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Ratings
Facilities Amount Ratings! Rating Action
(Rs. crore)

Long-term / Short-term 139 CARE A-; Stable/ CARE A2+ Reaffirmed;

bank facilities (Single A Minus; Outlook: Stable / Outlook revised from
A Two Plus) Positive

Short term bank facilities 5 CARE A2+ Reaffirmed
(A Two Plus)

144
Total facilities (Rupees One Hundred and
Forty Four crore Only)

Details of instruments/facilities in Annexure-1

Detailed Rationale & Key Rating Drivers

The ratings assigned to the bank facilities of Vaibhav Global Limited (VGL) continue to take into account the vast experience

of its promoters in the manufacturing of gemstone-studded fashion jewellery and its end-to-end vertically integrated

operations. The ratings further take into account steady growth in its total operating income (TOI) along with its comfortable

capital structure as well as debt coverage indicators, moderate operating profitability margins and adequate liquidity.

The ratings, however, continue to be constrained by the risk associated with fluctuation in the foreign exchange rates,

susceptibility of its profitability to volatility in the prices of raw materials like gem stones, gold and silver; moderate operating

cycle, increasing bad debt write-off and geographical concentration of its revenue (mainly dependent on USA and UK markets)

with susceptibility to economic slowdown.

Rating Sensitivities

Positive factors:

e Substantial growth in its TOI through greater geographical diversification of its revenue along with improvement in its
operating profitability (PBILDT) margins beyond 15% on a sustained basis

e Reduction in gross operating cycle (average debtor plus inventory period) below 60 days on sustained basis

e Maintaining of comfortable capital structure as well as debt coverage indicators on consolidated basis while further
improving liquidity on standalone level

Negative factors:

e PBILDT margin falling below 10% on sustained basis

e Any major debt funded capex resulting to deterioration in capital structure with overall gearing moderating beyond 0.50
times

e Significant increase in receivable/inventory level or bad debts affecting cash flows and profitability

e Significant deterioration in liquidity position at standalone level

e Any regulatory changes or slowdown in key markets (USA and UK) impacting the business of the company at consolidated
level

e Any adverse outcome of the proceedings of Income Tax Department for AY2012-13 resulting in significant outflow of
income tax liability

Outlook: Stable

The revision in the outlook on the long-term rating of VGL from ‘Positive’ to ‘Stable’ is on account of expectation of adverse
impact on its business due to lower demand for discretionary products in the medium term arising from economic slowdown
in the USA and UK, which are the key markets for the company’s products, on account of the outbreak of novel corona virus
(COVID-19) pandemic which has also resulted in temporary shutdown of its manufacturing operations in India following the
announcement of lockdown by the government to control the spread of the virus, which are together likely to adversely affect
the credit profile of the company in the medium term.

Detailed description of the key rating drivers

Key Rating Strengths

Steady increase in total operating income along with moderate operating profitability margins

VGL’s TOI (at consolidated level) grew by around 16% on y-o-y basis to Rs.1818.31 crore in FY19 (refers to the period April 1
to March 31) on account of increase in sales volume which was supported by budget pay scheme and higher customer
engagement. Sales through budget pay EMI scheme constituted around 35% of TOI during FY19 as against 31% during FY18.

1Complete definition of the ratings assigned are available at www.careratings.com and other CARE publications
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The same was also supported by increase in overall average sales realisation in retail segment which contributed around 92%
to the net sales for FY19 at consolidated level. The company’s mainstream product line is low cost gemstone studded
jewellery which accounted for around 84% (88% in FY18) of its gross sales at consolidated level in FY19 while revenue from
lifestyle products/accessories constituted around 15% (11% in FY18) of gross sales in FY19.

PBILDT margin, although improved marginally on account of better economies of scale, stood at a moderate level of 11.42%
in FY19 due to higher employee expenses and bad debt write-off.

As per un-audited results for 9MFY20, at consolidated level, the company has reported TOI of Rs.1498.97 crore with PBILDT
margin and PAT margin of 14.42% and 10.04% respectively as against TOI of Rs.1361.52 crore with PBILDT margin and PAT
margin of 12.53% and 8.94% respectively in 9MFY19.

