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Mr. Brij Sharma

Joint Managing Director
RSWM Limited
Bhilwara Towers,

A-12, Sector- 1,

Noida- 201301

December 3, 2019

Kind Attn: My, Brij Sharma, Joint Managing Director

Dear Sir,
Re: Bank Loan Ratings of RSWM Limited

India Ratings and Research (Ind-Ra) has downgraded RSWM Limited’s Long-Term Issuer Rating to
‘IND A-’ from ‘IND A’. The Outlook is Negative. The instrument-wise rating actions are given below:

Fitch Group

Instrument Type Size of Issue (million) Rating/Outlook Raﬁig Ac}ion

INR6,858.4 (reduced
from INRS8,560.5)

Term loans IND A-/Negative Downgraded

Fund-based limits INRS,200 IND A-/Negative/IND Al Long-term rating
downgraded; short-term
rating affirmed
Non-fund-based limits INR1,485 IND A-/Negative/IND Al Long-term rating

rating affirmed

downgraded; short-term

Details of facilities are mentioned in the Annexure

In issuing and maintaining its ratings, India Ratings relies on factual information it receives from issuers
and underwriters and from other sources India Ratings believes to be credible. India Ratings conducts a
reasonable investigation of the factual information relied upon by it in accordance with its ratings
methodology, and obtains reasonable verification of that information from independent sources, to the
extent such sources are available for a given security or in a given jurisdiction.

The manner of India Ratings’ factual investigation and the scope of the third-party verification it obtains
will vary depending on the nature of the rated security and its issuer, the requirements and practices in the
jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and
nature of relevant public information, access to the management of the issuer and its advisers, the
availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters,
appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third
parties, the availability of independent and competent third-party verification sources with respect to the
particular security or in the particular jurisdiction of the issuer, and a variety of other factors.

Mot

India Ratings & Research Private Limited A Fitch Group Company
601-9, Prakashdeep Building, 7 Tolstoy Marg, New Delhi 110001
Tel: +91 11 4356 7230 | Fax:+91 114356 7231 | CIN/LLPIN: U67100MH1995FTC140049 | www.indiaratings.co.in
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Users of India Ratings’ ratings should understand that neither an enhanced factual investigation nor any
third-party verification can ensure that all of the information India Ratings relies on in connection with a
rating will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the
accuracy of the information they provide to India Ratings and to the market in offering documents and
other reports. In issuing its ratings India Ratings must rely on the work of experts, including independent
auditors with respect to financial statements and attorneys with respect to legal and tax matters. Further,
ratings are inherently forward-looking and embody assumptions and predictions about future events that
by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings can
be affected by future events or conditions that were not anticipated at the time a rating was issued or
affirmed.

India Ratings seeks to continuously improve its ratings criteria and methodologies, and periodically
updates the descriptions on its website of its criteria and methodologies for securities of a given type. The
criteria and methodology used to determine a rating action are those in effect at the time the rating action
is taken, which for public ratings is the date of the related rating action commentary. Each rating action
commentary provides information about the criteria and methodology used to arrive at the stated rating,
which may differ from the general criteria and methodology for the applicable security type posted on the
website at a given time. For this reason, you should always consult the applicable rating action
commentary for the most accurate information on the basis of any given public rating.

Ratings are based on established criteria and methodologies that India Ratings is continuously evaluating
and updating. Therefore, ratings are the collective work product of India Ratings and no individual, or
group of individuals, is solely responsible for a rating. All India Ratings reports have shared authorship.
Individuals identified in a India Ratings report were involved in, but are not solely responsible for, the
opinions stated therein. The individuals are named for contact purposes only.

Ratings are not a recommendation or suggestion, directly or indirectly, to you or any other person, to buy,
sell, make or hold any investment, loan or security or to undertake any investment strategy with respect to
any investment, loan or security or any issuer. Ratings do not comment on the adequacy of market price,
the suitability of any investment, loan or security for a particular investor (including without limitation,
any accounting and/or regulatory treatment), or the tax-exempt nature or taxability of payments made in
respect of any investment, loan or security. India Ratings is not your advisor, nor is India Ratings
providing to you or any other party any financial advice, or any legal, auditing, accounting, appraisal,
valuation or actuarial services. A rating should not be viewed as a replacement for such advice or
services. Investors may find India Ratings’s ratings to be important information, and India Ratings notes
that you are responsible for communicating the contents of this letter, and any changes with respect to the
rating, to investors.

