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Detailed Rationale& Key Rating Drivers

The revision in the rating assigned to the bank facilities of Chandigarh Distillers & Bottlers Ltd (CDBL) factors in the higher
than envisaged support to the group companies during FY16 (refers to the period April 1 and March 31) and 10MFY17
(refers to the period April 1 to January 31), caused by the deterioration in the financial risk profile of the group
companies. Furthermore, the investments by CDBL are long term in nature and chances of near term recoupment remain
low.

However, the rating continues to draw strength from the company’s consistent track record of growth and profitability,
broad product portfolio, comfortable solvency indicators and long established relationship with United Spirit Ltd (USL).
The above strengths continue to be constrained by risk of fluctuation of raw material prices, presence in a highly
regulated industry with huge burden of duties and taxes and regional concentration of business.

Going forward, any adverse change in debt profile of CDBL given the propensity to support the promoter group
companies along with the ability of the company to maintain its consistent growth in total operating income and
profitability would be the key rating sensitivities.

Detailed description of the key rating drivers

Key Rating Strengths

Track record of profitable operations with consistent growth

CDBL, incorporated in 1986, enjoys an established track record of more than two decades in the liquor industry. CDBL has
been consistently showing growth in scale of operations over the years driven by increase in volumes as well as
improvement in realizations.

Tie up with United Spirits Ltd (USL)

CDBL entered into an agreement with USL (in 1992 and renewed in 2003) for manufacturing on priority basis various
brands of Indian Made Foreign Liquor (IMFL) wherein USL used the facility of CDBL to produce and sell its brands in
Northern India. The agreement has been modified into a bottling lease agreement effective April 1, 2012 which has been
further renewed upto June 30, 2020.

Broad product portfolio

CDBL’s product portfolio includes IMFL, country liquor, ENA/RS, Industrial Alcohol/Denatured spirits. For country liquor
segment, Excise Commissioner State of Punjab allocates yearly quota to various distilleries for supplying to the
prospective licensees. Besides, the company is also selling Country Liquor in the State of Himachal Pradesh, Haryana and
Delhi. The company has its own brands Malwa No. 1, Jugni, Dollar and Jalwa in the country liquor category. The excess RS
and ENA are sold to various leading manufacturers of potable alcohol through commission agents. Prices of ENA and RS
are not regulated by excise authorities and hence are market driven.

High entry barriers

Liquor policies governing its production and sale are entirely controlled by respective State governments. With all the
alcohol consuming States/Union Territories having their own regulations and entry-exit restrictions, it is very difficult for
new entrants to get licenses thus providing a competitive advantage to existing players. However, the States have been
reasonably flexible in granting expansion of existing capacity to meet demands. This acts in favor of incumbents as new
players find it difficult to start.

Moderate financial risk profile

The financial risk profile of CDBL is marked by moderate profitability, comfortable overall gearing and debt service
coverage indicators.

1Complet‘e definition of the ratings assigned are available at www.careratings.com and other CARE publications
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During FY16, CDBL registered a moderation in total operating income by 4% to Rs.515.53 crore from 538.73 crore in FY15
due to focus of the company towards the higher margin yielding DDGS (increase in sales by 95% to Rs. 75.88 crore during
FY16) despite the decline in price realization from ENA and Country Liquor (due to increasing factoring of DDGS in the
pricing by the industry/Government). This along with improvement in efficiency of the production process for CDBL
improved the PBILDT margin to 8.98% in FY16 (P.Y: 8.02%). Improvement in operating profitability has meant increase in
PAT Margins from 1.82% in FY15 to 2.63% in FY16 although high interest cost outlay and depreciation costs mean PAT
margin continue to remain at moderate levels.

The debt service coverage parameters of the company continues to remain comfortable with long term debt equity ratio
and overall gearing at 0.41 times and 0.42 times respectively as on March 31, 2016. The interest coverage for FY16 stood
at 4.31 times (P.Y: 5.07 times). The Total Debt-to-Gross Cash Accruals (TD/GCA) remains comfortable at 2.73 times as on
March 31, 2016 (2.79 times as on March 31, 2015).

Key Rating Weaknesses

Increased investment in group companies

CDBL has been investing in various group companies engaged in hydro power projects and distillation business. CDBL has
investment of Rs.184.27 crore (Rs.149.47 crore as on March 31, 2015) in its group companies, on a total net-worth base
of Rs.180.25 crore as on March 31, 2016. Further during 10MFY17, CDBL’s exposure in group companies has increased by
Rs.24.05 crore to Rs.208.32 crore as on January 31, 2017 which has been funded from either internal accruals or
unsecured loans (Rs.1.98 crore) raised from the promoters. Furthermore, CDBL has availed long term credit from
suppliers (Rs.40 crore due outstanding as on March 31, 2016) who have extended credit of upto 3 years to the company
which has been used for investment in group companies.

