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Facilities Amount (NPR. Mn) Ratings Rating Action
Long Term Bank Facilities 1,493.00 IRN BB+ Assigned
Short Term Bank Facilities 4,497.50 IRN A4+ Assigned
Total 4,978.00

Details of facilities are in Annexure 1 below

Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has assigned the long term rating of IRN BB+
(Double B Plus) to the long term bank facilities of NPR 1,493.00 Mn and short term rating of IRN A4+ (A
Four Plus) to the short term bank facilities of NPR 4,497.50 Mn.

Detailed Rationale

The rating assigned to the bank facilities of Litmus Industries Limited (LIL) derives strength from the
parentage of an experienced promoter group, "Ramesh Corp”. This is further supported by a proficient
management team, long track record of operation with revenue driven by domestic governmental tenders along
with domestic sales, diverse product range catering to wide spectrum of industries, locational advantage with
established distribution network and brand presence, Government and development partners support for power
sector which helped to improve its capacity utilization and Financial profile characterized by growth in sales.
However, these rating strengths are partially offset by leveraged capital structure and moderate debt coverage
indicators, working capital intensive nature of business, raw material price volatility risk and foreign exchange
fluctuation risk with supplier concentrated business. Going forward, the key rating sensitivities will be the
company's ability to increase operations while maintaining the profit margins and rationalization of its debt
through efficient working capital management. Further, timely tie up of fund and timely completion of the
Litmus 2.0 project within the time and cost estimates and satisfactory operations thereafter will remain crucial
factor for rating.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Parentage of Ramesh Corp with experienced promoter and management team

LIL is an integral part of Ramesh Corp and derives its strength from promoters with a strong presence in Nepal
through their group entities in various sectors, including manufacturing, services, import, and trading
businesses. LIL is led by Mr. Sushil Gupta, Chairman, who has over 14 years of management experience in
various industries, including hydropower and mineral exploration, and has promoted multiple publicly traded
companies. Mr. Rohit Gupta, MD, also has more than 14 years of experience in various industries. The board
also includes Mr. Sanjay Agrawal, Mr. Pratik Jalan, Ms. Akansha Gupta, and Mr. Anand Mal Baid
(Independent Director), all of whom have extensive experience in various companies within Ramesh Corp.
The promoters are supported by a team of technically qualified and experienced professionals who oversee
the day-to-day operations. Mr. Saroj Mishra, VP, holds 28 years of experience in the cable industry and is the
General Secretary and founding member of NEEMAL,

! Nepal Electrical and Electronics Manufacturers Association
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Long track record of operation with revenue driven by domestic governmental tenders along with
domestic sales

LIL has been a supplier of NEA? for over two decades. The company's track record of operations since 1978,
spanning over four decades, has enabled it to participate in larger government tenders. Furthermore, Rule 17
of the Public Procurement Regulation of 2007 safeguards domestic products like those offered by LIL.
Moreover, LIL has become the first domestic company to manufacture and supply 7,000 km of Aerial Bunched
Cables (ABC) within a short span of two years, as of May 2023. Additionally, the company was able to supply
Aluminum Conductor Steel Reinforced (ACSR) Moose conductors (first manufacture company in Nepal) to
NEA for the Inaruwa-Dalkebar 400 KV transmission line starting from September 16, 2023.

Diverse product range catering to wide spectrum of industries

The company manufactures ACSR conductors and ABC cables, which are used in overhead distribution and
high voltage power transmission. House wiring cables and power cables have various applications in
households, commercial buildings, hospitals, and various industries. Similarly, Enamel Copper Wires find
applications in various motors, transformers, electrical equipment, and similar products, particularly in
equipment requiring high mechanical properties. Paper insulated strips, known for their excellent thermal and
electrical properties, are used for winding coils in transformers and other electrical equipment. Furthermore,
the company launched EcoWire-ZH, Nepal's first 'Zero Halogen' wire, on September 08, 2023. This wide
range of applications not only reduces the risk of dependency on a single industry but also enables the company
to cater to a larger market with a broad customer base.

Locational advantage with established distribution network and brand presence

The plant site is located in Butwal Industrial Estate, approximately 26 kilometers from the Indo-Nepal border
at Sunauli dry-port. The factory's location within the industrial estate facilitates proper infrastructure
management with government support, low rental charges, policy initiatives, and incentives. Since the
majority of raw materials used by LIL are imported through India, the factory's proximity to the border remains
a significant advantage, leading to substantial savings in freight costs. LIL sells its products all over Nepal
through a dealer network established by the company, operating under two brand names: "Litmus Cables" and
"Lotus Wires." In FY23, LIL appointed 143 registered dealers across all major cities in Nepal. Most of the
sales revenue comes from these dealers, followed by tender-based sales to NEA and project sales involving
different joint ventures, with LIL being one of the parties involved.

