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The Grob Tea Company Limited

Instrument* Rated Amount (in crore) Rating Action

Fund Based Limits (Working Capital- 15.00 [ICRA]A- (Stable) reaffirmed/
Tea Hypo Limit) (revised from Rs. 14.08 crore) assigned

Non Fund Based Limits (Letter of Nil -

Guarantee) (revised from Rs. 0.12 crore)

Unallocated Limit Nil -

(revised from Rs. 0.80 crore)

*Instrument Details are provided in Annexure-1
Rating Action

ICRA has reaffirmed the long-term rating of [ICRA]A- (pronounced ICRA A minus) assigned to the Rs. 15.00
crore (enhanced from Rs. 14.08 crore earlier, including Rs. 0.12 crore of the earlier non fund based limits and
Rs. 0.80 crore of the earlier unallocated limit have been reassigned as fund based facilities) fund based bank
facilities of The Grob Tea Company Limited (TGTCL)? The outlook on the long term rating is ‘Stable’.

Rationale

The reaffirmation of the rating takes into account the experience of the management in the tea industry and
TGTCL’s favourable financial risk profile, as reflected by healthy profitability and a conservative capital
structure, leading to comfortable level of coverage indicators. The rating also factors in the company’s focus on
production of premium quality tea that commands a premium over average market realisation. Given the
inherent fixed cost-intensive nature of operations, higher production from own gardens along with improvement
in realisation during FY2016 compared to FY2015 led to a growth in turnover and also favourably impacted the
company’s profitability to a large extent. Decline in realisation and almost stagnant production of tea in the
current financial year along with scheduled increase in wage cost are likely to keep the operating profit under
pressure. However, the extent of the impact on the profits of TGTCL would be primarily determined by the trend
in tea realisation in the fourth quarter of the current fiscal. Nonetheless, the long-term outlook for the domestic
bulk tea industry continues to remain favourable.

The rating, however, continues to be impacted by the risk associated with tea being an agricultural commodity,
which depends on agro-climatic conditions as well as the inherent cyclicality of the fixed-cost intensive tea
industry that leads to variability in profitability and cash flows of bulk tea producers such as TGTCL. The
concentration of all six gardens of the company in the Assam region further accentuates agro-climatic risks for
the company. In addition, domestic tea prices are influenced by international prices and hence, the demand-
supply situation in the global tea market, in ICRA’s opinion, would continue to have a bearing on the profitability
of Indian players, including TGTCL.

The ability of the company to increase yield of the tea estates, while producing premium quality tea that
commands a premium over average market realisation and maintaining adequate profitability and improve the
coverage indicators would remain the key rating sensitivities. Any sharp decline in the production level and rise
in the overhead expenses, which could adversely impact the profitability of the company, thereby resulting in a
drop in the cash accruals from the business, would remain a credit concern going forward.

1100 lakh = 1 crore = 10 million
2 For complete rating scale and definitions please refer to ICRA’s website www.icra.in or other ICRA Rating
Publications
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Key rating drivers
Credit Strengths

e Experience of the management in the tea industry

e Favourable long-term outlook for the domestic bulk tea industry

e Superior quality of tea as evident from the premium commanded by the company’s produce compared to
average market prices

e Favourable financial risk profile, as reflected by healthy profitability and a conservative capital structure,
leading to comfortable level of coverage indicators

Credit Weakness

¢ Moderate scale of operations at present, notwithstanding growth witnessed in FY2016

e Muted realisation of tea in the domestic market, likely to keep profitability under pressure in the current
financial year

e Risks associated with tea being an agricultural commaodity, which is dependent on favourable agro climatic
conditions; concentration of gardens in Assam increases TGTCL’s sensitivity to such risks

e Indian tea, in spite of its quality, is essentially a price taker in the international market; export market
performance of the Indian tea is also critical to sustain the buoyancy in domestic tea prices

Description of key rating drivers highlighted above:

