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LT Foods Limited

Instrument* Rated Amount Rating Action
(in crore)
Working Capital Limits 902.62 [ICRA]BBB rating reaffirmed; rating watch with negative
implications removed; stable outlook assigned
Term Loans 92.50 [ICRA]IBBB rating reaffirmed; rating watch with negative
implications removed; stable outlook assigned
Unallocated 170.0 [ICRA]IBBB rating reaffirmed; rating watch with negative
implications removed; stable outlook assigned
Non Fund Based Limits 72.0 [ICRA]A3+ rating reaffirmed; rating watch with negative

implications removed; stable outlook assigned

Total 1237.12
*Instrument Details are provided in Annexure-1

Rating Action

ICRA has reaffirmed the [ICRA]BBB (pronounced ICRA triple B)" and [ICRA]JA3+ (pronounced ICRA A three
plus) ratings for Rs. 1237.12 crore” bank lines of LT Foods Limited (LTF). The rating watch with negative
implications has been removed and a stable outlook has been assigned for the long-term rating.

Detailed Rationale

In assigning the rating, ICRA has taken a consolidated view of the financial and operational profile of LTF along
with its other key group companies — Daawat Foods Limited® (DFL), Nature Bio-Foods Limited* (NBFL),
Raghunath Agro Industries® (RAI), Kusha Inc. and SDC Foods India Limited, given the common promoters,
strong operational and financial linkage amongst the entities. These are together referred to as LTF Group or
‘the Group'.

The ratings were put on rating watch with negative implications following the anticipated pressure on the
liquidity of the Group given the repudiation of the insurance claim (explained below) and the impending
repayment of debt availed against the said claim. The claim was filed by DFL against the loss of paddy stock
due to a fire accident at its Mandideep facility. In order to meet its funding requirements, DFL had availed
additional working capital debt (secured by insurance claim receivable) and demand loans, which entailed a
fixed repayment commitment. The removal of rating watch follows the funding of the gap/repayment liability
partly through the internal accrual generation and through other means such as - advance received against a
long term order from a group company and availment of long-term debt.

Further, the ratings continue to take into account the steady revenue growth registered by the Group and
sustainability of its profitability margins in FY2016 and the current fiscal, primarily supported by its strong brand
presence, increase in volumetric sales, and higher contribution from branded sales and value add products.
The Group has recently also formed joint ventures with other established companies in line with its
diversification/forward integration strategy. While the revenue contribution from the same is expected to be
moderate, these initiatives have the potential to drive the Group’s profitability. The Group continues to benefit
on account of its established operational track record and long experience of the promoters in the basmati rice
industry; its sizeable scale of operations; wide distribution network and its established relationships with
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domestic and export clients. These factors have enabled it to emerge as one of the leading players in the
basmati rice industry, with strong brand recognition.

However, the ratings remain constrained by the high working capital intensity of the business as the industry
participants, including the LT Group, are required to maintain sizeable inventory, given the seasonality in
availability of basmati paddy (October to December). The inventory requirements are further accentuated by
the need to store the rice for a period of time (called ‘ageing’), as this improves the quality of rice and attracts
premium pricing. Thus, any slowdown in demand and consequently the realisaitons exposes the industry to
risks of inventory write-offs, as has been seen in the last two years. However, LTF has been mitigated to an
extent on account of its strong brand leading to steady order inflow and its prudent procurement policies. High
working capital debt to fund the inventory has resulted in high debt and gearing levels for the LT Group.
However steady internal accrual generation coupled with no major debt funded capex has resulted in a decline
in the Group’s gearing level in recent years.

The ratings also factor in the competitive and fragmented nature of the industry which limits the pricing flexibility
of the industry participants; which is further accentuated in light of continued pressure/volatility in basmati rice
prices, especially in the export market. The Group’s profitability remains exposed to foreign exchange rate
volatility given that exports contribute around 50% of the revenue; exposure to agro climatic risks; and changes
in government regulations and trade policies, both in the domestic as well as importing countries.

Key rating drivers
Credit Strengths

= Established track record of operations of the LT Group and long experience of the promoters in the
basmati rice industry. Over the years, the LT Group has emerged as one of the leading basmati rice
players in the country.

= Well accepted brands (Daawat, Heritage, Royal, etc) and wide geographical reach with exports to more
than 50 countries.

= Diversified customer base and wide distribution network in domestic and export markets.

=  Steady revenue growth over the years, with resultant increase in cash flow generation.

= Sizeable revenue contribution from branded sales supports the profitability and reduces exposure to
industry volatility

= Recent initiatives by the Group to expand its geographical presence, diversify revenue base and leverage
the established brand, have the potential to improve profitability

= Steady industry demand as India enjoys competitive advantage in basmati rice exports, with Pakistan
being the only other basmati rice exporter.

Credit Weakness

=  High competitive intensity of the industry limits pricing flexibility of the industry participants.

= High working capital requirements in order to maintain inventory of paddy and basmati rice for ageing,
exposes the company to inventory price risk, as evident over the last two years

= High reliance on working capital borrowings and high limit utilisations, resulting in elevated gearing levels
and moderate debt coverage metrics.

= Exposure to foreign exchange risk as majority of the turnover is contributed to by exports. However the LT
Group follows a selective hedging policy.

=  Operating in an agro-based industry, the company’s operations and profitability remain vulnerable to raw
material availability, its quality and pricing which further depend on climatic conditions.



