
  
 

Rating Rationale                                                                                                29 July 2020 
 

Gem Sugars Limited 
 

Brickwork Ratings reaffirms ratings for the Bank Loan Facilities of Rs. 284.83 Crores of              
Gem Sugars Limited  
 
Particulars 
 

Facilities** 
Amount(Rs. Crs.) 

Tenure 
Rating* 

Previous  Present Previous Present 

Fund Based 

Cash Credit 115.64 115.64 Long 
Term 

BWR BBB-/Stable BWR BBB-/Stable 
Reaffirmed Term Loans 51.94 64.06^ 

Warehouse Demand 
Loan 96.00 96.00 

 
Short 
Term 

BWR A3  
 

BWR A3  
Reaffirmed 

Non Fund Based 

Bank Guarantee 5.38 5.38 
Letter of Credit 3.75 3.75 

Total 272.71 284.83 
Rupees Two Hundred and Eighty Four Crores and 

Eighty Three Lakhs Only 
*Please refer to BWR website www.brickworkratings.com/ for definition of the ratings; ** Details of Bank loan 
facilities are provided in Annexure-I; ^Include Rs. 5.41 Crs. of proposed term loans. 
Note: The company has Rs. 47.50 Crs. of agricultural loans and Rs. 90 Crs. of harvest and transport loans 
aggregating Rs. 137.50 Crs. as on 31Mar2020 with various banks not rated by BWR. 
 
 
Rating Action/Outlook 
The ratings continue to draw strength from the experience of the promoters and management team, strong                
parentage of the Gem Group and Doddannavar group of industries, consistent performance in FY20 (P),               
and established track record. The ratings are also supported by gradual diversification of product profile               
and source of revenue, integrated operations, proximity of the plant to sugarcane cultivation areas and               
established relationships with farmers for procurement of sugarcane. The ratings remain constrained by             
the moderate financial risk profile marked by high gearing and subdued debt service coverage ratio,               
working capital intensive operations with high dependence on external financing, agro-climatic risks,            
susceptibility to regulatory changes, cyclicality of the sugar industry and proposed debt-funded capacity             
expansion.      [P = Provisional] 
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Brickwork Ratings (BWR) takes cognizance of the Covid-19 moratorium package and related guidelines             
issued by the Reserve Bank of India (RBI). BWR also takes note of the guidance provided by the SEBI                   
vide its Circular dated 30 March 2020 in this regard. BWR notes that Gem Sugars Limited has availed the                   
relief under the aforementioned package with its lenders and its scheduled payments to the lenders have                
been deferred in the interim, with the approval of the lenders. BWR would not be considering such                 
non-payments as default for the time being. The company has also opted for the extension of the                 
moratorium by three more months till August 2020. BWR will continue to monitor the developments in                
this regard and analyse the impact, if any, on the company’s credit profile. 
  
BWR believes Gem Sugars Limited’s (‘GSL’ or ‘the company’) business risk profile will be maintained               
over the medium term. The rating outlook may be revised to ‘Positive’ if the company records substantial                 
improvement in the operating performance and supply-demand dynamics are favourable with resultant            
higher sugar prices and profitability, improved working capital management, better debt coverage metrics             
and liquidity profile. The outlook may be revised to ‘Negative’ if the company reports any significant                
increase in the cane procurement cost impacting the sugar contribution margins resulting in lower than               
estimated coverage indicators or if higher than expected debt funded capital expenditure, deterioration in              
the performance of the company and a weaker liquidity position adversely impact the financial risk               
profile. 
 
Key Rating  drivers: 
 
Credit Strengths: 

● Experienced management and established track record: The management of the company is            
well experienced, supported by qualified managerial and technical professionals. The promoters           
support the company operations with long term interest-free unsecured loans as and when needed.              
The company has a long operational track record of operations since 2003. It has been able to                 
establish mutually beneficial relationships with local farmers and other entities of the supply             
chain. 
 

● Strong parentage and locational advantage: The company is part of the Tamil Nadu based              
Gem Group and Karnataka based Doddannavar Group of industries. Both groups have established             
business interests in Tamilnadu and Karnataka respectively. GSL has locational advantages           
ensuring steady availability of cane. The company’s 6500 TCD integrated sugar plant is located              
in Bilagi Taluk, Bagalkot District, Karnataka, which is a sugarcane belt of Karnataka.The             
company’s distillery and power co-generation plant are also located at the same place. 

