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*Instrument details are provided in Annexure-1

Rating action

ICRA has revised the long-term rating to [ICRA]BBB- (pronounced ICRA Triple B minus) from [ICRA]BBB (pronounced ICRA
Triple B) for the Rs. 43.50-crore (enhanced from Rs. 32.50-crore) long-term facilities of Spacewood Furnishers Private
Limited (SFPL or the company)?. ICRA has also revised the short-term rating for the Rs. 21.26-crore non-fund based limits
(reduced from Rs. 21.76 crore) to [ICRA]JA3 (pronounced ICRA A three)? from [ICRA]JA3+ (pronounced ICRA A three plus).
The outlook on the long-term rating has been revised to Negative from Stable.

Rationale

The revision in ratings considers the sharp decline in the operating profit margins of the company over the past two fiscals,
given the higher overheads required to manage the home furniture segment and its stretched receivable position. This
along with its high inventory levels has impacted the liquidity position as evidenced from SFPL’s high utilisation of working
capital limits. The revision in rating outlook also factors in the expected pressure on the company’s profitability and
liquidity position, going forward, given its high overheads and stretched receivable position. ICRA notes that a sizeable
portion of SFPL’s receivables are from its subsidiary, Modern Living Solutions (MLS), which has been stretching the
payments given its weak financial position, and timely recovery of the same will remain crucial for the improvement in its
liquidity position. Further, the ratings continue to remain constrained by the company’s weak debt coverage indicators;
vulnerability of its profitability to fluctuations in the prices of its raw materials and foreign exchange rates in the absence
of any firm hedging policy. The ratings also take note of its exposure to significant competition from the unorganised and
organised sectors and also cheaper imports, which have a significant bearing on the company’s profitability.

The rating, however, continues to factor in the extensive experience of the promoters in the furniture industry, technical
support provided by the Japan-based Sumitomo Group, which holds a 26% stake in the company through its subsidiary
Sumitomo Forestry (Singapore) Private Limited. The rating also favourably factors in the wide product portfolio of the
company as also its presence across various sales media providing visibility and its reputed and diversified customer base.

1100 lakh = 1 crore = 10 million

2For complete rating scale and definitions, please refer to ICRA's website www.icra.in or other ICRA Rating Publications
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Outlook: Negative

ICRA expects the company’s operating profitability to remain under pressure, given the high overheads required to manage
the home furniture segment. The rating may be downgraded if the company continues to report weak profitability and/or
the working capital cycle weakens further, thereby constraining the financial profile of the company. The outlook may be
revised to Stable if the financial profile is strengthened because of improved profitability and working capital cycle on the
back of faster recovery of receivables and reduction in inventory levels.

Key rating drivers

Credit strengths

Extensive experience of the promoters in the modular furniture industry; investment by the Japan-based Sumitomo
Group in the form of 26% equity stake in SFPL - SFPL was established in 1996 by Mr. Kirit Joshi and Mr. Vivek Deshpande.
Both the promoters have more than two decades of experience in the domestic modular furniture industry. The Japan-
based Sumitomo Group through its subsidiary, Sumitomo Forestry (Singapore) Company Limited (Sumitomo Forestry) in
FY2016 has invested Rs. 72.00 crore in the company acquiring ~26% stake. The investment proceeds have been used for
setting up the pre-hung door unit in technical collaboration with Sumitomo Forestry and capacity expansion with the buffer
parked in liquid mutual funds.

Diversified product profile - The company’s operations remain sub-divided into five verticals namely, office furniture /
table tops, pre-laminated boards, kitchen and pre-vinyl shutters, bedroom home furniture and doors, wherein it offers a
diverse range of products. Bedroom and home furniture sales continued to dominate SFPL’s revenue mix in FY2017 and
FY2018 (~40% of the total sales) as in FY2016 followed kitchen and PVC shutters, wherein the sales have remained almost
constant in FY2016 and FY2017 (~30% of the total sales). In FY2018, it also has forayed in the pre-hung doors segment and
has garnered ~Rs. 10.00-crore revenues from this segment.

