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Instruments/ Facilities Amount (NPR. Mn) Rating Rating Action
Long Term Bank Facilities 79.10 IRN BB Assigned
Short Term Bank Facilities 1,091.00 IRN A4 Assigned
Total 1,170.10

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) to the long term bank facilities of NPR 79.10 Mn and the short term rating of IRN A4 (A Four) to
the short term bank facilities of NPR 1,091.00 Mn.

Detailed Rationale

The rating assigned to the bank facilities of Purwanchal Lube Oil Limited (PLO) derives comfort from its
experienced promoter/ group- “PLO Group” having presence in industry for over two decades through its
manufacturing, trading and hospitality units. The ratings also take comfort from the improvement in business
and financial risk profile, pre-established distribution and marketing network of more than ninety distributors/
dealers base all over Nepal, presence of its own brand name “PLO” and growing demand for lubricant
additives in Nepalese market. These rating strengths are however constrained by large working capital
requirements, leverage capital structure, exposure to volatility in raw material prices, intense competition,
regulatory and foreign exchange risk. Hence, the company’s ability to further scale up its operations while
improving capacity utilization, managing raw material price fluctuations, and prudent working capital
utilization remains crucial

Detailed Description of Key Rating Drivers
Key Rating Strengths

Long track record of operation with experienced promoters & robust distribution network

PLO is managed under the overall guidance of its Board of Directors. Mr. Bholeshwor Dulal, Chairman/ MD,
has over 25 years of experience in the related sector. The long experience of the promoters, in Nepalese
lubricant industry, has helped the company establish a strong track record of operations. Also, PLO is a part
of the PLO Group having more than two decades of presence in manufacturing & trading segment among
others. Expertise of promoters, their strong understanding of market dynamics and healthy relationship with
the suppliers as well as dealers is further expected to support the existing distribution network and credit risk
profile of the company. Also, PLO’s wide network of more than 90 distributors all over Nepal distributing
various lubricants oil & grease across multiple segments (like industrial, automotive) with presence of its own
major brand name “PLO” should continue to support the business.

Improving business and financial profile; albeit in a low base

PLO has consistently reported healthy revenue over the past years, with a compounded annual growth rate
(CAGR) of ~10% in the three years ending in FY22 (~31% in FY21 and ~7% in FY22). The growth has been
supported by a healthy demand that has led to an increase in both volumetric sales and realization.
Additionally, the company’s EBITDA margins improved to ~16.81% in FY22 compared to ~13.03% in FY21
and ~16.25% in FY20. The decline in margins in FY21 was due to increased cost of input materials amidst
COVID-19 and its variants. Moreover, PLO has a fairly leveraged capital structure, comfortable coverage
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indicators and an improving net worth base. In FY22, the company’s overall gearing was 2.86x, indicating a
slight deterioration from 2.71x in FY21 on account of increased bank borrowings. However, PLO intends to
improve its overall gearing as it does not plan to undertake any debt- funded capex over medium term, which
is further supported by continuous reserve accretion and schedule debt repayment.

Improving growth prospects for lubricant additives in Nepalese market

The global automotive market is experiencing a significant shift towards electric vehicles, with many
governments implementing strict measures to reduce CO2 emissions. However, the Nepalese auto market is
still emerging and presents a vast potential for internal combustion engine (ICE) vehicles, making the country
an attractive market for lubricants. As per the official source data there has been a notable growth in demand
for lubricants in Nepal over the past five years, driven by the increasing popularity of commercial and
passenger four-wheelers, heavy vehicles, and two-wheelers. The Nepalese auto market's preference for ICE
vehicles presents a lucrative opportunity for lubricant companies to cater to this growing demand. With the
government's emphasis on infrastructure development and the automobile industry's gradual expansion, the
lubricant market is expected to continue to grow in the foreseeable future. Additionally, a considerable volume
of lubricants and base oil are being imported in Nepal, providing an advantageous climate for domestic
manufacturers like PLO, as the demand is higher than domestic supply.

Key Rating Weaknesses

Working capital intensive operation

PLO's operations are characterized by a high requirement for working capital, as indicated by its gross current
asset (GCA) days above 250 as of mid-July 2022. This is primarily due to the need to hold a large amount of
inventory, which is estimated to be around 150-170 days. The company has been increasing its inventory
holding consistently over the past few years, especially during the COVID-19 pandemic, to meet its customers'
just-in-time requirements. With the expected ramp up in scale, the working capital requirements will continue
to remain high over near to a medium term. Hence, managing its working capital efficiently while maintaining
business growth will be crucial for the company.

Raw material price volatility risk; exposure to regulatory risk and foreign exchange fluctuation risk
The major raw materials for PLO being crude base oil are imported from various countries for which prices
are market linked and set on a periodic basis. The raw material cost contributes substantial part (~60-65%) of
total operating income (TOI) and hence any fluctuation in the price is expected to impact the profitability of
the company. Also, import of raw materials in US dollar denominated currency, further exposes the company
to a forex risk. PLO is partially constrained by regulatory risk arising from various laws and policies placed
by Nepal, India and third countries. Hence, any unfavorable regulatory changes could adversely impact the
financial profile going forward.

Increased competitive risk

With fewer manufacturers in lubricant industry compared to traders, they may face an increased competition
from traders. This would result in less control over pricing with increased struggle towards product
differentiation among competitors. Additionally, this would result in less bargaining power thereby exposing
the players like PLO to an uncertain competitive risk. Nonetheless, presence of duty protection to the local
manufacturers, long track record with established brand name “PLO” should provide comfort to some extent.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology
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About the Company:

Purwanchal Lube Oil was incorporated in August 2001 as a private limited company and later in July 2022
converted to public limited company. The company is involved in manufacturing of various kinds of lubricants
and oil (Mobil and Grease) under different brands viz. “PLO, Star, Mega, prime and Suraksha”. PLO’s factory
unit is located at Biratchowk of Morang district with an installed capacity of 36,000 kg per day for Mobil and

12,800 kg per day for Grease. PLO belongs to PLO group, where Mr. Bholeshwor Dulal is the chairman.

Financial Indicators (Standalone)

" FY20 FY21 FYy22

For the year ended™ As on Audited Audited Audited
Total Operating Income (in NPR Mn.) 536 703 753
EBITDA Margin (%) 16.25 13.03 16.81
Interest Coverage Ratio (x) 1.83 2.38 3.51
Current Ratio (x) 1.01 1.13 1.22
Overall Gearing Ratio (x) 2.88 2.71 2.86

* Classification as per Infomerics Nepal standards

Annexure:1 Detalil of Facilities:
Name of Instruments/ Facilities Type of Facilities Amount Rating

(NPR Mn.)

Fund Based Bank Facilities- Term Loan Long Term 79.10 IRN BB
Fund Based Bank Facilities- Working Capital Loan Short Term 730.70 IRN A4
Non Fund Based Bank Facilities- LC & BG! Short Term 360.30 IRN A4
Total Facilities 1,170.10
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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
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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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