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Khajurico Nepal Private Limited: [ICRANP] LBB-/A4 assigned

February 05, 2024
Summary of rating action:
Instrument* Rated Amount (in NPR Million) Rating Action
Long term loan limits 874.7 [ICRANP] LBB-; assigned
Short-term loan limits 225.3 [ICRANP] A4; assigned
Total 1,100.0

* Instrument details are provided in Annexure-1

Rating action

ICRA Nepal has assigned a long-term rating of [ICRANP] LBB- (pronounced ICRA NP L Double B minus) to the long-term
loans of Khajurico Nepal Private Limited (KNPL) and a short-term rating of [ICRANP] A4 (pronounced ICRA NP A four) to
its short-term loans.

Rationale

The ratings factor in the KNPL's long operational track record (since 1995), its established brand name 'Khajurico' and its
experienced promoter and management profile. These operational strengths are reflected in the company’s steady
revenue growth trajectory and decent operating profit margins (OPM) over the years despite opting almost entirely for
the sales-in-advance-payment basis. Duty protection against imports and a stable demand outlook for its product lines
have also contributed to KNPL’s revenue trajectory. Consequently, any unfavourable changes in the import duty structure
could have a bearing on the company’s ratings.

Nonetheless, the ratings remain constrained by the company's modest financial profile, with a high gearing of 4.0 times
as of mid-July 2023 and DSCR of 1.3 times in FY2023. KNPL has also reported sustained increase in debt levels, mainly on
account of continuous debt-funded capex over the years. While the proposed equity injection could provide some
comfort, any major moderation in OPM on account of raw material price and forex volatility (as seen during FY2022)
could lead to sustained pressure on debt servicing indicators. The company also has sizeable operational creditors,
leading to a weak current ratio of 0.3 times as of mid-July 2023. The periodic liquidity pressure on KNPL is also evident
from the utilisation of working capital loans despite reporting negative net current assets. The company is also exposed
to intense competition from other established industry players and importers of multinational brands, mainly in the
biscuit segment. Going forward, the company's ability to improve its liquidity, debt coverage and capitalisation metrics
will remain among the key rating sensitivities.

Key rating drivers

Credit strengths

Good operational profile/brand recall leading to steady revenue growth — While KNPL was established in 2004, the
promoters had been earlier running the business as a proprietorship firm since 1994. The company sells biscuits,
pastries/puffs and cookies under the 'Khajurico' brand. Hence, the long track record, experienced management and
established brand recall have aided in steady revenue growth for KNPL, at a CAGR of ~15% in the last four years ending
mid-July 2023. The company has also generally reported decent OPM (~15% in FY2023), notwithstanding the impact of
raw material and fuel price volatility (as witnessed in FY2022). Despite a further increase in most input prices during
FY2023, OPM improvement was mainly due to the increase in realisation of the puff segment. Good operational
profile/brand strength has aided the company in selling its products, mostly against the advance payment basis.
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Credit challenges

Leveraged financial structure and moderate debt coverage indicators — The financial profile of KNPL remains modest
with a high gearing of 4.0 times as of mid-July 2023. This was mainly on account of continuous debt-funded capital
investments carried out over the years. Given the high debt burden, KNPL’s coverage indicators remain moderate with
DSCR of 1.3 times in FY2023 despite reporting a decent OPM. Furthermore, capacity utilisation is yet to pick up (~50% in
FY2023) in line with the series of capacity enhancements carried out over the years. The company has plans for additional
equity infusion, which would aid the capitalisation profile.

Weak liquidity profile — The company has sizeable operating creditors, which along with minimal debtor days and
moderate inventory days has led to a weak current ratio of 0.3 times as of mid-July 2023. Despite reporting negative net
current assets, the company relies on bank borrowings for working capital financing at times, thereby evidencing the
periodic strain in its liquidity profile. Therefore, timely equity infusion as envisaged, improve its liquidity, debt coverage
and capitalisation metrics will remain a key rating monitorable.

Industry competition and regulatory risks — The biscuit/cookies industry is fragmented with the presence of several
domestic and multinational players. Entry of new products and changing customer preferences could affect the demand
for players in the FMCG segment. Although the present high import tariff on biscuits and pastries remains a positive for
KNPL, any changes in these regulations could impact the business prospects. Major raw materials of the industry such as
refined wheat flour, ghee, palm oil and sugar are agro-based products. These remain susceptible to agro-climatic risks
such as floods, drought, pest attacks, and other events, which could affect the availability and price of these materials,
thereby exposing the company’s margins to these risks as witnessed recently in the case of palm oil, refined wheat flour
and sugar. High competition in the biscuit segment and the resultant inability to increase retail prices for biscuits further
accentuates these concerns.

Analytical approach: For arriving at the ratings, ICRA Nepal has applied its rating methodology as indicated below.

Link to the applicable criteria
Corporate Credit Rating Methodology

About the company

Khajurico Nepal Private Limited (KNPL) was incorporated in April 2004 to take over the business operations that were
previously conducted as a proprietorship firm since 1994. The company is involved in the manufacturing of biscuits,
cookies and puffs. The manufacturing facilities are located in Lalitpur, Chitwan and Makwanpur. The shareholding of the
company is held by six individuals from the same family, with Mr. Omnath Maharjan serving as the chairman.

Key financial indicators

FY2019 FY2020 FY2021 FY2022 FY2023
(Audited) (Audited) (Audited) @ (Audited) (Audited)
Operating income (Ol; Revenues in NPR million) 998 1,152 1,286 1,642 1,734
OPBDITA/OI (%) 13% 12% 15% 10% 14%
Total debt/Tangible net-worth-TNW (times) 6.72 6.10 492 4.38 4.03
Total outside liabilities/ TNW (times) 8.60 8.29 7.46 6.29 5.38
Total debt/OPBDITA (times) 6.20 5.68 4.45 6.37 441
Interest coverage ratio (ICR; times) 1.90 2.02 2.95 2.25 2.09
ICR including capitalised interest portion* 1.48 1.54 2.67 1.75 1.78
DSCR (times) 1.09 1.01 1.33 0.98 1.37
DSCR including capitalised interest portion* 1.08 1.01 131 0.98 1.33
Net-working capital/Ol (%) -10% -14% -13% -13% -8%
Current Ratio 0.44 0.42 0.56 0.40 0.34

Source: Company data

www.icranepal.com 2



http://www.icranepal.com/
https://www.icranepal.com/wp-content/uploads/2019/11/CorporateCreditRatingMethodology08292018.pdf
https://www.icranepal.com/wp-content/uploads/2019/11/CorporateCreditRatingMethodology08292018.pdf

ICRA
NEPAL

* This includes interest on borrowings related to capex costs, which are capitalised as per accounting standards, but were required to
be paid as per banking norms.

Annexure-1: Instrument details

Instrument (Amount in NPR million) Rated limits Rating action
Long-term loan limits (A) 874.7 .

. [ICRANP] LBB-; assigned
Fund-based facilities; Term Loan 874.7
Short-term loan limits (B) 225.3
Fund-based facilities: Cash Credit/Working Capital Loans 75.0 [ICRANP] A4; assigned
Non-fund-based facilities: Letter of Credit (LC)/Bank Guarantee (BG) 150.3
Grand Total (A+B) 1,100.0
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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 licenced
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: +977-1-4519910/20

Email: info@icranepal.com

Web: www.icranepal.com

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

www.icranepal.com



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

