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Summary of rating action
Instrument

Last rated amount
(NPR million)

Fund-based; long-term limits

733.86

Fund-based; short term limits
Non-Fund based; short term limits

205.00
0.30

Total

939.16

Current rated amount
(NPR million)
757.39

Rating action
[ICRANP] LBB-; reaffirmed

225.00

[ICRANP] A4; reaffirmed

0.30

[ICRANP] A4; reaffirmed

982.69

Instrument details are provided in Annexure-1

Rating action
ICRA Nepal has reaffirmed the long-term rating of [ICRANP] LBB- (pronounced ICRA NP L double B minus) and the shortterm rating of [ICRANP] A4 (pronounced ICRA NP A Four) to the bank loan limits of Daunne Agro Farm Private Limited
(DAF).

Rationale
The ratings continue to factor in the experienced promoters of DAF and their established network in the poultry sector. DAF
has been established as a vertical integration by the promoter group allowing it to form a complete network for
production and distribution of eggs. The same promoter group also owns and operates Kisan Dana Udhyog Private
Limited (KDU), which manufactures mash feed for poultry (layers chicken) and trades in chicken eggs. KDU provides raw
materials as well as acts as a major consumer for the eggs produced by DAF. The operational synergies emanating from
the integrated network of businesses have been positively factored into the rating action.
However, the ratings are constrained by the limited track record of DAF (operating since FY2020) and consequent
stabilization risk for the company. Rating concerns also arise from the inherent risk in poultry and agriculture business
such as volatility in product prices, and vulnerability to environmental and biological conditions; as reflected in the
subdued performance of FY2022 on account of disease outbreak (Ranikhet) affecting egg production, shortening the life
cycle of fowls and resulting in higher write offs of biological assets for the year. DAF has a highly leveraged capitalization
profile given its freshly incurred debt-funded capex for setting up the farm and periodic capacity enhancement which
limits its ability to withstand such shocks during the stabilization period. Although the impact on DAF’s FY2022’s liquidity
profile was compensated through the timely promoter support, its incremental financial profile will depend on its ability
to achieve the targeted sales and maintain the operating profit margins. To that end, the company’s good sales during
2M FY2023 remains a comfort. Furthermore, the high industry competition and fragmentation is also expected to pose
a challenge for DAF in terms of profitabi lity and revenue growth.

Key rating drivers
Credit strengths
Experienced promoters and strong group network in poultry sector
The promoters of DAF have over two decades of experience and an established presence in the poultry sector. The
promoters, the board of director and key management personnel’s experience in the poultry sector remains comfort in
terms of business support and sustainability. Mr. Binod Pokharel, managing director of the company, has more than two
decades of experience in the poultry sector. The group is involved in multiple business activities that form a complete
network of poultry agriculture businesses, ranging from production of chicken feed, egg production and sales and
distribution. Kisan Dana Udhyog Private Limited is the largest shareholder of DAF and is a manufacturer of mash feed for
poultry (layers chicken) and is also involved in trading of eggs, offering operational synergies to DAF.
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Operational synergies emanating from sister units in poultry egg business result in low offtake risk
DAF was set up as a vertical integration for the group’s poultry egg business, and with DAF the group has a complete and
integrated network of businesses in the production and sales of eggs. This presence of sister units within the group
providing chicken feed and purchasing eggs produced by DAF results in operational synergies for all units involved. This
is a positive from the standpoint of supply disruptions, operational efficiencies, and long-term profitability as well as
scalability. DAF’s sales from early year was benefitted mainly because of the established sales and distribution network
of its sister unit (KDU). This also underscores a relatively low offtake risk for DAF. Nonetheless, its sustainability over a
longer-term remains to be seen.

