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July 25, 2024

Holani Consultants Private Limited
401-405 & 416-418, 4™ Floor,

Soni Paris Point, Jai Singh Highway,
Banipark, Jaipur - 302 016

Kind Attention: Mr. Ashok Holani, Director

WEIET / AR,

Dear Sir / Madam,
fawx / Sub: Proposed IPO of KRN Heat Exchanger and Refrigeration Limited
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With reference to the draft offer document in respect of captioned issue, clarifications sought by
SEBI and the replies submitted therein, it is stated that on scrutiny of the same, deficiencies /
instances of non-compliance of SEBI (Issue of Capital and Disclosure Requirements)
Regulations, 2018 (hereinafter referred to as SEBI (ICDR) Regulations, 2018) and instructions
have been observed, which are required to be rectified / complied with by you before filing the
offer document with the Stock Exchange and/ or ROC. Observations on the captioned issue and
other conditions to be complied with are indicated in Annexure 'I' and ‘II'. It may be noted that
the deficiencies / requirement of additional disclosures listed in the Annexure are merely
illustrative and not exhaustive. It is your responsibility to ensure full and true disclosures.
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As Book Running Lead Manager (LM), you shall ensure that all changes are effected based
on the observations/ conditions contained in the Annexure before you file the offer document
with the stock Exchange/ ROC. A letter confirming these changes and explaining, in seriatim,
the manner in which each observation / condition has been dealt with along with your
comments should be submitted to us, before filing the final offer document with ROC / Stock
Exchange. NO FURTHER CHANGES SHOULD BE EFFECTED WITHOUT SPECIFIC
WRITTEN CONSENT OF SEBI.
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Itis to be distinctly understood that submission of offer document to SEBI should not in any
way be deemed or construed that the same has been cleared or approved by SEBI. SEBI
does not take any responsibility either for the financial soundness of any scheme or the
project for which the issue is proposed to be made or for the correctness of the statements
made or opinions expressed in the offer document. The LMs have certified that the
disclosures made in the offer document are generally adequate and are in conformity with
SEBI regulations for disclosures and investor protection in force for the time being. The LMs
are advised to ensure the same with respect to SEBI (ICDR) Regulations, 2018. This
requirement is to facilitate investors to take an informed decision for making investment in
the proposed issue.
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It should also be clearly understood that while the Issuer Company is primarily responsible
for the correctness, adequacy and disclosure of all relevant information in the offer
document, the LMs are expected to exercise Due Diligence to ensure that the Company
discharges its responsibility adequately in this behalf and towards this purpose, the LMs
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have furnished to SEBI a Due Diligence Certificate dated March 30, 2024 in accordance
with SEBI ICDR Regulations, 2018.
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The filing of offer document does not, however, absolve the company from any liabilities
under Section 34 of the Companies Act, 2013 or from the requirement of obtaining such
statutory or other clearances as may be required for the purpose of the proposed issue.
SEBI further reserves the right to take up, at any point of time, with the LMs any irregularities
or lapses in offer document.
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Any publicity materials / advertisements should not contain matters extraneous to the
information contained in the draft offer document. Attention is specifically drawn to the
provisions of Section 36 of the Companies Act, 2013.
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The LMs are advised to ensure that a detailed calculation of filing fees in relation to the
captioned issue in terms of regulation 25(1) and Schedule Il of the SEBI (ICDR)
Regulations, 2018 is submitted to SEBI within seven days of filing the Prospectus with ROC/
within seven days of filing the Letter of Offer with the stock exchange, as the case may be,
along with details of filing fees paid fill date.
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If filing fees paid by you is less than the actual fees required to be paid, the LMs are advised
to ensure and confirm compliance with the provisions of Schedule Ill of the said Regulations
in regard to payment of the balance fees to SEBI.
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If filing fees paid by you are more than the actual fees required to be paid, you are advised
to inform SEBI about the amount to be refunded, along with detailed calculation of amount
refundable and name of the person in whose favour, the cheque may be issued by SEBI.
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The proposed issue can open for subscription within a period of 12 months from the date of
issuance of this observation letter.

\M
Place: Mumbai fs{ff% Sol;:}@
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Annexure |

1.

OBSERVATIONS

Please refer to our email dated April 18, 2024 and the response received from LM vide
letter dated April 30, 2024 and all other correspondences exchanged. LM is advised to
ensure compliance with the same.

