ICRA

Uttam Sugar Mills Limited

April 05, 2019

Summary of rating action

Current Rated Amount

Instrument* Rating Action

(Rs. crore)
Fund-based -Term Loan 405.56 [ICRA]BB+ (Stable); Assigned
Fund-based — Cash Credit 455.00 [ICRA]BB+ (Stable); Assigned
Non-fund Based-Working Capital Facilities 29.50 [ICRA]JA4+; Assigned
Unallocated Limits 59.94 [ICRA]IBB+ (Stable); Assigned
Total 950.00

*Instrument details are provided in Annexure-1

Rationale

The assigned ratings are constrained by Uttam Sugar Mills Limited (USML)’s moderate financial profile, as reflected by
the leveraged capital structure, modest operating profitability and coverage metrics. In 9M FY2019, the operating
profitability is constrained due to the decline in sugar realisations YoY and in FY2018, by the weak sugar realisations in
Q4 FY2018 resulting in an inventory write-down and the weak performance from the distillery division. USML’s debt is
high at Rs. 816.7 crore as on March 31, 2018, comprising 52% working capital borrowings and remaining term debt. This,
along with increased creditors resulted in high total outside liabilities/total net worth. The debt is likely to increase in
FY2019, given the debt-funded capex undertaken for the distillery expansion and the low-cost soft loans approved by the
state government. USML’s debt repayments are relatively on the higher side in FY2020-FY2021 and the timely servicing
of the debt repayments is critically dependent on sufficient availability of cane, healthy recovery rates and contribution
margins going forward. USML'’s ratings are also constrained by risks associated with the inherent cyclicality in the sugar
business; the agro-climactic conditions related to cane production; the Government policies on cane pricing, import
duties; the pricing and offtake of cogeneration power and ethanol and counterparty credit risk associated with the sale
of power to the utilities in Uttar Pradesh (UP).

However, the ratings favourably factor in the long track record of the promoters in the sugar industry and the USML’s
forward integration into cogeneration and distillery businesses, which provide a cushion against cyclicality in the sugar
business. USML’s operating performance in terms of cane crushing and recovery rate has improved in the last three
years. USML'’s cane crushing increased from 20.1 lakh MT in SY2016 to 36.9 lakh MT in SY2018. The crushing levels are
likely to remain healthy in SY2019 around 35 lakh MT despite a 5% decline YoY. The healthy cane crushing volumes are
likely to support the by-products — cogeneration and distillery division’s performance in FY2019. USML’s recovery rate
has improved from 10.76% in SY2016 to around 11.70% (estimated) in SY2019, resulting in a decline in cane cost of
production. In addition to these factors, the operating profitability in FY2019 is likely to improve, given the expected
increase in stock valuation for closing stocks of the previous year with the minimum support price at Rs. 31/kg and the
higher ethanol volumes on the back of enhanced capacity and higher ethanol realisation YoY. The continued support
from the Government for the sugar industry in the form of an increase in the minimum support price (MSP) to Rs. 31/kg
from Rs. 29/kg, interest subvention loans for ethanol expansion and the recently approved soft loans by the Central
Government, in addition to the approved cash subsidy and low-cost soft loans by the state government, are likely to
support the profitability and cash accruals in FY2019.
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Outlook: Stable

ICRA expects sugar prices to be supported by the recent Government initiatives. The outlook may be revised to Positive if
the sugar production estimates for SY2020 are lowered and the exports under the minimum indicative export quota
(MIEQ) are implemented successfully, resulting in favourable supply-demand dynamics and consequently, higher sugar
prices. The outlook may be revised to Negative if the sugar production estimate is considerably higher than the
consumption estimates for SY2020, resulting in pressure on sugar prices and sugar off-take.

Key rating drivers

Credit strengths

Significant experience of promoter in the sugar industry — The promoter of the company, Mr. Raj Kumar Adlakha has
close to four decades of experience in the sugar business. USML was acquired by the Adlakha family in 1998.

Significant size of forward-integrated and operationally-efficient sugar operations - USML operates 23,750 tonne
crushed per day (TCD) of sugar capacities in UP and Uttarakhand. The plant’s operation is forward integrated into power
and alcohol business— co-generation capacity of 103 mega-watt (MW) and distillery capacity of 150 kilo litre per day
(KLPD). The distillery capacity was increased from 75 KLPD to 150 KLPD in December 2018. The integrated operations
provide alternate revenues and cushion profitability against cyclicality in sugar business.

