Prakash Gold Palace Private Limited: Downgraded

Facilities Amount (Rs Crore) Ratings/Outlook
: SMERA BBB/Stable
Cash Credit 175.00 (Downgraded from SMERA BBB+/Stable)
. . SMERA BBB/Stable
*
Export Packing Credit (EPC) 75.00 (Downgraded from SMERA BBB+/Stable)
Working Capital Demand 25 00 SMERA BBB/Stable
Loan (WCDL)* ] (Downgraded from SMERA BBB+/Stable)
Proposed Cash Credit 150.00 SMERA B.BB/Stable
(Assigned)

*EPC and WCDL are 100% interchangeable with cash credit

SMERA has downgraded the long term rating of Prakash Gold Palace Private Limited (PGPPL) from
‘SMERA BBB+’ (read as SMERA triple B plus) to ‘SMERA BBB’ (read as SMERA triple B) on the
above mentioned facilities and also assigned a rating of ‘SMERA BBB’ (read as SMERA triple B) on
the Rs.150 crore bank facility. The outlook is ‘Stable’. The rating downgrade is in view of the declining
operating margins and lower than expected performance of the group.

The ratings continues to draw support from the established track record of operations, diverse
revenue profile coupled with strong customer relations and moderate financial risk profile. However,
the ratings are constrained by the group’s exposure to intense competition in the gold jewellery
business.

For arriving at the rating, SMERA has considered the consolidated financials of PGPPL and that of its
wholly owned subsidiary viz. Prakash Gold Palace (FZE). Further, SMERA has consolidated the
business and financial risk profiles of PGPPL and Abhilasha Jewellers Private Limited (AJPL) together
referred to as the PGP Group. The consolidation is in view of the common ownership and operational
linkages within the group.

Update

The revenue of the PGP Group increased from Rs.1625.82 crore in FY2014-15 to Rs.1837.42 crore in
FY2015-16 on account of incorporation of ‘Prakash Gold Palace (FZE)’, a wholly owned subsidiary of
PGPPL at Dubai. Out of the total group revenue of Rs.1837.42 crore, exports contributed Rs.413.19
crore while Rs.243.61 crore is from sales in Dubai subsidiary, Prakash Gold Palace (FZE). For
Q1FY2016-17, the PGP Group registered revenue of Rs.454.72 crore. The operating margins of the
group declined during the period under study. The EBIDTA margin declined to 2.76 per cent in
FY2015-16 as compared to 3.04 per cent in FY2014-15.

The financial risk profile of the group continues to be moderate marked by interest coverage ratio of
1.86 times as on March 31, 2016. Further the networth stood at Rs.141.94 crore as on March 31, 2016
as compared to Rs.122.25 crore as on March 31, 2015. The gearing stands at 2.49 times as on March
31, 2016 (2.60 times as on March 31, 2015). The group is in the process of enhancing its working
capital limits by Rs.150 crore for scaling up operations. SMERA expects that the said enhancement
would impact the financial risk profile of the group leading to high gearing and pressure on profit
margins.

The operations are working capital intensive as reflected in the GCA days that stood at 90 for FY2015-
16 as against 86 for FY2014-15. The group’s average bank limit utilisation stands at ~95 per cent from
January 2016 to June 2016.



Further, the PGP Group continues to face intense competition from other organised as well as
unorganised players in the gems and jewellery industry.

Rating Sensitivity Factors

e Increase in scale of operations while maintaining profit margins
o Efficient working capital management
o Deterioration of the capital structure

Outlook-Stable

SMERA believes that the PGP group will continue to maintain a stable outlook over the medium term
owing to its promoters experience in the industry. The outlook may be revised to ‘Positive’ if the group
is able to register healthy revenues while sustaining profitability and improvement in the financial risk
profile. Conversely, the outlook may be revised to ‘Negative’ in case of significant decline in revenue
and profit margins and higher than expected deterioration in the financial risk profile.

Criteria applied to arrive at the ratings:

e Manufacturing Entities
About the Group

PGPPL incorporated in 1998 is a manufacturer, wholesaler, retailer and an exporter of gold
jewellery while AJPL, incorporated in 2003 generates revenue primarily from wholesale of gold
jewellery and its wholly owned subsidiary viz. Prakash Gold Palace (FZE) incorporated in 2014.
The group’s operations are managed by its promoter, Mr. Prakash Chand Jain who possesses over
three decades of experience in the gold jewellery business.

For FY2015-16, the PGP Group registered profit after tax (PAT) of Rs.18.80 crore on operating
income of Rs.1837.42 crore as compared to PAT of Rs.13.88 crore on an operating income of Rs.
1625.82 crore for FY2014-15. On standalone basis, PGPPL registered PAT of Rs.16.03 crore on
operating income of Rs.1442.13 crore for FY2014-15 as against PAT of Rs.11.28 crore on operating
income of Rs.1223.39 crore for FY2013-14.
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ABOUT SMERA

SMERA Ratings Limited is a joint initiative of SIDBI, Dun & Bradstreet Information Services India Private
Limited (D&B) and leading public and private sector banks in India. SMERA is registered with SEBI as a
Credit Rating Agency and accredited by Reserve Bank of India. For more details, please visit www.smera.in.

Disclaimer: A SMERA rating does not constitute an audit of the rated entity and should not be treated as a recommendation
or opinion that is intended to substitute for a financial adviser's or investor's independent assessment of whether to buy, sell
or hold any security. SMERA ratings are based on the data and information provided by the issuer and obtained from other
reliable sources. Although reasonable care has been taken to ensure that the data and information is true, SMERA, in
particular, makes no representation or warranty, expressed or implied with respect to the adequacy, accuracy or
completeness of the information relied upon. SMERA is not responsible for any errors or omissions and especially states that
it has no financial liability whatsoever for any direct, indirect or consequential loss of any kind arising from the use of its
ratings. SMERA ratings are subject to a process of surveillance which may lead to a revision in ratings as and when the
circumstances so warrant. Please visit our website (www.smera.in) for the latest information on any instrument rated by
SMERA.