The TOI of the company at standalone level grew marginally by around 3% on y-o-y basis to Rs.484.43 crore in FY19 on
account of marginal increase in sale of jewellery products. PBILDT margin improved by 60 bps on y-o-y basis to 9.06% in FY19
on account of lower raw material consumed cost.

At standalone level, as per unaudited results, the company has reported TOI of Rs.344.78 crore with PBILDT and PAT of
Rs.31.10 crore and Rs.21.17 crore respectively in 9MFY20 as against TOI of Rs.359.63 crore with PBILDT and PAT of Rs.34.12
crore and Rs.23.32 crore respectively in 9MFY19.

Comfortable capital structure and debt coverage indicators

The capital structure of VGL (on consolidated basis) stood comfortable on account of healthy accretion of profit to reserves
and lower debt level as on March 31, 2019. Overall gearing stood around 0.10 times as on March 31, 2019 as against 0.13
times as on March 31, 2018. Debt coverage indicators stood comfortable with total debt to GCA of 0.33 times as on March
31, 2019 as against 0.52 times as on March 31, 2018, it improved on account of healthy cash accruals. Furthermore, PBILDT
interest coverage also improved from 34.94 times in FY18 to 44.57 times in FY19 due to improvement in operating
profitability.

Capital structure of the company at standalone level stood comfortable with overall gearing of 0.12 times as on March 31,
2019. PBILDT interest coverage moderated though the same stood comfortable around 11.21 times in FY19 on account of
increase in finance expenses. Total debt to GCA improved from 2.05 times as on March 31, 2018 to 1.84 times as on March
31, 2019 on account of higher profitability.

Wide experience of promoters in Gems & Jewellery business

The promoter group has longstanding experience in gems and jewellery business. Mr Sunil Agrawal, Managing Director as
well as promoter of VGL, has more than 35 years of experience in the Gems and Jewellery business. He is supported by other
directors who have relevant experience in the industry. Over the years, the management has appointed experienced
professionals at different levels to look after various functions of the company.

End to End vertical integration from sourcing to end customer

VGL operates in mainly two business segments namely, wholesale operations and retail operations. VGL has its
manufacturing units at Jaipur and has its subsidiaries as well as step-down subsidiaries at Hong Kong, China, Bali and Thailand
for sourcing of products. Further, it has two step-down subsidiaries at USA and UK which operate TV channels, websites and
mobile apps. These channels and websites showcase VGL's products to viewers, take orders from customers and then ship
the products to the customers.

In wholesale operations, VGL, through its Indian operation and through one of its subsidiary sells to discount retailers; while
under retail operations, VGL operates two 24 hour TV channels on all the major cable, satellite and DTH platforms and two e-
commerce websites as well as mobile apps which complement the company’s TV coverage.

Over the years, the company has developed its own brands for fashion jewellery as well as beauty and lifestyle products.
Under retail division, VGL reported coverage of around 100 million households (97 million households in FY18) on full time
equivalent (FTE) basis in UK and US in home shopping and e-commerce in FY19. Number of repeat purchases by unique
customers stood at 19.8 times in FY19 as against 19.6 times in FY18; while average annual purchase by each customer stood
around 30 pieces in FY19 as against 28.6 pieces in FY18.

Key Rating Weaknesses

High dependence on USA and UK markets with likely impact of outbreak of COVID-19 pandemic on consumer spending in
these countries which could adversely affect the credit profile of the company in the medium-term

Majority of VGL’s revenues in FY19 (Consolidated) came from its retail operations which comprises two 24 hour TV channels
and websites; one in the US and the other in the UK. Since VGL generates majority of its revenues and profits from its
subsidiaries in US and UK, its prospects are intricately linked to the economic scenario prevailing in those markets.
Consequently, its operations are susceptible to economic slowdown in its key markets as the same can have an adverse
impact on consumer demand.

