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Kajaria Ramesh Tiles Limited: [ICRANP] LBB/A4+; assigned

November 20, 2023
Summary of rating action

Instrument* Rated Amount (NPR million) Rating Action
Fund based; long-term limits 2,180.0 [ICRANP] LBB; assigned
Fund based; short-term limits 90.0

[ICRANP] A4+; assigned
Non-fund based; short-term limits 770.0
Total 3,040.0

Instrument details are provided in Annexure-1

Rating action

ICRA Nepal has assigned a long-termrating of [ICRANP] LBB (pronounced ICRA NP L double B) to the long-term bank loan
limits of Kajaria Ramesh Tiles Limited (KRT), and a short-term rating of [ICRANP] A4+ (pronounced ICRA NP A four plus)
to the company’s short-term limits.

Rationale

The assigned ratings factorin the strong promoter profile witha 50% equity stake from Kajaria Ceramics Limited (India)
(KCL) and the remaining stake from the individuals related to Ramesh Corp, a Nepalese business house with established
presence inthe manufacturingandtradingbusinesses. Technical expertise of theIndian JV partner and established brand
recall of Kajaria in Nepal (so far through imports) remain positives for production and demand while the presence of local
promoters and theirtractioninthelocal marketremains a positivefor thedistribution aspects of KRT, which cumulatively
offers some cushion againstthe offtake risk for the company. High duty protection accorded to local tile manufacturers
through import duty of up to 40%, protects the industry against cheaper imports which remains a rating positive. The
rising demand for flooring/wall tiles driven by an uptick in urbanisation has also been positively factored into the ratings.

Nonetheless, the ratings remain constrained by the execution risk associated with KRT’s project, as it is in the early
developmental stages (~16% of project costincurred till September 30, 2023). Rating concerns alsoarisefrom the high
proportion of debt financing (75% of project cost) for the project. A highly leveraged capital structure, coupled with
moderate revenue expectation during the stabilisation phase, is likely to resultin modest covera ge indicators over the
near to medium term. Initial offtake could be challenged by the ongoing slowdown in the construction and real estate
sector activities amid the slowdown in banking sector credit. The inherent cyclical nature of the construction sector
remains a concern, as it exposes the company to cash flow volatility and could potentially pose liquidity challenges,
especially during periods of weak demand. This, coupled with the fast-growing number of domestic competitors and
resulting industry fragmentation, increases stabilisation risk for KRT. The company’s ability to timely commission the
project, achievestabilisation and operational/financial self-sufficiency will remain key rating monitorable, going forward.

Key rating drivers
Credit strengths

Strong brand recall and promoters with good experience/expertise — The promoters of KRT include Kajaria Ceramics
Limited (India) and individuals associated with the Nepalese business house viz., the Ramesh Corp. Kajaria Ceramics
Limited (KCL), the IndianJV partner, is a strong player in ceramictilemanufacturingindustryinIndia with over 35 years
of track record. KCL also has strong export operations in multiple countries including Nepal, under the brand name
Kajaria. The experience/expertise of KCLis expected to supportefficientcommissioning and operationsfor KRT whilethe
established brand name of Kajaria, a pre-existing dealer network and additional support from the traction of Ramesh
Corp insupply/distribution are expected to supportthe demand/distribution aspects of the business.

www.icranepal.com 1



http://www.icranepal.com/

ICRA
NEPAL

Good demand prospects supported by increased urbanisation — The gradual modernisation in construction practices
has led to a risingdemand for wall/flooringtiles, especiallyin the urban areas. The long-term demand prospects of tile
manufacturing companies remain good due to the ongoing urbanisation trend in Nepal.

Duty protection against imports — Until recent past, the Nepalese market was entirely dependent on imported tiles.
Followingthe commissioning of firstdomestic tile manufacturing unit, the Government of Nepal has increased theimport
duty on imported tiles (~40% for finished productand 5% for raw material atpresent). High duty protection and current
market demand arepositivefactors for the domestic manufacturers.

Credit challenges

Execution risks — The manufacturing unit of KRT is under construction at present, with targeted commercial operations
towards the end of FY2024. As on September 30, 2023, the project achieved ~16% financial progress vis-a-vis the
estimated project capex. Timely commissioning of the project within the budgeted estimates will remain essential for
ensuring timely debt servicing. Any delays could lead to costescalations and create a funding gap, which could affect the
financial profile of the company.

