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Facilities/Instruments OIS Rating Action
(X crore)

CARE BB-; Stable

Long Term Bank Facilities 40.00 (Double B Minus; Outlook: Stable)

Assigned

40.00

Total Bank Facilities (X Forty Crore Only)

Details of instruments/facilities in Annexure-1.

Detailed rationale and key rating drivers

The ratings assigned to the bank facilities of AJ Refinery Private Limited (AJRPL) are constrained on account of thin profitability
of the group [on a combined basis for 2 entities under the group, i.e., AJRPL and AJ Gold & Silver Refinery (AJGSR)],
susceptibility of profitability margins to volatility in gold prices, foreign exchange fluctuation risk and presence in highly
competitive and fragmented industry. These rating constraints are however partially offset by experienced promoters, growing
scale of operations and moderate financial risk profile with satisfactory debt coverage indicators. Furthermore, the promoters
are in process of transferring all the operations of AJGSR to AJRPL in the current year, post which former would cease to exist.

Rating sensitivities
Positive factors — Factors that could lead to positive rating action/upgrade:
e Consistent improvement in PBILDT margins above 0.50% while sustaining its scale its scale of operations.
¢  Ability to sustain effective management of operating cycle and operational cash flows.
Negative factors — Factors that could lead to negative rating action/downgrade:
e Decline in scale of operations below Rs. 5,000 crore and with sharp decline in profit margins
e Deterioration in overall gearing ratio of more than 2.0x

Detailed description of the key rating drivers

Key rating weaknesses

Thin profitability margins and exposure to volatility in gold prices: Despite the large scale of operations, group’s
PBILDT margin remained very thin at 0.20% during FY22 (Provisional, refers to the period from April 1 to March 31) (FY21:
0.18%) due to its commoditised nature of the business and inherently low profitability in trading operations. The thin margin
increases the risk of volatility of gold prices on the group’s overall cash flows. The group’s procurement policy leading to a low
inventory holding period of about 1 to 2 days has rendered some stability to its margins in the past, although short-term
volatility would remain high that could impact the PBILDT significantly.

Foreign exchange fluctuation risk: The group imports 100% of their raw material requirement. The products are priced as
per import parity. With majority of raw material being imported, the group is exposed to forex rate fluctuations. To mitigate the
risk, the group hedges its entire exposure through MCX. Due to the currency fluctuations, the group reported gain on foreign
currency fluctuations of Rs. 53.56 crore during FY22 (PY: Rs. 33.67 crore).

Highly competitive and fragmented nature of industry coupled with regulatory risks: The domestic jewellery
industry is fragmented and highly competitive with the presence of large number of organised and unorganised players. Being a
wholesale player in the market, group faces stiff competition from artisans as well as who are directly engaged by the retailers
and thereby putting pressure on its profitability. Further, gold prices have exhibited sharp volatility depending upon the demand
& supply scenario and volatility in the foreign currency exchange rates. Supply of gold is also regulated by Government of India
(GOI) and Reserve Bank of India (RBI) to control the country’s current account deficit.

Key rating strengths
Extensive experience of promoters: AJRPL was incorporated in the year 2018 and the operations of AJ Gold & Silver

Refinery (established in 2010) are in process to be transferred into the company. The group has been promoted by Mr. Mothilal
Jain, Mr. Prabhat Chaudhary, and Mr. Goutam Rajendra Mehta, who have an experience of over a decade in the precious
metals refining industry. Moreover, Mr. Prabhat Chaudhary has been engaged in refining business for around 40 years and Mr.
Mothilal Jain also operates jewellery showrooms in Bangalore. Furthermore, there has been a track record of need-based
funding by promoters which has resulted in lower dependence on external debt.

Growing scale of operations: The group has recorded a turnover of Rs. 6,291.72 crore in FY22 as against Rs. 3,137.73 crore
in FY2021. The increase in revenue is driven by increase in quantity sold backed by new orders viz 17,206.83 KGs of gold and
silver (PY: 6,861.60 KGs of gold and silver) as well as increase in the commodity prices. In the current year, the group has
already registered sales of Rs. 1,606.67 crore in Q1FY23 which is considered as a leaner demand period as against Rs. 1,303.63
crore in the corresponding quarter in the previous financial year.