2| CARE Ratings Limited
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The outbreak of Covid-19 pandemic is likely to negatively impact the economies of both USA and UK. The tight financial
conditions for advanced and emerging market economies are expected to remain in place at least for the first half of the
year. As per the International Monetary Fund (IMF), growth in the advanced economy group where in several economies are
experiencing widespread outbreaks of the virus and thereby deploying containment measures is projected to be -6.1% in
2020. Most economies in the group are forecasted to contract this year, including the United States (-5.9%) and the United
Kingdom (-6.5%). Following decline in economic activities, millions of workers even in advanced countries like USA and UK
are facing bleak prospects, including losing their jobs with USA reporting increase in filings for unemployment benefits of
late. Layoffs, income declines, fear of contagion, and heightened uncertainty make people spend less, triggering further
business closures and job losses. A sharp decline in consumer spending in the European countries and the USA would reduce
imports of consumer goods from developing countries. However, the US and UK Governments have recently announced
large stimulus packages, which also include providing income support to households most affected by the pandemic, to avert
a sharp downturn of their economies. Further, following the orders issued by these Governments for the people to stay at
home, the TV viewership and web usage has significantly increased. Resultantly, the people in these countries have resorted
to higher purchase of essential items such as food, toilet paper, cleaning supplies and medication from online retailers. As
articulated by VGL’s management, VGL has also started selling essential items and has experienced significant increase in
their sales volume which is being sold through its TV channels and website which has resulted in increase in proportion of
sales of non-jewellery products in its total sales. However, essential items are fetching relatively lower average sales
realisation to the company as compared with those from fashion jewellery and lifestyle products where it also used to have
cost advantage over other online retailers on account of its integrated business model for sourcing of these products apart
from own manufacturing unit. Furthermore, the corona virus pandemic is likely to impact the overall purchasing power of
consumers in these two economies where in VGL has its retail operations and may result in shift in consumer preference
from non-essential items to essential items. Consequently, the actual impact of these developments on the scale of
operations and profitability of VGL considering the fixed cost model of the company remains a key monitorable.

Moreover, unprecedented measures taken by India to control the spread of COVID-19 pandemic have impacted the gems &
jewellery value chain with forced unit shutdowns at its manufacturing plants in India from March 24, 2020 which can affect
its standalone operations; though, as per the management, the company has commenced operations from these units w.e.f
April 27, 2020. While marginal relaxations have been given by the government, the duration of lockdown related restrictions
and its overall impact on the company’s operations remains a key monitorable. CARE believes that despite these marginal
relaxations to resume commercial operations, the extension of lockdown beyond the anticipated period to control the
spread of the virus, may exert pressure on the company’s revenues and profitability in the near to medium term.

Intense competition with operations susceptible to strict laws and regulations

VGL’s operations at US and UK are subject to strict laws and regulations applicable to video and e-commerce business.
Furthermore, the video and e-commerce retail business is highly competitive, and VGL faces direct competition from
different retailing formats in US and UK market. In video and digital retail business, the company faces competition from few
large players. However, VGL’s focus is largely fashion jewellery, accessories as well as beauty and lifestyle products while
other players have varied line of products which makes them relatively larger player. Despite being relatively smaller player,
VGL is benefitted on account of its vertically integrated model which helps in earning better profitability.

Susceptibility of profit margins to fluctuation in raw material prices and foreign exchange rates

Gemstones along with diamond, gold, rough stones and silver are the key raw materials for VGL's gems and jewellery
products. The prices of gold and silver have experienced high volatility in the past. Any adverse change in prices of these
commodities and in prices of gemstones will have an adverse impact on VGL's margins. The company sources gold, silver and
platinum from trading houses such as Metals & Minerals Trading Corporation (MMTC) on cash basis while it procures
gemstones and roughs from local as well as overseas vendor and through participating in auctions organised by mining
companies. The company regularly participates in the auction organised by Kagem Mining Limited and Gemfields Limited for
procurement of gemstones.

VGL being a 100% Export Oriented Unit, is also highly susceptible to risk associated with fluctuation in foreign exchange rates.
The company’s profitability margin is susceptible to the extent of net receivables un-hedged in case of any adverse foreign
exchange fluctuations. Further, the company avails working capital borrowings from banks in foreign currencies which are
also exposed to foreign exchange fluctuation risk. The company gets benefit of natural hedge of foreign exchange to some
extent as part of its purchases of raw materials as well as working capital borrowings and almost entire sales of finished
products are largely in the foreign currency; although it would be susceptible to timing differences. The company used to
hedge its foreign currency exposure by entering into forward contract; however, the company is not hedging its foreign
currency receivables/payables currently. On consolidated basis, VGL reported a net foreign exchange gain of Rs.5.94 crore
during FY19 (Rs.11.59 crore during FY18). Significant fluctuation in exchange rates can impact profitability of the company
adversely.
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Increase in bad debts