It will be important that you promptly provide us with all information that may be material to the ratings
so that our ratings continue to be appropriate. The rating detailed above is valid for 12 months from the
date of this letter. Notwithstanding the above, the rating is subject to review on a continuing basis, with
formal reviews being undertaken at regular intervals of no more than 12 months. Ratings may be raised,
lowered, withdrawn, or placed on Rating Watch due to changes in, additions to, accuracy of or the
inadequacy of information or for any other reason India Ratings deems sufficient

Dol

RSWM Limited 3 December 2019
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Nothing in this letter is intended to or should be construed as creating a fiduciary relationship between
India Ratings and you or between India Ratings and any user of the ratings.

In this letter, “India Ratings” means India Ratings & Research Pvt. Ltd. and any successor in interest.

We are pleased to have had the opportunity to be of service to you. If we can be of further assistance,
please contact the undersigned at 022 — 4000 1700.

Sincerely,

India Ratings W
Devendra Kumar Pant Sunil Kumar Sinha

Senior Director Director

RSWM Limited 3 December 2019
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Annexure
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Bank facilities Amount (INRm)
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Punjab National Bank
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* Total consortium limits are INR8,411m but RSWM can avail maximum up to the ABF of INR8200m
®Total consortium limits are INR1,565m but RSWM can avail maximum up to the ABF of INR1,485m
€ Fund-based and non-fund-based working capital limits shall be interchangeable among the consortium
member banks to extent of sanctioned limits by the respective member banks, subject to the condition
that the use of neither the individual sub-limits nor the overall limits shall exceed the sanctioned

maximum permissible bank finance

Source: RSWM, Ind-Ra

RSWM Limited 3 December 2019
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A Fitch Group Company

India Ratings Downgrades RSWM to ‘IND A-; Outlook Negative

By Akash Krishnatry
03

India Ratings and Research (Ind-Ra) has downgraded RSWMLimited’s Long-Term Issuer Rating to ‘IND A’ from ‘IND A. The Outlook

DEC 2019 is Negative. The instrument-wise rating actions are given below:
Term loans - - March INR6,858.4 (reduced from|IND A-/Negative | Downgraded
2027 INR8,560.5)
Fund-based - - - INR8,200 IND A-|Long-term rating downgraded; short-term
limits /Negative/IND A1 |rating affirmed
Non-fund-based |- - - INR1,485 IND A-|Long-term rating downgraded; short-term
limits /Negative/IND A1 |rating affirmed

The downgrade follows RSWM's breach of Ind-Ra’s negative rating guideline of net adjusted leverage remaining above 4.0x beyond FY19. Ind-Ra notes the
company's lower-than-expected operating profitability in THFY20 has been a hindrance in the company's deleveraging plans despite significant non-core asset
monetisation reducing debt levels. This would result in the net adjusted leverage staying over 4x at FYE20. However, the companys further plans of non-core
asset monetisation along with operational performance improvements could help deleveraging to levels commensurate to the ratings.

The Negative Outlook reflects the uncertainty of the net adjusted leverage sustaining below 4.5xin the near-to-medium term. Ind-Ra expects market improvements
and gross margin recovery to only be gradual considering the oversupply situation and subdued demand environment in most of the product segments.

KEY RATING DRIVERS

Prolonged Weak EBITDA Performance: RS\WWMs operational EBITDAmargins remained subdued at 6% in 1HFY20 ( FY19: 6.0%, FY18: 7.7%, FY17: 10.9%) due
to a persistently weak demand environment and the increased costs of raw materials, power and other fixed costs. The denim and fabric industry has been facing
a glut, which has led to sub-optimal capacity utilisation and weak profitability for the company. Furthermore, volatile raw material prices also resulted in inventory
losses in the polyester blended yarn segment in 2HFY19. RSWMss increased costs on manpower and energy over the last two-to-three years affected its margins
amid a difficult operating environment.

High Leverage Risk: Ind-Ra’s deleveraging expectations for RSWWM would not be met over FY20 in view of the continued weak profitability. This may lead to a
continued high leverage of about 6.0x in FY20 (FY19: 8.0x, FY18: 6.6x FY17: 4.5x) if any incremental plans on debt reduction are not executed over 2HFY20.
Moreower, in such a case, the agency believes the company's net adjusted leverage could stay above 4.5xin FY21 as well. The management is working on the
monetisation of its non-core assets to reduce the debt lewvels. As envisaged in the agency's earlier review, the company already completed the sale of equity
investments of about INR1,630 million over 1HFY20. Additionally, the company has been working on the sale of different land parcels and obsolete machinery of
around INR800 million over 2HFY20-1HFY21.