 
● Established integrated operations: The Company has an integrated sugar plant with a capacity             

of 6500 TCD with 60 KPLD distillery and 24.50 MW power cogeneration plant. The integrated               
facility leads to diversification of revenue profile offsetting cyclicality in the sugar business.             
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Sugar capacity utilisation was ~83% and sugar recovery was 10.86% in FY20 (P) as against sugar                
capacity utilisation of ~91% and sugar recovery of 10.84% in FY19. 5.23 lakhs MT sugarcane               
was crushed in FY20 (P) as against 6.00 lakhs MT in FY18. 5.26 Crs. units of power was                  
generated and 14564 KL of ethanol produced in FY20 (P). Sugar cane crushing days decreased to                
97 days in FY20 (P) (102 days in FY19) on account of lower availability of sugarcane for                 
crushing due to lower harvest. Presently, the company sells power to ESCOMs consisting of              
HESCOM, BESCOM, GESCOM, MESCOM, CESC at Rs 4.76/unit.  [P = Provisional] 
 

● Diversification of revenue stream: The share of sugar sales in total revenue of the company               
came down from ~85% in FY18 to ~66% in FY20 (P). The company is diversifying its source of                  
revenue by increasing the production and sale of Extra Neutral Alcohol (ENA) and Denatured              
Anhydrous Ethanol from its distillery plant. The share of distillery products in total revenue              
increased from 17.65% in FY18 to 23.89% in FY20 (P). This will go up further as the company                  
intends to expand its distillery capacity before expanding the sugar production capacity. As the              
demand for ethanol is expected to be rather consistent, the diversification towards distillery units              
will help the company overcome the cyclical slump in the sugar industry. In case of any                
foreseeable slump in sugar price or demand, the company can divert its B-heavy molasses and               
sugarcane juice towards production of distillery products. The proportion of power sales in total              
revenue has been ~4-5% in the past three years. The company has obtained the licence from State                 
Drugs Controller and Licencing Authority for production of Hand Sanitizer to meet domestic             
demand. It plans to install machinery worth ~Rs. 30 Lakhs by the end of this calendar year to                  
target a capacity of 500 litres/day. The commercial sale of the hand sanitizer is also expected to                 
improve the profitability of the company.    [P = Provisional] 
 

Credit Weakness : 

● Moderate financial risk profile: Operating income marginally declined to Rs. 342.18 Crs. in             
FY20 (P) as against Rs. 343.13 Crs. in FY19. Decline during FY20 (P) was mainly due to lower                  
production of sugar on account of lower availability of sugarcane for crushing in the SY 2019-20                
due to deficit rainfall during planting season. Increase in buffer stock holding limit from 3 MT to                 
4 MT by the central government w.e.f. 01Aug2019 for one year to control the supply of sugar in                  
the open market to check the sugar price also led to lower sugar sales by the company which                  
came down from Rs. 229.91 Crs. in FY19 to Rs. 196.23 Crs. in FY20 (P). Total debt declined                  
from Rs. 283.30 Crs. as on 31Mar2019 to Rs. 212.68 Crs. as on 31Mar2020 (P) due to partial                  
repayment of term loans and lower outstanding working capital borrowings. DSCR was subdued             
at 0.93 time and ISCR was moderate at 1.76 times as on 31Mar2020 (P). Leverage was high as                  
reflected in debt/equity of 2.14 times and TOL/TNW of 4.09 times as on 31Mar2020 (P). Net and                 
operating profit margins were thin at 1.79% and 12.71% respectively as on 31Mar2020 (P). The               
company reported total sales of Rs. 51.78 Crs. in Q1FY21. [P = Provisional] 
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● Project execution risk: The company had earlier proposed to undertake capacity expansion of             

sugar plant to 10,000 TCD, co-generation plant to 52.5 MW and distillery plant to 120 KLPD at a                  
cost of ~Rs. 328 Crs., expected to be funded through term loans (~Rs. 165 Crs.), promoter                
funding (Rs. ~85 Crs.), SDF loan (quasi equity) (~Rs. 62 Crs.) and internal accruals (~Rs. 15                
Crs.). However, presently the company proposes to expand its Ethanol cum Distillery Plant to 120               
KLPD only at a cost of ~Rs. 85 Crs. which is being funded through term loan of ~Rs. 70 Crs. and                     
balance from internal cash accruals. The project is expected to be commissioned by November              
2021. The company is exposed to project execution risks of this project and given the capital                
expenditure plans, the debt levels are expected to increase from the current levels, which may               
lead to moderation in credit metrics. 
 

