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Detailed Rationale & Key Rating Drivers

CARE had, vide its press release dated September 09, 2019, placed the rating(s) of Laxmi Garments (LXG) under the ‘issuer
non-cooperating’ category as LXG had failed to provide information for monitoring of the rating. LXG continues to be non-
cooperative despite repeated requests for submission of information through e-mails, phone calls and email dated
November 12, 2020. In line with the extant SEBI guidelines, CARE has reviewed the rating on the basis of the best available
information which however, in CARE’s opinion is not sufficient to arrive at a fair rating.

Users of this rating (including investors, lenders and the public at large) are hence requested to exercise caution while
using the above rating.

The revision in the rating takes into account the non-availability of requisite information due to non- cooperation by LXG with
CARE’s efforts to undertake a review of the outstanding ratings as CARE views information availability risk as key factor in its
assessment of credit risk profile.

Detailed description of the key rating drivers

At the time of last rating on September 09, 2019 the following were the rating Strengths and weaknesses

Key Rating Weakness

Moderate profit margin

LXG is highly dependent on its key raw material i.e. yarn for production which constituted more than 60% of its total
purchase. All-inclusive manufacturing expenses scaled up to 95% of its TOI, primarily due to LXG’s dependency on outside
parties for knitting, dying, and printing. Only the stitching activity is done in-house. However, its PBILDT margin increased by
104 bps in FY15 owing to the better economies of scale post the healthy increase in its TOI.

The PAT margin also increased by 113 bps following the improvement in PBILDT margin. The Gross Cash accruals (GCA)
increased by 38% y-o-y to Rs.0.99 crore during FY15.

Moderate gearing and debt coverage indicators with sharp deterioration in FY16

The debts of the firm primarily consist of the working capital borrowings in the form of packing credit. The overall gearing
stood moderate at 1.54 times as on March 31, 2015 which improved substantially from 2.59 times as on March 31, 2014 on
account of the infusion of partners’ capital worth Rs.1.38 crore in FY15. Furthermore, the interest coverage ratio stood
moderate at 2.37 times in FY15 as against 2.04 times in FY14. The total debt to GCA also stood moderate at 5.84 years as on
March 31, 2015 against 10.14 years as on March 31, 2014.The overall gearing deteriorated significantly to 3.68 times as on
March 15, 2016 (provisional) with the decline in networth and increase in working capital borrowings which also resulted in
the moderation in its debt coverage indicators.

Working capital intensive nature of operations

Its operating cycle was moderate at 44 days in FY15, which improved from 57 days in FY14 as a result of reduction in both
inventory and average collection period. Though, there was a substantial increase in its TOIl during FY15, the inventory and
debtors reduced in absolute terms as on March 31, 2015 against previous year. However, the dependence on the working

! Complete definition of the ratings assigned are available at www.careratings.com and other CARE publications.
*Issuer Not Cooperating, based on best available information.
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capital borrowings for the day to day operations is high as indicated by the high average WC utilization of around 92% during
the last 12 months ended February 2016. The current ratio was moderate at 1.24 times as on March 31, 2015.

Presence in fragmented and competitive nature of industry

The firm operates in a highly fragmented and competitive textile industry characterized by presence of large number of large
and small players. While value additions made to fabric, which is by making them into garments, fetches a higher profit
rather than just trading. Due to large number of similar players and reliance on other entities for processes reduces its
negotiability. As a result of which its collection period is at 48 days while the credit given by its creditors is 14 days which
makes the cash cycle constrained.

Forex fluctuation risk

LXG is primarily focused on exports while it also imports accessories which accounted for less than 7% of its purchases. It
generally hedges its foreign currency receivables using a forward cover which mitigates the forex exchange fluctuation risk to
a certain extent. However, any unhedged exposure in future may result in an adverse impact on its profitability in the event
of any sharp volatility in the value of Indian rupee.

Capital withdrawal risk in partnership firm

Being a partnership firm, LXG is exposed to inherent risk of partners’ capital being withdrawn at time of personal
contingency, and firm being dissolved upon the death/retirement/insolvency of partners. However with no restrictions
placed on withdrawals as in the case of company-like structure, this partnership firm faces the risk of withdrawals of
partners. This also restricts its financial flexibility of LXG to a certain extent.

