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Rating Rationale
12 Jan 2021

Shamanur Sugars Limited

Brickwork Ratings reaffirms the ratings for the bank loan facilities of Rs. 52.66 Crs. of
Shamanur Sugars Limited

Particulars:
Amount (Rs. Crs.) Rating*
Facility** Previous | Present | Tenure Previous
(02Mar2020) Present

Fund Based
Cash Credit 49.93 49.93 BWR B+/ Stable
Term Loan (Proposed) 75.65 - Long Term BWR B+/Stable Reaffirmed
Non Fund Based
Letter of Credit 3597 ) BWR A4
(Proposed) 4.73 2.73 BWR A4 Reaffirmed
Bank Guarantee ' ’ Short Term

Total 165.58 | 52.66 léu{)ees Fifty Two Crores and Sixty Six Lakhs

nly

*Please refer to BWR website www.brickworkratings.com/ for definition of the ratings; **Details of Bank facilities are provided in
Annexure-I
Note: Besides the above mentioned facilities, the company has Rs. 84.59 Crs. of fund based loan facilities outstanding as on

31Mar2020, not rated by BWR.

Rating Action/Outlook

The ratings continue to factor the management’s experience in the sugar industry, support derived
from the Davangere based Shamanur group, integrated operations, proximity of the plant to
sugarcane cultivation areas and established relationships with farmers. The ratings continue to be
constrained by the average financial risk profile with subdued debt coverage metrics, moderate
scale of operations, intensely competitive nature of industry, exposure to agro-climatic risks which
impact sugarcane availability and yield and working capital intensive operations. The ratings
continue to reflect the exposure to cyclicality and regulatory changes in the sugar industry. BWR
also notes that the company's deferment of its debt-funded capex, which has been delayed on
account of delay in government approval of interest subvention.

Brickwork Ratings (BWR) notes that Shamanur Sugars Limited had availed relief under the

Covid-19 moratorium package for March-August 2020 for its Cash Credit facility with Indian
Bank. The deferred Cash Credit interest has been converted to FITL by the lender. The company
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has been regular in debt obligation payments in the post-moratorium period, as confirmed by the

lenders. BWR also notes the company has not applied for one time restructuring (OTR) of loans
under RBI Resolution Framework for Covid-19 related Stress.

The ‘Stable’ outlook indicates a low likelihood of rating change over the medium term. BWR
believes Shamanur Sugars Limited’s (‘SSL’ or ‘the company’) business risk profile will be
maintained over the medium term. The outlook may be revised to Positive if a sustained increase in
scale of operations on a sustained basis and higher than envisaged profitability result in an
improved financial risk profile with better gearing and debt protection metrics. The outlook may be
revised to Negative if lower than expected revenue or profitability, a stretch in the working capital
cycle, delay in completion of the proposed capex, sizeable, unanticipated capex or weakening
gearing impact the financial risk profile.

Key rating drivers

Credit Strengths:

e Experienced management: Shamanur Sugars Limited is a part of the Shamanur group of
industries, an established business group in Davangere, Karnataka, promoted by Dr.
Shamanur Shivashankarappa. The management is well experienced in the sugar industry.

e [Established track record and and locational advantages: SSL has an operational track
record of around 20 years. The company operates a sugar plant, cogeneration power plant
and one distillery plant. The power generated is for captive use and also supplies to Tata
Power Trading Company Ltd. The company’s plant is located in Davangere district of
Karnataka, which enjoys proximity to the sugarcane belt of Karnataka.

e [Established integrated operations: The company has an integrated sugar plant with a
capacity of 2500 TCD with 60 KPLD distillery and 22 MW cogeneration. The established
relationships with farmers ensure steady availability of cane. The fully integrated facility
leads to diversification of revenue profile and partially offsets cyclicality in the sugar
business. During FY20, capacity utilization of the sugarcane crushing unit was 58.51% (PY:
60.75%) and sugar recovery 4.58% (PY: 7.80%). The company has crushed 2,92,528 MT
sugar cane and produced 13,261 MT of sugar in FY20. Also, during FY20, 39.19 million
units of power (inclusive of captive consumption of around 14.56 million units) and 24,106
KL ethanol were generated in 2019-20.