While these observations are made referring to a specific chapter or point, the LM shall
ensure to disclose the same across all pages / chapters where similar disclosure is made
in the offer document.

The LM is advised to ensure that the language used in the offer document is lucid, usage
of abbreviations is limited, abbreviations to be used in the para, if already quoted in the
same page / heading. Any expressions, jargons or nomenclatures from other languages
or not commonly used, are explained clearly at all relevant places.

LM is advised to incorporate all the certificates issued by the Chartered Accountants under
the section “Material Contracts and Documents for Inspection”.

LM is advised to submit whether there has been any instance of issuance of equity shares
in the past by the issuer Company, the Group Companies or entities forming part of the
Promoter Group to more than 49 investors in violation of:

5.1. Section 67(3) of Companies Act, 1956; or

5.2.Relevant section(s) of Companies Act, 2013, including Section 42 and the rules
notified thereunder; or

5.3. The SEBI Regulations; or
5.4.The SEBI (Disclosure and Investor Protection) Guidelines, 2000, as applicable.

At “Offer Document Summary” disclose the following:

6.1. LM toinclude a disclaimer that there is no certainty that listing may happen post pre-
IPO placement.

6.2. LM to give details of major products and revenues derived from them.

6.3. LM to disclose the brief financial summary of the subsidiary in which the issue
proceeds are proposed to be utilised i.e. KRN HVAC Products Private Limited.

6.4. Details of the Heat Exchanger industry to be suitably disclosed.

6.5. Disclose revenues derived from Condenser Coils and Evaporator Coils.
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Additional Risk Factors

Add suitable Risk Factors under appropriate heading disclosing the risk involved, along with
relevant data on the following points:

7. The revenue from operations have substantially increased from Rs. 7,582.42 lakh in FY
2020-21 to Rs. 15,611.46 lakh in FY 2021-22, resulting in growth of over 100% over the
previous financial year. The revenues further increased to Rs. 24,748.08 lakh in FY 2022-
23 resulting in growth of 58 % over the previous financial year. This rate of growth may not
be achievable in the future. The Risk Factor to be included as No. 1.

8. The profit after tax has almost quadrupled from Rs. 246.56 lakh in FY 2020-21 to Rs.
1,059.04 lakh in FY 2021-22. The profit after tax further tripled to Rs. 3,231.35 lakh in FY
2022-23 over the previous financial year. At the same time, the PAT margin has doubled
every year over the past 3 financial years, increasing from 3.25% in FY 2020-21 to 6.78%
in FY 2021-22 and further to 13.06% in the FY 2022-23. This rate of growth may not be
achievable in the future. The Risk Factor to be included as No. 2.

9. The issuer company was incorporated on August 25, 2017 and started operations from
June, 2018. Hence the company has limited operating history.

10.Changes in the Government policies may have an impact on the import of raw materials
from the countries mentioned in the offer document, along with the restrictions, if any.

11.Absence of long term contracts with the customers.
12. Competition from other players in the Industry.
13.Lack of contracts with suppliers, dependency and lack of quality supplies.

14.Product specific risk such as new technology which can take away the demand of the
products offered by the issuer company.

15. Details of trade receivable from KRN Coils Private Limited, a promoter group company
and the risk associated with it.

16. Different stages of project completion.
17.Revenue from Top 5 export jurisdictions.

18. Whether the statutory dues to the Government and provident fund and other dues have
been made on timely basis for all eligible employees of the issuer company / its
subsidiaries. LM shall disclose total PF being paid for number of employees and whether
the same is paid as per statutory law/obligation. Such details and bifurcation shall be
disclosed for various dues such as PF. ESIC, GST, TDS and any other statutory deduction
shall be given in the document and whether the obligation have been duly discharged in
terms of applicable laws.
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19. Dependency on the performance of HVAC Industry.

20. There has been significant built-up of the inventory over the past 3 financial years leading
to suboptimal utilization of resources.

21.Revenue distribution based on the end use industry.

22. Details of the properties which are leased from the Promoters or Promoter Group or any
related entity and the conflict of interest involved in such transactions.

23.Emerging trends and challenges in Indian Heat Exchanger industry such as hybrid heat
exchangers, better energy efficient models, smart heat exchangers, modular heat
exchanger and usage of new alloys and composites materials.