Healthy cane crushing and recovery rates — USML’s cane crushing is likely to remain healthy around 35 lakh MT, despite
a decline by 5% from an all-time high of 36.9 lakh MT cane crushing in SY2018. The crushing increased from 20.1 lakh MT
in SY2016 to 36.9 lakh MT in SY2018, a CAGR increase by 35%. These crushing levels will support the forward-integrated
operations. Further, USML’s healthy recovery rate at around 11.70% in SY2019, an increase from 10.75% in SY2016
would support its cost structure.

Expected improvement in operating profitability in FY2019 — The operating profitability in FY2019 is likely to improve
supported by the lower cost of production (owing to higher recovery rate), expected improvement in stock valuation as
against March 31, 2018 with the minimum support price at Rs. 31/kg and the better performance of the by-products.

In FY2019, the higher ethanol volumes on the full year operations of the earlier capacity of 75 KLPD and the enhanced
distillery capacity of three months, along with higher realisations backed by regulatory support, is likely to result in
improved performance of the distillery division on a YoY basis. The proposed ethanol production from B-heavy molasses
(in case of subdued sugar realisations) from FY2020 is likely to support the profitability going forward.

Government’s measure to support sugar prices and sugar mills’ liquidity — The Government of India (Gol) has approved
soft loans (interest subvention at 7%) of Rs. 10,540 crore for cane payments and interest subvention loans of Rs. 12,900
crore for ethanol capacity augmentation. While the former announcement is likely to support the liquidity of the mills in
the near term, the latter is likely to address the current supply-demand imbalance in the industry over the medium term
and also help in meeting the 10% blending target under the ethanol blending programme (EBP). USML’s eligibility is
around Rs. 140.9 crore for the soft loans and around Rs. 73.0 crore for the loans under the ethanol capacity expansion.

Earlier, the UP government approved a cash subsidy of Rs. 4.50/quintal (of cane crushed in SY2018) and low-cost soft
loans, which translate to Rs. 16 crore and Rs. 143 crore, respectively. These are likely to support USML’s liquidity in
FY2019.
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Credit challenges

Financial profile characterised by leveraged capital structure, moderate operating profitability and debt coverage
indicators — In 9M FY2019, the operating profitability is moderate at 9.8% due to the subdued sugar realisations. In
FY2018, the same was constrained at 9.4% owing to the weak sugar realisations in Q4 FY2018, resulting in an inventory
write-down and the weak performance from the distillery division, which reported %PBIT at 6.0% on revenues of Rs. 38.8
crore as against %PBIT of 21.0% on revenues of Rs. 94.6 crore in FY2017. In FY2018, the distillery was non-operational for
seven to eight months owing to environment-compliance related issues. However, the plant has been made zero
discharge compliant and has been operational from December 2017 onwards.

USML’s gearing is high, at 4.6 times, given the significant debt of Rs. 816.7 crore as on March 31, 2018. This, along with
the increased creditors resulted in high total outside liability/total net worth of 6.9 times. The debt is likely to increase in
FY2019, given the debt-funded capex undertaken for the distillery expansion (of the total cost of Rs. 38-crore, Rs. 23-
crore was debt-funded) and the low-cost soft loans approved the state government (of the Rs. 143-crore approved, Rs.
101.3-crore was drawn down in FY2019).

High debt repayments - USML’s debt repayments are relatively on high side ranging Rs. 125 — 130 crore in FY2020-
FY2021. The servicing of the debt obligations in a timely manner would be dependent on the sufficient cane availability,
healthy recovery rates and contribution margins going forward.

High working capital intensity — USML’s working capital intensity is high given the seasonality involved in the crushing
operations and the high debtors pertaining to the power receivables from UP-discoms.

Profitability remains vulnerable to state government’s policy on cane prices - The cane price and subsidies (if any) are
determined by the GoUP at the start of the crushing season. Thus, the performance of the company can be impacted by
a disproportionate increase in cane price in any particular year.

Vulnerability of profitability to agro-climatic risk and regulatory risk - The profitability of sugar mills remains exposed to
the cyclicality of the sugar industry, the agro-climatic risks related to cane production, the Government policies related
to sugar trade and the counterparty credit risk associated with the sale of power to the utility.