TGTCL is a relatively small but an established player in the tea business and has six tea gardens located in
Assam, with four located in Jorhat, Golaghat, Naharkatia and Dibrugarh districts of Upper Assam while the
other two are located in Cachar region. Although the location of the gardens is conducive for production of high
quality tea, the geographical concentration of the gardens exposes the company to the risks arising from
adverse agro-climatic conditions. The company produces black tea of CTC (crush, tear, curl) category, which it
sells in the domestic market through a mix of auction and private sales. The total production of the company
was only 0.39% of India’s total production during FY2016. The production of tea from own garden in FY2016
was higher than the previous fiscal (FY2015) by around 22% on the back of tea produced from the newly
acquired garden. Moreover, bought-leaf production has also withessed a growth of around 31% during the
same period, although in absolute level the same has remained nominal compared to its own production.
Accordingly, the overall production of the company registered a growth of around 21% in FY2016 compared to
FY2015. During the first half (April-September 2016) of the current fiscal, the production of tea from the own
garden was higher by around 11% (3.20 million kg [Mn Kg] in H1 FY2017 vis-a-vis 2.87 Mn Kg in H1 FY2016)
compared to the corresponding period of the last year. The bought-leaf production, till September 2016 (April-
September 2016), was significantly lower at 0.09 Mn Kg against 0.20 Mn Kg during the same period of the
previous fiscal as the prices were not attractive to produce tea from bought-leaf operation. ICRA expects that
the company’s overall production of tea in the current fiscal is likely to remain marginally higher than FY2016.

TGTCL'’s premium quality of tea in the domestic market results in a premium for its produce compared to the
average North Indian auction price. Moreover, the overall realisation of the company is comparable to some of
the leading players in the industry. During the first half of the current fiscal, the average realisation of TGTCL’s
tea was lower than the corresponding period of the last year. TGTCL has a favourable age constitution of its
bushes, with around 75% of its bushes being in the age bracket of 6-50 years, which is likely to have a positive
impact on productivity over the long term. ICRA notes that the muted realisation, along with scheduled increase
in wage cost further, is likely to keep the operating profit under pressure in the near term. The extent of the
impact of the above on the profits of TGTCL would, however, be determined by the trend in tea realization,
going forward. Nonetheless, the long-term outlook for the domestic bulk tea industry continues to remain
favourable.

The operating income of TGTCL has increased from Rs. 60.86 crore in FY2015 to Rs. 76.98 crore in FY20186,
registering a growth of around 26%, due to an increase in overall volume of sales (~19%) as well as average
realisation (~6%) of tea sold. Despite a lower average realisation (~8%) of tea sold during the first half of the
current fiscal, the top-line of the company has remained at a higher level on the back of higher volume of sales
(~19%) corresponding to the same period in the previous fiscal. Overall growth in realisation along with higher
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volume of tea production have favourably impacted the operating profit margin (OPM) of the company, which
witnessed a marked improvement from 7.12% in FY2015 to 13.65% in FY2016. Overall profits and cash
accruals from the business have witnessed a significant growth and remained at a comfortable level in FY2016
over the previous fiscal after a steady decline over the past few years. However, the OPM has remained at a
lower level of 26.96% in H1 FY2017 compared to that 35.39% in H1 FY2016, primarily due to a drop in the
average tea prices in the domestic market. This along with scheduled increase in wage cost further, is likely to
keep the operating profits under pressure in the near term. TGTCL continues to have a conservative capital
structure, with a gearing of 0.20 times as on March 31, 2016. On account of rise in profitability and low gearing,
the coverage indicators have also improved and remained at a comfortable level during FY2016 over the
previous fiscal. On account of healthy cash accruals from the business and low working capital intensity of
operations, the company has generated positive fund flow from operations (FFO) during the past few years.
The free cash flow of the company has also remained positive during FY2016.

Analytical approach: For arriving at the ratings, ICRA has taken into account the debt servicing track record of
TGTCL, its business risk profile, financial risk drivers and management profile.
Links to applicable Criteria

Corporate Credit Rating — A Note on Methodology
ICRA Rating Methodology: Indian Bulk Tea Industry

About the Company:

Incorporated in 1895, The Grob Tea Company Limited (TGTCL) produces black tea of CTC (crush, tear, curl)
category, which it sells in the domestic market through a mix of auction and private sales. The company was
taken over by the current management — the Rawalwasia Group in May 2009. The company has six tea
gardens, located in upper Assam and Cachar district. The gardens are spread over a total area of 5,676
hectares, of which around 47% is under tea cultivation.

TGTCL reported a net profit of Rs. 7.37 crore (unaudited) on an operating income of Rs. 33.79 crore
(unaudited) during the first half of FY2017. The company reported a net profit of Rs. 4.69 crore on an operating
income of Rs. 76.98 crore for the year ending March 31, 2016.

