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Ahmed Oriental Textile Mills Limited (AOTML)
OVERVIEW OF
THE
INSTITUTION
Ahmed Oriental Textile
Mills Limited (AOTML)
was incorporated in November
1989 as a public limited
company and was listed on
Karachi Stock Exchange
(KSE and Lahore Stock
Exchange (LSE). Following
the request of the director’s,
AOTML was de-listed from
KSE in November 2002 and
LSE in April 2003. The
registered office of AOTML is
located in Karachi and mills
at Rahim Yar Khan (RYK).

RATING RATIONALE
Ahmed Oriental Textile Mills Limited (AOTML) is engaged in manufacturing and sales of yarn. The
company is a part of Naveena Group as majority shareholding of the company is vested with
Naveena Industries Limited (NIL). Naveena Group has created a holding company, namely
Naveena Holdings; existing shareholding of AOTML held by NIL will be transferred to Naveena
Holdings during the ongoing year. AOTML primarily deals in coarse count thread yarn.
Production facilities
The company has two spinning mills (Unit 1 and Unit 2), both located in Rahim Yar Khan (RYK).
Unit 1 is engaged in production of Blended Yarn (polyester cotton) ranging from 8s to 26s count,
while Unit 2 is utilized for production of Cotton Yarn (pure cotton) ranging from 7s to 20s count.
The following table presents the cumulative installed capacity and capacity utilization of the
company:
Figure 1: Production Details
FY18

FY19

Number of spindles installed

39,096

39,096

Number of spindles worked

39,096

39,096

3

3

Installed capacity after conversion to 20/s count - kgs

18,212,040

18,212,040

Actual production after conversion to 20/s count - kgs

20,609,033

19,984,575

113.2%

109.7%

Number of shifts per day

Capacity utilization

At present, the company is operating at full capacity. Capacity utilization is greater than 100% due
to production of lower count yarn than 20s. Capacity utilization decreased in FY19 vis-à-vis FY18
as proportion of higher count yarn increased in overall production. Currently, the management does
not foresee any further expansion in its production facilities.
Rating Drivers
High cyclicality & competitive nature of spinning industry along with volatility in cotton
prices translate to high business risk profile for the spinning sector
Inherent cyclicality of cotton price and crop levels drives performance of players operating in the
spinning sector. Historically, margins and financial performance of players have depicted
seasonality. Moreover, competitive intensity is high due to commoditized nature of the product.
Comfort is drawn from AOTML’s product diversity (as it produces both cotton and blended yarn).
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Revenue witnessed adequate growth in FY19. Client concentration has also increased due
to management’s preference to work with existing clients with timely repayment history
Net sales of the company have increased at a Compound Annual Growth Rate (CAGR) of 18.2% in
the period from end-FY17 to end-FY19. Growth in FY19 was a function of increase in average
prices as volumes were reported slightly lower vis-à-vis the preceding year. Majority of AOTML’s
sales (86%) are geared towards the local market, while the remaining sales constitute direct and
indirect exports. AOTML’s direct exports comprise sales to China only, thereby indicating
geographic concentration risk. Export sales of the company registered sizeable decrease in both
value and volumetric terms in FY19 compared to the preceding year; however, considerable growth
in local sales translated to growth in overall topline of the company during the same period. Export
orders have witnessed improvement during Q1’FY20 in comparison to the same period in the
preceding year. Client-wise concentration in revenues depicted an increasing trend as preference was
assigned to existing clients which have settled their trade debts in a timely manner. Going forward,
the sales of the company are expected to remain at a similar level as the company is in consolidation
phase.
Higher input costs and increasing finance costs translated to lower bottom line in FY19
Gross margins remain a function of the input prices. Increase in raw material costs contributed to
lower gross margins (FY19: 10.8%; FY18: 11.2%) in FY19. In absolute terms, gross profit of the
company increased to Rs. 686.0m (FY18: Rs. 606.3m) on account of growth in topline of the
company. However, both net margins and profit tax were reported lower due to growth in operating
expenses and higher finance cost (finance cost increased by more than 50% in FY19 on the back of
increase in benchmark rates). Going forward, profitability profile will remain dependent on
movement in cotton prices and cost of inventory carried by the Company. Reduction in finance
costs due to lower utilization of both short term and long term debt is expected to provide support
to overall profitability of the company.
Liquidity profile of the company is considered adequate
As a result of decrease in profitability, Funds from Operations (FFO) of the company was reported
lower at Rs. 338.0m (FY18: Rs. 375.0m). FFO as a proportion of total debt amounted to 15.3%
(FY18: 16.4%). Debt Servicing Coverage Ratio (DSCR) is considered adequate (FY19: 1.2x; FY18:
1.4x). Current ratio has remained marginally over 1.0x (FY19: 1.03x; FY18: 1.02x). Inventory and
trade debt provide adequate coverage for short term borrowings. Going forward, improved working
capital management through reduction in short-term borrowings is considered important from a
ratings perspective.
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Leverage indicators have improved on account of increase in equity base due to profit
retention. Going forward, improvement in leverage indicators is projected to continue on
account of repayment of long term debt
Equity base (excluding revaluation surplus) of the company improved to Rs. 1.9b (FY18: Rs. 1.6b)
on account of profit retention. The company has not paid any dividend during the last three years.
AOTML’s total debt amounted to Rs. 2.2b (FY18: Rs. 2.3b) at end-FY19. Reduction in total debt is
attributed repayment of long term debt. In absence of any sizeable capex plans, the management
does not envisage any increase in long term borrowing going forward. Short term borrowings
comprise two-third of the company’s total debt. Going forward, leverage indicators are expected to
remain a function of utilization of short term borrowings.
Corporate Governance framework depicts room for improvement
As the company is a family owned entity, Board comprises three family members including the
CEO. Overall board composition and oversight has room for improvement through inclusion
of independent directors. Furthermore, committees pertaining to audit and HR functions may
also be established at Board level in line with best practices.
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Financial Summary (amounts in PKR millions)

