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RATING RATIONALE
16 September 2022

Tamilnadu Cement Corporation Limited

Brickwork Ratings reaffirms the long-term rating for the bank limits of Rs. 60.00 Crores
with revision in outlook and reaffirms short-term rating for the bank limits of Rs. 25.00
Crores and simultaneously reaffirms the long-term rating for the bank limits of Rs. 450.57
Crores based on the credit enhancement of Tamilnadu Cement Corporation Limited

Particulars:
Amount (X Cr) Rating*
Facility** . Tenure Previous
Previous | Present (June, 2021) Present

Fund Based - 626.50 450.57 Long BWR A(CE)/Stable™ | BWR A(CE)/Stable”

Term Loan ) ' Term [Reaffirmed] [Reaffirmed]

Fund Based- BWR BBB-/Positive

Working 60.00 | 60.00 | Lems | BWRBBB-/Stable | “ip o thimed with

. Term [Reaffirmed] s ..

Capital revision in outlook]

Non Fund Short BWR A3 BWR A3

Based 25.00 25.00 Term [Reaffirmed] [Reaffirmed]
INR Five hundred and Thirty Five crores and

Total 711.50 535.57 Fifty Seven lakhs Only

*Please refer to BWR website www.brickworkratings.com/ for the definition of the ratings

** Details of bank facilities are provided in Annexure-I.

"The CE rating is based on the credit enhancement by way of an Irrevocable and Unconditional guarantee by the
Government of Tamil Nadu (GoTN) for the term loan facility. Other bank loan facilities do not carry this explicit
credit enhancement and hence, have an unsupported rating.

Ratings: Reaffirmed with revision in outlook

RATING ACTION / OUTLOOK

The revision in the outlook on the standalone long-term rating is driven by the significant
improvement in the operating income and profitability of Tamilnadu Cement Corporation
Limited (TANCEM or the company), along with other credit metrics. The company has reported
a multifold increase in the net accruals as the same stood at Rs. 166.33 crores during
FY22(provisional) as against negative cash accruals in the previous year. The EBITDA/MT
improved from Rs. 541.99 in FY21 to Rs. 1468.39 in FY22(provisional) and the same is
expected to continue, going forward. The improvement in the operating performance has been
supported by significant growth in the sales volume by 83%, improved sales realisation and
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higher demand and better absorption of fixed costs in FY22(provisional). The company also
reported an improvement in its capacity utilisation levels from 43% in FY21 to 72% in FY22
(provisional), resulting in economies of scale.

The rating also takes comfort from TANCEM’s long track record in the cement manufacturing
business, with an established presence in Tamil Nadu and Kerala. The company’s vertically
integrated cement operations supported by the clinkerisation facility of 10 lakh tonnes per annum
and captive limestone mines also support the rating. The rating also factors in the company’s
strategic importance to the Government of Tamil Nadu (GoTN) and support given to the
company in the form of an unconditional & irrevocable guarantee.

The ratings, however, remain constrained by the modest financial risk profile and geographical
concentration risk. The rating also factors in the company’s exposure to the inherent cyclicality
in the cement industry and susceptibility of the company’s profitability to fluctuations in input
prices.

Outlook: Positive

The Positive outlook on the standalone long-term rating reflects BWR’s expectation that the
company will continue to witness stable revenue growth on the back of established presence in
the southern region and a favourable demand outlook for the cement industry. The ratings may
be upgraded if an improvement in revenues and margins is sustained, leading to an improved
financial profile. The outlook may be revised to Stable if the company reports lower-than
expected accruals for operations, or higher-than-expected capital expenditure, or if any
deterioration in the working capital cycle weakens its liquidity position.

KEY RATING DRIVERS

Credit Strengths-:

Established track record in the cement business, integrated manufacturing facilities:
TANCEM has an extensive track record of operations in the cement business with an established
presence in Tamil Nadu and Kerala for more than four decades. The company has a total cement
capacity of 19.20 lakh tonnes per annum, and the operations remain vertically integrated,
supported by the clinkerisation facility of 10 lakh tonnes per annum for captive use and captive
limestone mines.

Significant improvement in operating performance during FY22:

TANCEM has reported significant growth in its operating income as the same stood at Rs.
803.08 crores in FY22(provisional) as against Rs. 426.73 crores in FY21. The company has
reported healthy net cash accruals at Rs. 166.33 crores during FY22(provisional) as against
negative net cash accruals in FY2021. The operating profit margin also reported an improvement
as the same stood at 27.43% during FY22(provisional) as against 10.98% in FY21 on the back of
sales volume growth by around 83% on a y-o-y basis, improved sales realisation, better
absorption of fixed costs and a reduction in raw material costs due to the captive clinkerisation
facility and limestone mines. Furthermore, the company’s focus on increasing the share of CPC
cement, which uses 36% less clinker for its production compared to OPC cement, is likely to
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support the EBITDA/MT, going forward. Additionally, the demand outlook for cement is
positive, given the government’s thrust on the affordable housing and infrastructure segments.