Credit Challenges
Inherent risk in poultry and agriculture business; as reflected in subdued performance of FY2022
The revenue stream of DAF is exposed to inherent risks in poultry and related businesses such as relatively unpredictable
output, volatile realizations and vulnerability of margins to the movement in raw material prices (feeds, etc). However,
these risks are partly mitigated by reasons such as presence of sister units as backward and forward linkages (in feed
manufacturing and selling of eggs), as well as presence of DAF’s representative in Egg Producers Association (which gives
relative control over the final prices of eggs). The revenues and profitability of the company is also susceptible to disease
outbreaks. This is also reflected in the company’s decline in sales of ~9% for FY2022 because of lower productivity and
abnormally high mortality rate of chicken in egg laying phase due to the breakout of the ‘Ranikhet’ (Newcastle disease,
a viral disease) in two of their batches of layer chicken. Although DAF has made sizeable investment in infrastructure,
such as closed-house method of raising chicken, adequate bio-security mechanism, etc., the risk of disease outbreak
remains.
Leveraged financial profile; coverage indicators likely to remain suppressed in the medium term
DAF’s initial capex for setting up the poultry farm and its capacity enhancement (project’s capacity increased from ~0.2
million egg-laying chickens to ~0.4 million by FY2022 end) in the recent years have been financed through sizeable bank
debt (~80% debt financing). This has resulted in a highly leveraged capital structure of DAF with Total Debt/TNW of the
company at ~3.6 times as on mid-July-2022. The relatively high leverage structure of the company and its current
moderate revenue profile is expected to result in modest debt servicing ability of the company as sizeable principal
repayments will fall due in the medium term.
Project stabilization risk with early phase of operation of the farm
DAF recorded it first revenue from sale of eggs in March 2020. While the company’s sales was good in FY2021, its sales
declined for FY2022 with operating losses reported for the year. Given the high debt burden and moderate revenues
during early years, profitability profile for the company has remained modest so far. Although the full-scale operations
and the resulting economies of scale could positively impact the operating profitability and debt coverage metrices for
DAF, its ability to achieve the scalability remains to be seen.
High competition and fragmented industry
Although DAF is among the large commercial egg producer in Nepal, it nonetheless, faces tough competition given the
low entry barriers and high industry fragmentation (with many unorganized players). However, the presence of the Nepal
Egg Producers Association (wherein DAF has a representative) provides some control over the egg prices for the large
players like DAF.
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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
Link to last rating rationale:
Daunne-Agro-Farm-Pvt.-Ltd._BLR_-Rationale.pdf

About the company
Incorporated in March 2018, Daunne Agro Farm Private Limited (DAF) is involved in poultry farming of ‘Layer Chicken’
and production of eggs. The company is promoted by 38 institutional and individual shareholders, with the largest
shareholder Kisan Dana Udhyog P. Ltd. (KDU) holding ~27% stake in DAF. Kisan Dana Udhyog is involved in the production
of mash feed (for layer chickens) and in trading of eggs and is a major supplier of raw material as well as a primary buyer
of its products for DAF.
Mr. Raghunath Bhatta is the Chairman of the company and Mr. Binod Pokharel is its Managing Director. The factory and
the registered office of the company is in Binai Triveni -3, Nawalpur District of Gandaki Province of Nepal.

Key financial indicators of Daunne Agro Farm
Operating income (OI; sales in NPR million)
OPBDITA/OI (%)
Total debt/Tangible net worth TNW (times)
Total outside liabilities/TNW (times)
Total debt/OPBDITA (times)
OPBDITA/Interest (Interest coverage; times)
DSCR (times)
Net working capital/OI (%)
Current ratio

FY2020 (Audited)
81

FY2021 (Audited)
546

FY2022 (Provisional)
500

2.7%

11.5%

-1.4%

3.3
3.8

2.8
3.2

3.6
4.3

209.2

9.2

-116.6

0.5
0.6

2.2
1.9

-0.2
0.1

66.4%

18.3%

27.3%

0.7

0.8

0.8

Source: Company data
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Annexure-1: Instrument Details
Last rated amount
(NPR million)

Current rated amount
(NPR million)

431.05

750.93

Fund-based (Hire Purchase Loan I)

1.70

1.35

Fund-based (Hire Purchase Loan II)

5.11

5.11

Fund-based (Term Loan-proposed)

296.00

-

Total Long-term limits (A)

733.86

757.39

Fund-based (Overdraft)

65.00

65.00

Fund-based (Demand Loan)

70.00

160.00

Fund-based (Proposed)

70.00

-

Non-fund based (Bank guarantee)

0.30

0.30

Total Short-Term limits (B)

205.30

225.30

Grand Total (A+B)

939.16

982.69

Instrument

Rating action

Long Term Limits
Fund-based (Term Loans)

[ICRANP] LBB-; reaffirmed

Short Term Limits

[ICRANP] A4; reaffirmed
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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, 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
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Email: info@icranepal.com
Web: www.icranepal.com
All Rights Reserved.
Contents may be used freely with due acknowledgement to ICRA Nepal.
ICRA Nepal ra tings s hould not be treated as recommendation to buy, s ell or hold the rated debt instruments. The ICRA Nepal
ra ti ngs a re subject to a process of s urveillance which may l ead to a revision i n ra tings. Pl ease vi sit our website
(www.i cranepal.com) or contact ICRA Nepal office for the l atest i nformation on ICRA Nepal ra tings outstanding. All
i nformation contained herein has been obtained by ICRA Nepal from sources believed by i t to be accurate and reliable.
Al though reasonable ca re has been taken to ensure that the i nformation herein is true, s uch information is provided ‘as is’
wi thout a ny wa rranty of a ny kind, and ICRA Nepal in particular, ma kes no representation or wa rranty, express or i mplied, as
to the a ccuracy, ti meliness or completeness of a ny s uch information. Al l information contained herein must be construed
s ol ely as s tatements of opinion a nd ICRA Nepal s hall not be liable for a ny l osses incurred by us ers from any use of this
publication or its contents
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