operating income 145.0 78.3
PBILDT 9.5 (6.2)
PAT (11) (11)
Overall gearing (times) 4.78 8.04
Interest coverage (times) 0.72 (0.47)

Status of non-cooperation with previous CRA: Not Applicable
Any other information: Not Applicable
Rating History for last three years: Please refer Annexure-2

Note on complexity levels of the rated instrument: CARE has classified instruments rated by it on the basis of complexity.
This classification is available at www.careratings.com. Investors/market intermediaries/regulators or others are welcome
to write to care@careratings.com for any clarifications.

Analyst Contact
Name: Mr Harihara Subramanian C

Tel: 044-28490811
Mobile: 97899 98514
Email: harihara.subramanian@careratings.com

**For detailed Rationale Report and subscription information, please contact us at www.careratings.com

CARE has classified instruments rated by it on the basis of complexity. This classification is available at
www.careratings.com.  Investors/market intermediaries/regulators or others are welcome to write to
care@careratings.com for any clarifications.

Disclaimer

CARE’s ratings are opinions on credit quality and are not recommendations to sanction, renew, disburse or recall the concerned bank
facilities or to buy, sell or hold any security. CARE has based its ratings on information obtained from sources believed by it to be
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accurate and reliable. CARE does not, however, guarantee the accuracy, adequacy or completeness of any information and is not
responsible for any errors or omissions or for the results obtained from the use of such information. Most entities whose bank
facilities/instruments are rated by CARE have paid a credit rating fee, based on the amount and type of bank facilities/instruments.

In case of partnership/proprietary concerns, the rating assigned by CARE is based on the capital deployed by the partners/proprietor
and the financial strength of the firm at present. The rating may undergo change in case of withdrawal of capital or the unsecured loans
brought in by the partners/proprietor in addition to the financial performance and other relevant factors.

Annexure-1: Details of Instruments/Facilities

Name of the Date of Coupon Maturity Size of the Rating assigned
Instrument Issuance Rate Date Issue along with Rating
(Rs. crore) Outlook
Fund-based - LT-Term Loan - - May 2023 17.18 CARE B+; Stable
Non-fund-based - ST-BG/LC - - - 0.50 CARE A4
Fund-based/Non-fund- - - - 1.10 CARE B+; Stable /
based-LT/ST ) CARE A4
Fund-based - LT-Cash Credit - - - 32.00 CARE B+; Stable
Non-fund-based - ST-Bank - - 5,00 CARE A4
Guarantees
Fixed Deposit - 1-3 years 14.01 CARE B+ (FD); Stable
Annexure-2: Rating History of last three years
Sr. Name of the Current Ratings Rating history
No. Instrument/Bank Type Amount Rating Date(s) & Date(s) & Date(s) & Date(s) &
Facilities Outstanding Rating(s) Rating(s) Rating(s) Rating(s)
(Rs. crore) assigned in | assignedin | assignedin | assigned in
2017-2018 | 2016-2017 | 2015-2016 | 2014-2015
1. |Fund-based - LT-Term Loan LT 17.18 CARE B+; 1)CARE BB- | 1)CARE BB+ | 1)CARE BB+
Stable i (02-Aug-16) | (08-Oct-15) | (16-Oct-14)
2. [Non-fund-based - ST-BG/LC ST 0.50 CARE A4 ) 1)CARE A4 | 1)CARE A4+ | 1)CARE A4+
(02-Aug-16) | (08-Oct-15) | (16-Oct-14)
3. |[Fund-based/Non-fund- LT/ST 1.10 CARE B+; 1)CARE BB- /| 1)CARE BB+ /| 1)CARE BB+ /
based-LT/ST Stable / - CARE A4 CARE A4+ CARE A4+
CARE A4 (02-Aug-16) | (08-Oct-15) | (16-Oct-14)
4. |Fund-based - LT-Cash Credit| LT 32.00 CARE B+; 1)CARE BB- | 1)CARE BB+ | 1)CARE BB+
Stable i (02-Aug-16) | (08-Oct-15) | (16-Oct-14)
5. [Non-fund-based - ST-Letter ST 3.00 CARE A4 ) 1)CARE A4 | 1)CARE A4+ | 1)CARE Ad+
of credit (02-Aug-16) | (08-Oct-15) | (16-Oct-14)
6. [Non-fund-based - ST-Bank ST 2.00 CARE A4 ) 1)CARE A4 | 1)CARE A4+ | 1)CARE Ad+
Guarantees (02-Aug-16) | (08-Oct-15) | (16-Oct-14)
7. [Fixed Deposit LT 14.01 CARE B+ 1)CARE BB- | 1)CARE BB+ | 1)CARE BB+
(FD); - (FD) (FD) (FD)
Stable (02-Aug-16) | (08-Oct-15) | (08-Jan-15)
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