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Nepal Ceramic Industry Private Limited: [ICRANP] LB+/A4 assigned  

May 31, 2021 
 

Summary of rated instruments 
 

Instrument Rated Amount (NPR million) Rating Action 

Fund based; long-term limits 455.5  [ICRANP] LB+; assigned 

Fund based; short-term limits 10.0  [ICRANP] A4; assigned 

Non-fund based; short-term limits 150.3  [ICRANP] A4; assigned 

Total 615.8    

Instrument details are provided in Annexure-1 

 

Rating action   
ICRA Nepal has assigned a long-term rating of [ICRANP] LB+ (pronounced ICRA NP L B plus) to the fund-based long-term 

limits of NPR 455.5 million of Nepal Ceramic Industry Private Limited (NCI). ICRA Nepal has also assigned a short-term 

rating of [ICRANP] A4 (pronounced ICRA NP A four) to the short-term fund-based limits of NPR 10 million and the short-

term non-fund based limits of NPR 150.3 million.  

 

Rationale 
The ratings remain constrained by the execution risk associated with NCI’s first manufacturing unit, which is in the middle 

stage of commissioning (~60% of project cost incurred1 till mid-April 2021). The project has already witnessed a cost 
overrun by ~30% vis-à-vis earlier estimates (of NPR 650 million) because of the increase in the cost of construction 

material and machinery. The ongoing Covid-19 pandemic could give rise to further risk of time and cost overrun, which 
remains a concern. Rating concerns also arise from the high debt financing in the project, which is likely to result in a 

leveraged capital structure. This, coupled with moderate revenue expectation during the stabilisation phase, is likely to 
result in modest coverage indicators. Rating concerns also arise from the offtake risk associated with NCI’s product, given 

the high competition from imports which currently dominate the market, lack of visibility on NCI’s product quality and 

branding, and low entry barriers for fresh competition in future. In addition, the inherent cyclic nature of the construction 
sector remains a concern as it exposes the flooring tile business to cash flow volatility and could pose challenges, 

especially during periods of weak demand. 
 

Nonetheless, the assigned ratings factor in the prior experience of NCI’s promoters in the trading and distribution of 

hardware and sanitary items including flooring tiles. NCI is a part of the backward integration strategy of the promoters, 

which partly comforts the offtake risk. Its status as the first domestic tile manufacturer and the high customs duty on the 

import of finished ceramic tiles (up to 30%) remain positives for NCI’s market position. The rising demand for flooring 

tiles with the rapid rise in urbanisation and construction growth has also been positively factored into the ratings. 

 

Key rating drivers  

Credit strengths 
Experienced promoters – NCI’s promoters have over two decades of experience and an established presence in the 

hardware and sanitary fittings business. They have been involved in the importing and trading of construction materials 
including flooring tiles. NCI is being set up as a backward integration strategy of the promoter group. The promoters’ 

adequate traction in the domestic market and their prior experience in the flooring tile segment (through trading) provide 
some cushion against the offtake risk.   

 

                                                   
1 Including the LC opened for the import of machinery yet to be delivered to the factory premises; excluding this, progress was ~20% 
as of mid-April 2021 
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Duty protection against imports – Upon commissioning, NCI will be the first ceramic floor tiles producer in Nepal. The 

Nepalese market is completely dependent on imported tiles currently. The imported tiles are subject to a high customs 
duty of ~30% while raw materials required for manufacturing are subjected to ~5% customs duty. This gives adequate 

headroom for the domestic producers to operate the tile manufacturing business successfully, assuming that adequate 
demand is generated for NCI’s product. The existing supply and distribution mechanism of the promoters remains a 

positive from the demand standpoint.  
 

Demand prospect supported by increased urbanisation and housing construction drive – The home construction 

practices in Nepal have been shifting towards the use of more modern techniques and materials and the use of ceramic 
floor tiles have also seen a commensurate growth. As such, the rapid rise in urbanisation and the resulting growth in 

residential/commercial construction are expected to positively support the demand prospects for NCI’s product.   

 

 

Credit challenges 
Execution and funding risks – NCI had incurred ~60% of the project capex till mid-April 2021 (including the letter of credit 
opened for machinery import). The machinery imports and installation are expected to be completed within 2-3 months 

and commercial production is expected to commence within 6-8 months (early FY2022). However, the timeline could get 
stretched on account of the ongoing pandemic and its impact on logistics. The project has already witnessed a cost 

overrun of ~30% vis-à-vis the original estimate and the ongoing pandemic further exposes the project to similar risks in 

future. Although NCI has reached an agreement with the bankers to finance the past cost escalation, similar events in 
future could also give rise to a funding gap, which might affect the project execution timeline. The timely execution of 

the project before the beginning of repayments on NCI’s bank loans will be critical to ensure timely debt servicing. 
 

