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RATINGS

Ratings
Facilities (Rsf\;:(l)\:llil:ltion) CEL Rating Action
Long Term Bank Facilities 99.25 CA;EI;II“:;:F + Reaffirmed
Short Term Bank Facilities 950.75 cﬁiEI;r:rf 4 Reaffirmed
—_ 1,050.00
Total Facilities (One Billion Fifty Million Only)

Details of Facilities in Annexure 1

CARE Ratings Nepal Limited (CRNL) has reaffirmed the rating of ‘CARE-NP B+’ assigned to the long-term bank facilities
and ‘CARE-NP A4’ assigned to the short-term bank facilities of Exim Nepal Private Limited (ENPL).

Detailed Rationale & Key Rating Drivers

The ratings assigned to the bank facilities of ENPL continue to be constrained by its leveraged capital structure coupled
with weak debt service coverage indicators and working capital intensive nature of business marked by elongated operating
cycle at the end of FY23 (Unaudited, FY refers to twelve-month period ending mid-July). The ratings also factor in the
product price volatility risk along with foreign exchange fluctuation risk and tender based nature of operations in highly
competitive construction industry.

The ratings, however, derive strength from experienced management team with established track record as well as
moderate scale of operations during FY23 with improving operating margin.

Going forward, the ability of the company to scale up its operations while maintaining its profitability margin and manage

its working capital requirements, reducing reliance on external source of finance will be the key rating sensitivities.

Detailed Description of the Key Rating Drivers

Key Rating Weaknesses

Leveraged capital structure and weak debt service coverage indicators

ENPL's capital structure stood highly leveraged marked by overall gearing ratio of 3.99x at the end of FY23 (FY22: 3.66x).
Overall gearing remained high on account of high reliance on debt financing for meeting working capital needs. Similarly,
debt service coverage ratio of the company stood modest with interest coverage ratio of 1.12x in FY23, which slightly
deteriorated from 1.22x in FY22, on account of increase in finance cost. Similarly, total debt/GCA stood highly elevated at
126.55x in FY23 (FY22: 67.31x) and TOL/TNW of the company increased to 6.25x (FY22: 6.07x) at the end of the FY23.
A limited gearing headroom limits the financial flexibility of the company and could constraint the company from raising

additional debt, when required, in future.

Working capital intensive nature of business marked by elongated operating cycle

The operation of the company is working capital intensive in nature leading to high net operating cycle of 911 days in
FY23 (FY22: 670 days). The average collection days stood high at 466 days in FY23, which slightly deteriorated from 433
days in FY22. The inventory turnover days elongated to 643 days in FY23 from 417 days in FY22. The company has high
inventory holding majorly due to bulk purchase of inventories, based on contracts awarded, to be supplied to tender based
projects. ENPL’s average creditor days also stood relatively high at 198 days in FY23 (FY22: 180 days). Consequently, net
operating cycle remained substantially high leading to increased reliance of the company on bank finance to meet its

working capital requirements.

IComplete definitions of the ratings assigned are available at www.careratingsnepal.com and in other CRNL publications
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Product price volatility risk and foreign exchange fluctuation risk

ENPL procures Ductile Iron (DI) pipes from India and China. The price of DI pipes is market-linked, exposing ENPL to
volatile input price risk. The cost of DI pipes constituted around 68% of the total operating income of the company during
FY23. Thus, the volatility in prices of the same greatly impacts the profitability of the company. Furthermore, import of
the product is mainly in USD, exposing ENPL to foreign exchange risk as well. The company’s profitability hinges mainly
on its ability to pass through changes in purchase prices to the customers in a timely manner.

Tender based nature of operations in highly competitive construction industry

The company receives majority of its work orders from government department related sanitation and water supply work.
All contracts are tender based for which ENPL has to participate in tenders, wherein the company has to quote the bid
and hence, it has to face the risk related to successful bidding for the same, which again comes with the risk of quoting
at low price through e-bidding to sustain the competition. ENPL also enters into construction contracts, mainly through JV
entities, in order to meet eligibility criteria for these contracts.

