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Ratings

Complexity
Instrument / Amount . : . : )
Facility (Rs. crore) Ratings Rating Action Indicator (Simple /

High / Complex)

Long Term Bank IVR BBB/Stable

A 141.00 (IVR triple B with Stable Assigned Simple
Facilities outlook)
141.00
Total (One forty-
one crore
rupees)

Details of facilities are in Annexure 1

Detailed Rationale

The ratings assigned to the bank facilities ofChanakya Dairy Products Private
Limitedconsidersthe extensive experience of the promoters in the dairy and dairy product
industry coupled withthe company’s adequate milk procurement network and satisfactory
distribution network, significant share of value-added products in the revenue leading to a
comfortable financial profile and capital structure.However, the ratingsareconstrained on
account ofmoderate scale of operations with further moderation in FY21 on account of
COVID headwinds, intense competition from other players,along withsensitivity to SMP stock

and institutional demand and exposure to external factors and government regulations.

Key Rating Sensitivities:

Upward Factors

e Significant growth in scale of business with further improvement in profitability
metrics thereby leading to overall improvement in cash accruals and liquidity.

e Improvement in the capital structure with further improvement in debt protection

metrics.
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Downward Factors

e Dip in operating income and/or profitability thereby impacting the debt coverage
indicators and/or any deterioration in the financial risk profile.

e Any significant rise in working capital intensity or unplanned debt-funded capex

leading to a deterioration in the liquidity position.

Detailed Description of Key Rating Drivers

Key Rating Strengths

Experienced promoters and established presence in the dairy industry

The promoter, Mr. Vinod Kumar Dutt has around three decades of experience in the dairy
industry. The rich experience of the promoter has helped Chanakya Dairy Products Pvt Ltd
maintain healthy relationship with the suppliers. Furthermore, the company was incorporated
in 2004 and has established operation existence of around 17 years.

Adequate milk procurement network spread across Punjab, satisfactory distribution

network

CDPPL’s procurement matrix is spread across the states of Punjab, Rajasthan and Haryana.
Presence of the procurement network which consists of 8 chilling centers and network of
bulk cooling centers which is in proximity to the Punjab, provides location advantage in terms
of logistics given the physiological sensitivity of the product (milk) as also provides for some
cost advantage. On the other hand, the group over the years has established an efficient
distributor network covering a large network of dealers and retailers spread across Himachal
Pradesh, Punjab, Haryana, and Chandigarh. Going forward, the company plans to expand

into the markets of Rajasthan and increase its market penetration in the market.

Significant share of value-add dairy products in the revenue profile though current

focus remains on traditional products

The revenue profile remains dominated by milk followed closely by value-add dairy products
(61% in FY2021 in CDPPL). Within the dairy products, the revenues in the past have been
dominated by traditional products like ghee, paneer, dahi etc. The group though focusses on
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traditional milk products, but it has also introduced new products like flavoured milk in its
portfolio. Moreover, the company has also started production of UHT milk in the current
fiscal, and the ice-cream plant is also expected to become operational from April 2022. The
additional products will enable the company to further diversify its products. Moreover, with
varied revenue base the topline and profitability is expected to increase, which will be a key

credit rating metric.

Comfortable financial profile

Even though the revenue of the company declined by ~13% in FY21 to Rs. 318.59 crore as
against Rs.364.69 crore in FY20. The profitability of the company improved in FY21 with
EBITDA improving to 8.70% (PY:7.58%). The improvement in EBITDA margin is attributed to
the decline in milk price during the lockdown. In the current fiscal year, the company has
achieved a topline of Rs. 179.19 in H1 FY22 crore vis-a-vis Rs. 155.14 crore in H1 FY21,
depicting a growth of ~15% y-0-y basis. Consequently, the profits also increased in the
current fiscal year. Given the current macroeconomic scenario, Infomerics expects a steady
increase in the topline and profits of the company, going forward.

