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Ratings1 Rating Action

Facilities/Instruments

Long term Bank CARE BB; Stable )
Facilities 32.57 (Double B; Outlook: Stable) Reaffirmed
Short term Bank CARE A4+ .
Facilities 3.00 (A Four Plus) Reaffirmed
35.57
Total Facilities (Rupees Thirty Five crore and
Fifty Seven lakhs only)

Details of instruments/facilities in Annexure-1

Detailed Rationale & Key Rating Drivers

The rating assigned to the bank facilities of Tulip Cotspin Private Limited (TCPL) are constrained on account of its moderate

scale of operations albeit with improvement in profitability, moderate capital structure and debt coverage indicators. The

rating is further constrained on account of susceptibility of profitability to volatile raw material prices and seasonality

associated with cotton industry along with presence in highly fragmented and competitive cotton yarn industry.

The ratings, however, derives strength from experienced directors, strategically located within cotton-producing belt of

Gujarat along with eligibility for fiscal benefits from the Government.

Key Rating Sensitivities

Positive factors

e Sustained growth in Total operating income (TOI) of more than 30% with PBILDT margin of more than 18% and PAT
margin of more than 3.50% on sustained basis

e Improvement in capital structure marked by below unity overall gearing on sustained basis

Negative factors
e Decline in scale of operations by more than 20% on sustained basis along with significant dip in gross cash accruals (GCA)
by 35%

e Deterioration in gearing ratio of over 3.00 times along with a deterioration in overall liquidity profile

Detailed description of key rating drivers

Key Rating Weaknesses

Moderate scale of operations albeit with improvement in profitability

During FY19 (A), TCPL’s total operating income grew by 33% and stood at Rs.89.64 crore as against Rs.67.45 crore in FY18
mainly on account of increase in demand from existing customers and addition of new customers. Operating profitability
declined during FY19 and company reported PBLIDT margin of 15.93% as against 19.39% during FY18. Lower interest outgo
on account of receipt of interest subsidy led to improvement in PAT margins from net losses during FY18 to 2.87% during
FY19. Gross cash accruals stood at Rs.9.62 crore during FY19 as against Rs.9.03 crore during FY18.

Moderate capital structure and debt coverage indicators

As on March 31, 2019 (A), capital structure of TCPL has improved marginally and stood moderate marked by an overall
gearing ratio of 1.63 times as against 1.73 times as on March 31, 2018.

Further, total debt to gross cash accruals (GCA) ratio although improved but stood moderate at 3.47 times during FY19 as
against 4.28 during FY18 on account of decline in total debt level along with increase in GCA level. During FY19, Interest
coverage ratio stood at 3.43 times as against 3.21 times in FY18.

Susceptibility of profit margins to volatility in raw material price and seasonality associated with cotton industry
Operations of cotton business are seasonal in nature, as sowing season is done during March to July and harvesting cycle
(peak season) is spread from November to February every year. Prices of raw material i.e. cotton bales are highly volatile in
nature and depend upon factors like monsoon condition, area under production, yield for the year, international demand
supply scenario, export policy decided by government and inventory carried forward of last year. This in turn also affects
demand for cotton yarn.

Presence in highly fragmented and competitive cotton yarn industry

TCPL operates in highly fragmented and unorganized market of spinning industry marked by presence of large number of
small-sized players. The industry is characterized by low entry barrier due to easy access to customers and suppliers along
with raw material from nearby location.

1Complete definitions of the ratings assigned are available at www.careratings.com and in other CARE publications
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Key Rating Strengths

Experienced directors

All the directors of the company are holding average experience of more than one and a half decades in same line of
business. Due to the vast experience in cotton processing industry, the directors have developed good relationship with
customers.

Strategically located within cotton-producing belt of Gujarat

TCPL’s plant is located in cotton producing belt of Gujarat region which is the largest producer of raw cotton in India. TCPL’s
presence in cotton producing region results in benefit derived from lower logistics expenditure (both on transportation and
storage), easy availability and procurement of raw materials at effective price and consistent demand for finished goods
resulting in sustainable revenue visibility.

Fiscal benefits from the Government

TCPL is eligible to receive various fiscal benefits from government in terms of capital subsidy, interest subsidy, power tariff
subsidy and other benefits under Technology Up-gradation Funds (TUF) scheme.