Government and development partners’ support for the power sector has helped improve its capacity
utilization

Government priorities in the development of transmission lines and LIL's participation in supplying them have
had a positive impact on the company, both through its existing and new plants. NEA is also advancing the
construction of new high-capacity international transmission lines. The 400 KV Butwal-Gorakhpur
international transmission line is currently under construction. Additionally, agreements have been made with
India to build the Lamki-Bareli and Inaruwa-Purniyan international transmission lines. In the recent budget
presented by the Finance Minister of Nepal for FY 24, the government has allocated NPR 57.91 billion towards
the development of the energy sector, with the aim of increasing per capita electricity consumption to 450
kilowatt-hours. As a result, LIL's capacity utilization improved to an average of 37% in FY23 and is expected
to continue improving in the upcoming years.

2 Nepal Electricity Authority (NEA) is the higher consumer of wires and cables in Nepal. As per Annual Report FY2022/23
(Provisional) of NEA, operational transmission line is 5,742 ckt. KM and under construction transmission line (including proposed)
is 9,604 ckt. KM.
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Financial profile characterized by growth in sales

LIL generates its revenue from sales of different types of wires and cables. Total operating income (TOI) of
the company increased by ~53% in FY222 which further increased by ~62% in FY23 to NPR 3,855 Mn.
Further, EBITDA margin has been increased to 7.57% in FY22 and further increased to 8.47% in FY23 was
majorly on account of growth in ABC Cables’ quantity sold and sales of high priced ACSR Conductor-Moose.
The ability of LIL to increase operations while maintaining the profit margins and rationalization of its debt
through efficient working capital management would be the key rating sensitivities.

Key Rating Weaknesses

Leveraged capital structure and moderate debt coverage indicators

The overall gearing ratio (excluding LC Payables) of the company deteriorated to 4.03x at the end of FY22
from 3.56x at the end of FY21 which further deteriorated to 4.71x at the end of FY23, mainly due to an
increased total debt at the end of FY23 due to expanded operations. Further, this results in a deterioration of
the total debt/Gross Cash Accruals (GCA) ratio to 68.13x in FY 23 from 64.66x in FY22. With the increase in
interest expenses, the interest coverage ratio deteriorated but remained moderate at 1.21x in FY23, down from
1.30x in FY22. Moreover, the company is set to expand its production plant as Litmus 2.0 with an investment
of NPR 4 billion (including IDC). This expansion is expected to lead to a deterioration in the overall gearing
ratio in the upcoming years but is anticipated to positively impact the company's profitability and overall
gearing in the longer term. The required debt component of the greenfield project is yet to be secured, and
currently, the acquisition of land and ongoing work on the land is fully funded by promoters' equity. Timely
securing of funds and the project's timely completion within budget and operational success will remain crucial
for rating.

Raw material price volatility risk and foreign exchange fluctuation risk with supplier concentrated
business

The input price per unit is fluctuating because of the fact that price is totally dependent on supply from
international big players. The raw material cost contributed ~83% of TOI of the company during FY 23 which
has increased from 82% in FY22. The total raw material requirement is met through imports and the prices of
the same are linked to USD, for which the company is exposed to the foreign exchange fluctuation risk. Due
to restriction in supply side amidst China COVID policy (largest consumer of Copper), Russian-Ukraine War,
increase in fuel costs and other international factors; copper cost increased by ~27% and aluminum by ~51%
in FY22 over FY21. However, with the recovery of demand side from China and ease of international
economy in FY23 compare to FY22; copper price decreased by ~3% and aluminum by ~9%. Thus, any
volatility in prices is expected to impact the profitability of the company. Further, Top 10 suppliers contributes
~96% of the raw material requirement in FY23 which increased from 48% of the raw material requirement in
FY22, leading to high dependency on supply side.

Working capital intensive nature of business

The operations of the company are working capital intensive in nature reflected by high working capital loan
utilization of 97% for last 12 months ended mid-July, 2023. LIL is involved in manufacturing wide range of
wires and cables by majorly importing raw materials which are procured through L/C at sight/usance. Also,
the company has to fund the inventory and debtors which lead to high reliance on working capital limits. This
has resulted, total operating cycle of the company at 148 days in FY23.

Analytical Approach: Standalone

% 12 months’ period ended on mid-July
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Applicable Criteria:
Corporate Credit Rating Methodology

About the Company:

Lumbini Vidyut Udyog Private Limited (LVPL) is a private limited company incorporated on July 10, 1978,
for manufacturing wires and cables. It has a plant in Butwal, Rupandehi, Nepal, which later changed its name
to Litmus Industries Limited (LIL) on July 14, 2022. LIL is an 1SO 9001:2015 certified company and has
received the NS Quality Award from the Nepal Bureau of Standard & Metrology. Furthermore, LIL has
obtained international standards certifications such as the Indian Standard (1S1), International Electrotechnical
Commission (IEC), and Keuring Van Elektrotechnische Materialen Netherlands (KEMA) for its products.