Status of non-cooperation with previous CRA: Not Applicable

Any other information: Not Applicable
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Rating History for last three years:

Table: Rating History

Current Rating Chronology of Rating History for the past 3
Name of years
S.No Instrument Rated Month- Month- Year Month- Year Month- Year
Type Amount Year & & Rating in & Rating in & Rating in
(Rs. Crore) Rating FY2016 FY2015 FY2014
Jazr:)ulz;ry DeggrlnSber January 2015 | March 2014
L \(’:V;[;:;;]?Tea Long 15.00 [ICRAJA- [ICRAJA- [ICRAJA- [ICRAJA-
5 - Term ' (Stable) (Stable) (Stable) (Stable)
ypo Limit
2 Letter of Long Nil ) [I[CRA]A- [[CRA]A- [[CRA]A-
Guarantee Term (Stable) (Stable) (Stable)
3 Unallocated Long Nil ) [ICRA]A- [ICRA]A- [ICRA]A-
Limit Term (Stable) (Stable) (Stable)

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

Details of Instrument

Name of the Date of Maturity Slz_e of the Current Rating and
. . Coupon rate issue
instrument issuance Date Outlook
(Rs. Crore)
Working
Capital- Tea - - - 15.00 [ICRA]A- (Stable)
Hypo Limit
Name and Contact Details of the Rating Analyst(s)
Mr. Jayanta Roy Mr. Sujoy Saha
+91 33 7150 1120 +91 33 7150 1184
jayanta@icraindia.com sujoy.saha@icraindia.com

Mr. Sandipan Kumar Das
+91 33 7150 1190
sandipan.das@icraindia.com

Name and Contact Details of Relationship Contacts:

Mr. Jayanta Chatterjee
+91 80 4332 6401
jayantac@icraindia.com

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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Contents may be used freely with due acknowledgement to ICRA

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.



mailto:jayanta@icraindia.com
mailto:sandipan.das@icraindia.com
mailto:sujoy.saha@icraindia.com
mailto:jayantac@icraindia.com
http://www.icra.in/

ICRA

Registered Office
ICRA Limited

1105, Kailash Building, 11th Floor, 26, Kasturba Gandhi Marg, New Delhi 110001

Tel: +91-11-23357940-50, Fax: +91-11-23357014

Corporate Office

Mr. Vivek Mathur

Mobile: +91 9871221122
Email: vivek@icraindia.com

Building No. 8, 2nd Floor, Tower A, DLF Cyber City, Phase Il, Gurgaon 122002
Ph: +91-124-4545310 (D), 4545300 / 4545800 (B) Fax; +91- 124-4050424

Mumbai

Mr. L. Shivakumar

Mobile: +91 9821086490

Email: shivakumar@icraindia.com

3rd Floor, Electric Mansion

Appasaheb Marathe Marg, Prabhadevi
Mumbai—400025,

Board : +91-22-61796300; Fax: +91-22-24331390

Kolkata

Mr. Jayanta Roy

Mobile: +91 9903394664
Email: jayanta@icraindia.com

A-10 & 11, 3rd Floor, FMC Fortuna

234/3A, A.J.C. Bose Road

Kolkata—700020

Tel +91-33-22876617/8839 22800008/22831411,
Fax +91-33-22870728

Chennai

Mr. Jayanta Chatterjee
Mobile: +91 9845022459
Email: jayantac@icraindia.com

5th Floor, Karumuttu Centre

634 Anna Salai, Nandanam
Chennai—600035

Tel: +91-44-45964300; Fax: +91-44 24343663

Bangalore

Mr. Jayanta Chatterjee
Mobile: +91 9845022459
Email: jayantac@icraindia.com

"The Millenia’

Tower B, Unit No. 1004,10th Floor, Level 2 12-14,1 & 2,
Murphy Road, Bangalore 560 008

Tel: +91-80-43326400; Fax: +91-80-43326409

Ahmedabad

Mr. L. Shivakumar

Mobile: +91 9821086490

Email: shivakumar@icraindia.com

907 & 908 Sakar -Il, Ellisbridge,

Ahmedabad- 380006

Tel: +91-79-26585049, 26585494, 26584924; Fax:
+91-79-25569231

Pune

Mr. L. Shivakumar

Mobile: +91 9821086490

Email: shivakumar@icraindia.com

5A, 5th Floor, Symphony, S.No. 210, CTS 3202, Range
Hills Road, Shivajinagar,Pune-411 020

Tel: + 91-20-25561194-25560196; Fax: +91-20-
25561231

Hyderabad

Mr. Jayanta Chatterjee
Mobile: +91 9845022459
Email: jayantac@icraindia.com

4th Floor, Shobhan, 6-3-927/A&B. Somajiguda, Raj
Bhavan Road, Hyderabad—500083
Tel:- +91-40-40676500



mailto:vivek@icraindia.com