State ownership and support:

TANCEM is a wholly owned company of the GoTN. The company has strategic importance to
the state as it supplies cement to government departments for their construction activities and
also acts as a nodal agency for the Amma Cement Supply Scheme. The GoTN has continuously
extended funding support to TANCEM in the form of equity and interest-free term loans. The
GoTN has also extended an unconditional and irrevocable guarantee towards the debt servicing
of the term loan availed by TANCEM towards the implementation of Ariyalur Cement unit
expansion project. The Board of Directors consists of various nominee directors, and the
company has experienced and professional management.

Credit Risks-:

Modest financial risk profile:

The company’s financial risk profile is marked by adverse capital structure due to high debt
levels. Despite the improvement in the company’s operating profitability, the gearing ratio
continues to remain stretched at 6.89 times and the total outside liabilities/tangible networth
stood at 9.79 times as on 31 March 2022 (provisional). However, going forward, the company
expects the leverage ratio to improve and remain in the range of 2~3 times with a sustained
improvement in net cash accruals and the repayment of long-term borrowings. In addition, the
debt coverage indicators have improved, and ISCR stood at 4.62 times and the DSCR at 1.96
times for FY22 (provisional). The company does not have any majorly debt funded capital
expenditure plan over the near to medium term, which will further improve its financial risk
profile.

Vulnerability of operations to cyclicality in economy, susceptibility of profitability to
fluctuations in input prices:

The company’s operations remain exposed to the movement in demand and pricing in the cement
industry, led by the cyclical economic trends and capacity additions by players in such periods.
Moreover, the profitability remains vulnerable to fluctuations in input prices (clinker, limestone,
coal, pet coke, freight and so on). The elevated prices of coal and diesel can adversely impact the
company’s profitability.

Intense competition and geographical concentration risk:

The company is operating in the highly competitive cement industry, dominated by large players
and wide brand acceptability. Furthermore, the company’s operations are restricted to only two
states, i.e., Tamil Nadu and Kerala, resulting in significant geographical concentration risk.
Therefore, the company’s operations are dependent on the level of growth in housing and
infrastructure activities in this region.

ANALYTICAL APPROACH AND APPLICABLE RATING CRITERIA
BWR has principally relied on the standalone audited financials upto FY21 and provisional
financials of FY22 and publicly available information/clarification provided by the management
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for arriving at the rating of the working capital and non fund based limits of the company.
Additionally, BWR has relied on the credit enhancement by way of an Irrevocable and

Unconditional guarantee by the GoTN for the company’s term loan.
RATING SENSITIVITIES

Positive:
e  Significant improvement in revenue and earnings on a sustained basis, resulting in an
improvement in the leverage and debt coverage metrics
Negative:
e Significant decline in revenues and earnings on a sustained basis, resulting in the
weakening of leverage, coverage metrics and liquidity position
e Any majorly debt funded capital expenditure weakening the financial risk profile and
liquidity position

LIQUIDITY POSITION:ADEQUATE

The company has reported cash flow from operations of Rs. 180.63 crores for FY22
(provisional) against cash flow of Rs. 92.63 crores in FY21 due to an improvement in the
company’s operating profitability. The company also reported net cash accruals of Rs. 166.33
crores against a debt repayment obligation of Rs. 61.39 crores for FY22 (provisional). The
company reported cash and cash equivalents of Rs. 73.98 crores as on 31 March 2022
(provisional) as against Rs. 31.11 crores in the previous year. The average utilisation of
TANCEM'’s cash credit limit stood at around 5% during April 2021 to May 2022. The company
has made a significant prepayment in the term loan, and principal repayments are expected to be
around Rs. 75.24 crores annually over the next two to three years, and the same is expected to be
met sufficiently through internal accruals. The company does not have any majorly debt funded
capital expenditure planned over the near to medium term.