Steps Taken for Operational Recovery: RS\WM has been taking measures to improve its operating profitability over the short-to-medium term. The additional 70-
metric-ton-per-day recycled polyester stable fibre capacity, which was commissioned in February 2019, would cater to about 50% of internal polyester fibre
requirements, thereby generating incremental savings and providing insulation from volatile fibre prices.

In 4QFY19, RSWM signed agreements with private players for the purchase of 17MW renewable power, generating savings of INR1-INR2/kWh. RSWM has been
increasingly trying to outsource its fabric manufacturing requirements at about half of its operating costs. Moreover, the company has been making concrete efforts
to reduce its high manpower costs by rationalising employee incentive structures and new employee hiring, as well as to increase its denim capacity utilisation
and fabric processing utilisation to better absorb fixed costs.

Liquidity Indicator - Stretched: RSWWM availed a new term loan of INR1.5 billion to improwe its liquidity position in March 2019; however, the loan covenant
manadating proceeds recieved from HEG equity sales to be completely used for pre-payment of proportionate loan may affect the liquidity position in FY21. RSWM
has debt maturities of around INRO0.9 billion in 2HFY20 and about INR1.8 billion in FY21. According to Ind-Ra, there would be no refinancing requirements over


/Indra/Analyst/Index?analystID=52&analystName=Akash Krishnatry

FY20-FY21 in case the sale of land parcels takes place as planned. Ind-Ra expects liquidity scores ((free cash flows + available/probable capex term loans +
unutilised working capital lines + proposed proceeds from the sale of investments)/debt obligations) to be adequate at about 1.3x and 1.2x in FY20 and FY21,
respectively. However, any delays in land parcel sales beyond 1HFY21 maylead to refinancing requirements of about INR250 million in FY21.

RSWMs fund-based working capital limit utilisation (about 93% during the 12 months ended September 2019) and cash and equivalents position (INR150
million at end-September 2019) have improved since the last review supported by sale of investments. RSWM's gross interest coverage remained weak at 1.4xin
THFY20 (FY19: 1.5x, FY18: 2.0x, FY17: 3.0x) though liquidity was supported by strong non-operational income from sale of assets.

Moreover, the agency expects RSWM's cash flow from operations to moderate to around INR1,300 million in FY20 (FY19: INR1,630 million, FY18: INR590 million;
FY17: INR1,250 million); however, free cash flows would strengthen to INR1,270 million in FY20 (FY19: INR100 million) as the company plans to restrict its capital
expenditure to only urgent maintenance and upgradation requirements.

Price Volatility Risk: RSWWM follows stringent provisioning norms for slow-moving debtors and inventories. Inventory risks are mitigated by the company's revised
sourcing policy, backed by an ongoing review of inventory requirements. The ratings, however, are constrained by the textile industry's inherent cyclicality in the
demand and raw material price volatility.

Group Support and Financial Aexibility: RS\WMis a part of the LNJ Bhilwara group, which gives it adequate financial flexibility to refinance its bank loans on time.
RSWMs ratings factor in the implicit support it receives from the group, as reflected in the timely asset monetisation of group investments to support the
company's fund requirements over 1HFY20. Moreover, RSWM s liquid equity investments of about INR300 million in group associate companies HEG Limited
('IND AA/Stable) along with land parcels in discussions for sale of around INR1,000 million could be used for managing liquidity. Ind-Ra would monitor measures
to liquidate non-core assets to support its deleveraging requirements in the short term.

Sound Business Profile: RSWWM's business profile and cash flow are diversified in terms of geography, customers and products. It is among India’s top three yarn
manufacturers by revenue and spindle, with an operating record of over five decades and a strong marketing network. Ind-Ra believes the ongoing profitability
issues could be resolved over the medium term and the profitability margin could rebound to healthy levels in view of RSWMs strong business profile. Moreover,
given RSWMis a part of large established LNJ Bhilwara group, the company has access to an experienced management.

RATING SENSITIVITIES
Positive: Arecoveryin the EBITDA supported by market demand improvements along with costimprovements leading to the net adjusted leverage reducing below
4.5xon a sustained basis, would lead to a Stable Outlook.