!Complete definition of the ratings assigned are available at www.careedge.in and other CARE Ratings Ltd.’s publications
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Moderate capital structure with satisfactory debt coverage indicators: The group does not have any term debt,
however there are borrowings in the form of loans from related parties and their relatives or inter-corporate borrowings. The
capital structure of the group has improved from the last year on account of relatively lower working capital borrowings and the
same is marked by overall gearing of 1.01 times (FY21: 2.44 times) as on March 31, 2022. However, the net worth base
remained low with a net worth of Rs. 15.91 crore (PY: Rs. 11.42 crore). Further, the debt coverage indicators stood satisfactory
marked by interest coverage at 3.40x (FY21:1.91x) and TD/GCA of 1.40x (FY21: 15.17x) in FY22.

Liquidity: Adequate

Liquidity is marked by adequate accruals against no repayment obligations and cash & bank balance to the tune of Rs. 2.56
crore. The group has a gearing of 1.01 times as of March 31, 2022. AJRPL is yet to avail working capital limits for its working
capital requirements. However, AJ Gold & Silver Refinery is availing an OD limit of Rs. 12 crore which has been fully utilized for
the last 6 months. Operating cycle for the group stood nil as the half of the customers makes payment in advance while the
other half pay at the time of delivery, inventory holding period stood low (1 day as on March 31, 2022) and the group makes
payment to its suppliers on advance basis.

Analytical approach: Combined
While arriving at the ratings of AJRPL, CARE has considered a combined view of AJ Refinery Private Limited (AJRPL) and AJ
Gold and Silver Refinery (AJGSR), owing to common promoters, operational synergies, and presence in similar line of business.

Applicable criteria

Policy on default recognition

Consolidation

Financial Ratios — Non financial Sector

Liquidity Analysis of Non-financial sector entities
Rating Outlook and Credit Watch

Wholesale Trading

About the company

AJ Refinery Private Limited was incorporated in the year 2018. In August 2021, operations of AJ Gold and Silver Refinery, a
partnership firm started to transfer into AJ Refinery Private Limited. The company is promoted by Mr. Prabhat Choudhary, Mr.
Mothilal Jain and Mr. Gautam Mehta and is engaged in the manufacturing and processing of raw gold and silver into bullion,
bars, and coins, and sells the chemical derived refining gold and silver to precious metal coating and electroplating industries.
Refinery unit is located at Hamirpur, Himachal Pradesh with an annual refining capacity of 30 MT of Gold Dore and 270 MT of
Silver Dore.

Brief Financials (X crore) March 31, 2021 (A) March 31, 2022 (P) Q1FY2023

Total operating income 3,137.73 3,922.33 1,606.67
PBILDT 5.74 11.47 -
PAT 1.59 8.14 -
Overall gearing (times) 2.44 0.49 -
Interest coverage (times) 1.91 19.74 -

A: Audited; P: Provisional; UA: Unaudited
Status of non-cooperation with previous CRA: Not Applicable

Any other information: Not Applicable
Rating history for the last three years: Please refer Annexure-2

Covenants of the rated instruments/facilities: Detailed explanation of covenants of the rated instruments/facilities is
given in Annexure-3

Complexity level of various instruments rated for this company: Annexure-4

Annexure-1: Details of instruments/facilities

Size of the
Issue
(X crore)

Name of the Date of Coupon Maturity

ISIN Rating Assigned along

with Rating Outlook

Instrument Issuance Rate Date

Fund-based - LT-Proposed

fund-based limits - - - 40.00 CARE BB-; Stable
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https://www.careratings.com/pdf/resources/Policy%20on%20Default%20Recognition_Sep%202021%20(21-6-22).pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Consolidation_2-Feb-22%20(21-6-22).pdf
https://www.careratings.com/pdf/resources/Financial%20ratios%20-%20Non%20Financial%20Sector-May%2022.pdf
https://www.careratings.com/pdf/resources/Liquidity%20Analysis%20of%20Non-Financial%20Sector%20entities_May2022%20Final.pdf
https://www.careratings.com/pdf/resources/Rating%20outlook%20and%20credit%20watch%20_May%202022%20(15-7-22).pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Rating%20Methodology%20-%20Wholesale%20Trading%20(11-7-22).pdf
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Annexure-2: Rating

