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March 28, 2017

Ratings
Facilities Amount Rating' Rating Action
(Rs. crore)
Long-term Bank Facilities 25.00 CARE BBB-;Negative Revised from
(Enhanced from 2.50) (Triple B Minus; CARE BBB
Outlook: Negative) (Triple B)
Short-term Bank Facilities 107.00 CARE A3 Reaffirmed
(Reduced from 159) (A Three)
Total Facilities 132.00
(Rupees One hundred and
thirty two crore only)

Details of facilities in Annexure-1

Detailed Rationale & Key Rating Drivers

The revision in the ratings assigned to the bank facilities of Celkon Impex Private Ltd (CIPL) takes into account decline in
the total operating income and profitability margins and significant deterioration in capital structure for the year ended
FY16 (refers to the period April 1 to March 31). The ratings also factor in the highly competitive nature of the industry,
reliance on third party suppliers and regulatory risk, susceptibility to foreign currency fluctuation risk and high
obsolescence risk associated with the mobile handset industry. The ratings, however, derive strength from experienced
promoters and management, strong distribution network across India coupled with synergies from group companies
engaged in mobile retailing business, comfortable working capital cycle, geographic diversification, advanced stage of
debt funded capacity expansion for setting up of its own mobile handset manufacturing facility and growing demand for
smart and feature phones in the country. The ability of the company to successfully commence and stabilise operations in
its new unit, improve profitability margins amidst a highly competitive environment, and improving the capital structure
are the key rating sensitivities.

Outlook: Negative

The negative outlook on rating reflects the expected moderation in total operating income and margins and a leveraged
capital structure. The outlook may be revised to ‘Stable’ post commencement of new unit resulting in improvement in key
financial indicators.

Detailed description of the key rating drivers

Key Rating Strengths

Experienced promoters and management: CIPL is promoted by Mr Y Guru Swamy Naidu in the year 2009. Mr Naidu is a
successful entrepreneur with diversified experience of over two decades in consumer retailing/ trading business. The
promoter is ably supported by a team of professionals with past experience in leading mobile handset companies such as
Micromax, Spice Mobile and Complex International (Hong Kong based).

'Complete definitions of the ratings assigned are available at www.careratings.com and in other CARE
publications.
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Wide distribution network and synergies from group companies i.e. Big C and LOT: CIPL has a well-established single-
layer distribution model and support-service network of 180 distributors. The Company has 22 warehouses spread across
India and a mother warehouse in Hyderabad which services these warehouses. This apart the Celkon group has a
presence in mobiles retailing through its group concerns Big C Mobiles Pvt Ltd (Big C) and Lot Mobiles Private Limited
(LOT), Big C and Lot mobiles combined have around 225 stores.

Capacity expansion through debt funded capex; advanced stage of completion: The company’s new mobile handset
facility at “Sri Venkateswara Mobile and Electronics Manufacturing Hub” at Renigunta, is nearing its completion with
operations expected to start from April 2017. The company has started trial runs for the same since March 09, 2017 and
expects to start commercial operations from April 2017. Going forward, with this unit becoming fully operational, the
company’s sales and margins are expected to improve significantly.

Comfortable working capital cycle: The working capital cycle of the company remained comfortable at 25 days for FY16.
Geographical diversification: CIPL has a diversified revenue base across 25 states and 2 union territories in India. The
company through its overseas associate, Cell Global Pvt Ltd. supplies the goods directly to other countries. During the
year FY16, 68% of the total revenue is from the states of AP, Telangana, Karnataka, Kerala and Tamilnadu.

Growing demand prospects: Smart phones have emerged to become the biggest sales driver by volume and value sales
within consumer electronics. Volume sales of mobile phones grew by 100% in 2016, driven entirely by the increase in
demand for smart phones. India has recently acquired the second spot in the list of the world’s largest smart phone
market, posting at a healthy growth rate of 23% YoY.

Key Rating Weakness

Decline in total income and profitability during FY16: During the year FY16, CIPL’s total operating income has declined by
9% to Rs.601.42 crore. Both sales volume and sales realisations declined resulting in decline in revenue. The PBILDT
margin of the company has declined by 61 bps vis-a-vis FY15 in FY16 to 2.94% on account of decrease in sales realization.
Deterioration in capital structure: The capital structure of the company deteriorated significantly as on March 31, 2016.
Overall gearing deteriorated mainly on account of significant increase in LC backed creditors.

Reliance on third-party suppliers for products and regulatory risk: CIPL has entered into agreements with Original Design
Manufacturers (ODMs) for the manufacturing of its products. CIPL relies on suppliers to manage the supply chain and
ensure timely delivery of products while the company’s in-house logistics department monitors them on a real-time basis,
thereby exposing CIPL to ensuing risk emanating from the dependence on third-party suppliers. The company further
remains susceptible to adverse impact on its business risk profile owing to any changes in the government policies of
importing countries.