During FY19, the company has written off bad debts of around Rs.10.00 crore and created provision for doubtful debts of
Rs.1.04 crore during FY19 as against Rs.1.75 crore and Rs.6.72 crore respectively in FY18. The bad debts write off/provision
created is around 5.32% (5.64% in FY18) of operating profitability and around 2% (2% in FY18) of total sales under budget pay
during FY19. The bad debt / provision for doubtful debts further increased to Rs.15.33 crore during H1FY20 as against Rs.5.54
crore in H1FY19. The bad debts write-off/provision created is around 12.35% (5.57% in H1FY19) of operating profitability.
Any significant increase in these bad debt write off or increase in receivable levels can adversely impact the profitability and
liquidity of the company; consequently the same remains a key rating sensitivity.

Liquidity: Adequate

Liquidity position of VGL is adequate marked by healthy cash accruals against no long term debt repayment obligations. The
same is also supported by low gearing as on March 31, 2019 and no debt funded capex plan in near future. Its unutilized bank
lines with average utilisation of fund based working capital limits being 30% during past 12 months ended September 2019
are adequate to meet its incremental working capital needs over the next one year. The liquidity position of the company is
also supported by adequate free cash and bank balance which stood around Rs.102.17 crore at standalone level and
Rs.283.37 crore at consolidated level as on September 30, 2019. As informed by the management, the company has cash and
cash equivalent of around Rs.82.94 crore at standalone level and Rs.240 crore at consolidated level as on March 31, 2020
against which it had outstanding debt of Rs.64.43 crore at standalone level as on even date. It may be noted that, the
company has not availed the moratorium granted by the lenders as a COVID relief measure (as permitted by the Reserve
Bank of India) for its debt obligations.

As VGL’s business model (on consolidated basis) is largely business to customer (B2C) sales model with end to end vertical
integration, it has to maintain sufficient stock of finished goods apart from raw material inventory used for processing. The
gross operating cycle of the company stood at 120 days in FY19 which is relatively elongated level. At consolidated level, the
company’s inventory level has increased moderately as on March 31, 2019 on y-o-y basis, though the same can be attributed
to growing scale of operations. Reduction in gross operating cycle on a sustained basis would be a key rating sensitivity.
Current ratio improved from 2.87 times as on March 31, 2018 to 3.28 times as on March 31, 2019 at consolidated level. Net
cash flow from operating activities was around Rs.198.88 crore during FY19 at consolidated level.

Majority of retail sales of the company are on cash basis (credit card payments) which provides adequate liquidity support to
the company. However, the company has started budget pay EMI scheme with product return option under which it allows
its customers to pay in 2 or 3 instalment (in few products- 4 or 5 instalment) with one getting paid immediately and
remaining amount getting paid in monthly instalment as per number of instalment offered. As on March 31, 2019,
receivables from sale under budget pay EMI scheme stood around Rs.78.89 crore (12% of total budget pay sale) as against
Rs.62.08 crore (13% of total budget pay sale) as on March 31, 2018. However, the bad debts written off/provision created is
around 5.32% (5.64% in FY18) of operating profitability and around 2% (2% in FY18) of total sales under budget pay during
FY19. Any significant increase in these write off levels or increase in receivables can impact liquidity position at consolidated
as well as standalone level which would be a key rating sensitivity. However, as articulated by the management, it is not
offering budget pay scheme on essential items presently wherein it receives payments on cash basis and increasing sale of
these items may limit the increase in its level of debtors.

Income Tax demand notice

VGL has received order for scrutiny under sections 147/148 of Income Tax Act wherein the Income Tax department has asked
for submission of certain information and documents with regard to Assessment Year (AY) 2012-13 on the basis of search
conducted by IT department at premises of different business group. Subsequently, the company received stay on the said
proceedings from Honourable High Court of Rajasthan in December, 2019. Furthermore, the company’s management has
articulated that as per legal opinion available with them, the likelihood of crystallization of any major income tax liability on
this count is remote. However, if any major IT liability falls upon the company then it can have an adverse impact on its
liquidity and credit profile. Hence, the final outcome of the notice raised on VGL by the IT department would remain a key
monitorable.