Comfortable capital structure

The total debt of the company in FY21 has increased to Rs. 115.60 crore (PY: 77.14 crore)
and tangible net worth of the company improved to Rs. 69.75 crore (PY: Rs. 62.46 crore)
leading to deterioration in gearing to 1.66x (PY:1.23x), DSCR to 1.82x (PY: 3.57x) and ISCR
to 4.58x (PY:8.28x), albeit the deterioration the capital structure remained comfortable. The
debt levels of the company increased on account of undertaking the debt-funded capital
expenditure plan for installing the UHT milk and ice-cream plant in the current fiscal year.

The capital expenditure is almost complete.

Favourable growth prospects of the dairy industry

On account of the COVID19 pandemic the revenues of the dairy sector witnessed
contraction in FY21 on account of fall in institutional demand leading to adequate milk
available for organized dairy cooperatives/ milk producer companies. The excess milk
sourced by the dairies were converted to skimmed milk powder and butter resulting in
surplus stock of the same. Further with Government of India’s new scheme of “Interest
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subvention on Term Loans for Dairy sector” on working capital blocked in SMP, Whole Milk
Powder (WMP), white butter and ghee, there is an expectation for no additional burden of
finance cost on dairy sector.In the long term the outlook for the dairy industry remains stable
on account of various interest subvention schemes introduced by the government to
modernize dairy infrastructure and promote higher production backed by the growing

demand of milk and milk products backed by increasing per capita consumption.

Key Rating Weaknesses

Moderate scale of operations though some moderation in FY2021 given the Covid
headwinds

CDPPL scale remains moderate with revenues in the Rs.300 crore to Rs.360 crore bracket
in the past few fiscals. While the revenues have remained at close to Rs.364 crore in
FY2020, given the subdued demand especially from the institutional customers and the
logistics constraints impeding transport of products on account COVID lockdowns had
impacted the revenues in FY2021 which remained at Rs. 318.59 crore. The company in the
6MFY2022 has reported Rs. 179.19 crore revenues given the reset of demand and logistics

given the rapid normalization post Covid.
Stiff competition from other players

The milk and milk products industry is characterised by intense competition from the
organised co-operatives, large private players and unorganized players. Apart, the
profitability of dairy entities also remains vulnerable to the skimmed milk powder inventories
as well institutional demand, any adverse movement is likely to have a bearing on their

profitability.

Exposure of milk production to external factors such as climatic conditions and cattle

diseases; as also to Government regulations on pricing of milk and milk products

Milk availability is influenced to a great extent by agro-climatic conditions, which plays a
major influence in the tropics. The industry is vulnerable to risks associated with the failure of
milk production due to external factors like cattle diseases and extension of the lean season

due to drought-like conditions, which ultimately affect milk availability and hence prices. The
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price of the dairy industry’'s raw material, milk, is sensitive to Government policies,
environmental conditions, and epidemic-related factors. The Milk and Milk Products Order

(MMPO) regulates milk and milk products production in the country.

Analytical Approach: Standalone
Applicable Criteria:

Rating Methodoloqgy for manufacturing Companies

Financial Ratios & Interpretation (Non-Financial Sector)

Liguidity-Adequate
The liquidity of the company is expected to remain adequate in the near to medium term
marked by its sufficient accruals vis-a-vis debt repayment obligations. The average working

capital limit utilisation also remained satisfactory at ~67%

duringthepasttwelvemonthsendedOctober31,2021lindicatinganadequateliquiditybuffer.

About theCompany

Chanakya Dairy Products Private Ltd.(CDPPL) was established 2004 as an Integrated
Project in Dairy Business, the company collaborated with Punjab Agro Industries
Corporation Ltd. to set up the project at Mandi Gobindgarh, Punjab. The company is
engaged in manufacturing of products like Pasteurized packaged milk, milk powder, dairy
whitener, butter, pure ghee, curd, lassi & paneer under HF-SUPER Brand. The company’s
marketing network consists of distributors & dealers/sub dealers/retailers in the States of
Himachal Pradesh, Punjab, Chandigarh, and Haryana.The company is promoted by Mr.
Vinod Kumar Dutt, who is also the Managing Director of the company.

