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Details of instruments/facilities in Annexure-1

Detailed Rationale & Key Rating Drivers

The rating assigned to the bank facilities of Fox Cashew Industries (FCI) continues to be tempered by small scale of operations
with low net worth base, leveraged capital structure and weak debt coverage indicators, working capital and labour intensive
nature of operations, geographic concentration risk, highly competitive and fragmented industry, susceptibility of profits to
volatile price fluctuation of cashew kernel and exposure to foreign exchange fluctuation risk and constitution as a
proprietorship firm with inherent risk of withdrawal of capital. The rating also factors decline in total operating income in
FY19 (refers to period from April 01 to March 31). The rating, however, is underpinned by reasonable track record and
moderate experience of the proprietor in cashew processing business, increasing profitability margins during the review
period and Stable demand for cashew industry.

Key Rating Sensitivity
Positive Factors:
e Increase in total operating income by 30%.
e Improvement in debt coverage indicators marked by total debt to GCA of 8.5 times.
e Improvement in PBILDT margins by 109 bps.
Negative factors:
e Any major increase in debt leading to deterioration in capital structure marked by overall gearing ratio beyond 5
times.

Detailed description of the key rating drivers

Key Rating Weaknesses

Decline in the scale of operations and low net worth base

The scale of operations marked by total operating income (TOI) declined from Rs. 26.30 crore in FY18 to Rs. 19.19 crore in
FY19 due to decline in orders from customers and coupled with competitive nature of business operations. Further, the net
worth base stood low at Rs. 1.38 crore as on March 31 2019 as compared to peers in the industry.

Leveraged capital structure and weak debt coverage indicators

The capital structure marked by the overall gearing has improved on account of repayment of term loans during FY19,
however, stood leveraged at 3.97x as on March 31, 2019 as compared to 5.45x as on March 31, 2018.

The debt coverage indicators marked by interest coverage ratio has declined and stood at 1.86x in FY19 as compared to
1.95x in FY18 due to increase in finance cost on back of higher average utilization of working capital limits during the year.
Further, the total debt to GCA stood weak at 10.42x as on March 31, 2019, though improved from 11.79x as on March 31,
2018 due to decline in total debt levels on back of repayment during year.

Working Capital and labour intensive nature of operations

The operating cycle of the firm stood at 77 days due to high average inventory period during review period. The major
portion of raw cashew nuts are imported from the African countries. In general, firm maintains inventory levels for 30-45
days to avoid price fluctuations and to meet ongoing demand. The firm also purchases cashew kernels from local traders. The
firm receives the payment from its customers within 10 days from the date of invoice and makes payment to the foreign
suppliers once the raw material reaches at the customs. Further, the firm makes purchases from the local traders on cash
basis. The average utilization of CC facility was 90% for the last 12 months ended December 31, 2019.

The raw cashew kernels under goes into stage wise processing like roasting, shelling, drying through machines and followed
by peeling, grading and final stage of packing which involves more labour intensity in the nature of operations.

1Complete definition of the ratings assigned are available at www.careratings.com and other CARE publications
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Geographic concentration risk
The firm has customer base only in the state of Karnataka (90%) and Gujarat (10%) which reflects the geographic
concentration risk.

Highly fragmented and competitive industry

The cashew processing business is highly fragmented with presence of large number of organized and unorganized players in
India as well abroad. There is a high competition within the industry due to low entry barriers and low product
differentiation, thus limiting the pricing flexibility. Raw cashew being an agro-commodity, the availability of the same
depends upon the climatic conditions.

Susceptibility of profits to volatile price fluctuation of cashew kernel and exposure to foreign exchange fluctuation risk

The products dealt by the firm are cashew kernel which includes cashew and other related products etc. The products being
cultivation based are highly volatile by nature and affected by regular fluctuations in the prices. However, the firm being
engaged in manufacturing of the same, the fluctuating cost of the cashew kernel is passed on to the customers to a larger
extent. As imports constitute around 70% of the total purchases of the firm, the firm is exposed to foreign exchange
fluctuation risk. The firm imports raw cashew nuts from African countries like Benin, Togo, Ivory Coast etc. The firm has no
hedging policy there by exposing the payables to foreign exchange fluctuation risk.

Constitution of the entity as proprietorship firm with inherent risk of withdrawal of capital

The sole proprietor typically makes all the decisions and runs the entire business operation. If he becomes ill or disabled,
there may be nobody else who can step in and keep the business going. Running a business single-handedly can also pose a
risk due to heavy burden. Constitution as a proprietorship has the inherent risk of possibility of withdrawal of the capital at
the time of personal contingency which can adversely affect its capital structure. The proprietor have withdrawn capital to
the tune of Rs. 0.08 crore in FY19.