ICRA

Detailed description of key rating drivers highlighted above:

LT Group is an established basmati rice miller/exporter of the country and has a diverse portfolio of rice
products (brown rice, white rice, steamed rice, parboiled rice, organic rice, etc). The LT Group has been
promoted by members of the Arora family, who have long experience in the industry. LT Group’s manufacturing
facilities are located in Haryana, Punjab and Madhya Pradesh with a combined milling capacity of ~84 tons per
hour (TPH). These states account for majority of the country’s basmati rice production, thus ensuring easy
access to the basmati paddy. Over the years, the Group has emerged as one of the leading basmati rice
players in the country with established brands, both in the domestic and the export market; supported by a well
entrenched distribution network.

The basmati rice industry is highly competitive and fragmented in nature, marked by the presence of some
established players and numerous medium to small sized players. Further, the industry faces sizeable
inventory price risks on account of high inventory levels and volatility in realisations, especially in the export
market. Given that majority of the basmati paddy is procured during the months of October-December
(procurement season) and is held for 8-12 months for ageing purposes (which fetches higher realisations), the
business is inherently working capital intensive. However, this risk is partly mitigated by strong brand strength
which ensures steady order inflow. For LT Group, branded sales account for ~70% of total basmati rice sales
which has supported its margins. The group has recently taken various initiatives with resultant benefits, such
as — leasing of basmati rice processing in Netherlands (geographic expansion), JV with Future group to mill
and sell non-Basmati rice (product diversification and expansion of distribution reach) and JV with Japanese
company Kamada Seika to manufacture and sell rice-derivative food products (product diversification). These
initiatives are not expected to entail significant funding commitments in medium term. While the revenue
contribution from these is expected to be moderate, these initiatives are likely to support the Group’s
profitability margins.

Given that the LT Group operates in the agro-based industry, it remains exposed to the inherent cyclicality,
volatility in prices, and changes in government regulations, not just domestically but also the regulations of the
export destinations. Additionally as a significant portion of the turnover is contributed to by export revenues, the
LT Group faces risk of adverse movement in foreign exchange rates. The LT Group manages its exchange risk
by availing working capital limits in foreign currency and through booking of forward contracts, for part of the
foreign exchange exposure.

Analytical approach:

For arriving at the ratings, ICRA has taken a consolidated view of the financial and operational profile of LTF
along with its other key group companies — Daawat Foods Limited (DFL), Nature Bio-Foods Limited (NBFL),
Raghunath Agro Industries (RAI), Kusha Inc. and SDC Foods India Limited, given the common promoters,
strong operational and financial linkage amongst the entities. These are together referred to as LTF Group or
‘the Group'.

Links to applicable Criteria

Corporate Credit Rating —A Note on Methodology



About the Company:
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Incorporated in the year 1990, LT Foods Limited (erstwhile LT overseas Ltd.) is engaged in the business of
milling, processing and marketing of basmati rice. LTF has been promoted by three brothers — Mr. Vijay Kumar
Arora, Mr. Ashwini Arora and Mr. Surinder Arora. The company has established brand presence, both in the
domestic and international markets with well known brands including ‘Daawat’ and ‘Heritage’. LTF’s
manufacturing facilities are located in Haryana and Punjab. On a consolidated basis, the Group has a milling

capacity of around 84.0 TPH.

In FY2016, the company reported an operating income of Rs. 1846.8 crore (Rs. 2973.4 crore on consolidated
basis) and profit after tax of Rs. 30.4 crore (Rs. 72.5 crore on consolidated basis).

Status of non-cooperation with previous CRA: Not Applicable

Any other information: Not Applicable

Rating History for last three years:

Table: Rating History

Current Rating (2017)

Chronology of Rating History for the past 3 years

Name of
Amount Date & .
S.No | Instrument
Type outstanding [I;aatt?n& Date & Rating in FY2016 Rating in D?:]e':&;%lltlllng
(Rs. Crore) 9 FY2015
January September January
2017 March 2016 2015 2015 October 2013
Working Lon [[CRAIBBB [I[CRAIBBB | [ICRA]BBB [[CRA]BBB
1 Capital Terr% 902.62 (Stable) [ICRA|BBB® (Stable) (Stable) (Stable)
Limits
Long [ICRAJBBB , | tcraBes 'ggBA] [ICRAJBBB
2 Term Loan Term 92.50 (Stable) [ICRAIBBB (Stable) (Stable) (Stable)
Long [ICRA]BBB [ICRA]|BBB 'gg'g] [ICRA]BBB
@
3 Unallocated Term 170.0 (Stable) [[CRA]BBB (Stable) (Stable) (Stable)
Non Fund Short [ICRAJA3+®
4 Based Limits | Term 72.0 [ICRAJA3+ [ICRAJA3+ | [ICRA]JA3+ [ICRAJA3+

@ - under rating watch with negative implications

Complexity level of the rated instrument:

ICRA has classified various instruments based on their complexity as
Complex". The classification of instruments according to their complexity levels is available on the website
www.icra.in

"Simple", "Complex" and "Highly
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Annexure-1

Details of Instrument

Size of .
Name of the . Date of Coupon rate Maturity Date | the issue Current Rating and
instrument issuance Outlook
(Rs. Cr)
‘(‘.’Ofk'”g Capital ; ; . 902.62 [ICRAJBBB (Stable)
imits
Term Loan NA NA NA 92.50 [[CRA]BBB (Stable)
Unallocated - - - 170.0 [[CRA]BBB (Stable)
E_on. Fund Based ) ) ) 720 [ICRAJAS+
imits
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