Financials (Standalone)
INR in Crore

For the year ended* / As on 31-Mar-20 (A) 31-Mar-21 (A)
Total Operating Income 364.69 318.59
EBITDA 27.64 27.73
PAT 11.31 7.55
Total Debt 77.44 115.60
Tangible Net Worth 62.46 69.75
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EBIDTA Margin (%) 7.58 8.70
PAT Margin (%) 3.10 2.37
Overall Gearing ratio (x) 1.23 1.66

*Classification as per Infomerics' standards

Details of Non-Co-operation with any other CRA:NiIl

Any other information: N.A.

Rating History for last three years:

Current Rating (Year: 2021-22) Rating History for the past 3 years
Amount Date(s) & Date(s) & Date(s) &
I\Skr). EZQ?I?tOf Tvpe outstandi Ratin Rating(s) Rating(s) Rating(s)
' y yp ng (INR 9 assigned in | assigned in | assigned
Crore) 2020-21 2019-20 in 2018-19
1. | Term Loans Long 96.00 VR BBB/ - - -
term Stable
Working Long IVR BBB/
- | Capital term 43.00 Stable i i i
Demand
Loan
Long IVR BBB/
3. |ocC Term 2.00 Stable ] ] i

Name and Contact Details of the Rating Analysts:

Name: Mr. Abhishek Nayak

Tel: (033) 46022266

Email: abhishek.nayak@infomerics.com

Name: Mr. Sandeep Khaitan
Tel: (022) 46022266

Email: sandeep.khaitan@infomerics.com

About Infomerics:

Infomerics commenced rating & grading operations in April 2015 after having spent over 25

years in various segments of financial services. Infomerics is registered with the Securities

and Exchange Board of India (SEBI) and accredited by Reserve Bank of India. It is gradually

gaining prominence in domestic rating and/or grading space. Infomerics is striving for

positioning itself as the most trusted & credible rating agency in the country and is gradually

widening its product portfolio. Company’s long experience in varied spectrum of financial

services is helping it to fine-tune its product offerings to best suit the market.
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Disclaimer: Infomerics ratings are based on information provided by the issuer on an ‘as is
where is’ basis. Infomerics credit ratings are an opinion on the credit risk of the issue / issuer
and not a recommendation to buy, hold or sell securities. Infomerics reserves the right to
change, suspend or withdraw the credit ratings at any point in time. Infomerics ratings are
opinions on financial statements based on information provided by the management and
information obtained from sources believed by it to be accurate and reliable. The credit
guality ratings are not recommendations to sanction, renew, disburse or recall the concerned
bank facilities or to buy, sell or hold any security. We, however, do not guarantee the
accuracy, adequacy or completeness of any information, which we accepted and presumed
to be free from misstatement, whether due to error or fraud. We are 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 us have paid a credit rating fee, based on the
amount and type of bank facilities/instruments. In case of partnership/proprietary
concerns/Association of Persons (AOPs), the rating assigned by Infomerics is based on the
capital deployed by the partners/proprietor/ AOPs and the financial strength of the firm at
present. The rating may undergo change in case of withdrawal of capital or the unsecured
loans brought in by the partners/proprietor/ AOPs in addition to the financial performance
and other relevant factors.

Annexure 1: Details of Facilities

Name of Facility Isl,:)saut:noge g;[:ﬁgg Mg[:tr;ty Iil\f:?l ict);c/ Assailgrr:gd/
(INR Crore) Outlook

Term Loan | - - FY22 1.00 IVR BBB/ Stable
Term Loan Il - - FY24 14.17 IVR BBB/ Stable
Term Loan lll - - FY27 14.50 IVR BBB/ Stable
Term Loan IV - - Fy27 22.83 IVR BBB/ Stable
Term Loan V - - FY28 14.17 IVR BBB/ Stable
Term Loan VI - - FY28 29.33 IVR BBB/ Stable
Drorking Capital i i i 4300 | IVR BBB/ Stable
ocCcC - - - 2.00 IVR BBB/ Stable

Annexure 2: List of companies considered for consolidated analysis: Not Applicable

Annexure 3: Facility wise lender details https://www.infomerics.com/admin/prfiles/CDPPL-
Lender-12-03-22.pdf

Annexure 4: Detailed explanation of covenants of the rated instrument/facilities: Not
Applicable
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Note on complexity levels of the rated instrument: Infomerics has classified instruments

rated by it on the basis of complexity and a note thereon is available at www.infomerics.com.
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