Key Rating Strength

Experienced management team with established track record of operations

ENPL has been into trading of construction materials for more than two decades with trading arrangements with
government as well as private entities. The company drives strength from its strong promoters belonging to Vaidya Group
of Companies, which is involved in diversified businesses. The promoters of the company have experience of over two
decades in trading and construction business. ENPL operates under the overall guidance of its three-member Board of
Directors (BoD). Mr. Kiran Baidhya, Chairman, has more than two decades of experience in automobile and electronics
trading and construction sector. Mr. Karan Vaidya, Director, has more than a decade of experience in construction field
and is also involved in trading and hospitality business. The board of directors of the company is further supported by an

experienced management team in the relevant field.

Moderate scale of operations in FY23 with improving operating margin

The company’s TOI stood relatively moderate at Rs. 447 Mn during FY23 vis-a-vis Rs. 500 Mn during FY22, despite sluggish
economic situation of the country, which halted the implementation of many projects. Furthermore, in FY24 so far, the
revenue has been in increasing trend, with the company booking TOI of ~Rs. 300 Mn till November-end 2023. Similarly,
PBILTDT margin improved to 26.67% in FY23 from 19.21% in FY22, due to decrease in cost of raw material prices. The
company's ability to sustain growth in the operations while maintaining the profit margins remains critical from credit

perspective.

About the Company

Exim Nepal Private Limited (ENPL) is a private limited company incorporated on September 16, 1993. The company is
involved in trading of Ductile Iron (D.1.) pipes and fittings and land. ENPL is an authorized distributor of DI pipes and
fittings of various Indian and Chinese manufacturing companies and also participates in various bids/tenders for supply of
DI pipes and fittings. ENPL has its corporate office situated at Lazimpat, Kathamndu and four godowns located at Kirtipur,
Bode, Hetauda, and Dhapasi.
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Rs. Million

Income from Operations 363 503 447
PBILDT Margin (%) 16.83 19.21 26.67
Overall Gearing (times) 3.00 3.66 3.99
Interest Coverage (times) 1.09 1.22 1.12
Current Ratio (times) 0.59 0.58 1.02
Total Debt/ Gross Cash Accruals (times) 166.04 67.31 126.55

A: Audited; UA Unaudited

Annexure 1: Details of the Facilities Rated

Name of the Bank
Facilities

Amount

Type of the Facility

Ratings

(Rs. In Million)

Long Term Bank Facilities Term Loans 99.25 CARE-NP B+

Short Term Bank Facilities Working Capital Loans 899.25 CARE-NP A4

Short Term Bank Facilities Letter of Credit/Bank Guarantee 51.50 CARE-NP A4
Total 1,050.00

Contact Us

Analyst

Ms. Dristi Acharya

+977-01-4012630
Dristi.acharya@careratingsnepal.com

Mr. Santosh Pudasaini
+977-9802312855
Santosh.pudasaini@careratingsnepal.com

Relationship Contact

Achin Nirwani

+977-9818832909
achin.nirwani@careratingsnepal.com

About CARE Ratings Nepal Limited:

CARE Ratings Nepal Limited (CRNL) is licensed by the Securities Board of Nepal w.e.f. November 16, 2017. CRNL is
supported by CARE Ratings Limited through a technical services agreement to provide technical support in the areas such
as rating systems and procedures, methodologies, etc. from CARE Ratings on an ongoing basis. The technical support
shall ensure that CRNL has adequate resources to provide high quality credit opinions in Nepal.

Our parent company, CARE Ratings Limited 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).

Disclaimer

CRNL'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. CRNL has based its ratings on information obtained from sources believed by it to be accurate and reliable. CRNL 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 CRNL have paid a credit rating fee, based on the amount and type of
bank facilities/instruments.

In case of partnership/proprietary concerns, the rating assigned by CARE is, inter-alia, based on the capital deployed by the partners/proprietor and the
financial strength of the firm at present. The rating 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. CARE is not responsible for any errors and states that it has no
financial liability whatsoever to the users of CARE’s rating.
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