High gearing; coverage indicators to depend on scalability — Given the 75% debt financing on project capex, KRT is
expected to have a leveraged capital structure. Any challenges in revenue growth duringthe early stages could moderate
the operational cash flows and stretch the coverage indicatorsin the early years of operations. KRT’s incremental
financial profile and debt coverage indicators will depend on its ability to commission the project within time and cost
estimates and meet the targeted revenues.

Growing industry competition and cyclicality associated with the construction industry — The number of playersinthe
domestic ceramictilespacehas grown swiftlyinthelast12-18 months, following the commissioning of thefirst Nepalese
manufacturing unitin early 2022. Most of these new players, including KRT, are likely to commence operations soon,
whichis likely to increasethe industry fragmentation and competition. Although Kajaria’s brand recall remainsa strong
comfort vis-a-vis other players, the ability of KRTto achieve scal ability amid the competition and given the factthat major
demand for ceramictiles in Nepal is generated in the non-premium segment, remains to be seen.

The demand for KRT’s product is likely to remain driven by the overall sentiment within the construction/real-estate
sector, which remains lukewarm at present with moderate-to-weak future outlook. This could have animpact on KRT’s
capacity utilisation, revenue, working capital cycle and profit margins. Resulting volatility in the cash flow could pose
liquidity challenges, especially during any periods of weak demand.

Analytical approach
For arrivingatthe ratings, ICRA Nepal has appliedits rating methodology as indicated below.

Links to applicable criteria:
Corporate Credit Rating Methodology

About the company

Incorporatedin 2023, Kajaria Ramesh Tiles Limited (KRT)is a 50:50 jointventure between Kajaria Ceramics Limited (India)
and promoters from the Nepalese business house viz., Ramesh Corp. The company is in the process of setting up its
production plantin Bardaghatin Nawalparasi District with the production capacity of ~25.6 million square feet of Glazed
Vitrified Tiles (GVT) and 29.3 millionsquarefeet of wall tiles per annum. The tiles manufactured will be sold under the
brand of Kajaria.

KajariaCeramics Limited is the largest shareholder of KRT with a 50% stake with the remaining held by seven members
related to Ramesh Corp.
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Annexure-1: Instrument details

Rated Amount

Instrument (NPR million) Rating Action
Long-term limits

Fund-based; Term Loans 2,180.0 [ICRANP] LBB; assigned
Total long-term limits - A 2,180.0

Short-term limits

Fund-based; Bridge Gap Loan (within LTL) (300.0)

Fund-based; Cash Credit 90.0

Fund-based; Cash Credit, Demand Loan, Trust Receipt (within LC) (410.0) [ICRANP] A4+; assigned
Non-fund-based; Letter of Credit 470.0

Non-fund-based; Bank Guarantee 300.0

Total short-term limits - B

Grand Total (A+B) 3,040.0

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

Relationship Contacts:

Ms. Barsha Shrestha, (Tel No. +977-1-4419910/20)
barsha@icranepal.com

About ICRA Nepal Limited:

ICRA Nepal Limited, the firstCredit Rating Agency of Nepal, is a subsidiary of ICRALimited (ICRA) of India.ltwas licensed
by the Securities Board of Nepal (SEBON) on October 3, 2012.1CRANepal is supported by ICRA Limited through a technical
supportservices agreement, which envisages ICRAhelping ICRANepal inareas such asrating process and methodologies,
analytical software, research, training, technical and analytical skillaugmentation.

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

For more information, visitwww.icranepal.com

ICRA Nepal Limited,

SunriseBizz Park, 6th Floor, Dillibazar, Kathmandu, Nepal.
Phone: +977-1-4419910/20

Email: info@icranepal.com

Web: www.icranepal.com
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All Rights Reserved.
Contents may be used freely with due acknowledgement to ICRA Nepal.

ICRANepalratingsshouldnotbetreated as recommendationto buy, sell orhold 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 ICRANe palfrom sources believed byitto be accurate and reliable. Although reasonable
care hasbeentaken to ensure that theinformation herein is true, such informationis provided ‘as is’ without any warranty of
anykind,and ICRA Nepalin particular, makes norepresentation or warranty, express or implied, as to the accuracy, timeline ss
orcompleteness of anysuch information. All information contained herein must be construed solely as statements of opinion
and ICRA Nepal shallnotbe liable foranylosses incurred by users from any use ofthis publication orits contents

www.icranepal.com 4



http://www.icranepal.com/
http://www.icranepal.com/
http://www.icranepal.com/
http://www.icranepal.com/

