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Boss Cotton and Oil Industries
Instrument* Rated Amount Rating Action

(in crore)

Cash credit 5.00 [ICRA]B- (Stable) assigned
Term loan 1.95 [ICRA]B- (Stable) assigned
Unallocated limits 1.55 [ICRA]B- (Stable) assigned
Total 8.50

*Instrument Details are provided in Annexure-1

Rating Action

ICRA has assigned a long-term rating of [ICRA]B- (pronounced ICRA B minus) to the Rs. 5.00 crore
cash credit, Rs. 1.95 crore term loan and Rs. 1.55 crore unallocated facilities of Boss Cotton and Oil
Industries (BCOI). The Outlook on the long-term rating is Stable.

Rationale

The assigned rating is constrained by the firm’s small scale of operations and weak financial risk profile
marked by steep de-growth in sales and cash loss in 9M FY2017, adverse capital structure and weak debt-
coverage indicators. The rating also factors in the vulnerability of the firm’s profitability to agro-climatic
risks, the inherently low value-adding ginning business and the firm’s exposure to stiff competition in a
fragmented industry caused by the presence of numerous small and unorganised players. ICRA also notes
that as BSOI is a partnership firm, any significant withdrawals from the capital account by the partners
could adversely affect its net worth and thereby its capital structure.

The rating, however, continues to draw comfort from the long experience of the promoters in the cotton
industry and the locational advantage by the firm by virtue of its location in the cotton-producing region,
giving it easy access to quality raw cotton.

Key rating drivers

Credit Strengths

e Long experience of promoters in the cotton ginning industry

o Favorable location of the unit in Rajkot (Gujarat), a cotton producing belt of India, giving easy access
to quality raw cotton

Credit Weakness

o Weak financial risk profile marked by adverse capital structure and poor debt-coverage indicators

o Small scale of operations; significant revenue de-growth during 9M FY2017 leading to cash loss

o Low profitability because of limited value addition and highly competitive and fragmented industry
structure given the low entry barriers

o Vulnerability of profitability to fluctuations in raw cotton prices, which are subject to seasonality and
crop harvest

o Exposure to regulatory risks with regards to Minimum Support Price (MSP) for raw cotton as well as
imposition of any restriction on cotton exports by Government of India (GOI)

e Partnership firm; any substantial withdrawal from capital account could impact the net worth and
thereby the capital structure of the firm
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Description of key rating drivers highlighted above:

BCOI is engaged in ginning and pressing of raw cotton and crushing of cotton seeds with the product
profile comprising cotton bales, cotton seeds, cotton seed oil and cake. During first full year FY2016, the
ginning capacity utilization remained low at around 9% and the crushing capacity utilisation remained at
27%. The production facility of the firm remained suspended from June 2016-Dec 2016 in the current
fiscal, which resulted into steep decline in operating income to Rs. 1.4 crore during 9M FY2017 as
against Rs. 19.4 crore in FY2016. The operating profitability of the firm remained low at 3.2% and 4.2%
in FY2015 and FY2016 respectively. The firm reported net loss in FY2015 and FY2016 owing to higher
interest and depreciation expenses due to initial debt funded capex and further during 9M FY2017, it
reported cash loss due to significant revenue de-growth. The capital structure of the firm remained
adverse as reflected by gearing at 11.5 times as on March 31, 2016 owing to initial debt funded capex and
high working capital debt requirements coupled with erosion of net worth due to net losses.

The cotton ginning industry is highly fragmented due to the presence of numerous players operating in
Guijarat, resulting in high competition. The industry is also exposed to regulatory risks with the
government imposing MSP on purchase of raw cotton during over supply in the market and restricting
export of cotton bales in order to support the domestic cotton textile industry.

The firm is expected to report significant revenue de-growth in FY2017 due to suspension of production
facility during June 2016 to Dec 2016. Given the cash loss during 9M FY2017, the partners’ ability to
support the timely debt repayments would remain key rating sensitivities. Furthermore, the firm’s ability
to improve its scale of operations, manage its working capital requirements efficiently and improve its
capital structure would remain important from credit perspective.

Analytical approach: For arriving at the ratings, ICRA has taken into account the BCOI’s business risk
profile, financial risk drivers and management profile.

Links to applicable Criteria
Corporate Credit Rating —A Note on Methodology
http://www.icra.in/Files/Articles/Rating%20Meth%20Mar%202017.pdf

About the Company:

Established in 2014 as a partnership firm, Boss Cotton and Qil Industries (BCOI) is engaged in cotton
ginning and cotton seed crushing operations to produce cotton bales, cotton seeds, cotton seed oil and
cotton seed oil cake. The manufacturing facility of the firm is located at Rajkot, Gujarat and is equipped
with 40 ginning machines, 1 pressing machines and 5 crushing machines. The total intake capacity for
raw cotton is 26,880 MTPA and the intake capacity for expellers is 14,400 MTPA of cotton seeds.

Status of non-cooperation with previous CRA: Not Applicable

Any other information: Not Applicable


http://www.icra.in/Files/Articles/Rating%20Meth%20Mar%202017.pdf
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Rating History for last three years:

Table: Rating History

Sr. | Name of Current Rating (2017) Chronology of Rating History for
No | Instrument the past 3 years
Type Rated Month-year & Date & Date & Date &
amount Rating Rating in | Ratingin | Ratingin
(Rs. FY2016 | FY2015 FY2014
Crores) April 2017 - - -
1 Cash Credit Long Term | 5.00 [ICRA] B- (Stable) - - -
2 Term loan Long Term | 1.95 [ICRA] B- (Stable) - - -
4 Unallocated limits | Long Term | 1.55 [ICRA] B- (Stable) - -

Complexity level of the rated instrument:

website www.icra.in

ICRA has classified various instruments based on their complexity as "Simple", "Complex" and "Highly
Complex". The classification of instruments according to their complexity levels is available on the



http://www.icra.in/

ICRA

Annexure-1
Details of Instrument

Name of the Date of issuance/ | Coupon | Maturity | Size of the issue Current Rating
instrument sanction rate Date (Rs. Cr) and Outlook
Cash Credit - - - 5.00 [ICRA] B- (Stable)
Term Loan January-2014 - June-2020 1.95 [ICRA] B- (Stable)
Unallocated limits - - - 155 [ICRA ]B- (Stable)
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About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and
financial services companies as an independent and professional investment Information and Credit
Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a
Public Limited Company, with its shares listed on the Bombay Stock Exchange and the National Stock
Exchange. The international Credit Rating Agency Moody’s Investors Service is ICRA’s largest
shareholder.

For more information, visit www.icra.in
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ICRA ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. ICRA ratings are subject to
a process of surveillance, which may lead to revision in ratings. An ICRA rating is a symbolic indicator of ICRA’s current
opinion on the relative capability of the issuer concerned to timely service debts and obligations, with reference to the instrument
rated. Please visit our website www.icra.in or contact any ICRA office for the latest information on ICRA ratings outstanding.
All information contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable, including
the rated issuer. ICRA however has not conducted any audit of the rated issuer or of the information provided by it. While
reasonable care has been taken to ensure that the information herein is true, such information is provided ‘as is’ without any
warranty of any kind, and ICRA in particular, makes no representation or warranty, express or implied, as to the accuracy,
timeliness or completeness of any such information. Also, ICRA or any of its group companies may have provided services other
than rating to the issuer rated. All information contained herein must be construed solely as statements of opinion, and ICRA
shall not be liable for any losses incurred by users from any use of this publication or its contents.
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