Appendix I

BALANCE SHEET
Paid up Capital
Total Equity (without revaluation surplus)

FY17
187.1
1,309.6

FY18
187.1
1,626.3

FY19
187.1
1,919.1

INCOME STATEMENT
Net Sales
Profit Before Tax
Profit After Tax

FY17
4,565.2
152.4
106.2

FY18
5,434.6
323.5
304.1

FY19
6,380.6
295.9
282.1

FY17
179.3
8.7%
1.57
0.98

FY18
375.3
16.4%
1.40
1.02

FY19
337.7
15.3%
1.15
1.03

RATIO ANALYSIS
FFO
FFO to Total Debt (%)
Gearing (x)
Current Ratio (x)
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Appendix III

Ahmed Oriental Textile Mills Limited
Textiles
Solicited
Entity Rating
Rating Date
Medium to
Short Term
Rating
Rating Action
Long Term
Outlook
RATING TYPE: ENTITY
17/1/2020
BBB+
A-2
Stable
Reaffirmed
25/10/2018
BBB+
A-2
Stable
Initial
N/A
VIS, the analysts involved in the rating process and members of its rating committee do not
have any conflict of interest relating to the credit rating(s) mentioned herein. This rating is an
opinion on credit quality only and is not a recommendation to buy or sell any securities.
VIS’ ratings opinions express ordinal ranking of risk, from strongest to weakest, within a
universe of credit risk. Ratings are not intended as guarantees of credit quality or as exact
measures of the probability that a particular issuer or particular debt issue will default.
Information herein was obtained from sources believed to be accurate and reliable; however,
VIS does not 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. VIS is not an NRSRO and its ratings are not NRSRO credit ratings. Copyright
2020 VIS Credit Rating Company Limited. All rights reserved. Contents may be used by news
media with credit to VIS.
Name
Designation
Date
1
Mr. Muhammad Junaid
CFO
November 20, 2019
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