High gearing; coverage indicators likely to remain supressed in initial years of operation – NCI is expected to have a 
leveraged capital structure, given the 70:30 debt equity ratio in capex financing. The project has also incurred time 

overrun because of the pandemic, resulting in cost overruns of ~30% over the initial cost estimate of NPR 650.8 million. 
The overrun is expected to be financed through a similar debt-equity ratio as earlier, as per the initial agreement between 

the bank and NCI. This is likely to increase the debt burden on the company’s cash flows. Therefore, NCI’s incremental 

financial profile and debt coverage indicators will depend on its ability to avoid further project time and cost overrun and 
meet the targeted revenues. Given the moderate revenue expected during the project stabilisation phase, NCI’s coverage 

indicators are likely to remain modest in the early years of operation. 
 

High competition from existing players and low barriers to entry – The Nepalese flooring tile market is dominated by 
reputed foreign brands. Therefore, NCI is expected to face tough competition from the domestic dealerships of 

international brands of flooring tiles. Even if the company is able to ward off the competition and maintain a profitable 
business, the low entry barriers could invite fresh competition into the industry. This could supress NCI’s actual revenues 

and profitability vis-à-vis its estimates.  

 
Inherent cyclicality associated with construction industry – The demand and supply for ceramic floor tiles tend to 

fluctuate with the overall sentiment in the construction sector. The cyclical nature of the construction sector creates 
uncertainty about the demand and cash cycles of the players in the construction material sector such as NCI. This could 

impact the company’s capacity utilisation, revenues, and profit margins. Volatility in the cash flow due to cyclicality in 
the cash cycle could pose challenges, especially during periods of weak demand. 
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Analytical approach 
For arriving at the ratings, ICRA Nepal has applied its rating methodology as indicated below.  

Links to applicable criteria:    

Corporate Credit Rating Methodology  

 

About the company 

Incorporated in 2019 as a private limited company, Nepal Ceramic Industry Private Limited (NCI) has been established 
with the objective of manufacturing ceramic floor tiles. The company is in the process of constructing its production plant 

in Bhawanipur-7, Jeetpur Sub-Metropolitan City, Bara with a production capacity of 22.3 million square feet per annum. 
NCI plans to produce flooring tiles in the initial phase.  

 

The entire equity stake in NCI is held by two shareholders – Mr. Sambhunath Jha (50.2%) and Mr. Manoj Prasad Rauniyar 
(49.8%). 

 
 

Annexure-1: Instrument details  
 

Instrument 
Rated Amount 
(NPR million) 

 Rating Action  

Long-term Limits (fund based)   

Term Loan 455.50 [ICRANP] LB+; assigned 

Total Long Term, Fund Based (A) 455.50  

    

Short-term Limits (fund based)   

Bridge Gap Loan (within term loan) (167.50) 

[ICRANP] A4; assigned 
Overdraft 10.00 

Trust Receipt (within letter of credit) (130.00) 

Demand Loan (within trust receipt) (120.00) 

Total Short Term, Fund Based (B) 10.00  

    

Short-term Limits (non-fund based)   

Bank Guarantee 0.30 

[ICRANP] A4; assigned Letter of Credit 150.00 

Letter of Credit (within term loan) (311.07) 

Total Short Term, Non-fund Based (C) 150.30  

   

Grand Total (A+B+C) 615.80  

 

 

 

Analyst Contacts:   
Mr. Sailesh Subedi, (Tel No. +977-1-4419910/20) 
sailesh@icranepal.com    
 
Mr. Devendra Dongol, (Tel No. +977-1-4419910/20) 
devendra@icranepal.com    
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Relationship Contacts:   
Ms. Barsha Shrestha, (Tel No. +977-1-4419910/20) 
barsha@icranepal.com    
 

About ICRA Nepal Limited:  
ICRA Nepal Limited, the first Credit Rating Agency of Nepal, is a subsidiary of ICRA Limited (ICRA) of India. It was licensed 
by the Securities Board of Nepal (SEBON) on October 3, 2012. ICRA Nepal is supported by ICRA Limited through a technical 

support services agreement, which envisages ICRA helping ICRA Nepal in areas such as rating process and methodologies, 

analytical software, research, training, technical and analytical skill augmentation.  
 

Our parent company, ICRA Limited, was set up in 1991 by leading financial/investment institutions, commercial banks 
and financial services companies as an independent and professional investment Information and Credit Rating Agency. 
Today, ICRA and its subsidiaries together form the ICRA Group of Companies.  

For more information, visit www.icranepal.com   

 

ICRA Nepal Limited, 

Sunrise Bizz Park, 6th Floor, Dillibazar, Kathmandu, Nepal. 

Phone: +977 1 4419910/20 

Email: info@icranepal.com 

Web: www.icranepal.com 

 

All Rights Reserved.  
Contents may be used freely with due acknowledgement to ICRA Nepal.  

ICRA Nepal ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. The ICRA Nepal 

ratings are subject to a process of surveillance which may lead to a revision in ratings. Please visit our website 

(www.icranepal.com) or contact ICRA Nepal office for the latest information on ICRA Nepal ratings outstanding. All information 

contained herein has been obtained by ICRA Nepal from sources believed by it to be accurate and reliable. Although reasonable 

care has been taken to ensure that the information herein is true, such information is provided ‘as is’ without any warranty of 

any kind, and ICRA Nepal in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness 

or completeness of any such information. All information contained herein must be construed solely as statements of opinion 

and ICRA Nepal shall not be liable for any losses incurred by users from any use of this publication or its contents 
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