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Rating action
[ICRANP] LBBB-@ 1 ; placed on Watch with
Negative Implications
[ICRANP] A3@; placed on Watch with Negative
Implications

* Instrument details are provided in Annexure-1

Rating action
ICRA Nepal has placed the ratings assigned to the bank loan limits of Continental Trading Enterprises Private Limited
(CTEPL or the company) on Watch with Negative Implications. These ratings include the long-term rating of [ICRANP]
LBBB-@ (pronounced ICRA NP L triple B minus) assigned to the long-term limits and the short-term rating of [ICRANP]
A3@ (pronounced ICRA NP A three) assigned to the short-term loans (including non-fund-based limits) of CTEPL.

Rationale
The rating Watch with Negative Implications factors in the expected impact on the company’s financial and liquidity
profile, due to the elongation of import restrictions imposed by the Government of Nepal (GoN) on passenger vehicles
(PVs). Amid the country’s depleting foreign exchange reserves, the recent extension of the restrictions would be
impacting the sales in the festive season, during which the automobile sector players derive a major chunk of their annual
revenues. Furthermore, the demand for PVs is expected to witness sharp moderation over the near to medium term
given the high borrowing rates amid the ongoing liquidity crisis in banking as well as on account of the likely impact of
the increasing interest rates, increasing the total cost of ownership of the vehicles. The central bank has also introduced
multiple measures to curb demand of PVs including requirement of high cash margin for import of PVs/spares and
increasing risk weightage for personal auto loans.
Since the company derives ~75-80% revenues from the impacted segment, the sharp revenue slowdown and the
resultant lower economies of scale would create pressure on margins, increase working capital intensity, and deteriorate
the capitalisation and coverage indicators. The company’s ability to manage the expected liquidity pressures over the
near to medium term, while maintaining a comfortable debt-coverage indicators, remains to be seen. Furthermore, the
incremental regulatory developments and the company’s ability to generate adequate revenues after the lift-off of the
restrictions would remain key monitorable. ICRA Nepal will continue to monitor the regulatory developments and their
impact on the company’s credit profile.

Key rating drivers
Credit strengths
Good demand for Kia PVs – In recent years, demand for Kia brand PVs increased with the launch of new/competitive
models. Accordingly, CTEPL was able to report healthy revenue growth of ~124% in FY2021 and ~11% in H1FY2022. The
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sales were mainly driven by Kia’s SUV models, viz. the Seltos and the Sonet, after their launch in FY2020 and FY2021
respectively. Kia began its manufacturing operations in India from 2019, which helped in competitive pricing compared
to the earlier years. Consequently, Kia-branded PVs for CTEPL have overshadowed all other revenue segments in recent
years (CV and CE segments used to dominate the revenues earlier). Thus, the healthy demand outlook for the brand
remains a positive, assuming near-term removal of import restrictions.
Satisfactory financial profile; likely to help absorb the impact of demand slowdown – With healthy revenue growth and
improved margins in recent years, CTEPL was able to significantly improve its capitalisation profile with a gearing of 1.8
times and TD/OPBDITA of 1.7 times as of mid-Jan-2022 (7.7 times and 9.7 times in FY2020). Thus, the coverage indicators
were comfortable till H1FY2022 with interest cover of 7.7 times and DSCR of 5.8 times, significantly improving from ~3
times in FY2021. Though the muted demand would keep the margins under pressure over near term along with pressures
emanating from rising interest rates, the company’s debt service indicators are still expected to remain adequate, albeit
significantly lower compared to previous ICRA Nepal’s estimates. Going forward, the company’s dividend distribution
shall remain vital to support its financial and liquidity profile, given the expected moderation in operating performance.