Credit Weaknesses:
e Average financial risk profile:. The company’s risk profile is average as reflected by
moderate debt coverage metrics, high gearing level, large inventory levels and stretched
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liquidity position. Although the company’s total operating income improved in FY20 to Rs.
213.18 Crs from Rs. 147.96 Crs in FY19 and PAT improved from Rs. 2.29 Crs. in FY19 to
Rs. 3.28 Crs. in FY20, the profitability margins have declined marginally, primarily due to
increase in operating expenses. Tangible net worth marginally improved to Rs.73.28 Crs. as
on 31Mar2020 from Rs. 70.00 Crs. as on 31Mar 2019. The company continues to be
financially leveraged as reflected by the Total debt/Tangible net worth level of 2.53 times.
Debt servicing capabilities remained subdued, reflected by ISCR and DSCR of 1.75 times
and 1.05 times respectively as on 31Mar2020. BWR also notes the deferment of the
debt-funded capex, which has been delayed on account of delay in government's approval of
the interest subvention on project loans. The proposed capex when undertaken is expected to
exert further pressure on the company’s liquidity going forward.

e Working capital intensive nature of operations: As is inherent in the sugar industry,
SSL’s operations are working capital intensive as the company has to procure sugarcane
during the harvest season for year round operations. Additionally, the company immediately
crushes the sugarcane (for maximum recovery of sugar) and holds sugar inventory, which
leads to larger working capital requirements. The company’s average utilization of the
fund-based working capital facilities remains at around ~60%-70% during non-peak season
and ~100% during peak season.

e Susceptibility to regulatory changes and inherent volatility in sugar prices : The sugar
industry is susceptible to movements in sugar prices which result 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 stock
holdings. Regulatory mechanisms and dependence on monsoon 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.

e Agro climatic risks and cyclical trends in the industry: Profitability of sugar mills will
remain vulnerable to the agro-climatic risks related to cane production. Being an agricultural
product, the sugar cane crop is dependent upon weather conditions. Also, the sugar industry
is cyclical, highly fragmented and seasonal. The company is also exposed to geographical
concentration risks.

Analytical approach and Applicable Rating Criteria

BWR has applied its rating methodology as detailed in the Rating Criteria (hyperlinks provided at
the end of this rationale). The company does not have any subsidiary as on 31Mar2020.
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Rating sensitivities:

The ability of the company to implement the proposed expansion as planned, optimally utilize its
capacities, increase its scale of operations profitably, effectively manage its working capital,
manage uncertainty due to regulatory changes, price fluctuations and excessive supply of sugar and
improve its overall credit profile would be the key rating sensitivities. Raising additional equity and
strengthening its capital structure is important for improving its financial risk profile.

Positive

e Increase in revenue, sustained profitability, and sufficient cash accruals to service debt
obligations.
e Improvement in the financial risk profile and liquidity

Negative
e Stretched working capital cycle and weakening of liquidity.
e Deterioration in key credit metrics owing to sustained pressure on revenue, profitability or a
sharp rise in inventory levels.
e Disruption in supply chain and production from another wave of Covid-19 pandemic

Liquidity - Stretched: Utilization of working capital remains almost full during the peak season.
Cash and Cash Equivalents were modest at Rs.1.15 Crs. provisionally as on 30Sep2020. EBITDA
at Rs. 31.87 Crs. for FY20 was sufficient to cover the interest and finance charges of Rs. 18.19 Crs.
for FY20. Current ratio at 1.64 times continues to remain adequate primarily on account of higher
inventory levels. Although, Cash Conversion Cycle contracted from 281 days as on 31Mar2019 to
222 days as on 31Mar2020, it still remains stretched. BWR believes that SSL's ongoing debt-funded
capex will exert some pressure on the company’s liquidity and weaken the capital structure going
forward. Hence, given the proposed term debt, average utilisation of working capital limits and
varying EBITDA/ cash accruals, the liquidity position of the company is considered stretched.