COMPANY PROFILE

Tamilnadu Cements Corporation Limited (TANCEM), a wholly owned GoTN undertaking,
started business from 1 April 1976. The company is engaged in the production of cement and
cement-based products and primarily caters to the needs of government departments. The
company presently has three cement units with a total installed grinding capacity of 19.20 lakh
metric tonnes per annum (MTPA) as on date. The company has one unit located in Alangulam,
Tamil Nadu, with a 4 lakh MTPA capacity, which manufactures PPC cement under the ARASU
Brand, primarily supplying to government departments. This plant also has a wide network of
stockists for open market sale and is selling cement in the southern districts of Tamil Nadu and
Kerala. Furthermore, the company has a second unit in Ariyalur, Tamil Nadu, with a 5 lakh
MTPA capacity and manufactures OPC 43 Grade and PPC under the ARASU brand. The third
unit is also in Ariyalur, Tamil Nadu, with a 10 lakh MTPA capacity to manufacture OPC 43
Grade and PPC under the ARASU and VALIMAI brands. The Ariyalur unit primarily supplies
cement to government departments. It has a wide network of stockists for open market sales and
is selling cement in the central and northern districts of Tamil Nadu and northern districts of
Kerala. TANCEM supplies cement to government departments for their construction activities
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and also acts as the nodal agency for the Amma Cement Supply Scheme.
The main raw material for the company is limestone, and the company has acquired and reserved
enough limestone bearing lands in and around Alangulam and Ariyalur, which are sufficient to

run the cement plants for decades to come.
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The company also has an asbestos unit and

stoneware pipe plant; however, the company has not reported any revenue from these units.

KEY FINANCIAL INDICATORS (in X Cr)

Key Parameters Units FY2022 FY2021 FY2020
Result Type Provisional Audited Audited
Operating Revenue Rs. Crs 803.08 426.73 436.98
EBITDA Rs. Crs 220.28 46.87 -19.47
PAT Rs. Crs 124.25 -53.05 -31.26
Tangible Net worth Rs. Crs 88.60 -35.73 17.23
Total Debt/Tangible Net worth Times 6.89 -21.95 42.73
Current Ratio Times 0.93 0.65 0.66

KEY COVENANTS OF THE INSTRUMENT/FACILITY RATED

The terms of sanction include standard covenants normally stipulated for such facilities.

NON-COOPERATION WITH PREVIOUS RATING AGENCY IF ANY : Not Applicable

RATING HISTORY FOR THE PREVIOUS THREE YEARS [INCLUDING
WITHDRAWAL AND SUSPENDED]
Instrument ] ] q
/ Facilities Current Rating Rating History
Tenure Amou 8 23 13
(Long Term/ nt Rating June March 2019 December
Short Term) | (X Cr) 2021 2020 2018
Fund Lon BWRA(CE) | BWR A(CE)| BWR A(CE) BWR A(SO)
Based -Term Te rrﬁ 450.57 /Stable /Stable /Stable NA /Stable
Loan (Reaffirmed) [(Reaffirmed) |(Reaffirmed) (Reaffirmed)
BWR BBB-/
Fund Based Lon Positive BWR BBB-/| BWR BBB-/ BWR BBB-/
-Working Te m% 60.00 | (Reaffirmed Stable Stable NA Stable
Capital with revision |(Reaffirmed) | (Reaffirmed) (Downgraded)
in outlook)
Non Fund Short 25.00 BWR A3 BWR A3 BWR A3 NA BWR A3
Based Term ' (Reaffirmed) [(Reaffirmed) | (Reaffirmed) (Downgrade)
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Total

535.57

INR Five Hundred and Thirty Five crores and Fifty Seven Lakhs

Only

COMPLEXITY LEVELS OF THE INSTRUMENTS

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

Hyperlink/Reference to applicable Criteria

General Criteria

Approach to Financial Ratios

Rating Criteria for Manufacturing Companies
Credit enhancement based on corporate guarantee

Analytical Contacts

Shashikala H

Senior Rating Analyst
Board: +91 22 2831 1426, +9122 2831 1439 Ext: 652
shashikala.h@brickworkratings.com

Vidya Shankar

Principal Director — Ratings
Board:+91 80 40409999
vidyashankar@brickworkratings.com

1-860-425-2742

media@brickworkratings.com
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ANNEXURE I
Tamilnadu Cement Corporation Limited
Details of Bank Facilities rated by BWR
SL No . Long Term ilel::: Total
- N0 Bank Name Type of Facilities R Cr) R Cr)
R Cr)
L. Term Loan - Outstanding 450.57 - 450.57
2. i 20.00 - 20.00
State Bank Cash Credit

3. of India Letter of Credit - 5.00 5.00

4. Bank Guarantee - 5.00 5.00
1. Cash Credit 20.00 - 20.00
2. Ind‘ar];gglf“eas Letter of Credit (sublimit of CC) - (2.75) (2.75)
4. Bank Guarantee B 10.00 10.00
Cash Credit 20.00 - 20.00
Letter of Credit (sublimit of CC) B (2.75) (2.75)
Indian Bank Bank Guarantee (sublimit of CC) - (2.50) (2.50)

Proposed Letter of Credit - 2.50 2.50

Proposed Bank Guarantee - 2.50 2.50
TOTAL 510.57 25.00 535.57

Total Rupees Five Hundred and Thirty Five Crores and Fifty Seven Lakhs only.
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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 11,541 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.

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,
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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.

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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