Credit challenges
High dependency on the PV segment – The company’s revenues remain heavily dependent upon Kia PVs (~77% of total
revenues in H1FY2022, with the top models viz. Seltos and Sonet contributing to ~53% and ~20% respectively). Amid the
ongoing restrictions on import of PVs (started from April 27, 2022, and was initially effective till mid-July 2022, recently
extended till August 30, 2022), the upcoming festive season sales (towards mid-October) are likely to be impacted, which
would create pressure over the company’s financial profile. GoN’s incremental stance with regards to import restrictions
would remain crucial. However, the country’s forex reserves position has not improved in recent months despite the
import restrictions on several items (adequate for import of goods and services for 6.7 months as of mid-June 2022 as
against the central bank’s target of 7 times), which accentuates the concerns.
Increased taxes, rising borrowing rates and recent regulatory challenges pose further challenges – PVs were already a
highly taxed products in Nepal, which witnessed a further increment in taxes from FY2023 for high-end segments,
including certain electric vehicle (EV) segments. This would further impact the demand outlook for the company’s highend products. Furthermore, as PV sales are mostly bank financed, slower loan disbursements amid the current tight
liquidity conditions in banking would also impact sales growth. Moreover, the borrowing rates have also increased swiftly
in the last six months which along with increased risk weightage for personal auto loans (150% from mid-June 2022
against 75% earlier) would also be impacting demand trajectory. The central bank had also increased the margin
requirement on import of PVs to 50% from December 2021 (against 5-10% earlier, as specified by bankers), which would
be pressurising the company liquidity profile once the import restrictions are eased out.
High working capital intensity; available liquidity cushion expected to provide some support – Given the inherent
nature of the dealership business, CTEPL’s almost entire debt is in the form of working capital borrowings. The company’s
working capital intensity remained high at ~26% for H1FY2022, despite the recent moderations (~31% in FY2021 and
~55% in mid-July-2020), necessitating a sizeable working capital investment. Hence, the company’s ability to sustain the
improvement in debtor and inventory days (91 and 26 days, respectively in H1FY2022, against 98 and 35 days,
respectively, in FY2021) will remain a key monitorable. While CTEPL’s liquidity cushion improved in recent times (~63%
unutilised drawing power as of mid-January 2022 as against ~16% as of mid-July 2021, against slight overutilisation in
earlier years), prudent working capital management practices would remain crucial.
Link to previous detailed rating rationale:
Rationale CTEPL Fresh BLR February-2022
Analytical approach: For arriving at the rating, ICRA Nepal has applied its rating methodology as indicated below.
Links to applicable criteria:
Corporate Credit Rating Methodology
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About the company
Established in 1995, Continental Trading Enterprises Private Limited (CTEPL) is the authorised dealer of Kia and Isuzu
brand automobiles, the Komatsu brand and Okada brand construction equipment and Otis brand elevators in Nepal. Its
registered office is at Maitidevi, Kathmandu, Nepal with three self-owned showrooms (two showrooms for Kia brand and
one showroom for Isuzu brand) in Kathmandu and 12 regional dealers each for Kia and Isuzu branded vehicles.

Key financial indicators
FY2019
(Audited)
5,166
7.81%
30.33
36.08
8.42
1.12
1.13
44%

Operating income (OI; NPR million)
OPBDITA/OI (%)
Total debt/tangible net worth (TNW; times)
Total outside liabilities/TNW (times)
Total debt/OPBDITA (times)
Interest coverage (times)
DSCR (times)
Net working capital/OI (%)

FY2020
(Audited)
4,890
7.27%
7.65
8.99
9.71
1.00
1.11
55%

FY2021
(Audited)
10,968
7.71%
3.78
5.11
3.58
3.03
2.53
31%

H1FY2022
(Provisional)
6,066
10.93%
1.82
3.04
1.68
7.71
5.88
26%

Source: Company data

Annexure-1: Instrument details
Previous
rated limits
90
90

Current
rated limits
90
90

Short-term loan limits (B)
Fund-based (Overdraft)
Fund-based (Trust Receipt/Demand/Shortterm loan)
Non fund-based (Letter of Credit - LC)
Non fund-based (Bank guarantee -within LC)

4,660
145

4,660
145

2,765

2,765

1,750
(280)

1,750
(280)

Grand total (A+B)

4,750

4,750

Instrument (Amount in NPR million)
Long-term loan limits (A)
Fund-based limits (Term loan)

Rating action
[ICRANP] LBBB-@; placed on Watch
with Negative Implications

[ICRANP] A3@; placed on Watch with
Negative Implications
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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, and 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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