history for the last three years

Current Ratings ‘ Rating History

Sr. Name of the Date(s) Date(s) Date(s) Date(s)
No Instrument/Bank Amount and and and and
: Facilities Type Outstanding | Rating Rating(s) Rating(s) Rating(s) Rating(s)
(X crore) assigned in | assigned in assigned in assigned in
2022-2023 | 2021-2022 2020-2021 2019-2020
Fund-based - LT- CARE
1 | Proposed fund-based LT 40.00 BB-; - - - -
limits Stable

*Long term/Short term.
Annexure-3: Detailed explanation of the covenants of the rated instruments/facilities: Not Applicable

Annexure-4: Complexity level of various instruments rated for this compan

Name of Instrument Complexity Level

1 Fund-based - LT-Proposed fund-based limits Simple

Annexure-5: Bank lender details for this company
To view the lender wise details of bank facilities please click here

Note on complexity levels of the rated instruments: CARE Ratings has classified instruments rated by it on the basis of

complexity. Investors/market intermediaries/regulators or others are welcome to write to care@careedge.in for any
clarifications.

31 CARE Ratings Ltd.


https://www.careratings.com/Bankdetails.aspx?Id=+xcQWwGtrcB0pO98d6fwtw==
mailto:care@careedge.in

e P

Press Release care;: e

RATINGS

Contact us

Media contact

Name: Mradul Mishra

Phone: +91-22-6754 3596

E-mail: mradul.mishra@careedge.in

Analyst contact

Name: Sachin Mathur

Phone: +91-11-4533 3206

E-mail: sachin.mathur@careedge.in

Relationship contact

Name: Swati Agrawal

Phone: +91-11-4533 3200

E-mail: swati.agrawal@careedge.in

About us:

Established in 1993, CARE Ratings is one of the leading credit rating agencies in India. Registered under the Securities and
Exchange Board of India, it has been acknowledged as an External Credit Assessment Institution by the RBI. With an equitable
position in the Indian capital market, CARE Ratings provides a wide array of credit rating services that help corporates raise
capital and enable investors to make informed decisions. With an established track record of rating companies over almost
three decades, CARE Ratings follows a robust and transparent rating process that leverages its domain and analytical expertise,
backed by the methodologies congruent with the international best practices. CARE Ratings has played a pivotal role in
developing bank debt and capital market instruments, including commercial papers, corporate bonds and debentures, and
structured credit.

Disclaimer:

The ratings issued by CARE Ratings are opinions on the likelihood of timely payment of the obligations under the rated
instrument and are not recommendations to sanction, renew, disburse, or recall the concerned bank facilities or to buy, sell, or
hold any security. These ratings do not convey suitability or price for the investor. The agency does not constitute an audit on
the rated entity. CARE Ratings has based its ratings/outlook based on information obtained from reliable and credible sources.
CARE Ratings does not, however, guarantee the accuracy, adequacy, or completeness of any information and is not responsible
for any errors or omissions and the results obtained from the use of such information. Most entities whose bank
facilities/instruments are rated by CARE Ratings have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. CARE Ratings or its subsidiaries/associates may also be involved with other commercial transactions with
the entity. In case of partnership/proprietary concerns, the rating/outlook assigned by CARE Ratings is, inter-alia, based on the
capital deployed by the partners/proprietors and the current financial strength of the firm. The ratings/outlook may change in
case of withdrawal of capital, or the unsecured loans brought in by the partners/proprietors in addition to the financial
performance and other relevant factors. CARE Ratings is not responsible for any errors and states that it has no financial liability
whatsoever to the users of the ratings of CARE Ratings. The ratings of CARE Ratings do not factor in any rating-related trigger
clauses as per the terms of the facilities/instruments, which may involve acceleration of payments in case of rating downgrades.
However, if any such clauses are introduced and triggered, the ratings may see volatility and sharp downgrades.

For the detailed Rationale Report and subscription information, please visit www.careedge.in
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