● Working capital intensive nature of operations: Due to seasonality of the industry, the             
production takes place during 4-5 months a year while the product is sold over 10-12 months.                
This results in high working capital requirement and other carrying costs like godown             
maintenance, insurance etc. The company’s average FBWC utilization is in the range of 95-100%              
in the peak season. However, when the government imposes the buffer stock limits on sugar               
manufacturers, it provides them the buffer stock subsidy to support the carrying cost of the buffer                
stock. 
 

● Susceptibility to regulatory changes and inherent volatility in sugar prices: The sugar            
industry is susceptible to movements in sugar prices which results in volatile profitability. While              
the input prices are driven by the government, sugar prices are volatile and based on open market                 
prices which are dependent on the production levels. Besides, the government regulates domestic             
demand-supply through restrictions on imports and exports and buffer stock holdings. Regulatory            
mechanisms and dependence on monsoons have also rendered the sugar industry cyclical.            
Government interventions will remain a driver for the profitability of sugar mills and continue as               
a key rating sensitivity factor.  
 

● Agro climatic risks and cyclical trends in the industry: Sugar industry being agro based and               
vulnerable to commodity cycles is fraught with several risks. It has to source sugarcane from its                
command area where growth and availability would depend on monsoon and water storage in              
rivers/reservoirs. Efficient operation of the sugar plant depends upon the availability of adequate             
cane. Sugar industry is a cyclical industry with one business cycle of ~3-5 years in which there is                  
a supply glut followed by the slump in prices leading to contraction in production. Further,               
profitability of sugar mills will remain vulnerable to the agro-climatic risks related to sugarcane              
production. Being an agricultural product, the sugarcane crop is dependent upon weather            
conditions including timeliness and intensity of yearly monsoon, and is vulnerable to pests and              
diseases that may not only impact the yield per hectare but also the recovery rate. The time taken                  
from harvesting to crushing of the sugarcane also affects the recovery rate of sugar. These factors                
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can have a significant impact on the company’s profitability. The company is also exposed to               
geographical concentration risks associated with single-mill operations.  

 
Analytical approach - Standalone 
BWR has applied its rating methodology as detailed in the Rating Criteria below (hyperlinks provided at                
the end of this rationale). The company has a wholly owned subsidiary viz., Banashankari Sugars Pvt. Ltd                 
which is not operational. Hence, BWR has adopted a standalone approach for arriving at its ratings.  
 
Rating Sensitivities 
The ability of the company to optimally utilize its capacities, increase its scale of operations, improve                
operational efficiency and profitability, complete upcoming capex without any time and cost overrun,             
strengthen its overall credit profile and manage its working capital efficiently would be the key rating                
sensitivities. 
 
Positive:  

● Higher than expected operational performance with improvement in capacity utilization and sugar 
recovery, on a sustained basis 

● Specific credit metrics which may result in a rating upgrade include EBITDA margin above 14%,               
Total Debt/ TNW remaining below 1.50 times and DSCR >1.50 times on a sustained basis 

Negative :  
● A decline in the revenue and profitability leading to further deterioration in the overall credit 

metrics on a sustained basis.  
● Higher than expected debt funded capex, weakening the debt protection metrics. 
● Specific credit metrics which may result in a rating downgrade include EBITDA <9%, Total              

Debt/TNW exceeding 3.50 times, DSCR and ISCR declining to below unity on a sustained basis. 
● Impact of Covid-19 on next sugarcane crushing cycle starting in November 2020 

 
Liquidity - Stretched: EBITDA for FY20 (P) was sufficient to cover the interest & finance charges for                 
FY20 (P). Net cash accruals for FY20 (P) were low at Rs. 18.25 Crs. compared to the debt obligations of                    
Rs. 30.72 Crs. as on 31Mar2020 (P). External working capital funding utilization level for the past 6                 
months was ~100%. Cash & Cash Equivalents were at Rs. 10.30 Crs. as on 31Mar2020 (P) out of which                   
the unencumbered portion was only Rs. 1.19 Crs. Cash Conversion Cycle contracted from 277 days as on                 
31Mar2019 to 204 days as on 31Mar2020 (P) which is still stretched. Current Ratio is adequate at 1.34                  
times as on 31Mar2020 (P). The short term trade payables at ~Rs. 30 Crs. as on 31Mar2020 (P) are higher                    
than the short term trade receivables at ~Rs. 13 Crs. The company has opted for Covid-19 related RBI                  
Moratorium 1.0 and Moratorium 2.0 to deal with possible cash flow mismatch. It has also applied for                 
Covid Emergency Loans equivalent to 10% of working capital limit, viz. Rs. 11.56 Crs. out of which                 
Rs. 6.15 Crs. have already been sanctioned. Thus, given the low net cash accruals and unencumbered                

www.brickworkratings.com                                                                                                   Page 5 of 10 



