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" India Ratings and Research (Ind-Ra) has assigned The West Coast Paper Mills Limited (WCPM) a
JUL 2016 Long-Term Issuer Rating of 'IND A", The Outlook Is Stable. A full list of rating actions is at the
end of this commentary. '

The ratings reflect WCPM's well-established position in the Indian paper industry as well as its
strong anc! improving credit profile, on the back of robust EBITDA margins and debt reduction,

'KEY RATING DRIVERS

Established Industry Position: WCPM is among India’s top five paper manufacturers in terms of the scale of
operations, with a total capacity of 320,000mtpa for paper and paperboards. It has a share of around 10% in the
~ domestic uncoated paper market.

Divestment Boosts Credit Profile: WCPM sokd its entire 36.3% stake In the loss-making Shree Rama Newsprint

. Limited (SRNP) to Riddhi Siddhi Gluco Biols Lid in May 2015, The share transfer and release of corporate guarantees
worth INR2,5bn that were extended towards SRNP’s bank facilities were completed in August 2015, resuiting in an
improvement in WCPM's net adjusted leverage to 2.9x in FY16 (FY15: 4.7x). WCPM did a thtal write-off of INR970m
on this accourit (FY15: mR.'Sle, FY16: INR454m), Including all inter corporate deposits extended to SRNP and loss
on sale of stake,

. Expected Improvement In Credit Profile Due to Higher Margins: Ind-Ra expects WCPM's nef adjusted
leverage (net adjusted debt/EBITDA) to Impro\ie to around 2.2x in FY17 (FY16: 2.9x) due to term loan repayments,
which would keep reducing each year. Ind-Ra also expects its EBITDA margin to improve in FY17 due to lower raw
material costs, which coupled with a reduction in Interest costs would lead to an improgement In the EBITDA interest
coverage (EBITDA/gross. interest expense; FY16: 3.6x; FY15: 3.5x. Ind-Ra has considered the expected improvement
in credit metrics in FY17 to arrive at the ratings.

Raw Material Price Volatility: WCPM’s EBITDA margin was volatile during FY13-FY15 as a result of fluctuations in
wood procurement costs. Its EBITDA margin declined to 13.3% In FY14 (FY13: 18.5%), due to a nearly 30%

. increase in wood procumrent costs, before recovering to 14.9% in FY15, WCPM's EBITDA margin remained stable
‘&t 14.9% In FYi6 as it could not benefit from the _decllne in wood prices in 4QFY16 on account of its annual fixed-
price contracts with overseas suppliers. However, Ind-Ra expects WCPM's EBITDA margin to improve in FY17 on
account of lower wood prices, which it has fixed with suppliers for the year. Such fixed-price contracts constitute
around 50%-60% of w;:PM‘s total raw material fequlrements. However, the company remains exposed to wood
price fluctuations for the rest of its requirements, since it.is a price taker for its finished products.
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o Unlledgod Forex Exposure. WCPM imports 50%-50% of lts raw material requlrements and keeps its forex
. expospre unhedged, atposing itself to currency ‘fluctuations. However, the actual forex loss suffered by the company

has been modest (FYiG “INR37. 6m; FY15 INRZ? Gm) and signlf cantly lower than the cost it wou!d have otherwise

Incurred on hedglng the exposure. e : _

. L.ow c-plhl lxp-ndltuu 5upport| I.lqulditvl WCPM has, a comfortablo quuiditv posltton, s rofloctod by it frae
© cash flow (FCF)' of INR1.7bh for FYIG -The compaan average maximum utilisation of its fund-based working capital

) limits ‘was 85%-70% In the 12 months ended June 2018, Indicating a slgnmcant liquidity cushion; Ind-Ra expects

. beth <ash flow from Gpd'lacmi and free. cadh flow to. rlmtln positive in the.near term as the company has indicated
) ‘that It dos not plan to uke up any rnajor capacltv expanslooa dunng thus perlod. ' .