Liquidity Analysis: Adequate

Liquidity position remained adequate marked by current ratio of 3.35 times as on March 31, 2019 as against 2.01 times as on
March 31, 2018. The operating cycle also stood comfortable at 40 days during FY19 as against 21 days during FY18. Average
working capital utilization remained at 80% for trailing 12 month period ended February 2020. Cash flow from operating
activities stood comfortable at Rs.16.17 crore during FY19 as against Rs.2.01 crore during FY18 due to realization of of
current loans & advances. Further, GCA remained adequate at Rs.9.62 crore during FY19 as against scheduled term loan
repayment of Rs.3.60 crore during FY20.

Analytical approach: Standalone

Applicable Criteria

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 - Manufacturing Companies

About the company

Amreli (Gujarat)-based, TCPL is a private limited company incorporated during July 2015 by Mr. Maganbhai Parvadiya, Mr.
Chandubhai Parvadiya, Mr. Kamleshbhai Bokarvadiya, Mr. Kantilal Bokarvadiya, Mr. Jagdishbhai Finava, Mr. Pravinbhai
Finava and Mrs. Gitaben Finava. TCPL is into business of cotton spinning and operates with an installed capacity of 4889
MTPA of cotton yarn with 30s count as on March 31, 2019. The company started its operations from April 2017. Promoters of
TCPL are also directors/ promoters in their group entities namely Gujarat Ginning & Oil Industries (rated CARE B+; Stable;
Issuer Not Cooperating), Gujarat Hy-Spin Limited, Shree Umiya Cotton Ginning & Pressing Private Limited, Vinayak Cottex,
Everest Cotton, Avani Enterprise, Red Corner, Shree Umiya Trading Co, Bajrang Cotton, Anjani Industries and Ramdoot
Industries.

Brief Financials (Rs. crore) FY18 (A) FY19 (A)
Total operating income 67.45 89.64
PBILDT 13.08 14.28
PAT -1.86 2.58
Overall gearing (times) 1.73 1.63
Interest coverage (times) 3.21 3.43
A: Audited.

As per provisional 11MFY20 results, TCPL has registered a TOI of Rs.75.00 crore.
Status of non-cooperation with previous CRA: Not Applicable
Any other information: Not Applicable

Rating History (Last three years): Please refer Annexure-2
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Annexure-1: Details of Instruments/Facilities
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Name of the Date of Coupon Maturity Size of the |Rating assigned along
Instrument Issuance Rate Date Issue with Rating Outlook
(Rs. crore)
Fund-based - LT-Cash Credit - - - 5.00 CARE BB; Stable
Non-fund-based - ST-Bank - - - 3.00 CARE A4+
Guarantees
Fund-based - LT-Term Loan - - March 2025 27.57 CARE BB; 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 assigned in assigned in | assigned in
2019-2020 2018-2019 2017-2018 2016-2017
1. | Fund-based - LT- LT 5.00 CARE BB; 1)CARE BB; 1)CARE BB-; 1)CARE 1)CARE B+
Cash Credit Stable Stable Stable; BB-; Stable | (21-Sep-16)
(07-Jun-19) | ISSUERNOT | (24-Nov-
COOPERATIN 17)
G*
(20-Feb-19)
2.| Non-fund-based - ST 3.00 CARE A4+ 1)CARE A4+ 1)CARE A4; 1)CARE A4 1)CARE A4
ST-Bank (07-Jun-19) ISSUER NOT (24-Nov- (21-Sep-16)
Guarantees COOPERATIN | 17)
G*
(20-Feb-19)
3.| Fund-based - LT- LT 27.57 CARE BB; 1)CARE BB; 1)CARE BB-; 1)CARE 1)CARE B+
Term Loan Stable Stable Stable; BB-; Stable | (21-Sep-16)
(07-Jun-19) | ISSUERNOT | (24-Nov-
COOPERATIN 17)
G*
(20-Feb-19)

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
Name: Mr. Mradul Mishra
Contact no. —+91-22-6837 4424
Email ID — mradul.mishra@careratings.com

Analyst Contact

Name - Ms. Shreeda Shah

Contact no.- (079) 40265636

Email ID- shreeda.shah@careratings.com

Relationship Contact

Name: Mr. Deepak Prajapati

Contact no. : (079) 40265656

Email ID- deepak.prajapati@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
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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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