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Rating Rationale

TRIS Rating affirms the company rating and the ratings of the senior
unsecured debentures of Khon Kaen Sugar Industry PLC (KSL) at “A”. At the same
time, TRIS Rating assigns a rating of “A” to KSL's proposed issue of up to Bt1,000
million in senior unsecured debentures. The proceeds from the new debentures
will be used to repay its existing short-term debt. The ratings reflect the company’s
long track record in the sugar and sugarcane industry and its diversification into
sugar-related businesses. The ratings also take into consideration the ongoing
worldwide slump in sugar prices, the operational risks of KSL’s sugar operations in
the Lao People’s Democratic Republic (Lao PDR) and Cambodia, as well as the
volatility of the supply of sugarcane.

KSL is one of the leading sugar producers in Thailand, established in 1945 by
the Chinthammit family and associates. As of April 2015, the Chinthammit family
collectively held 70.3% of the company’s shares. The company owns and operates
five sugar plants in Thailand, with a combined cane crushing capacity of 110,000
cane tonnes per day as of May 2015. KSL Group has procured 8.8 million tonnes of
sugarcane in the 2014/2015 crushing period and produced 914,458 tonnes of
sugar. KSL’s sugar production in the 2014/2015 growing season was ranked fourth
with a market share of 8.3%, trailing the Mitr Phol Group (19.5%), the Thai Roong
Ruang Group (14.3%), and the Thai Ekkalak Group (9.2%).

Since fiscal year (FY) 2006, KSL has expanded along the sugar value chain to
maximize the utilization of sugarcane. KSL’s sugar-related businesses include
electricity generating and ethanol producing. During FY2013 and FY2014, revenue
from the energy segment (electricity and ethanol) accounted for 18% of total sales.

Apart from producing sugar in Thailand, KSL also operates sugar plants in the
Lao PDR and Cambodia. The plants in the Lao PDR and Cambodia started
commercial production in FY2010. The total investment in the Lao PDR and
Cambodia was approximately Bt5,200 million. Sugar production volumes in the Lao
PDR and Cambodia are currently small, compared with sugar operation in Thailand.
Since starting up, the sugarcane yield in the Lao PDR has improved gradually, but
the sugarcane vyield in Cambodia has remained below the plan. As a result, the
sugar production in both countries for the 2014/2015 growing season was only
35,000 tonnes, representing less than 5% of KSL’s sugar production in Thailand. In
addition, the sharp fall in sugar price further pushed down KSL’s operations in the
Lao PDR and Cambodia in FY2015. KSL's operations in the Lao PDR and Cambodia
have continued to report losses. The combined loss totaled Bt204 million for the
first nine months of FY2015.

During the first nine months of FY2015, total revenue was Bt12,728 million,
up by 4% over the same period of FY2014. The rise was driven by 16% y-o-y
increase in sales volumes of sugar, while an average sales price of sugar dropped
by 9%. KSL’s operating profit margin before depreciation and amortization for the
first nine months of FY2015 declined to 20.3%, compared with 24.1% during the
first nine months of FY2014. The drop was because of a plunge in sugar prices,
higher production costs due to a lower cane crushing yield from unfavorable
weather. The operating profit margin from ethanol and power were softer due to
the drop in power tariff and production hiccup at its ethanol plant. However, the
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operating profit margin of power and ethanol remained satisfactory at 40% and 24%, respectively in the first nine months of
FY2015. KSL's earnings before interest, tax, depreciation, and amortization (EBITDA) during the first nine months of FY2015
slightly dropped to Bt3,003 million, from Bt 3,158 million over the same period of FY2014. KSL’s EBITDA interest coverage
remained satisfactory at 4.8 times in the first nine months of FY2015, compared with 5.1 times in the first nine months of
FY2014.

KSL’s financial leverage was seasonally high with a debt to capitalization ratio of 62.4%. KSL’s leverage is expected to
improve at the end of FY2015. The fund from operation (FFO) to total debt ratio was flat at 10.9% (annualized with trailing 12
months) during the first nine months of FY2015, compared with 10.3% (annualized with trailing 12 months) over the same
period of FY2014. Looking forward, KSL’s capital expenditures for FY2015-FY2017 will be around at Bt1,000 million per year,
down from Bt3,000-Bt6,000 million per year in FY2013-FY2014 due to no major capacity expansion. With expected KSL’s total
EBITDA of approximately Bt3,000 million per year and planned investments, the company’s leverage is expected to improve
gradually. Cash flow protection is expected to be cyclically low in FY2015 as sugar price remained weak; however, it will be
improved in the medium terms, following the recovery in sugar prices and declining debt level.

Rating Outlook

The “stable” outlook reflects TRIS Rating’s expectation that KSL will maintain its competitive position in the Thai sugar
industry. The revenue sharing system of the Thai sugar industry, strong demand for ethanol, and the reliable income streams
from the energy segment will partly cushion KSL’s financial performance during the sugar industry down cycle.

KSL’s credit upside is limited as long as sugar prices remain low. The downside risk could occur if sugar prices continue to
slump, leading to noticeably weaker profitability for the extended periods. An aggressive debt-funded investment and
persistently weaker cash flow protection are also the negative factors for KSL's credit ratings.

Khon Kaen Sugar Industry PLC (KSL)
Company Rating: A

Issue Ratings:

KSL15DA: Bt1,000 million senior unsecured debentures due 2015 A
KSL174A: Bt1,000 million senior unsecured debentures due 2017 A
KSL198A: Bt1,000 million senior unsecured debentures due 2019 A
KSL199A: Bt1,000 million senior unsecured debentures due 2019 A
Up to Bt1,000 million senior unsecured debentures due within 2018 A

Rating Outlook: Stable
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Financial Statistics and Key Financial Ratios*

Unit: Bt million

Nov 2014 2012 2011

-July 2015
Sales and service revenues 12,728 19,185 18,941 22,212 16,460 12,071
Gross interest expense 631 807 658 549 463 338
Net income from operations 1,088 1,610 1,658 2,321 1,875 132
Funds from operations (FFO) 2,324 2,957 2,579 3,505 2,829 580
Total capital expenditures 760 2,687 6,172 4,351 1,387 3,325
Total assets 44,985 40,134 36,017 29,617 23,820 23,153
Total debt 26,147 22,021 19,003 14,022 12,085 11,578
Shareholders’ equity 15,759 14,833 13,703 12,032 9,214 9,934
Operating income before depreciation and 20.34 17.95 15.15 18.95 21.74 5.05
amortization as % of sales
Pretax return on permanent capital (%) 6.28 ** 6.30 7.27 14.37 15.09 2.54
Earnings before interest, tax, depreciation, and 4.76 473 5.14 8.29 8.37 2.65
amortization (EBITDA) interest coverage (times)
FFO/total debt (%) 10.86 ** 13.43 13.57 25.00 23.41 5.01
Total debt/capitalization (%) 62.39 59.75 58.10 53.82 56.74 53.82
* Consolidated financial statements

**  Annualized with trailing 12 months
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