Liquidity Position

The liquidity profile is moderate with the average working capital utilisation at 74% during the period December 2017 —
December 2018. USML’s FFO is expected to increase in FY2019 on the back of improved operating profitability. This
along with some cushion in the cc limits, opening free cash balances of Rs. 19 crore and the undrawn soft loans of Rs. 40
crore are likely to provide some liquidity in the near term.

Analytical approach

Analytical Approach Comments
Corporate Credit Rating Methodology
Applicable Rating Methodologies Rating Methodology for Entities in the Sugar Industry

Parent/Group Support Not applicable
Consolidation / Standalone Standalone
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About the company

The company was incorporated as Associated Sugar Mills Limited in October, 1993 by Mr. M.K Swarup along with his
family members. In 1998, the Adlakha family, along with their associates, acquired 100% shareholding in the company
from the erstwhile promoters. Subsequently, the name of company was changed to Uttam Sugar Mills Limited w.e.f.
November, 1998. Now, Uttam Sugar Mills Limited (USML), a part of the Uttam Group, is one of the leading integrated
sugarcane processing company, having corporate office at Noida.

The company is involved in the manufacturing of sugar and the forward integrated products - power and ethanol. The
company has aggregate cane crushing capacity of 23,750 TCD, cogeneration capacity of 103 MW and ethanol production
capacity of 150 KLPD. The company has four sugar plants, out of which one is located in the state of Uttarakhand and
other three in Uttar Pradesh.

In 9M FY2019, on a provisional basis, the company reported a net profit of Rs. 31.3 crore on an operating income of Rs.
900.7 crore, as compared to a net profit of Rs. 46.3 crore on an operating income of Rs. 1008.6 crore in the previous
year. In FY2018, the company reported a net profit of Rs. 101.45 crore on an operating income of Rs. 1429.95 crore, as
compared to a net profit of Rs. 156.10 crore on an operating income of Rs. 1190.40 crore in the previous year.

Key financial indicators (audited)

FY2017 FY2018
Operating Income (Rs. crore) 1085.4 12435
PAT (Rs. crore) 106.6 17.0
OPBDIT/OI (%) 20.0% 9.4%
RoCE (%) 25.3% 11.1%
Total Debt/TNW (times) 4.8 4.6
Total Debt/OPBDIT (times) 3.5 7.0
Interest coverage (times) 2.9 1.5

Status of non-cooperation with previous CRA: Not applicable

Any other information: None
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Rating history for last three years:

Instrument

1 Fund-based -Term
Loan

2 Fund-based —
Cash Credit

3 Non-fund Based-
Working Capital
Facilities

4 Unallocated
Limits

Chronology of Rating History for the

Current Rating (FY2019) Past 3 Years
Date & Date & Date &
Date & Rating in Rating in Rating in
Amount Amount .
Rated Outstanding Rating FY2018 FY2017 FY2016
Type (Rs. crore) (Rs. crore) April 2019 - - -
Long [ICRA]BB+ - - -
Term 405.56 405.56 (Stable)
Long [ICRA]BB+ - - -
Term 455.00 (Stable)
Short [ICRA]JA4+ - - -
Term 29.50
Long [ICRA]BB+ - - -
Term 59.94 (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: Instrument Details

ISIN No
NA

NA

NA
NA
NA
NA

NA

NA

www.icra.in

Instrument Name
Term Loan 1

Term Loan 2

Term Loan 3

Term Loan 4

Term Loan 5

Cash Credit
Non-fund Based-
Working Capital
Facilities
Unallocated Limits

Date of
Issuance /
Sanction
Sep-2015
May-2015
toJun-2016
Nov-2018
Sep-2018
Jun-2014
NA

NA

NA

Coupon Rate
11.60%-12.00%

11.00-11.50%

5%
11.00%

NA
NA

NA

Maturity
Date
Sep-2020

Sep-2022

Jun-2024
Dec-2020
Jun-2019
NA

Amount
Rated

(Rs. crore)
21.83

223.45

101.32
57.14
1.82
455.00

29.50

59.94

Current Rating and
Outlook
[ICRA]BB+ (Stable)

[ICRA]BB+ (Stable)

[ICRA]BB+ (Stable)
[ICRA]BB+ (Stable)
[ICRA]BB+ (Stable)
[ICRA]BB+ (Stable)

[ICRAJA4+

[ICRA]BB+ (Stable)

Source: Uttam Sugar Mills Limited
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