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Kent RO Systems Limited

Instrument Amount Rating Outlook
Long-term fund-based limit-cash credit Rs. 10.00 crore [ICRAJAA- Stable
Long-term non-fund based Rs. 0.50 crore [ICRA]JAA- Stable
Short-term non-fund based Rs. 5.00 crore [ICRAJAL+ -

ICRA has assigned its long-term rating of [ICRAJAA- (pronounced double A minus) and short-term rating of
[ICRA]JAL+ (pronounced ICRA A one plus) on the Rs. 15.50 crore of bank facilities of Kent RO Systems
Limited" (Kent RO). The outlook of the long term rating is ‘Stable’.

ICRA’s ratings takes into account Kent RO’s strong market position in the domestic residential RO water
purifier market, supported by its pan India presence through established network of dealers and distributors
and service centres, enabling it to achieve healthy volume growth. Further, long standing experience of the
promoters in the water purification industry and their established relationship with the suppliers helps to ensure
uninterrupted supplies of key raw materials. ICRA believes that the growth prospect of the company is
favorable, given the low penetration level of water purifiers in the Indian market especially in the rural market.

While assigning the ratings, ICRA has also factored in the robust growth in Kent RO’s topline, driven by healthy
growth in the sales volumes (CAGR of ~30%). Kent RO has been able to maintain healthy operating profit
margins on the back of premium pricing, healthy demand growth coupled with several fiscal incentives. The
existing two plants of the company are availing fiscal benefits such as income tax deduction u/s 80IC and
excise duty exemption. The incentives for the first unit are expiring in FY2017, whereas incentives will continue
till FY2020 for the second unit. Financial profile of the company is strong with low gearing, robust coverage
indicators, healthy cash flows and efficient working capital management. Currently, the company is expanding
its production capacity by setting up a greenfield manufacturing facility at Greater Noida, Uttar Pradesh, which
is expected to be operational by December 2017. The capex is being financed through internal cash accruals;
therefore, capital structure will remain comfortable while topline is expected to get an impetus. In the past, the
company has utilised cash flows for building offices and expanding its production capacities.

The rating strengths are however offset by high dependence on a single product i.e. water purifiers. Although,
Kent RO has diversified its product portfolio with the launch of products such as air purifiers, vegetable and
fruits purifiers, and other home appliances, their contribution to the total revenue remains relatively low.
Further, the ratings also take into consideration the intense competition due to the entry of new players in the
market, which is likely to exert pressure on the margins and pricing strategy.

Going forward, the ability of the company to maintain its volume growth and margins will be the key rating
sensitivities. Any significant dividend payouts or sizable debt-funded capex will be rating monitorables.

Company Profile

Kent RO was established as a partnership concern by Mr. Mahesh Gupta and family in 1999 to manufacture
water purifiers with reverse osmosis (RO) technology. Later, the concern was converted into a closely held
public limited company in 2007. Kent RO is promoted by Mr. Mahesh Gupta and his son Mr. Varun Gupta, both
of whom are actively involved in the overall management of the company. The company has two manufacturing
plants situated at Uttarakhand with an area spread across 3,50,000 sq. feet. Both the units enjoy fiscal
incentives such as deduction under section 80IC of the income tax and exemption from excise duty. The
company is one of the early entrants in the RO water purifier industry in India and hence enjoys significant
market share. Kent RO manufactures water purifiers based on RO, Ultraviolet (UV) and gravity technology in its
two facilities situated at Uttarakhand. Apart from water purifiers, Kent also deals in other products such as fruit
and vegetable purifiers, air purifier, water softener, vacuum cleaner and juicer. It has a wide network of
distributors and dealers spread across India (barring a few north eastern states). The company has wide
service network of 1500+ service partners, spread throughout India, with 28 service centers managed and
owned by Kent RO itself. The company has been focusing primarily on the domestic market and made a
negligible exports in FY2016 to Bangladesh, Sri Lanka, Gulf Countries and African countries.

! For complete rating scale and definitions, please refer to ICRA’s website www.icra.in or other ICRA Rating
Publications.
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