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Summary of rating action

Previous Rated Amount  Current Rated Amount

Instrument* (Rs. crore) (Rs. crore) Rating Action

Long Term - Fund Based/ CC 15.0 15.0 [ICRA]C+; reaffirmed
Long Term - Unallocated 20.0 20.0 [ICRA]CH; reaffirmed
Total 35.0 35.0

*Instrument details are provided in Annexure-1

Rationale

The rating reaffirmation is constrained by The Mahatma Gandhi Sahakara Sakkare Karkhane’s (MGSSK) weak financial
profile characterised by net losses and negative cash accruals and its negative net worth owing to accumulation of losses
over the years. The coverage indicators have remained inadequate and the cash losses and debt servicing obligations
have been mainly funded through additional borrowings. The rating also considers the de-growth in MGSSK’s revenues in
FY2018 due to lower sales volume, notwithstanding the improvement in its operating profits due to lower cane
procurement costs in FY2018. The rating is also constrained by its high working capital intensity of operations due to high
inventory holdings and the exposure of the business to agro-climatic risks on sugarcane availability and recovery and the
high regulatory intensity in terms of sugarcane pricing. Further, the margins are likely to be under pressure in the near
term, given the decrease in the sugar realisations in the ongoing sugar season.

The rating, however, draws comfort from the extensive experience of the management in the sugar industry, along with
forward integration of the plant into co-generation, which results in partial de-risking from the volatilities of sugar
industry.

Key rating drivers

Credit strengths

Extensive experience of management in the industry - MGSSK was promoted by Dr. Bheemanna Khandre, who has over
35 years of experience in the sugar industry. Before MGSSK, he had co-founded the Bidar Sahakare Sakkare Karkhane Ltd
and served as its Chairman for more than fourteen years.

Partial forward integration with co-generation power plant - MGSSK is partially forward integrated with an eight-MW
co-generation power plant, which protects its profitability to an extent in case of downturn in the sugar industry. In
addition to the sale of power, it derives revenues from the sale of bagasse and molasses. This lends support to its
revenues and margins to some extent.

Credit challenges

Net losses and negative cash accruals - MGSSK's profitability has remained weak with the entity continuing to report net
losses in FY2018 due to high interest costs resulting from high debt levels. The revenues also de-grew in FY2018 due to
lower sales volume. The operating profits, however, improved due to lower cane procurement costs in FY2018.
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Adverse capital structure with negative net worth and inadequate coverage indicators - MGSSK’s net worth remains
negative owing to the losses accumulated over the years. The losses are primarily funded through additional debt
borrowings and this has resulted in an adverse capital structure. The weak operating margins and high interest costs
have resulted in inadequate coverage indicators.

Exposure of the business to agro-climatic risks and regulatory risks - The availability of sugarcane and the sugar
recovery from the cane is susceptible to changes in the weather conditions. This leads to high volatility in the prices of
sugar over the years. Moreover, the sugar industry is highly regulated, and the Government sets the floor price for the
procurement of sugarcane. This would impact the profitability of sugar industry when the sugar realisations are low.

Working capital intensive nature of operations - MGSSK operates its sugar mill during the cane harvesting season, which
typically runs from October/November to March/April. It stocks the sugar produced during this season and sells them
during the subsequent months. The high inventory holdings during this season lead to high working capital intensity of
operations. With further increase, especially in year-end inventory, the NWC/OI stood high at 119.0% in FY2018 when
compared to 66.3% in FY2017.

Liquidity position

MGSSK’s cash flows from operations remained weak owing to an increase in its working capital requirements in FY2018.
With weak realisations and low profitability in the current fiscal, the liquidity position remains tight. It has limited
cushion available in the form of its undrawn working capital borrowings. The planned capital expenditure of ~Rs. 6.5
crore and repayment obligation of ~Rs. 4.4 crore in FY2019 is likely to further impact the liquidity.

Analytical approach

Analytical Approach Comments

Corporate Credit Rating Methodology

Applicable Rating Methodologies
Entities in the Sugar Industry

Parent/Group Support Not applicable

Consolidation / Standalone Not applicable

About the company

MGSSK, a co-operative society registered under the Karnataka Co-operative Societies Act, 1959, operates a sugar mill
with a capacity of 3,500 tonne of cane per day (TCD), integrated with an 8-megawatt (MW) co-generation power plant,
in Balki Taluk of Bidar district in Karnataka. Registered in March 1981, the entity commenced its commercial operations
in FY2003 with 2,500-TCD crushing capacity. Registered in April 1991, the society commenced its operations in
November 2003 with 2500 TCD. In FY2012 and FY2013, the entity expanded its processing capacity to 3500 TCD and
installed the co-generation plant.

In FY2018, MGSSK reported a net loss of Rs. 19.8 crore on an operating income (Ol) of Rs. 92.0 crore compared to a net
loss of Rs. 20.1 crore on an Ol of Rs. 115.6 crore in the previous year.
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Key financial indicators (audited)

FY2017 FY2018
Operating Income (Rs. crore) 115.6 92.0
PAT (Rs. crore) -20.1 -19.8
OPBDIT/ Ol (%) 3.1% 6.9%
RoCE (%) -0.1% 2.4%
Total Debt/ TNW (times) 2.1 -2.2
Total Debt/ OPBDIT (times) 60.9 42.7
Interest Coverage (times) 0.2 0.3
NWC/ Ol (%) 66.3% 119.0%

Status of non-cooperation with previous CRA: Not applicable
Any other information: None

Rating history for last three years:

Instrument Current Rating (FY2019) Chronology of Rating History for the past 3 years
Type Amount Amount Date Date & Rating in FY2018 Date & Rating in Date &
Rated Outstanding&Rating FY2017 Rating
(Rs. (Rs. crore) in FY2019 in
crore) FY2016
Dec 2018 Jan 2018 Nov 2017 May 2016 May -
2016
1 Fund Long 15.0 [ICRA]C+ [ICRA]IC+ [ICRA]IC+ [ICRA]C+ [ICRA]IC+ -
Based/ CC Term ISSUER NOT
COOPERATING*;
2 UnallocatedLong 20.0 [ICRA]C+ [ICRA]C+ - - - -
Term

*|ssuer did not cooperate; based on best available information

Complexity level of the rated instrument:

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 website www.icra.in
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Annexure-1: Instrument Details

Date of Amount

Issuance / Maturity Rated Current Rating
ISIN No Instrument Name Sanction Coupon Rate Date (Rs. crore) and Outlook
NA Fund Based/ CC ) ) ) 15.0 [ICRAJC+
NA Unallocated _ _ ) 20.0 [ICRA]C+

Source: The Mahatma Gandhi Sahakara Sakkare Karkhane
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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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