About the Company

Shamanur Sugars Limited was incorporated in May 1995 at Davanagere, Karnataka by Dr.
Shamanur Shivashankarappa and started its commercial operations in 1999. The company is
engaged in manufacturing and marketing of sugar, power and spirits like rectified spirit, neutral
spirit and ethanol. The company’s sugar, co-gen and distillery unit is located at Duggavathi,
Harapanahalli Taluk, Davanagere District, Karnataka with aggregate installed capacities of 2500
TCD Cane crushing, 22 MW Cogen Power and 60 KLPD of Distillery. The company is undertaking
capacity upgrading of the distillery unit by 60 KLPD Distillery Plant (grain/molasses based) along
with 3.20 MW cogeneration power plant. The total project cost is estimated to be around Rs. 101
Crs. to be funded by promoters and the proposed bank borrowings in the ratio 25:75. The project
implementation has been deferred due to delay in the central government's approval for interest
subvention on project loan.
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Dr. S S Bakkesh is the Managing Director. Mr. Aashik Bakkesh Shamanur, Mr. Adit Bakkesh
Shamanur, Mr. Kenchappa Ravikumar, Mr. T V Sunil Kumar and Mr. I P Ekoramaradya are the
directors.

Key Financial Indicators

Parameters 31 Mar 2019 31 Mar 2020
Audited Audited
Total Operating Income Rs. Crs 147.96 213.18
EBITDA Rs. Crs 26.86 31.87
PAT Rs. Crs 2.39 3.28
Tangible Net Worth (TNW) Rs. Crs 70.00 73.28
Total Debt/TNW Times 2.72 2.53
Current Ratio Times 1.60 1.64

On a provisional basis, the company has reported revenue of ~ Rs. 117 Crs. in IMFY21.

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 : CARE Ratings has retained the ratings of the bank
loan facilities of the company in the ISSUER NOT COOPERATING* category on 29Jul2020 due to
continued non- cooperation of the company in the surveillance exercise.

* [ssuer did not cooperate; based on best available information
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Rating History For The Previous Three Years [including withdrawal and suspended]

Facility Current Rating (Jan 2021) Rating History
Amount | Tenure | Rating | 02Mar2020” | 2019 2018
(Rs. AN
Crs.)
Fund Based
27 Dec 2018*
Long BWR BWR BWR B+/
Cash Credit 49 93 Term | B+/Stable | B+/Stable Not Stable
Term Loan ' Rate | —
(Proposed) i d 04 Jul 2018%*
BWR
B+/Stable
Non Fund Based
27 Dec 2018*
Letter of Credit - BWR A4
(Proposed) Short | BWRA4 | BWRA4 | Not |
Bank Guarantee 2.73 Term Rate | 04 Jul 2018**
d BWR A4
Total 52.66 Rupees Fifty Two Crores and Sixty Six Lakhs Only

*Rated amount was Rs. 165.60 Crs. **Rated amount was Rs. 89.95 Crs. “Rated amount was Rs.
165.58 Crs. " Rating Not Reviewed advisory was issued on 30Dec2019.

Note: BWR assigned the ratings of BWR B+/Stable/A4 for Rs. 89.95 Crs. of bank loan facilities of
the company on 04Jul2018.

Complexity Levels of the Instruments

For more information, visit www.brickworkratings.com/download/Complexityl.evels.pdf

Hyperlink/Reference to applicable Criteria

General Criteria Manufacturing Companies
Approach to Financial Ratios Short Term Debt
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Analytical Contacts
Swarn Saurabh Saakshi Kanwar
Ratings Analyst Manager — Ratings
Board: +91 80 4040 9940  Ext: 332 Board: +91 80 4040 9940
swarn.s@brickworkratings.com saakshi.k@brickworkratings.com
1-860-425-2742 I media@brickworkratings.com
Shamanur Sugars Limited
ANNEXURE I
Details of Bank Facilities rated by BWR
SIL. No. Types of facilities Long Term | Short Term Total
(Rs. Crs.) (Rs. Crs.) (Rs. Crs.)
1 Cash Credit 49.93 - 49.93
2 Bank Guarantee - 273 2.73
TOTAL - Rupees Fifty Two Crores and Sixty Six Lakhs Only 52.66