Analytical Approach: Consolidated. The company has operational synergies with its subsidiaries and hence consolidated
approach has been considered. List of subsidiaries and step-down subsidiaries has been attached as Annexure- 3.

Applicable Criteria

Criteria on assigning Rating Outlook and Credit Watch

CARE’s Policy on Default Recognition

Criteria for Short Term Instruments

Rating Methodology-Manufacturing Companies

Rating Methodology — Consolidation and Factoring Linkages in Ratings
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Rating methodology- Retail
Financial ratios — Non-Financial Sector

About the Company

VGL was incorporated on May 08, 1989. VGL is a 100% Export Oriented Unit (EOU) having manufacturing set-up for gemstone
studded jewellery at Sitapura, Jaipur along with diamond sourcing and manufacturing unit at Mumbai. VGL manufactures low
cost gemstone studded jewellery primarily made of silver and other metals. Over the past years, the company has changed
its business model by shifting from high-end jewellery to low-end jewellery and has also started sale of beauty products,
fashion accessories and lifestyle products like stylish watches, hair accessories like hair bands & clips, handbags, ladies
scarves, bed linens, pillow covers and home décor products. The company over the years has developed its supply chain
infrastructure which includes manufacturing facilities at India and direct procurement from various micro markets including
India, China, Thailand and Indonesia. VGL operates in mainly two business segments namely, wholesale operations and retail
operations. In wholesale operations, VGL, through its Indian operation and through its subsidiary- STS Jewels Inc., USA, sells
to discount retailers. In retail operations, VGL operates two 24 hour TV channels [Shop LC in USA & Canada and The Jewellery
Channel (TJC) in UK] on all the major cable, satellite and DTH platforms. Furthermore, VGL operates e-commerce websites in
US (www.shoplc.com) and UK (www.tjc.co.uk) which complement the company’s TV coverage, while diversifying customer
engagement. These channels and websites showcase VGL's products to viewers, take orders from customers and then ship
the products to the customers. The company has also developed mobile application for enhancing customer shopping
experience. Presently, VGL has 5 direct subsidiaries and 4 wholly owned step-down subsidiaries.

Brief Financials - Consolidated (Rs. crore) FY18 (A) FY19 (A)
Total operating income 1572.45 1818.31
PBILDT 150.22 207.58
PAT 112.47 154.17
Overall gearing (times) 0.13 0.10
Interest coverage (times) 34.97 44,57
A: Audited

As per consolidated un-audited results for 9MFY20, VGL reported a PAT of Rs.150.52 crore (9MFY19: Rs.121.72 crore) on a
TOI of Rs.1498.97 crore (9MFY19: Rs.1361.52 crore).

Status of non-cooperation with previous CRA: None
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 Coupon Maturity Size of the Issue Rating assigned
Instrument Issuance Rate Date (Rs. crore) along with Rating
Outlook
Non-fund-based - ST- - - - 5.00 CARE A2+
BG/LC
Fund-based - LT/ ST- - - - 139.00 CARE A-; Stable /
Packing Credit in CARE A2+
Foreign Currency
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Annexure-2: Rating History of last three years
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Sr. Name of the Current Ratings Rating history
No.| Instrument/Bank Type Amount Rating | Date(s) & | Date(s) & Rating(s) | Date(s) & | Date(s) &
Facilities Outstanding Rating(s) | assigned in 2019- | Rating(s) Rating(s)
(Rs. crore) assigned in 2020 assigned in | assigned in
2020-2021 2018-2019 | 2017-2018

1. | Non-fund-based - ST 5.00 CARE - 1)CARE A2+ 1)CARE 1)CARE

ST-BG/LC A2+ (13-Nov-19) A2+ A2+
(24-Aug- (05-Sep-
18) 17)

2. | Fund-based - LT/ LT/ST 139.00 CARE A-; - 1)CARE A-; 1)CARE A-; | 1)CARE A-
ST-Packing Credit Stable / Positive / CARE Positive / ; Stable /
in Foreign CARE A2+ CARE A2+ CARE A2+
Currency A2+ (13-Nov-19) (24-Aug- (05-Sep-

18) 17)

3. | Fund-based - ST- ST - - - 1)Withdrawn 1)CARE 1)CARE
Standby Line of (13-Nov-19) A2+ A2+
Credit (24-Aug- (05-Sep-

18) 17)

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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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.
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