Negative: Further delays in the recovery of EBITDA and/or debt build-up leading to the net adjusted leverage staying above 4.5x beyond FY20, would lead to a
downgrade.

COMPANY PROFILE

Incorporated in 1960, RSWWMis the flagship company of the LNJ Bhilwara group. The company has plants in sixlocations in Rajasthan, with a total capacity of
445,192 spindles, 4,800 rotors, 154 looms, 25 million metres denim, 120 metric-ton-per-day of recycled polyester stable fibre, 12 million metres of fabric
manufacturing and 24 million metres of fabric processing.

RSWMs core product segment is synthetic yarn. It manufactures 100% polyester yamn, 100% viscose yarm and a large variety of blended yarn such as polyester
\Viscose, polyester acnflic, carpet file yarn, bamboo yarn, cotton melange yarn and lycra yarn.

ANANCIAL SUMMARY
R T .
Revenue (INR billion) 29.6 294

EBITDAmargin (%) 6.0 7.7

Gross interest coverage (X) 15 1.9

Net leverage (x) 8.0 6.6

Source: RSWM, Ind-Ra

RATING HISTORY



https://www.indiaratings.co.in/PressRelease?pressReleaseID=37399&title=India-Ratings-Affirms-HEG-at-%E2%80%98IND-AA%E2%80%99%2FStable%3B-Limits-Enhanced

Issuer rating Long-term - IND A-/Negative IND AlNegative IND At+/Negative IND At/Stable

Fund-based bank facilities Long-/short-term | INR8,200 | IND A-/Negative/IND A1 | IND A/Negative/IND A1 | IND A+/Negative/IND A1 | IND
A+/Stable/IND
Al+

Non-fund-based bank facilites | Long-/short-term | INR1,485 | IND A/Negative/IND A1 | IND A/INegative/IND A1 | IND A+/Negative/IND A1 | IND
At/Stable/IND
Al+

Term loans Long-term INR6858.4 | IND A-/Negative IND A/Negative IND At/Negative IND At+/Stable

COMPLEXITY LEVEL OF INSTRUMENTS

For details on the complexity levels of the instruments, please \isit https ://iwww.indiaratings.co.in/complexity-indicators.

SOLICITATION DISCLOSURES

Additional information is available at www.indiaratings.co.in. The ratings above were solicited by, or on behalf of, the issuer, and therefore, India Ratings has been
compensated for the provision of the ratings.

Ratings are not a recommendation or suggestion, directly or indirectly, to you or any other person, to buy, sell, make or hold any investment, loan or security or to
undertake anyinvestment strategy with respect to any investment, loan or security or anyissuer.

ABOUT INDIA RATINGS AND RESEARCH

About India Ratings and Research: India Ratings and Research (Ind-Ra) is India's most respected credit rating agency committed to providing India's credit
markets accurate, timely and prospective credit opinions. Built on a foundation of independent thinking, rigorous analytics, and an open and balanced approach
towards credit research, Ind-Ra has grown rapidly during the past decade, gaining significant market presence in India's fixed income market.

Ind-Ra currently maintains coverage of corporate issuers, financial institutions (including banks and insurance companies), finance and leasing companies,
managed funds, urban local bodies and project finance companies.

Headquartered in Mumbai, Ind-Ra has seven branch offices located in Ahmedabad, Bengaluru, Chennai, Delhi, Hyderabad, Kolkata and Pune. Ind-Ra is
recognised by the Securities and Exchange Board of India, the Reserve Bank of India and National Housing Bank.

India Ratings is a 100% owned subsidiary of the Fitch Group.

For more information, visit www.indiaratings.co.in.

DISCLAIMER

ALL CREDIT RATINGS ASSIGNED BY INDIARATINGS ARE SUBJECT TO CERTAIN LIMTATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIVERS BY FOLLOWING THIS LINK: HTTPS:/VWWV.INDIARATINGS.CO.IN/RATING-DEFINITIONS. IN ADDITION, RATING DEFINITIONS AND THE TERMS
OF USE OF SUCH RATINGS ARE AAILABLE ON THE AGENCY'S PUBLIC WEBSITE VWWV.INDIARATINGS.CO.IN. PUBLISHED RATINGS, CRITERIA AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. INDIA RATINGS' CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST,
AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSOAVAILABLE FROM THE CODE OF CONDUCT SECTION
OF THIS SITE.
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