 
Cash & Cash equivalents, stretched Cash Conversion Cycle and high dependence on external working              
capital funding, the Company’s liquidity position is stretched. 
[P = Provisional] 
 
About the Company  
Gem Sugars Limited (GSL) was incorporated in 1995 at Bengaluru. However, commercial operations             
commenced from February 2003. The company is engaged in manufacturing and marketing of sugar,              
power generation and production of ethanol.The integrated plant is located in Kundargi village, Bilagi              
taluk, Bagalkot district, North Karnataka. It has an installed capacity of 6500 TCD, 60 KPLD distillery                
and 24.5 MW power cogeneration. GSL has registered a total area of 22,000 acres for sugarcane                
cultivation for the planting season 2019-20. 

Mr. R. Veeramani is the Chairman, Mr. R Sekar is the Managing Director and Mr. Jawaharlal P                 
Doddanavar is the Whole time Director. Gem Group holds 49.68%, Mr R. Veeramani - HUF holds                
4.41% and Doddanavar Brothers Group holds 40.62% of shares as on 31Mar2020 (P). [P = Provisional] 

Financial Performance  
    Parameters Units FY18 FY19 

  Audited Audited 

Total Operating Income Rs. Crs. 203.37 343.13 

EBITDA Rs. Crs. 29.85 39.01 

PAT Rs. Crs. 3.40 4.68 

Tangible Net Worth (TNW) Rs. Crs. 91.27 93.31 

Total Debt/ TNW Times 3.37 3.04 

Current Ratio Times 1.33 1.33 

 

FY20 provisional performance: The company registered a total operating income of Rs. 342.18 Crs. in               
FY20. EBITDA and PAT were Rs. 43.49 Crs. and Rs. 6.12 Crs. respectively. TNW increased to Rs. 99.43                  
Crs. while gearing improved to 2.14 times as on 31Mar2020. Current ratio marginally improved to 1.34                
times as on 31Mar2020. 

Key covenants of the facility rated: The terms of sanction include standard covenants normally              
stipulated for such facilities. 

Status of non-cooperation with previous CRA (if applicable): NA  
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Any other information : NA 

Rating History For The Previous Three Years [including withdrawal and suspended] 

Facility Current Rating  
Rating History@ 

 Type Amount 
(Rs. Crs.) 

Rating 06Jun2019^ 07Mar2018* 2017 

Fund Based 

Cash Credit 
Long 
Term 

115.64 
29Jul2020 

BWR BBB-/ Stable 
Reaffirmed  

 
27Mar2020 

BWR BBB-/ Stable 

BWR BBB- /Stable 
 

BWR BBB- /Stable 
 - 

Term Loans 64.06 

Warehouse Demand 
Loan 

Short 
Term 

96.00 29Jul2020 
BWR A3 

Reaffirmed 
 

27Mar2020 
BWR A3 

BWR A3 
 

BWR A3 
 - Non-fund Based  

BG 5.38 

LC 3.75 

Total 284.83 
Rupees Two Hundred and Eighty Four Crores and Eighty Three 

Lakhs Only 
Note: The company has Rs. 47.50 Crs. of agricultural loans and Rs. 90 Crs. of harvest and transport loans 
aggregating Rs. 137.50 Crs. as on 31Mar2020 with various banks not rated by BWR. 
 
@Initial rating of BWR BB+/Stable/BWR A4+ was assigned on 04Feb2014 for bank loan facilities of Rs. 171.53                 
Crs. The rating was reaffirmed at BWR BB+/Stable/BWR A4+ on 18May2015 for bank loan facilities of Rs. 341.87                  
Crs. Subsequently the rating was upgraded to BWR BBB-/Stable/A3 for the bank loan facilities of Rs. 301.82 Crs. on                   
06Dec2016.   *amount rated Rs. 287.48 Crs.; ^amount rated Rs.262.40 Crs. 
Complexity levels of the Instrument 
For more information, visit www.brickworkratings.com/download/ComplexityLevels.pdf 
 
Hyperlink/Reference to applicable Criteria 
 

General Criteria Manufacturing Companies 

Approach to Financial Ratios Short Term Debt  
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Analytical Contacts Investor  and Media Relations 

Swarn Saurabh  
Ratings Analyst  
Board: +91 80 4040 9940   Ext: 332 
swarn.s@brickworkratings.com 
  
Rajee R 
Senior Director – Ratings 
Board: +91 80 4040 9940 
rajee.r@brickworkratings.com 
 

Liena Thakur 
Assistant Vice President - Corporate 
Communications 
+91 84339 94686 
liena.t@brickworkratings.com 
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Gem Sugars Limited 
 

Annexure I: Bank Facilities  (Rs. Crs.) 