24.Environmental impact of fouling on Heat Exchangers.
25. Dependency of revenue on the HVAC Industry.
Risk Factors

26.LM is advised to ensure that the Risk Factors provide adequate explanation of risk, are
placed based on materiality and provide cross-reference to the exact page of the offer
document, wherein further information has been disclosed.

27.LM is advised to review all Risk Factors and rephrase them in simple language.
Disclosures should be crisp and directly specify the risks associated, along with supporting
data. Delete general statements that do not specify any risks or add value to Risk Factors
and for which cross references can be provided.

28.LM is advised to confirm that all past instances having material impact on the issuer
company have been disclosed along with relevant data.

29.Risk Factor 2 - LM to split the Risk Factor in two parts. The issue of limited number of
suppliers and not having long term contracts to be disclosed separately. Further, the raw
materials sourced from Top 1, Top 5, Top 10 suppliers to be disclosed in a tabular format.

30.Risk Factor 3 - LM to disclose the country specific risks as the issuer is dependent on few
countries for its raw material supplies. Disclose the materials imported from Top 5
jurisdictions.

31.Risk Factor 10 - LM to disclose the project feasibility report, including the site comparisons
by the external agency involved.

32.Risk Factor 15 - LM to explain the same through specific example.
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33.Risk Factor 18 - LM to disclose the details of submission made to RoC and possible
actions, if any and its impact on the issuer company in this regards. LM to inform the RoC
for these non-compliances. Such letter to be disclosed in the offer document.

34.Risk Factor 20 - LM to confirm and disclose the amount of claims and law suits as
mentioned therein and its impact on the business of issuer company.

35.Risk Factor 21 - LM to give cross reference to the page where the details of the approvals
are disclosed. Move the Risk Factor to Top 10.

36.Risk Factor 23 - Modify the heading of the Risk Factor to convey the risks faced by the
issuer company.

37.Risk Factor 24 - LM to disclose data on the contract labour employed by the issuer
company in past 3 financial years.

38.Risk Factor 27 - LM to disclose the status of application for conversion of the land use.

39.Risk Factor 29 - Type of subsidies / incentives offered by Gol / state governments. Which
type of subsidy the issuer company is eligible as on date or planning to claim. Disclose
material conditions to claim such subsidies.

40.Risk Factor 30 - Modify the heading of the Risk Factor to disclose that if the customers
start making these products in-house, the sales of the issuer company may suffer.

41.Risk Factor 31 - LM to give cross reference to the page where assumptions are disclosed.
Further, disclose the capacity utilization data in a tabular format.

42.Risk Factor 32 - LM to remove the table and only give the summarized data. LM to disclose
the major restrictive covenants, clauses and terms and conditions in loan agreements
which have an impact on the issuer company and its investors.

43.Risk Factor 33 - LM to disclose the data on debt levels such as debt to equity and debt to
net worth and DSCR etc. in a tabular format.

44.Risk Factor 40 - LM to disclose the power supply requirement for the installed capacity
and disclosed the risks due to shortage, if any.

45.Risk Factor 42 - disclose the material instances of fraud by employees in past 3 financial
years.

46.Risk Factor 43 - LM to disclose the details of trade receivable cycle of the issuer company.
Disclose in a tabular format the receivables which are pending beyond the maximum
receivable period prescribed by the issuer company. Further, disclose the receivables
which could not be collected in past 3 financial years. Move the Risk Factor to Top 20.

47.Risk Factor 44 - LM to disclose insurance coverage as a percentage of insurable assets.
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Capital Structure
48. At Page no. 96 - LM to disclose the date of incorporation in the table.

49. At Page no. 99 - LM to disclose the reasons for allotment of shares on private placement
basis to 32 entities and relationship if any with the promoter / promoter group or any other
related entity.

Objects of the issue

50. Disclose the reasons for incorporating new subsidiary for setting up the manufacturing
plant.

51. Monitoring agency to monitor gross proceeds of the issue in terms of Regulation 41 of
ICDR.

52.LM to update the details of purchase / payment made towards the land acquisition for the
proposed project.

53.LM to disclose the mode of investments through which the issue proceeds are proposed
to be invested in the subsidiary company.

54.At Page no. 131 - LM to disclose gross proceeds in the place of net proceeds under “other
confirmations”.