Key Rating Strengths

Experience of partners

The managing partner, Mr Subramanian, and Mr Sivakumar are engaged in the same line of business for a decade in their
individual capacities, prior to incorporating this partnership concern in 2011. The experience of promoters benefits LXG in
terms of the continuous growth in its scale of operations as indicated by a healthy compounded annual growth rate (CAGR)
of 88% in the total operating income (TOI) last two years ended FY15 (refers to the period April 1 to March 31). The installed
capacity of LXG is to produce 35 crore garments per year. While its capacity utilization was 73% in FY13, the annual
production has consistently increased at a CAGR of 95% during the last two years.

Reputed customer base

During FY15, the exports constituted around 99% of its TOI. The international brands like Peacock Stores and Maxholding
from UK and UAE respectively have been its stable customers in last three years. The stable orders from such brands provides
some assured revenue visibility to the firm in short to medium term. The supplier base is predominantly domestic as it
purchases from a small pool of players.

Modest scale of operations

Despite healthy growth in its TOI in the last two years, the scale of operations remained modest as indicated by its TOI of
Rs.30.56 crore in FY15. The increase in TOl in last two years was majorly due to increase in demand from exports.

Further, its tangible networth also stood low at Rs.3.76 crore as on March 31, 2015 which also restricted its financial
flexibility to a large extent. During FY16, till March 15, 2016, the firm has reported turnover of Rs.23.80 crore. The exports
have declined by ~ 19% yo-y, because of the dip in order book. Furthermore, the tangible networth dipped to Rs.2.35 crore
as on March 15, 2016.

Analytical Approach: Standalone

Applicable Criteria

Policy in respect of Non-cooperation by issuer
CARE's Policy on Default Recognition

Financial ratios — Non-Financial Sector

Criteria for Short Term Instruments

Rating Methodology - Manufacturing Companies

About the Firm
Incorporated in 2011, LXG is a partnership firm managed by 4 equal partners viz. Mr Subramanian N, Mrs Lakshmi S, Mr
Sivakumar S and Mrs Prema S. The day-to-day management of the firm is taken care by the managing partner Mr
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Subramanian. It is based in Tiruppur, a major textile and knit wear hub in India, and is engaged in the business of
manufacturing and exporting the readymade knitted garments.

Brief Financials (Rs. crore) FY14 (A) FY15 (A)
Total operating income 17.83 30.56
PBILDT 0.82 1.72
PAT 0.24 0.75
Overall gearing (times) 2.59 1.54
Interest Coverage (times) 2.04 2.37

*Audited

Status of non-cooperation with previous CRA: CRISIL has conducted the review on the basis of best available information and
has classified Laxmi Garments as “Not Cooperating” vide its press release dated August 20, 2020.