Given the majority of the investments in the group companies by CDBL are long term in nature and in companies having
weak financial risk profile, the near term recoupment of the investments are expected to be low. Also, the decision of the
Bihar Govt to not renew licences of distilleries operating in Bihar w.e.f. April 1, 2017, although being contested in the
Patna High Court by Bihar Distilleries and Bottlers Pvt Ltd (BDBPL), a group company, could, further impact the debt
servicing ability of BDBPL and strain the cash flows of CDBL.

Highly regulated industry

Liquor industry is highly regulated in India with each state controlling the production, sales and duty structure
independently. As a result, there are difficulties in transfer of production from one state to another along with huge
burden of duties and taxes. The state controls the licenses for production, distributorship and retailing also.

Cyclicality in raw material prices mitigated by capability to use multiple raw materials

The margins are highly susceptible to the volatility in the price of grains and Molasses. The prices of grains and molasses
are governed by various factors including the supply of molasses which is in turn dependent upon sugar cane production,
government regulations, demand from other sectors like biodiesel etc. CDBL has flexibility to shift its production between
grains and molasses when prices of one move in adverse direction.

Analytical approach: Standalone

Applicable Criteria

Criteria on assigning Outlook to Credit Ratings
CARE’s Policy on Default Recognition

Rating Methodology-Manufacturing Companies
Financial ratios — Non-Financial Sector

About the Company

Chandigarh Distillers & Bottlers Ltd. (CDBL) was promoted by Mr Suresh Kumar Modi and his son Mr Amit Kumar Modi in
April 1986 as a private limited company. The company was converted into a public limited company in 1992.

CDBL is engaged in manufacture of Rectified Spirit (RS), Extra Neutral Alcohol (ENA), Industrial Alcohol (I1A) and Denatured
spirits (DS) with an installed capacity of 1,08,900 KL of RS per annum, as on March 31, 2016. The company is also engaged
in sale of own brands of Country Liquor. In 1992, CDBL entered into a licensing arrangement with United Spirits Ltd. (USL)
to manufacture various McDowell brands of IMFL which was renewed in May 2014. The agreement with USL has been
amended into a bottling lease agreement effective April 1, 2012. The bottling agreement is valid upto June 30, 2020.

During FY16 (refers to the period April 1 to March 31), CDBL reported the total income of Rs.515.53 crore (P.Y: Rs.538.73
crore) with PAT of Rs.13.57 crore (P.Y: Rs.11.35 crore). During 9MFY17 (provisional- refers to the period April 1 to
December 31), CDBL has registered a total income of Rs.401.89 crore with PAT of Rs.10.31 crore.

Status of non-cooperation with previous CRA: Not Applicable

2 | Credit Analysis & Research Limited
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Any other information: Not Applicable

Rating History for last three years: Please refer Annexure-2

Note on complexity levels of the rated instrument: CARE has classified instruments rated by it on the basis of complexity. This
classification is available at www.careratings.com. Investors/market intermediaries/regulators or others are welcome to write to
care@careratings.com for any clarifications.

Analyst Contact:
Name: Mr Gaurav Dixit

Tel: 011-45333235
Mobile: 9717070079
Email: gaurav.dixit@careratings.com

**For detailed Rationale Report and subscription information, please contact us at www.careratings.com

About CARE Ratings:

CARE Ratings commenced operations in April 1993 and over two decades, it has established itself as one of the leading credit rating
agencies in India. CARE is registered with the Securities and Exchange Board of India (SEBI) and also recognized as an External Credit
Assessment Institution (ECAI) by the Reserve Bank of India (RBI). CARE Ratings is proud of its rightful place in the Indian capital market
built around investor confidence. CARE Ratings provides the entire spectrum of credit rating that helps the corporates to raise capital
for their various requirements and assists the investors to form an informed investment decision based on the credit risk and their own
risk-return expectations. Our rating and grading service offerings leverage our domain and analytical expertise backed by the
methodologies congruent with the international best practices.