Reputed and diversified customer profile - SFPL’s customer profile comprises reputed customers like Future Retail Limited,
Nilkamal Limited, Flipkart Limited, State Bank of India among others. The customer concentration has remained moderate
in FY2018 with the top-five customers contributing close to 35% of the revenues almost in line with FY2017 (37% of the
total revenues). The company garners revenues through various channels, such as retail outlets like Spacewood stores
(managed by Modern Living Solutions Private Limited (MLS)), Pantaloons, e-commerce platforms like Flipkart, Urban
Ladder etc which provides brand visibility. It has also entered in deferred credit advertisement with Benet Coleman and
Company Limited against equity participation in order to further increase its brand visibility.

Credit challenges

Significant decline in operating profit margins in the last three fiscals, weak debt coverage indicators - Though the
company has witnessed a moderate revenue growth in the last three fiscals, its operating profitability has been significantly
impacted because of increased overheads to manage the increasing number of warehouses along with decrease in the
share of project-based revenues, mainly from kitchen segment where margins are better as compared to retail sales. SFPL’s
operating profit margins (OPM), which were at ~11.7% in FY2015, declined sharply to 4.3% in FY2016 and 2.7% in FY2017,
respectively. As per the provisional financials for 9M FY2018, the OPM continued to remain weak and stood at 2.9%.
Accordingly, the net profit margins (NPM) have remained weak and stood at 1% in FY2017 as against 9.4% in FY2016. In
9M FY2018, the company has reported a negative profit before tax of Rs. 2.05 crore.

The company’s capital structure has remained comfortable due to its healthy net worth base, with a gearing below 1 times
ason March 31, 2017 and December 31, 2017. However, the debt coverage indicators have remained weak with an interest
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coverage of 1.3 times, total debt/OPBDITA of 7.1 times, NCA/TD of 8% as on December 31, 2017 as compared to an interest
coverage of 1.0 times, total debt/OPBDITA of 7.4 times, NCA/TD of 12% as on March 31, 2017.

Stretched receivables and high inventory levels impacting the liquidity position - SFPL working capital intensity continued
to remain high in FY2017 and 9M FY2018 as in the past and remained at 34% and 35%, respectively due to its stretched
receivables and high inventory levels. The debtor days continued to remain stretched owing to delayed payments from
some of the real estate clients and increased further to 150 days as on December 31, 2017 from 120 days as on March 31,
2017. A significant portion of the receivables are from its subsidiary MLS, which has continued to stretch the payments
given its weak financial position. MLS accounted for 34% of the total receivables as on March 31, 2017. The inventory levels
also remained on a higher side, given the high lead time involved in imports of raw material and the high stocking
requirement because of multiple SKUs in the modular furniture segment. As on December 31, 2017, the inventory levels
stood at 109 days as against 109 days as on March 31, 2017. SFPL’s liquidity position has been impacted by its stretched
receivables and high inventory levels as reflected by the high average monthly utilisation (88%) of working capital limits in
FY2018. Nonetheless, liquid investments in the form of mutual funds to the tune of Rs. 13.00 crore as on March 31, 2017
have provided some support to the liquidity.

Vulnerability of profitability to fluctuations in raw material prices and foreign exchange rates - The company remains
dependent on imports for its key raw materials (particle board and medium density fibre), as they are cheaper compared
to the domestic market. Raw material imports formed 51% of the total purchases in FY2017 as compared to 54% in FY2016.
It has minimal exports vis—a-vis significant imports, thus exposing it to foreign exchange fluctuation risks. SFPL does not
enter into forward contracts to hedge the foreign exchange fluctuation risks. Further, given the high inventory levels, its
profitability also remains vulnerable to any volatility in the prices of the key raw materials.

Intense competition mainly from the unorganised sector - Given the limited entry barriers, SFPL faces stiff competition
from the unorganised players as well as from established brands and cheap imports, which limits the profitability in the
modular furniture segment.