Note: Besides the above mentioned facilities, the company has Rs. 84.59 Crs. of fund based loan
facilities outstanding as on 31Mar2020, 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 Securities and Exchange Board of India [SEBI] registered
Credit Rating Agency and accredited by Reserve Bank of India [RBI], offers credit ratings of Bank Loan, Non-
convertible / convertible / partially convertible debentures and other capital market instruments and bonds, Commercial
Paper, perpetual bonds, asset-backed and mortgage-backed securities, partial guarantees and other structured / credit
enhanced debt instruments, Security Receipts, Securitisation Products, Municipal Bonds, etc. BWR has rated over
11,400 medium and large corporates and financial institutions’ instruments. BWR has also rated NGOs, Educational
Institutions, Hospitals, Real Estate Developers, Urban Local Bodies and Municipal Corporations. BWR has Canara
Bank, a leading public sector bank, as one of the promoters 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.
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DISCLAIMER : Brickwork Ratings India Pvt. Ltd. (BWR), a Securities and Exchange Board of India [SEBI] registered
Credit Rating Agency and accredited by the Reserve Bank of India [RBI], offers credit ratings of Bank Loan facilities,
Non- convertible / convertible / partially convertible debentures and other capital market instruments and bonds,
Commercial Paper, perpetual bonds, asset-backed and mortgage-backed securities, partial guarantees and other
structured / credit enhanced debt instruments, Security Receipts, Securitisation Products, Municipal Bonds, etc.

[hereafter referred to as “Instruments”]. BWR also rates NGOs, Educational Institutions, Hospitals, Real Estate
Developers, Urban Local Bodies and Municipal Corporations.

BWR wishes to inform all persons who may come across Rating Rationales and Rating Reports provided by BWR that
the ratings assigned by BWR are based on information obtained from the issuer of the instrument and other reliable
sources, which in BWR’s best judgement are considered reliable. The Rating Rationale / Rating Report & other rating
communications are intended for the jurisdiction of India only. The reports should not be the sole or primary basis for
any investment decision within the meaning of any law or regulation (including the laws and regulations applicable in
Europe and also the USA).

BWR also wishes to inform that access or use of the said documents does not create a client relationship between the
user and BWR.

The ratings assigned by BWR are only an expression of BWR’s opinion on the entity / instrument and should not in any
manner be construed as being a recommendation to either, purchase, hold or sell the instrument.

BWR also wishes to abundantly clarify that these ratings are not to be considered as an investment advice in any
jurisdiction nor are they to be used as a basis for or as an alternative to independent financial advice and judgement
obtained from the user’s financial advisors. BWR shall not be liable to any losses incurred by the users of these Rating
Rationales, Rating Reports or its contents. BWR reserves the right to vary, modify, suspend or withdraw the ratings at
any time without assigning reasons for the same.

BWR’s ratings reflect BWR’s opinion on the day the ratings are published and are not reflective of factual
circumstances that may have arisen on a later date. BWR is not obliged to update its opinion based on any public
notification, in any form or format although BWR may disseminate its opinion and analysis when deemed fit.

Neither BWR nor its affiliates, third party providers, as well as the directors, officers, shareholders, employees or agents
(collectively, “BWR Party”) guarantee the accuracy, completeness or adequacy of the Ratings, and no BWR Party shall
have any liability for any errors, omissions, or interruptions therein, regardless of the cause, or for the results obtained
from the use of any part of the Rating Rationales or Rating Reports. Each BWR Party disclaims all express or implied
warranties, including, but not limited to, any warranties of merchantability, suitability or fitness for a particular purpose
or use. In no event shall any BWR Party be liable to any one for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any use of any part of the Rating
Rationales and/or Rating Reports even if advised of the possibility of such damages. However, BWR or its associates
may have other commercial transactions with the company/entity. BWR and its affiliates do not act as a fiduciary.

BWR keeps certain activities of its business units separate from each other in order to preserve the independence and
objectivity of the respective activity. As a result, certain business units of BWR may have information that is not
available to other BWR business units. BWR has established policies and procedures to maintain the confidentiality of
certain non-public information received in connection with each analytical process.

BWR clarifies that it may have been paid a fee by the issuers or underwriters of the instruments, facilities, securities
etc., or from obligors. BWR’s public ratings and analysis are made available on its web site,
www.brickworkratings.com. More detailed information may be provided for a fee. BWR’s rating criteria are also
generally made available without charge on BWR’s website.
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This disclaimer forms an integral part of the Ratings Rationales / Rating Reports or other press releases, advisories,
communications issued by BWR and circulation of the ratings without this disclaimer is prohibited.

BWR is bound by the Code of Conduct for Credit Rating Agencies issued by the Securities and Exchange Board of
India and is governed by the applicable regulations issued by the Securities and Exchange Board of India as amended
from time to time.
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