Articles of Association:

53.LM to include a categorical statement that it has gone through the Articles of Association
(AoA) of the Issuer Company and confirm that no special rights are available to the
Promoters / Shareholders in the AoA, at the time of filing of the offer document.

56.LMs shall confirm that as on the date of the offer document, the clauses / covenants of
Articles of Association (AoA) of the Issuer Company are in compliance with the Companies
Act and the Securities Laws, as applicable.

Other Sections

57.LM to confirm and disclose that all special rights given to shareholders under any
agreements / arrangements shall lapse on listing of equity shares.

58. At ‘Industry overview”: Clause 24 (3) of SEBI (ICDR) Regulations, 2018, requires that the
LM shall exercise due diligence and satisfy himself about all aspects of the issue including
the veracity and adequacy of disclosure in the draft offer document and the offer document.
In view of the same, LM is advised to ensure that:

58.1. The draft offer document and the offer document, shall not contain any information
where no responsibility is taken by the BRLMs or the issuer company / Expert.
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58.2. The “Industry Overview” section represents a fair and true view of the comparable
industry scenario and the same is neither exaggerated nor have any underlying
assumptions been omitted for investors to make an informed decision.

58.3. LM is further advised to include industry report in the list of material documents for
inspection and also provide a link in the offer document for online access of industry

report.

59.LM is advised to ensure that the processing fees for applications made by Retail Individual
Bidders using the UPI Mechanism may be released to the remitter banks (SCSBs) only
after such banks provide a written confirmation on compliance with SEBI Circular No:
SEBI/HO/CFD/DIL2/P/CIR/2021/570 dated June 02, 2021 read with SEBI Circular No:
SEBI/HO/CFD/DIL2/CIR/P/2021/2480/1/M dated March 16, 2021.

60.LM is advised that reference to name of any place mentioned in the offer document may
be followed by name of City / State, as the case may be.

61. With respect to all the complaints received by LM / company / forwarded by SEBI, LM is
advised to ensure that there is adequate redressal of the complaint and relevant
disclosures of the same are made in the Red Hearing Prospectus and other Offer related
material along with the disclosures of the financial impact of the same, if any.

62.LM is advised to ensure that the disclosure of details of all the criminal matters initiated by
or against the company, group, directors, promoters, subsidiaries which are at FIR stage
and no / some cognizance has been taken by court, is incorporated in the offer document
along with appropriate Risk Factors in this regard.

63. Any risk on pricing of the issue / basis of issue price, track record of BRLMs, average cost
of acquisition of shares by selling shareholders etc. which is proposed to be included in
the issue advertisement may be submitted.

64.LM is advised to ensure following disclosures in the Issue advertisement for
announcement of Price Band and all further advertisements as a box item below the price

band:

"Risks to Investors:

i.  The [to be disclosed] Merchant Bankers associated with the issue have handled [to
be disclosed] public issues in the past three years out of which [to be disclosed]
issues closed below the issue price on listing date.”

ii.  Any adverse data in the basis for issue price should be disclosed. For example:
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* “The Price/Earnings ratio based on diluted EPS for [latest full financial year] for
the issuer at the upper end of the Price band is as high as [to be disclosed] as
compared to the average industry peer group PE ratio of [to be disclosed].”

[if average industry peer group PE ratio is not available, then P/E of Nifty Fifty
may be disclosed]

* “Average cost of acquisition of equity shares for the selling shareholders in IPO
is [to be disclosed] and offer price at upper end of the price band is [to be
disclosed].”

* “Weighted Average Return on Net Worth for [last three full financial years] is [to
be disclosed]%.”

The data on above disclosures shall be updated and disclosed prominently (in the same
font size as the price band) in advertisements of Price Band and all further advertisements,
website of the company and the stock exchange. Further, any adverse ratio / data in basis
for issue price should be disclosed.

65. LM shall submit the draft advertisement for announcement of Price Band with SEBI before
its publication in the newspapers for our comments, if any.

*kkkk

Page 11 of 14



S:Q li wrydta yfayfa sty Rfvwo 1 Jrgat:
|

Securities and Exchange Board of India Continuation:

Annexure Il
General Observations

1. LM is advised to ensure that prior to filing of RHP with Registrar of Companies, the Issuer
Company has received crucial clearances / licenses / permissions / approvals from the
required competent authority which are necessary for commencement of the activity for
which the issue proceeds are proposed to be utilized.