Analytical approach: For arriving at the ratings, ICRA has applied its rating methodologies as indicated below.
Links to applicable criteria:

Corporate Credit Rating Methodology

About the company:

SFPL was established in 1996 by Mr. Kirit Joshi and Mr. Vivek Deshpande. SFPL is primarily involved in manufacturing
modular furniture and pre-laminated boards. The company started off as a manufacturer of furniture and furniture
components for larger OEMs such as Godrej and Wipro. Over the years, SFPL has moved from being a component
manufacturer to a complete furnishing solution provider to OEMs and now directly to the end-user under its own brands.
SFPL has its manufacturing facility at Nagpur and at present, its operations are structured around five business verticals
viz, modular kitchen and shutters, home and bedroom furniture, office furniture, pre-hung doors and pre-laminated
boards. SFPL forayed into furniture retailing in 2008-2009 through the launch of its “Tru Value” brand. However, SFPL
subsequently rebranded the same as Alfa and augmented its product profile by adding modular kitchens in 2010-2011.
During 2010-2011, the company also introduced two new brands viz, Life Style Furniture and Modern Living in the premium
and luxury segment. SFPL has a 100% subsidiary named Modern Living Solutions Private Limited, which is in the business
of operating furniture showrooms. The Japan-based Sumitomo Group through its subsidiary, Sumitomo Forestry
(Singapore) Company Limited holds ~26% stake in SFPL.
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In FY2017, the company reported a net profit of Rs. 1.8 crore on an operating income (Ol) of Rs. 184.1 crore, as compared
to a net profit of Rs. 16.3 crore on an Ol of Rs. 173.2 crore in the previous year. As per the provisional financials for 9M
FY2018, SFPL has recorded an Ol of Rs. 164.7 crore and a loss of Rs. 2.0 crore at the PBT level.

Key financial indicators

FY2016 FY2017

Audited Audited
Operating Income (Rs. crore) 173.2 184.1
PAT (Rs. crore) 16.3 1.8
OPBDIT/OI (%) 4.3% 2.7%
RoCE (%) 25.0% 4.8%
Total Debt/TNW (times) 0.3 0.3
Total Debt/OPBDIT (times) 5.2 7.4
Interest coverage (times) 1.2 1.0

Status of non-cooperation with previous CRA: Not applicable
Any other information: None

Rating history for last three years:

9M FY2018
(Provisional)
164.7

-2.0
2.9%
1.7%

0.4

7.1
13

Chronology of Rating History for the

Current Rating (FY2019) Past 3 Years
Date &
Rating Date & Date &
Date in Rating in Rating in
Amount Amount &Rating FY2018 FY2017 FY2016
Rated Outstanding February October
Instrument Type (Rs. crore) (Rs. crore) May 2018 - 2017 2015
1 Cash Credit Long 43.50 - [ICRA]BBB- - [ICRA]BBB [ICRA]BBB
Term (negative) (stable) (stable)
2 Non-fund-based Short 21.26 - [ICRA]A3 - [ICRA]JA3+ [ICRA]A3+
limits Term
3 Unallocated Long - - - [ICRA]BBB [ICRA]BBB
term (stable) (stable)

Complexity level of the rated instrument:

ICRA has classified various instruments based on their complexity as "Simple", "Complex" and "Highly Complex". The
classification of instruments according to their complexity levels is available on the website www.icra.in
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Annexure-1: Instrument Details

Date of

Issuance / Coupon Maturity
ISIN No Instrument Name  Sanction Rate Date
NA Cash Credit NA NA NA
NA Non-fund-based NA NA )

limits

Amount
Rated

(Rs. crore)
43.50

21.26

Current Rating
and Outlook
[ICRA]BBB-
(negative)
[ICRA]JA3

Source: Spacewood Furnishers Private Limited.
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About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial services
companies as an independent and professional investment Information and Credit Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited
Company, with its shares listed on the Bombay Stock Exchange and the National Stock Exchange. The international Credit
Rating Agency Moody’s Investors Service is ICRA’s largest shareholder.

For more information, visit www.icra.in
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