«0s  Infomerics Credit Rating Nepal 1 imited

oo o0
Infomerics Ratings
Nepdl
PRESS RELEASE
TAYO ECO RESORT HOTEL PRIVATE LIMITED
January 2024
Ratings
Instruments/ Facilities Amount (NPR. Mn) Ratings Rating Action
_ 898.23 ;
Long Term Bank Facilities (enhanced from 818.00 Mn) IRN BB- Revised
_ 5.00 ;
Short Term Bank Facilities (reduced from 14.50 Mn) IRN A4 Reaffirmed
Total 903.23

Details of facilities are in Annexure 1 below

Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has upgraded the long term rating to IRN BB-
(Double B Minus) from IRN B+ ‘INC”’ (Single B Plus, Issuer Not Cooperating) to the long term bank facilities
of NPR 898.23 Mn and reaffirmed IRN A4 (A Four) to the short term bank facilities of NPR 5.00 Mn. The
ratings have been removed from ISSUER NOT COOPERATING category.

Detailed Rationale

The ratings upgradation/reaffirmation takes into account the successful execution of the hotel project with
some time and cost overrun. The ratings also consider the association with the well-reputed brand in the hotel
industry “Soaltee”, which is likely to benefit the company in terms of marketing and hotel operations, leading
to good business potential over the long term. Tayo Eco Resort Hotel Private Limited (TERHPL) continues
to derive strength from the favorable location of the project, a qualified promoter with an experienced
management team in the related field. However, these strengths are constrained by the limited exposure of the
promoters in the hospitality segment, intense competition, modest scale of business operations, and losses
reported by the hotel. Successfully scaling up its operations, achieving the desired return, timely servicing of
its debt, and its ability to compete with similar players are the key rating sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Successful project execution

The company has successfully completed the construction of the hotel, thereby mitigating project execution
risk. Although the estimated project completion date was October 2022, the project was completed, and
commercial operation (COD) was achieved on January 01, 2023. The actual cost incurred was ~NPR 1,395
Mn, higher by ~20% than the earlier estimated project cost, primarily due to structural redesign and interest
cost during construction. Nevertheless, the occupancy for TERHPL was ~37% for the first year of operations
(January to July 2023), with NPR ~51 Mn in revenue during that period.

Association with “Soaltee” brand

The hotel will be named “Soaltee Westend Resort Nagarkot™ after the completion of procedures related to
licensing for use of “Soaltee” brand. Soaltee Hotels and Resorts boasts a rich 57-year history and have been
pioneers in Nepal's hospitality sector. Renowned for their dedication to quality, sustainability, and guest
satisfaction, Soaltee Hotels and Resorts continue to set the standard for luxurious hospitality in Nepal. Further,
Soaltee Hotels and Resorts operate several prestigious establishments in Nepal, including The Soaltee Itahari,
The Soaltee Westend Itahari, The Soaltee Kathmandu, and The Soaltee Westend Premier Nepalgunj. This
association is expected to increase traction and thereby improving occupancy.
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Favourable location of the commercial property

The location of the property is at Nagarkot, Bhaktapur which is best known for its panoramic views of
Himalayas, especially striking at sunrise and sunset. Resort is strategically located and is well connected to
Kathmandu city. The project surrounds all the major tourist attractions like Nagarkot view tower which is ~5
kms away, Chagunarayan Temple at ~15 kms, airport at just 30 kms.

Qualified promoter supported by an experienced management team

The company is promoted by Mr. Sumeer Ratna Kansakar and Ms. Padmini Kansakar. Mr. Sumeer Ratna
Kansakar holds a diploma in Hotel Management from Singapore Hotel and Tourism College, a National ITE
certificate in Food & Beverage Operations from the Institute of Technical Education Singapore and a Diploma
in Food & Beverage Service from the City and Guilds of London Institute. While the promoters have limited
experience in the hotel industry, which is, to an extent offset by the experienced management team in the hotel
and allied industry for over a decade. Their strong understanding of market dynamics and healthy relationships
with the customers and suppliers is expected to support the business going forward. Further, the company has
signed a share issuance agreement with Stream Investment Company Pvt Ltd (SICP), a subsidiary of Soaltee
Enterprises Ltd (which is also a major shareholder of Soaltee Hotel Limited). It is expected that TERHPL will
benefit in the long term from SICP’s management expertise in marketing and operations.

Key Rating Weaknesses

Leveraged capital structure

The project is highly leveraged, as reflected in the debt equity ratio of ~78:22, with the total cost of ~NPR
1,395 Mn (revised from ~1,116 Mn). Consequently, the overall gearing ratio stood very high at ~4.59 x as of
mid- July 2023. The relatively high project cost (cost per key NPR 33.19 Mn), the small scale of operation in
the initial years, and the moderate occupancy expectations during the stabilization phase are likely to impact
on the liquidity front and debt servicing capacity of the company. The financial profile is expected to remain
modest over the medium term as the project is aggressively funded through debt, and the promoter’s ability
to provide funding support during this phase remains crucial.

Highly competitive industry

The hotel industry is very competitive with large number of established organised players and their growing
network of hotels catering to middle/high income group which has affected the pricing flexibility of the
company, in addition to restricting occupancies to a certain extent. The hotel is located in the vicinity of other
existing and established hotels, could impair the ability of the company to generate requisite traction, thereby
impacting its profitability and debt servicing ability.

Risk of interest rate volatility

Interest rates are the most closely watched variables in the Nepalese economy. These are mainly floating
interest rate on lending by adding certain percentage of premium in a base rate determined quarterly. The
interest rate in Nepalese market has remained much volatile and changing in past 2-3 year. Hence, debt from
banks and financial institutions are exposed to risk of interest volatility.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology
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Past rating rationale:
Bank loan rating revised and moved to Issuer Not Cooperating category with notice of withdrawal
Fresh bank loan rating assigned on September 2022

About the Company:

Tayo Eco Resort Hotel is a private company, established with an objective to construct and operate a tourist
standard hotel and other related auxiliary services. It is located at Nagarkot, which is ~30 Km from
Kathmandu. The project is a 42 keys resort including two suits, spread over a land area of ~28 ropanies. The
resort is a blend of tradition and technology, embracing Newari Architecture as well as modern amenities. The
hotel started its operation from January 2023. It is also expected to be rebranded as “Soaltee Westend Resort
Nagarkot”.

Financial Indicators (Standalone):

FY 23*
For the year ended as on Unaudited
Total Operating Income (in NPR Mn) 51
EBIDTA Margin (%) Neg
Interest Coverage Ratio (x) Neg
Current Ratio (x) 0.99
Overall Gearing Ratio (x) 4.59

*represents ~6 months’ figure from 1%t January 2023 to mid- July 2023

Annexure:1 Detail of Facilities:

Name of Instruments/ Facilities Type of Facilities Amount Ratings
(NPR Mn.)
Fund Based Bank Facilities- Term Loan Long Term 769.13 IRN BB-
Fund Based Bank Facilities- Term Loan (Proposed) Long Term 129.10 IRN BB-
Fund Based Bank Facilities- Working capital Short Term 5.00 IRN A4
Total Facilities 903.23
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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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