Disclaimer

CARE’s ratings are opinions on credit quality and are not recommendations to sanction, renew, disburse or recall the concerned bank
facilities or to buy, sell or hold any security. CARE has based its ratings/outlooks on information obtained from sources believed by it to
be accurate and reliable. CARE does not, however, guarantee the accuracy, adequacy or completeness of any information and is not
responsible for any errors or omissions or for the results obtained from the use of such information. Most entities whose bank
facilities/instruments are rated by CARE have paid a credit rating fee, based on the amount and type of bank facilities/instruments.

In case of partnership/proprietary concerns, the rating /outlook assigned by CARE is based on the capital deployed by the
partners/proprietor and the financial strength of the firm at present. The rating/outlook may undergo change in case of withdrawal of
capital or the unsecured loans brought in by the partners/proprietor in addition to the financial performance and other relevant

factors.
Annexure-1: Details of Instruments/Facilities
Name of the Date of Coupon Maturity Size of the | Rating assigned
Instrument Issuance Rate Date Issue along with Rating
(Rs. crore) Outlook
Term Loan-Long Term - - Aug-2025 33.20 CARE BBB+; Stable
Fund-based-Long Term - - - 20.00 CARE BBB+; Stable
Annexure-2: Rating History of last three years
Sr. Name of the Current Ratings Rating history
No. Instrument/Bank Type Amount Rating | Date(s) & | Date(s) & | Date(s) & | Date(s) &
Facilities Outstanding Rating(s) Rating(s) Rating(s) Rating(s)
(Rs. crore) assigned in | assigned in | assigned in | assigned in
2017-2018 | 2016-2017 | 2015-2016 | 2014-2015
1. Term Loan-Long Term LT 33.20 CARE - 1)CAREA- [1)CAREA 1)CARE A
BBB+; (10-May-16) |(28-Apr-15) |(15-Apr-14)
Stable
2. [Fund-based-Long Term LT 20.00 CARE - 1)CARE A- [1)CAREA  |1)CAREA
BBB+; (10-May-16) |(28-Apr-15) |(15-Apr-14)
Stable
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CONTACT

Head Office Mumbai
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Cell: +91-98242 56265
E-mail: mehul.pandya@careratings.com

Mr. Saikat Roy
Cell: + 9198209 98779
E-mail: saikat.roy@-careratings.com
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Tel: +91-22-6754 3456 | Fax: +91-22-6754 3457 | E-mail: care@careratings.com

AHMEDABAD

Mr. Deepak Prajapati
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E-mail: deepak.prajapati@careratings.com

CHANDIGARH

Mr. Sajan Goyal
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First Floor, Phase 11,

Sector 65, Mohali - 160062
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Cell: +91 99888 05650

Tel: +91-172-5171 100 / 09

Email: sajan.goyal@careratings.com

CHENNAI

Mr. V Pradeep Kumar

Unit No. 0-509/C, Spencer Plaza, 5th Floor,
No. 769, Anna Salai, Chennai - 600 002.
Cell: +91 98407 54521

Tel: +91-44-2849 7812 / 0811

Email: pradeep.kumar@-careratings.com

COIMBATORE
Mr. V Pradeep Kumar
T-3, 3rd Floor, Manchester Square

Puliakulam Road, Coimbatore - 641 037.
Tel: +91-422-4332399 / 4502399
Email: pradeep.kumar@-careratings.com

HYDERABAD

Mr. Ramesh Bob

401, Ashoka Scintilla, 3-6-502, Himayat Nagar,
Hyderabad - 500 029.

Cell : +91 90520 00521

Tel: +91-40-4010 2030

E-mail: ramesh.bob@careratings.com

JAIPUR

Mr. Nikhil Soni

304, Pashupati Akshat Heights, Plot No. D-91,
Madho Singh Road, Near Collectorate Circle,
Bani Park, Jaipur - 302 016.

Cell: 491 — 95490 33222

Tel: +91-141-402 0213 / 14

E-mail: nikhil.soni@careratings.com

KOLKATA

Ms. Priti Agarwal

3rd Floor, Prasad Chambers, (Shagun Mall Bldg.)
10A, Shakespeare Sarani, Kolkata - 700 071.
Cell: +91-98319 67110

Tel: +91-33- 4018 1600

E-mail: priti.agarwal @careratings.com

NEW DELHI

Ms. Swati Agrawal

13th Floor, E-1 Block, Videocon Tower,
Jhandewalan Extension, New Delhi - 110 055.
Cell: +91-98117 45677

Tel: +91-11-4533 3200

E-mail: swati.agrawal@careratings.com

PUNE

Mr.Pratim Banerjee

9th Floor, Pride Kumar Senate,
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E-mail:pratim.banerjee@careratings.com
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