Any other information: Not Applicable

Rating History (Last three years): Please refer Annexure-2

Annexure-1: Details of Instruments/Facilities

Size of th
Name of the Date of Coupon Maturity szs:ue € Rating assigned along with
Instrument Issuance Rate Date Rating Outlook
(Rs. crore)
CARE B-; ISSUER NOT
- - " - - * %k ’
Fund-based - LT-Term Loan July 2021 0.31 COOPERATING*
Fund-based - ST-Bills ) ) ) 500 CARE A4; ISSUER NOT
discounting/ Bills purchasing ' COOPERATING*
CARE A4; ISSUER NOT
Fund-based - ST-EPC/PSC - - - 5.00 COOPERATING*
Non-fund-based - ST-Forward i i i 0.69 CARE A4; ISSUER NOT
Contract ' COOPERATING*
*Issuer did not cooperate; Based on best available information
**updated loan closure details remained unavailable.
Annexure-2: Rating History of last three years
Current Ratings Rating history
N f th . Date(s) &
Sr ame ofthe | Type Rating . Date(s) & Date(s) & Date(s) &
. Bank Amount Rating(s) . . .
No. | Instrument/Ban . . Rating(s) Rating(s) Rating(s)
. ilities Outstanding assigned X . . . . .
Faciliti TG in 2020- assigned in assigned in assigned in
’ 2019-2020 2018-2019 2017-2018
2021
1)CARE B; 1)CARE B; 1)CARE B+;
CARE B-;
1 Fund-based - LT- T 031 ISSUER NOT ) ISSUER NOT ISSUER NOT ISSUER NOT
" |Term Loan ' COOPERATING* COOPERATING* | COOPERATING* | COOPERATING*
(09-Sep-19) (06-Jul-18) (15-May-17)
' 1)CARE A4; 1)CARE A4; 1)CARE A4;
X ;‘i’nnsd dik;acieudnti‘:’f st | so0 I(;.ASTJIERNI‘\I’ or _ |ISSUERNOT  [ISSUERNOT  |ISSUER NOT
’ Bills purchasin & ' COOPERATING* COOPERATING* | COOPERATING* | COOPERATING*
P & (09-Sep-19) (06-Jul-18) (15-May-17)
CARE Ad: 1)CARE A4; 1)CARE A4; 1)CARE A4;
3 Fund-based - ST- ST 500 ISSUER I\iOT ) ISSUER NOT ISSUER NOT ISSUER NOT
" | EPC/PSC ) COOPERATING* COOPERATING* | COOPERATING* | COOPERATING*
(09-Sep-19) (06-Jul-18) (15-May-17)
‘ 1)CARE A4; 1)CARE A4; 1)CARE A4;
A ?ﬁ';::‘;:;gased . 0.69 ICSASTJIERA:OT ] ISSUERNOT  |ISSUERNOT  |ISSUER NOT
) Contract ’ COOPERATING* COOPERATING* | COOPERATING* | COOPERATING*
(09-Sep-19) (06-Jul-18) (15-May-17)

*Issuer did not cooperate; Based on best available information

3

CARE Ratings Limited




!!‘ 1 C&%@ Ratings

Professsanal Rk Opinsan

Annexure-3: Detailed explanation of covenants of the rated instrument / facilities-Not Applicable

Annexure 4: Complexity level of various instruments rated for this Firm

Sr. No. Name of the Instrument Complexity Level
1 Fund-based - LT-Term Loan Simple
2 Fund-based - ST-Bills discounting/ Bills purchasing Simple
3. Fund-based - ST-EPC/PSC Simple
4 Non-fund-based - ST-Forward Contract Simple

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.

Contact us
Media Contact
Mradul Mishra
Contact no. — +91-22-6837 4424
Email ID — mradul.mishra@careratings.com

Analyst Contact

Group Head Name — P.Shanti

Group Head Contact no.- 040-67937417

Group Head Email ID - p.shanti@careratings.com

Business Development Contact

Name: Pradeep Kumar

Contact no. : 044-28501001

Email ID : pradeep.kumar@careratings.com

About CARE Ratings:

CARE Ratings commenced operations in April 1993 and over two decades, it has established itself as one of the leading credit
rating agencies in India. CARE is registered with the Securities and Exchange Board of India (SEBI) and also recognized as an
External Credit Assessment Institution (ECAI) by the Reserve Bank of India (RBI). CARE Ratings is proud of its rightful place in
the Indian capital market built around investor confidence. CARE Ratings provides the entire spectrum of credit rating that
helps the corporates to raise capital for their various requirements and assists the investors to form an informed investment
decision based on the credit risk and their own risk-return expectations. Our rating and grading service offerings leverage our
domain and analytical expertise backed by the methodologies congruent with the international best practices.

Disclaimer

CARE'’s 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.
CARE’s ratings do not convey suitability or price for the investor. CARE’s ratings do not constitute an audit on the rated
entity. CARE has based its ratings/outlooks on information obtained from sources believed by it to be 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. CARE or its subsidiaries/associates may also have other commercial transactions with the entity. In
case of partnership/proprietary concerns, the rating /outlook assigned by CARE is, inter-alia, based on the capital deployed
by the partners/proprietor and the financial strength of the firm at present. The rating/outlook 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. CARE is not responsible for any errors and states that it has no financial liability
whatsoever to the users of CARE’s rating.

Our ratings do not factor in any rating related trigger clauses as per the terms of the facility/instrument, which may involve
acceleration of payments in case of rating downgrades. However, if any such clauses are introduced and if triggered, the
ratings may see volatility and sharp downgrades.

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