Susceptibility to foreign exchange risk: Due to high dependence on imports which forms around 74% of the total
purchases in FY16 (as against 86% in FY15), the company is vulnerable to foreign currency risk for its import payments.
Highly competitive Indian handset industry: The Indian mobile handset industry is marked by high level of competition
with the market being highly price sensitive and value driven. The industry is fragmented with both domestic and foreign
players competing, leading to stiff price competition. Given the huge opportunity in smart phones and low entry barriers,
many new players have entered the industry.

Analytical Approach: Standalone

Applicable Criteria

Criteria on assigning Outlook to Credit Ratings
CARE's Policy on Default Recognition

Criteria for Short Term Instruments

Rating Methodology-Manufacturing Companies
Financial ratios — Non-Financial Sector

About The Company

Celkon Impex Private Limited (CIPL) was incorporated in October 2009, by Mr Y Guru Swamy Naidu, for trading of mobile
handsets under the name ‘Celikon Impex Pvt Ltd’. The company underwent a change in name to Celkon Impex Pvt Ltd in
November 2012. The company imports mobile phones primarily from manufacturers based in China which are
manufactured according to the specifications given by CIPL’s research & development team. The company has launched
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around 287 models of mobile handsets under the brand name ‘Celkon’, of which 67 models are active as on March 10,
2017.

For FY16, the company registered total operating income of Rs.601.42 crore with PAT of Rs.10.02 crore as against total
operating income of Rs.661.41 crore and PAT of Rs.13.96 crore in FY15. In H1FY17 (Un-audited), the company registered
total operating income of Rs.267.00 crore with PAT of Rs.6.84 crore.

Status of non-cooperation with previous CRA: The rating of Celkon Impex Private Limited has been suspended by ICRA
Limited vide its press release dated February 05, 2016 on account of non-cooperation.

Any other information: Not Applicable

Rating History for last three years: Please refer Annexure-2

Note on complexity levels of the rated instrument: CARE has classified instruments rated by it on the basis of complexity. This
classification is available at www.careratings.com. Investors/market intermediaries/regulators or others are welcome to write to
care@careratings.com for any clarifications.

Analyst Contact
Name: Ms Radhika Ramabhadran

Tel: +91-40-6900-0512
Mobile: 8008883012
Email: radhika.ramabhadran@careratings.com

About CARE Ratings:

CARE Ratings commenced operations in April 1993 and over two decades, it has established itself as one of the leading credit rating
agencies in India. CARE is registered with the Securities and Exchange Board of India (SEBI) and also recognized as an External Credit
Assessment Institution (ECAI) by the Reserve Bank of India (RBI). CARE Ratings is proud of its rightful place in the Indian capital market
built around investor confidence. CARE Ratings provides the entire spectrum of credit rating that helps the corporates to raise capital
for their various requirements and assists the investors to form an informed investment decision based on the credit risk and their own
risk-return expectations. Our rating and grading service offerings leverage our domain and analytical expertise backed by the
methodologies congruent with the international best practices.

Disclaimer

CARE’s ratings are opinions on credit quality and are not recommendations to sanction, renew, disburse or recall the concerned
bank facilities or to buy, sell or hold any security. CARE has based its ratings/outlooks on information obtained from sources
believed by it to be accurate and reliable. CARE does not, however, 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. Most
entities whose bank facilities/instruments are rated by CARE have paid a credit rating fee, based on the amount and type of bank
facilities/instruments.

In case of partnership/proprietary concerns, the rating /outlook assigned by CARE is based on the capital deployed by the
partners/proprietor and the financial strength of the firm at present. The rating/outlook may undergo change in case of withdrawal
of capital or the unsecured loans brought in by the partners/proprietor in addition to the financial performance and other relevant
factors.
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Annexure-1: Details of Instruments/Facilities

Name of the Date of Coupon Maturity [Size of the Issue|Rating assigned along
Instrument Issuance Rate Date (Rs. crore) | with Rating Outlook
Fund-based - LT-Cash Credit - - - 10.00 CARE BBB-; Negative
Non-fund-based - ST-Letter of credit - - - 105.00 CARE A3
ITerm Loan-Long Term - - April 2021 {15.00 CARE BBB-; Negative
Non-fund-based - ST-Bank Guarantees - - - 2.00 CARE A3
Annexure-2: Rating History of last three years
Sr. Name of the Current Ratings Rating history
No. Instrument/Bank Type Amount Rating Date(s) & | Date(s) & | Date(s) & | Date(s) &
Facilities Outstanding Rating(s) | Rating(s) | Rating(s) | Rating(s)
(Rs. crore) assigned in | assigned in | assigned in | assigned in
2016-2017 | 2015-2016 | 2014-2015 | 2013-2014
1. Fund-based - LT-Cash LT 10.00 CARE BBB-; - 1)CARE BBB [1)CARE BBB -
Credit Negative (25-Feb-16) |(25-Feb-15)
2. INon-fund-based - ST- ST 105.00 CARE A3 - 1)CARE A3 [1)CARE A3+
Letter of credit (25-Feb-16) |(25-Feb-15) -
3. [Term Loan-Long Term LT 15.00 CARE BBB-; - - - -
Negative
4. INon-fund-based - ST- ST 2.00 CARE A3 - - - -
Bank Guarantees
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