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November 29, 2019 

Varun Enterprises: Rating reaffirmed  

Summary of rating action 

Instrument* 
Previous Rated Amount  
(Rs. crore) 

Current Rated Amount 
(Rs. crore) 

Rating Action 

Fund Based facility (CC/BD) 15.50 15.50 
[ICRA]BB- (Stable); 
reaffirmed 

Total  15.50 15.50  
*Instrument details are provided in Annexure-1 

Rationale  

The rating reaffirmation of Varun Enterprises (VE) takes into account the extensive experience of the promoter and 

established track record of the firm in wires and cables trading business. The rating factors in VE’s long association with 

reputed electrical product manufacturers like KEI Industries Limited (KEI) and Indo Asian Switchgear Private Limited and 

benefit derived from being the authorised distributor in Karnataka. The rating also factors in the established relationship 

with its key customers, which provides stability to revenues, however, the receivables period remains quite stretched. 

The rating also considers firm’s healthy revenue growth in FY2019.  

The rating, however, is constrained by the firm’s modest scale of operations and low net worth, restricting operational 

and financial flexibility to some extent. The rating is also constrained by its moderate financial profile, characterised by 

thin margins (which is inherent to the trading nature of operations), weak capital structure and moderate coverage 

indicators. The margins of the firm remain exposed to raw material price fluctuations. The rating also factors in the 

intensely competitive and fragmented nature of the business, which limits the firm’s bargaining power as well as pricing 

flexibility. The rating is also constrained by the inherent risks associated with the proprietorship nature of business, 

including the risk of capital withdrawal, among others. 

The Stable outlook on the [ICRA]BB- rating reflects ICRA’s opinion that VE will continue to benefit from the extensive 

experience of its promoter in the wires and cables trading business and established relationship with its suppliers. 

Key rating drivers and their description  

Credit strengths 

Extensive experience of the promoter in the wires and cables industry – VE’s promoter, Mr. Karthik K., has experience 

of over a decade and the firm has an established presence in the wires and cables trading business. The operations of the 

firm are mainly concentrated in and around Bengaluru. VE primarily trades in various grades of low-tension cables, 

control cables and house wires.  

Long-term association with suppliers – VE is an authorised distributor of KEI, Hager Electro Private Limited, Jaquar & 

Company Private Limited and Indo Asian Switchgear Private Limited in Karnataka and has established healthy 

relationship with its suppliers over the years. The firm is a leading distributor of wires and cables for KEI during the last 

seven years and accounted for 3.8% of the company’s total retail sales in FY2018. 
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Established relationship with key customers – The firm has healthy relationship with over 300 customers, resulting in 

repeat orders, which provide stability to revenues. The major customers of the firm include reputed property developers 

and electrical contractors based out of Bengaluru. With a stretched receivables period in the last four years, timely 

realisation of payment from its customers that undertake transmission/distribution projects for state utilities remains 

critical, going forward. With a diversified customer profile, the concentration remains moderate with the top-five 

customers accounting for ~43% of revenue in FY2019. 

Improved scale of operations – The company registered a healthy revenue growth in the last three fiscals including 

FY2019. The operating income grew by 29.4% in FY2019 and 17.3% in FY2018 on account of an increase in demand from 

end user industry. 

Credit challenges 

Modest scale of operations – The firm’s existing scale of operations is modest with an operating income of Rs. 60.0 crore 

in FY2020, restricting operational and financial flexibility to some extent. The firm’s net worth base has remained modest 

owing to thin accruals over the years. 

Leverage capital structure and moderate coverage indicators – The firm’s total debt stood at 13.9 crore as on March 31, 

2019, comprising working capital borrowings, vehicle loan and channel finance. Owing to high debt levels, STPL’s gearing 

was high at 2.9 times and other coverage indicators remained weak as depicted by interest coverage of 1.8 times, DSCR 

of 1.5 times and TD/OPBITDA of 6.5 times as on March 31, 2019.  

Margins remain thin and exposed to fluctuation in raw material prices – The operating profit margin of the firm has 

been inherently low due to low value additive nature of the business. In the absence of any fixed price agreements with 

its suppliers or customers, the firm’s profitability remains vulnerable to fluctuation in raw-material prices which in turn is 

dependent on copper and aluminum prices. However, low inventory holding of the company mitigates the commodity 

price fluctuation risk to a large extent.  

Intense competition in a highly fragmented industry limits bargaining power – The wire and cable industry remain 

intensely competitive and commoditised, restricting the pricing flexibility of players operating in the industry. The 

industry is also highly fragmented with several established players, thereby limiting the firm’s bargaining power.  

Inherent risks associated with the proprietorship nature of the business – The firm is exposed to risks associated with a 

proprietorship concern including limited ability to raise capital, capital withdrawal risks besides others, that could 

adversely impact the capital structure. 

Liquidity position: Adequate 

VE’s liquidity is adequate with low term loan repayment obligation is Rs. 0.17 crore for next two fiscals. The firm has also 

availed Rs. 3.00 crore SODH facility from Syndicate Bank and the firm has a high average utilisation of 80% for the period 

covering April 2018 to March 2019. The company has also availed channel finance facility from Corporation Bank of Rs. 