The total installed capacity (per annum) for LIL's products includes 11,000 KMs for ABC Cable, 67,750 KMs
for ACSR Conductor, 2,000 KMs for Concentric Cable, 2,539,570 coils for House Wiring, 13,500 MT for
Enamel Wire/SEC, 300 MT for Paper Insulated Strip, and 45,000 KMs for Low Voltage Power Cable.
Currently, the company operates in Nepal and sells its products in the domestic market under two brand names:
"Litmus Cables" and "Lotus Wire." Mr. Sushil Gupta (49.78%) and Mr. Rohit Gupta (49.78%) are the major
shareholders of the company.

Financial Indicators (Standalone)

For the year ended* As on FY_21 FY_22 FY2_3
Audited Audited Unaudited
Total Operating Income (in NPR Mn.) 1,559 2,383 3,855
EBITDA Margin (%) 3.59 7.57 8.47
Interest Coverage Ratio (x) 1.31 1.30 1.21
Current Ratio (x) 1.23 1.18 1.22
Overall Gearing Ratio (x)* 3.56 4.03 4.71
Earnings before Interest Tax Depreciation Amortization (EBITDA)
*Classification as per Infomerics Nepal standards
Annexure:1 Detalil of Facilities:
Name of Facilities Type of Amount Ratings
Facilities (NPR Mn.)
Fund Based Bank Facilities- Term Loan Long Term 680.50 IRN BB+
Fund Based Bank Facilities- Permanent Working Capital Term Loan Long Term 812.50 IRN BB+
Fund Based Bank Facilities-Working Capital Short Term 1,272.50 IRN A4+
Non Fund Based Bank Facilities-LC/CA/BBG/PBG/APG Short Term 3,225.00 IRN A4+
Total Facilities 4,978.00°

Letter of Credit (LC), Customer Acceptance (CA), Bid Bond Bank Guarantee (BBG), Performance Bank Guarantee (PBG) and

Advance Payment Bank Guarantee (APG)
Analyst Contacts
Mr. Nibesh Manandhar

Tel No.+977-1-4483304/4485906
nibesh.manandhar@infomericsnepal.com

4 Overall Gearing Ratio (including Revaluation Reserve) is 3.42x, 2.63x and 3.28x at the end of FY21, FY22 and FY 23 respectively.
5 Total long term and short term facilities shall not exceed NPR 4,978.00 Mn
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Mr. Dipesh Pote Shrestha
Tel No.+977-1-4483304/4485906
dipesh.shrestha@infomericsnepal.com

Relationship Contact

Mr. Rabin Pudasaini
Tel No.+977-1-4483304/4485906
rabin.pudasaini@infomericsnepal.com

About Infomerics Credit Rating Nepal Limited:

Infomerics Credit Rating Nepal Ltd. is Nepal’s third Credit Rating Agency licensed by the Securities Board
of Nepal (SEBON) on March, 2022. Infomerics Nepal is a subsidiary of Infomerics Valuation and Rating
Private Limited (Infomerics India) which is a SEBI registered and RBI accredited Credit Rating Agency
licensed in 2015. Infomerics Nepal aims to provide investors with objective analysis and evaluation of credit
worthiness of Banks, NBFCs, Large Corporates and Small and Medium Scale Units (SMUS) via its rating and
grading services. Thus, it is playing a key role in serving the financial markets by reducing the information
asymmetry among varied lenders and investors and facilitating borrowers/issuers to various fundraising
opportunities/avenues. Infomerics observes and maintains ethical standards in its activities. For more
information, visit https://infomericsnepal.com/

Infomerics Credit Rating Nepal Limited

Tanka Prasad Marga, Baneshwor Height, Kathmandu
Phone: +977-1-4483304/4485906

Email: info@infomericsnepal.com

Web: www.infomericsnepal.com

Disclaimer: Ratings assigned by Infomerics Nepal are an opinion on the credit risk of the issue / issuer and not a
recommendation to buy, hold or sell securities. Infomerics Nepal reserves the right to change, suspend or withdraw the
credit ratings at any point in time. Ratings assigned by Infomerics Nepal are opinions on financial statements based on
information provided by the management and information obtained from sources believed by it to be accurate and
reliable. The credit quality ratings are not recommendations to sanction, renew, disburse or recall the concerned bank
facilities or to buy, sell or hold any security. We, however, do not guarantee the accuracy, adequacy or completeness of
any information, which we accepted and presumed to be free from misstatement, whether due to error or fraud. We are
not responsible for any errors or omissions or for the results obtained from the use of such information. Most entities
whose bank facilities/instruments are rated by us have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. In case of partnership/proprietary concerns/Association of Persons (AOPs), the rating assigned
by Infomerics Nepal is based on the capital deployed by the partners/proprietor/ AOPs and the financial strength of the
firm at present. The rating may undergo change in case of withdrawal of capital or the unsecured loans brought in by
the partners/proprietor/ AOPs in addition to the financial performance and other relevant factors.
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