Key Rating Strengths

Reasonable track record and moderate experience of the proprietor in cashew processing business

Fox Cashew Industries (FCl) was established as a proprietorship firm by Mrs. Janet Pais. The proprietrix has decade of
experience in cashew processing business. The business operations of the firm are actively managed by the proprietrix along
with Mr.Ronald Pais (Spouse of Mrs. Janet Pais). Mr.Ronald Pais has more than 12 years of experience in cashew processing
business.

Satisfactory profitability margins during the review period

The PBILDT margin has increased by 154 bps and stood satisfactory at 5.91% in FY19 as compared to 4.37% in FY18 due to
the decrease in employee costs and manufacturing expenses. Further, the PAT margin increased by 40 bps and stood at
1.85% in FY19 as compared to 1.45% in FY18 due to the decrease in depreciation and finance costs.

Stable demand for cashew industry

The production of inshell raw cashew in India was 758,410 metric ton in 2018 and is expected to register a CAGR of 1.8%
during the forecast period, 2019-2024.India is the major cashew growing country in the Asia-Pacific, positioned as the largest
producer of raw cashew nut (RCN) globally with 5.5 lakh metric tons per annum. In India, cashew is grown in the peninsular
areas of Kerala, Karnataka, Goa and Maharashtra, Tamil Nadu, Andhra Pradesh, Orissa and West Bengal.

Liquidity analysis-Stretched

Liquidity position of the firm stood stretched with tightly matched accruals of Rs. 0.53 crore to repayment obligations of Rs.
5.40 crore. The firm has low cash balances of Rs. 0.03 crore as on March 31, 2019. Its bank limits are utilized to the extent of
90% as on March 31 2019, further current ratio stood below unity at 0.93x as on March 31, 2019.

Analytical approach: Standalone

Applicable criteria

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

Financial ratios — Non-Financial Sector

Rating Methodology-Manufacturing Companies
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About the Firm

Fox Cashew Industries (FCl) was established in the year 2009 as proprietorship firm by Mrs.Janet Pais. The firm is engaged in
processing of raw cashew nut into cashew kernels with installed capacity of 4 tons per day at Valpady, Karnataka. The
process involves steam roasting, shell cutting, peeling and grading. The firm majorly procures raw material (raw cashew nuts)
from African countries like Benin, Togo, Ivory Coast, and Tanzania etc. The firm imports 70% of the raw cashew nut owing to
better quality and relatively lower prices as compared to the domestic market. The firm is also engaged in trading of cashew
kernels. The firm purchases the cashew kernels for trading from the local traders in Karnataka. The firm sells the cashew
kernels to wholesalers in the state of Karnataka and Gujarat. The firm also generates income from sale of by-products like
cashew shells, cashew husk and rejections.

Brief Financials (Rs. crore) FY18(A) FY19(A)
Total operating income 26.30 19.19
PBILDT 1.15 1.13
PAT 0.38 0.35
Overall gearing (times) 5.45 3.97
Interest coverage (times) 1.95 1.86

A: Audited

Status of non-cooperation with previous CRA: Not applicable
Any other information: Not applicable
Rating History for last three years: Please refer Annexure-2

Annexure-1: Details of instruments/facilities

Name of the Date of ISIN No. Coupon Maturity Size of the Issue| Rating assigned
Instrument Issuance Rate Date (Rs. crore) |along with Rating
Outlook
Fund-based - LT-Cash - - - - 6.00 CARE B+; Stable
Credit

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
2019-2020 | 2018-2019 | 2017-2018 | 2016-2017
1. |Fund-based - LT-Cash LT 6.00 CARE B+; - 1)CARE B+; - -
Credit Stable Stable
(20-Dec-18)

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.
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Contact us
Media Contact
Mradul Mishra

Contact no. — +91-22-6837 4424
Email ID — mradul.mishra@careratings.com

Analyst Contact

Group Head Name — Ms. Nivedita Ghayal

Group Head Contact no.- +91-40-40301020.

Group Head Email ID- nivedita.ghayal@careratings.com

Business Development Contact

Name: Mr. Nitin Kumar Dalmia

Contact no.:.+91-80-4662 5526.

Email ID : nitin.dalmia@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 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.
CARE’s ratings do not convey suitability or price for the investor. CARE’s ratings do not constitute an audit on the rated
entity. 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. CARE or its subsidiaries/associates may also have other commercial transactions with the entity. In
case of partnership/proprietary concerns, the rating /outlook assigned by CARE is, inter-alia, 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. CARE is not responsible for any errors and states that it has no financial liability
whatsoever to the users of CARE’s rating.

Our ratings do not factor in any rating related trigger clauses as per the terms of the facility/instrument, which may involve
acceleration of payments in case of rating downgrades. However, if any such clauses are introduced and if triggered, the
ratings may see volatility and sharp downgrades.

**For detailed Rationale Report and subscription information, please contact us at www.careratings.com
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