12.50 crore and they are utilizing 88% of the limit as March 31, 2019. The firm’s unencumbered cash is low at Rs. 0.33 

lakhs as on March 31, 2019.  



 

 

 

 

 

3 

Rating sensitivities  

Positive triggers – ICRA could upgrade Varun’s rating if the firm demonstrates a sustained improvement in its scale and 

profitability margin while maintaining a comfortable liquidity position. Specific credit metrics that could lead to an 

upgrade of Varun’s rating include (1) Total Debt/ OPBITDA below 5 times on a sustained basis and (2) Interest coverage 

of more than 2.5 times on a sustained basis. 

Negative triggers – Negative pressure on Varun’s rating could arise if, for reasons there is a decline in revenue and 

margins and deterioration in liquidity. A weakening in interest coverage to below 1.5 times could also exert negative 

pressure on the company's rating. 

Analytical approach 

Analytical Approach Comments 

Applicable Rating Methodologies Corporate Credit Rating Methodology 

Parent/Group Support NA  

Consolidation/Standalone The rating is based on standalone financial statements 

About the company   

Incorporated in 2009, Varun Enterprises is a proprietorship concern, managed by Mr. Karthik K, who has experience of 
more than a decade in the trading business. The firm trades in cables, wires and other electrical products and is an 
authorised distributor of KEI Industries Limited, Hager Electro Private Limited, Jaquar & Company Private Limited and 
Indo Asian Switchgear Private Limited in Karnataka. Its customers primarily include electrical contractors and property 
developers based in Bengaluru. 
In FY2019, the firm reported a net profit of Rs. 0.5 crore on an operating income of Rs. 60.0 crore compared to a net 
profit of Rs. 0.7 crore on an operating income of Rs. 46.4 crore in the previous year. 

Key financial indicators (audited) 

 
FY2018 FY2019 

Operating Income (Rs. crore) 46.4 60.0 
PAT (Rs. crore) 0.7 0.5 
OPBDIT/OI (%) 4.4 3.5 
RoCE (%) 14.1 10.5 
   
Total Outside Liabilities/Tangible Net Worth (times) 3.2 3.7 
Total Debt/OPBDIT (times) 6.1 6.5 
Interest Coverage (times) 2.2 1.8 
DSCR 1.8 1.5 
Source: VE 

Status of non-cooperation with previous CRA: NA 

Any other information: None 

  

https://www.icra.in/Rating/ShowMethodologyReport/?id=602


 

 

 

 

 

4 

Rating history for past three years 

Instrument 

Current Rating (FY2020) Rating History for the Past 3 Years 

Type 
Amount 
Rated 

Amount 
Outstanding 

Rating FY2019 FY2018 FY2017 
29-Nov-
2019 

31-May-
2018 

- - 

Fund-based 
facilities (CC/BD) 

Long 
Term 

15.50 - 
[ICRA]BB- 
(Stable) 

[ICRA]BB- 
(Stable) 

- - 

Amount in Rs. crore  

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 

  

https://www.icra.in/Rating/ShowRatingPolicyReport/?id=1&type=new
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Annexure-1: Instrument details 

ISIN Instrument Name 
Date of Issuance / 
Sanction 

Coupon 
Rate 

Maturity 
Date 

Amount Rated 
(Rs. crore) 

Current Rating and 
Outlook 

NA SODH NA NA NA 3.00 [ICRA]BB-(Stable) 
NA Channel Finance NA NA NA 12.50 [ICRA]BB-(Stable) 
Source: VE 
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Analyst Contacts 

K Ravichandran 
+91 44 4596 4301 
ravichandran@icraindia.com  

R Srinivasan  
+91 44 4596 4315 
r.srinivasan@icraindia.com 

  
Aishwaryaa A 
+91 80 4922 5568 
aishwaryaa.a@icraindia.com 
 
 

Ayush Kumar Mohta 
+91 80 4922 5517 
ayush.mohta@icraindia.com 
 

Relationship Contact 

Jayanta Chatterjee 
+91 80 4332 6401 
jayantac@icraindia.com 
 

 

MEDIA AND PUBLIC RELATIONS CONTACT 

Ms. Naznin Prodhani 
Tel: +91 124 4545 860 
communications@icraindia.com   

 

 

Helpline for business queries:  

+91-9354738909 (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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ICRA Limited 

Corporate Office 
Building No. 8, 2nd Floor, Tower A; DLF Cyber City, Phase II; Gurgaon 122 002 
Tel: +91 124 4545300 
Email: info@icraindia.com 
Website: www.icra.in 
 

Registered Office 
1105, Kailash Building, 11th Floor; 26 Kasturba Gandhi Marg; New Delhi 110001 
Tel: +91 11 23357940-50 
 

Branches  

Mumbai + (91 22) 24331046/53/62/74/86/87 

Chennai + (91 44) 2434 0043/9659/8080, 2433 0724/ 3293/3294,  
Kolkata + (91 33) 2287 8839 /2287 6617/ 2283 1411/ 2280 0008,  
Bangalore + (91 80) 2559 7401/4049 

Ahmedabad + (91 79) 2658 4924/5049/2008 

Hyderabad + (91 40) 2373 5061/7251 

Pune + (91 20) 2556 0194/ 6606 9999 
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