E é’-.m n.qulud for Volumo Growthr WCPM'I capacltv utlllutlon In tho pap-r divisioh stood: at 95 W% ln Y16

- {FY15¢ 93.9%), Ihdlcating the. need to increase its capacity- to achigve’ meaningful volume orowth and maintain its
. "market share over the near-ho-medlum terrn Managernent has not planned any major debt addition for expansion in
" the next faw years; so, Ind-Ra expects the company’s’ Ieverage to continue. to lmprove However any major debt-

'- . ,funded capex oould Iead ho deteﬂoration In the cornpany's crecllt metﬂcs.

Intenratod Fadllty. WCPM has an ln‘tegrated plant to produce pulp from wood and then manufacture paper from
' 'pu!p. k also has' steam-based captive power to meet Its entire power requlrements It has cultivated more than
) 45,000 acres - of land. as part of Its fan'n forestry programme, whlch currently covers around 5% of :ts wood

requlraments. T

| RAT[NG SENSITIVITIES.

o '

" ‘Positive: Growth In the acale of operatlons, along thh a sustamed lmprovement in the net ad;usted jeverage to
' below ix, could lead to @ potitlve rating actlon - :

F :

' Nogatlve: The net adjusted leverage belng suﬁalned above 2 75x could lead toa negatuve ratmg action.

| ‘COMPAN_Y EROF!LE—

L -Incorporated In 1955, WCPM ls the ﬂagship company of the. SK Bangur Group Its lntegrated paper manufacturmg
” 'faclllt,y Is located in Dandeli (Kamataka) and produces pulp, wntfng ang' pnntlng paper as well as cup stock
'paped:oards and duple.x boards. It also manufactures fibre optic cables and has six windmilis totalling 1.75MW in

X Tamll Nadu; It has a contract with the Tamul Nadu State Electncity Board to sell power The, paper desIon accounted
- _-foraround95%ofltstotalrevenueln(FY15 945%) FETR , e

 WCPM's ratings: : o
- Long-Term Issuer Rating assigned ‘IND A’ Outlook Stable

=INR1, 893.1m Iong-term Ioans asslgned ‘IND A' Outlook Stable
.- ]NR2 900m fund-based IImTF assigned 'IND A’/Stable/‘IND,Al' : }
= INRZ 350m non-fund-based limits: asslgned ‘IND A1’ co ' K
- Proposad INR500m mnruqd-based limits: assigned *Provisional IND AL’ . - .
. Proposed INR756.9m bank |oan. aslgned ‘valsional IND A'lStabIe/ Provis:onal IND ALY

~. "'-_SOLICITATION DISULPSURES

o Addltlonal Infonnatlon lsav Iable at www Indiaratlngs.co in The ratmgs above were sol:uted by, or on behalf of,
o -.the lssuer, and therefore, Ind|a Ratings has been compensated for the provision of the ratlngs '

. Ratlngs are’ not a recornmen}:laoon or suggshon, dlrectly or Indirectjy, to you or any other person, to buy, sell,

N
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."make or hold any lnv&slment. loan or secunty or to undertake any mvestment strategy with r&spect to any
' A.Invstment, Joan orsecurltyorany lssuer : . . L , . ,

- DISCLAIMER B

L ALL CREDrr RA'I'!NGS ASS:GNED BY INDM MT!NGS m sumscT 'ro ceu‘mm LIHI‘I‘A‘TIONS AND mscuumzns

PLEASE' -~ READ ° THESE . LIMITATIONS - --AND - DISCLAIMERS - BY - FOLLOWING .~ THIS, . LINK:
L HFBSMWWWEENIUQN& IN ADDITION, RATING DEFINITIONS AND THE. TERMS

- OFYUSE™OF SUCH RATINGS AREwAVARLABLE ON THE AGENCY'S PUBLIC 'WEBSITE “WWW INDIARATINGS.CO.IN.
* PUBLISHED RATINGS, CRITERIA, "AND, METHODOLOGIES 'ARE. AVAILABLE FROM THIS SITE AT ALL- TIMES, INDIA -
L RATINGS COGE .OF. wﬂwcra WNHBlNWY CONPLIGTS or mnnlsr, AFFthATt FIREWALL, .COMPLIANGE;
- . AND IJTHE.R RELEVANT PQL.IG[ES AND PRocEDuRF.s ARE ALSO AVAILABLE FROM THE CODE OF CONDYCT SECTION

‘OFTHISSITE
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