Bank Name of Facility 
Long Term 

Rs. Crs. 
Short Term 

Rs. Crs. 
Amount 
Rs. Crs. 

Indian Overseas 
Bank 

 

Cash Credit  27.64 - 27.67 
Term Loan  5.30 - 5.30 
CCECL Loan 2.76 - 2.76 
BG - 2.00 2.00 
LC - 2.00 2.00 

Bank of India 
 

Cash Credit 12.50 - 12.50 
Term Loan 22.73 - 22.73 
CCECL Loan 1.25 - 1.25 
Warehouse 
Demand loan - 40.00 40.00 

BG - 1.00 1.00 
LC - 0.25 0.25 

Punjab National 
Bank 

Cash Credit 12.50 - 12.50 
Term Loan 1.46 - 1.46 
CCECL Loan 1.25 - 1.25 

UCO Bank Cash Credit 9.00 - 9.00 
Term Loan 1.78 - 1.78 
CCECL Loan 0.90 - 0.90 
BG - 0.88 0.88 

 Allahabad Bank 
 

 

Cash Credit 8.00 - 8.00 
Term Loan 1.55 - 1.55 
CCECL Loan 0.80 - 0.80 

 The Karnataka 
State Cooperative 

Apex Bank 

Cash Credit 5.00 - 5.00 

CCECL Loan 0.50 - 0.50 
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SBI 

 
 
 

Cash Credit  41.00 - 41.00 
Term Loan  8.92 - 8.92 
Warehouse 
Demand loan - 56.00 56.00 
CCECL Loan 4.10 - 4.10 
BG - 1.50 1.50 
LC - 1.50 1.50 

SDF Term Loan 10.76 - 10.76 
  Total  179.70 105.13 284.83 

CCECL: Common Covid-19 Emergency Credit Line 
Note: The company has Rs. 47.50 Crs. of agricultural loans and Rs. 90 Crs. of harvest and transport loans 
aggregating Rs. 137.50 Crs. as on 31Mar2020 with various banks not rated by BWR. 
 
 
 
For print and digital media 
The Rating Rationale is sent to you for the sole purpose of dissemination through your print, digital or electronic                   
media. While it may be used by you acknowledging credit to BWR, please do not change the wordings in the                    
rationale to avoid conveying a meaning different from what was intended by BWR. BWR alone has the sole right of                    
sharing (both direct and indirect) its rationales for consideration or otherwise through any print or electronic or                 
digital media. 
 
About Brickwork Ratings: Brickwork Ratings (BWR), a SEBI registered Credit Rating Agency, accredited by RBI               
and empaneled by NSIC, offers Bank Loan, NCD, Commercial Paper, MSME ratings and grading services.               
NABARD has empaneled Brickwork for MFI and NGO grading. BWR is accredited by IREDA & the Ministry of                  
New and Renewable Energy (MNRE), Government of India. Brickwork Ratings has Canara Bank, a leading public                
sector bank, as its promoter and strategic partner. BWR has its corporate office in Bengaluru and a country-wide                  
presence with its offices in Ahmedabad, Chandigarh, Chennai, Hyderabad, Kolkata, Mumbai and New Delhi along               
with representatives in 150+ locations.  
 
DISCLAIMER  

Brickwork Ratings (BWR) has assigned the rating based on the information obtained from the issuer and other                 
reliable sources, which are deemed to be accurate. BWR has taken considerable steps to avoid any data distortion;                  
however, it does not examine the precision or completeness of the information obtained. And hence, the information                 
in this report is presented “as is” without any express or implied warranty of any kind. BWR does not make any                     
representation in respect to the truth or accuracy of any such information. The rating assigned by BWR should be                   
treated as an opinion rather than a recommendation to buy, sell or hold the rated instrument and BWR shall not be                     
liable for any losses incurred by users from any use of this report or its contents. BWR has the right to change,                      
suspend or withdraw the ratings at any time for any reason. 
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