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Summary of rating action

Previous Rated Current Rated
Instrument* Amount Amount Rating Action
(Rs. crore) (Rs. crore)
Fund-based -Term Loan 053 0.22 [ICRA]IB (Stable) Rgafﬁrmed; Removed from
Issuer Not Cooperating category

Fund-based - Working Capital [ICRA]B (Stable) Reaffirmed; Removed from

Facilities S0 LB Issuer Not Cooperating category

Unallocated limits 047 1.03 [ICRA]IB (Stable) Rgafﬁrmed; Removed from
Issuer Not Cooperating category

Total 6.00 6.00

*Instrument details are provided in Annexure-1

Rationale

The assigned ratings remain constrained by the company’s weak financial risk profile, characterised by modest-scale
operations, low profitability, moderate capital structure and below-average debt coverage indicators. The ratings also
factor in the vulnerability of the firm’s profitability to adverse fluctuations in raw material prices (raw cotton),
considering the inherently low value-added ginning business and the stiff industry competition. Further, it is also
exposed to regulatory risks with regard to the minimum support price (MSP), which is set by the Government. ICRA also
notes the potential adverse impact on the firm’s net worth and the gearing levels in case of any substantial withdrawal
from capital accounts, given that it is a partnership concern.

The ratings, however, continue to favourably factor in the experience of the promoters in the cotton industry and the
proximity of the firm’s manufacturing plant to raw materials.

Outlook: Stable

ICRA believes Vishwas Cotton Industries will continue to benefit from the experience of its partners in the cotton
industry. The outlook may be revised to Positive if substantial growth in revenue and profitability, and better working
capital management strengthen the financial risk profile. The outlook may be revised to Negative if the firm reports
substantial decline in scale and profitability, leading to inadequate cash accruals, or if any major capital expenditure or
capital withdrawal, or stretch in the working capital cycle weakens the capital structure and the liquidity.

Key rating drivers

Credit strengths

Experience of partners in cotton industry — Established in 2013, VCI is managed by nine partners having extensive
experience in the cotton ginning industry through their association with other entities engaged in the cotton industry,
resulting in established relationships with customers.
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Location-specific advantage - The firm benefits in terms of low transportation cost and easy access to raw cotton due to
the strategic location of the plant in the Saurashtra region of Gujarat, an area of high cotton acreage and quality cotton
crop.

Credit challenges

Weak financial risk profile characterised by modest scale and weak coverage indicators - The firm grew at 17% to Rs.
33.78 crore in FY2018 from Rs. 28.88 crore in FY2017, though the scale continues to remain moderate. The operating
margin of the firm continues to remain low, at 0.7% and 1.1% in FY2017 and FY2018, respectively, due to low value-
added operation. The capital structure remained moderate, evident from the gearing of 1.24 times as on March 31,
2018, though it improved from 1.67 times as on March 31, 2017. Low profitability and high debt level resulted in weak
debt protection metrics, with interest coverage of 1.04 times and Total Debt/OPBDITA of 6.78 times for FY2018.

Vulnerability of profitability to adverse fluctuations in raw material prices and regulatory changes - The firm’s
profitability remains exposed to fluctuation in raw material (raw cotton) prices, which depend on various factors such as
seasonality, climatic conditions, international demand and supply situations, and export policy. Further, it is also exposed
to regulatory risks with regard to the minimum support price (MSP) set by the Government.

Intense competition and fragmented industry structure - The company faces stiff competition from other small and
unorganised players in the industry, given the commoditisation and low-entry barriers, which limits its pricing flexibility
and bargaining power with customers, thereby putting pressure on its revenues and margins.

Risk associated with partnership firm - VCI, being a partnership firm, is exposed to adverse capital structure risk in case
of substantial withdrawal from its capital accounts.

Liquidity Position:

VClI’s cash flows remained positive in FY2018, following the reduction in working capital requirements. The utilisation of
the CC limit stood moderate at ~53% in the last eighteen months, from April 2017 to September 2018. The liquidity is
expected to remain adequate, supported by undrawn cash credit limits and VAT Subsidy of around Rs. 0.41 crore in
FY2019, along with absence of any major capital expenditure plans in near to medium term.

Analytical approach:

Analytical Approach Comments

Applicable Rating Methodologies Corporate Credit Rating Methodology

Parent/Group Support Not applicable
Consolidation / Standalone The rating is based on standalone financial statements of the issuer.

About the company:

Vishwas Cotton Industries was established as a partnership firm in December 2013 and is currently managed by nine
partners. It is engaged in cotton ginning and pressing to produce cotton seeds and cotton bales. The company is
equipped with 24 ginning machines and one pressing machine, having an installed capacity to produce 100 bales per day
(29780 MTPA considering 12 hours of operations per day).

In FY2018, the company reported a net profit of Rs. 0.13 crore on an operating income of Rs. 33.78 crore, as compared to
a net profit of Rs. 0.03 crore on an operating income of Rs. 28.88 crore in the previous year.
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Key financial indicators (audited)

Operating Income (Rs. crore)

PAT (Rs. crore)
OPBDIT/OI (%)
RoCE (%)

Total Debt/TNW (times)
Total Debt/OPBDIT (times)
Interest coverage (times)

FY2017  FY2018

28.88 33.78
0.03 0.13
1.72% 1.86%
3.72% 6.67%
10.02 6.78
10.02 6.78
1.81 1.61

Status of non-cooperation with previous CRA: Not applicable

Any other information: None

Rating history for last three years:

Instrument
1 Term Loan

2 Cash Credit

3 Unallocated
Limit

Chronology of Rating History for the Past 3 Years

Current Rating (FY2019)
Date & Date & Date &
Amount Date & Date & Ratingin  Rating in Rating in Rating in
Rated Amount Rating FY2018 FY2018 FY2017 FY2016
(Rs. Outstanding November
Type crore) (Rs. crore) 2018 November 2017 May 2017 - March 2016
long  0.22 0.22/ [ICRA]B [ICRA]B (Stable); [ICRA]B - [ICRA]B
Term (Stable) ISSUER NOT (Stable) (Stable)
COOPERATING*
Long 475 = [ICRA]B [ICRA]B (Stable);  [ICRA]B - [ICRA]B
COOPERATING *
long  1.03 - [ICRA]B [ICRA]B (Stable); [ICRA]B - [ICRA]B
Term (Stable) ISSUER NOT (Stable) (Stable)

AAs on September 30, 2019

COOPERATING *

*Moved to “Issuer Not-Cooperating” category based on non-submission of No Default Statement for two consecutive months.

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 Amount

Issuance / Maturity Rated Current Rating
ISIN No Instrument Name  Sanction Coupon Rate Date (Rs. crore) and Outlook
NA Term Loan FY2014 10% FY2019 0.22 [ICRA]B (Stable)
NA Cash Credit NA 10% NA 4.75 [ICRA]B (Stable)
NA Unallocated Limit NA NA NA 1.03 [ICRA]B (Stable)

Source: Vishwas Cotton Industries
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Helpline for business queries:
+91-124-2866928 (open Monday to Friday, from 9:30 am to 6 pm)

info@icraindia.com

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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kind, and ICRA in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness or completeness of any such
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or its contents
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