2. LM is advised to ensure that the ‘Observation Letter' issued by SEBI is included among
the material contracts and documents for inspection.

3. LMis advised to ensure that prior to proceeding with the issue, “No Objection Certificates”
are obtained from all the lenders with whom the company has entered into an agreement
and the terms of such agreement require an approval to be taken.

4. LM is advised to ensure that adequate disclosures are made to disclose any material
development which may have a material effect on the Issuer Company between the date
of registering final prospectus or the RHP or the letter of offer, with the Registrar of
Companies or designated stock exchange, as the case may be, and the date of allotment
of specified securities, while ensuring compliance with Regulation 42 and Schedule IX of
SEBI (ICDR) Regulations, 2018.

5. LM is advised to ensure that exact cross-referencing of page numbers is provided in the
offer document instead of general cross-referencing.

6. In terms of SEBI Circulars No. SEBI/CIR/ISD/03/2011, No. SEBI/CIR/ISD/05/2011 and
SEBI/CIR/ISD/01/2012 dated June 17, 2011, September 30, 2011 and March 30, 2012
respectively, LM is advised to ensure that 100% promoter holding is in demat form prior to
listing.

7. LMis advised to ensure that SCORES authentication is taken by the issuer company prior
to listing.

8. In pursuance of Regulation 25 Sub-Regulation 9(a) of SEBI (ICDR) Regulations, 2018, LM
is advised to certify while submitting the in-seriatim reply that all amendments, suggestions
and observations advised by SEBI have been complied with and duly incorporated in the
offer document, while also indicating the page number for the same.
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9. ASBA:

65.1.LM is advised to ensure that sufficient number of Physical ASBA forms are printed and
dispatched directly to all designated branches of SCSBs which are located in places of
mandatory collection centers as specified in Schedule Xl of SEBI (ICDR) Regulations,
2018, Syndicate Members and Registered Brokers of Stock Exchanges, the Registrars
to an Issue and Share Transfer Agents (RTAs) and Depository Participants (DPs)
registered with SEBI, at least two days before the opening of the issue. This shall be
in addition to ASBA forms which shall be sent to controlling branch of SCSBs for
sending to designated branches other than those located in mandatory collection

center.

65.2.LM is advised to ensure that the ASBA mode of payment is highlighted in bold in all
the advertisement / communication informing about the issue. Further, LM is also
advised to ensure that the following is suitably incorporated in all advertisements /
communications regarding the issue issued by the issuer:

a. The following may appear just below the price information of the issue as shown
below:

“PRICE BAND: RS. xx TO RS. xx PER EQUITY SHARE OF FACE VALUE OF RS. xx
EACH

THE FLOOR PRICE IS xx TIMES OF THE FACE VALUE AND THE CAP PRICE IS xx
TIMES OF THE FACE VALUE

BID CAN BE MADE FOR A MINIMUM OF xx EQUITY SHARES AND IN MULTIPLES OF
xx EQUITY SHARES THEREAFTER.

ASBA .

{(APPLICATION SUPPORTED BY BLOCKED AMOUNT)

Simple, safe, Smart way of Application !!'

Mandatory in public issue .No cheque will be accepted

L‘
1.

now available in ASBA for retail individual investors.
UNIFIED PAYMENTS INTERFACE

*ASBA is a better way of applying to issues by simply blocking the fund in the bank account.
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For further details check section on ASBA below.”

b. The following paragraph on ASBA may be inserted in the
advertisement/Communications:

‘ASBA has to be availed by all the investors except anchor investors. UPI may be availed
by Retail Individual Investors.

For details on the ASBA and UPI process, please refer to the details given in ASBA form and
abridged prospectus and also please refer to the section “Issue Procedure - Issue Procedure
of ASBA Bidders” beginning on page xxx of the Red Herring Prospectus. The process is also
available on the website of AIBI and Exchanges in the General Information Document.”

ASBA bid-cum application forms can be downloaded from the websites of Bombay Stock
Exchange and National Stock Exchange and can be obtained from the list of banks that is
displayed on the website of SEBI at www.sebi.gov.in.** List of banks supporting UPI is also
available on the website of SEBI at www.sebi.gov.in**.

Fekdekk
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