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Facilities Amount (NPR. Mn) Ratings Rating Action
Long Term Bank Facilities 579.70 IRN BB- Assigned
Short Term Bank Facilities 420.30 IRN A4 Assigned
Total 1,000.00

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 Minus) to the long term bank facilities of NPR 579.70 Mn and the short term rating of IRN A4 (A
Four) to the short term bank facilities of NPR 420.30 Mn.

Detailed Rationale

The ratings assigned to the bank facilities of Shiva Parbati Agro Private Limited (SPAP) derive strength from
the parentage of experienced promoter coupled with proficient management team. Further, the ratings also
factor an adequate capacity utilization achieved in early stage of operation and proximity to Indian border.
These rating strengths however are partially offset by below average financial profile, raw material price
volatility risk, seasonal agro products in competitive industry, exposure to regulatory risk and working capital
intensive nature of business. Going forward, the ability of the company to scale up its operation and attain
stabilization while optimizing its capacity utilization with prudent working capital management will remain a
key rating sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Experienced promoter and management team

SPAP is managed under the overall guidance of its one-member Board of Directors (BoD), who has wide
experience in the manufacturing and trading sectors, especially in rice mill industry. Mr. Manoj Kumar Gupta
is the Managing Director and sole shareholder of the company. He has been involved in the food industry,
especially in the rice segment, for over 24 years. Additionally, he is supported by a qualified top management
team.

Adequate capacity utilization achieved in early stages of operation

The company’s manufacturing unit has been in operation since March 2022, with an average capacity
utilization of ~60% in the last five months of operation in FY?22 (annualized). This utilization rate improved
to 65% in the first seven and half months of FY23 (annualized). Furthermore, due to the increase in demand
for rice, the company was able to increase its production in 7.5MFY 23 by 7% (annualized). SPAP has a total
installed capacity of 40,150 MTPA.

Proximity to Indian border

The factory site is located in Parsauni of Bara district, in close proximity to the Indo-Nepal border. This has
resulted in cost savings for the company, as the majority of their raw materials requirements are supplied
through India.

! Seven and half months of FY23 ended on March 04, 2023
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Key Rating Weaknesses

Below averages financial profile

SPAP is anew entrant in the food grain manufacturing industry in Nepal and it started its commercial operation
in March 2022. Therefore, FY22 is its first year of operation, during which it recorded a total operating income
(TOI) of NPR 310 Mn. The company was able to book positive gross cash accruals (GCA) with an EBITDA?
margin of 9.41%, but with a very low PAT margin. Due to low profitability, the overall gearing ratio and
capitalisation ratio of SPAP remain very high. Furthermore, the long term solvency was affected by the debt
funded capex of ~NPR 387 Mn in a debt equity ratio of 80:20. Nonetheless, these ratios are expected to
normalize with the stabilization of the company operations going forward.

Raw material price volatility risk and exposure to regulatory risk

The major raw materials for SPAP are mostly imported from India, with the raw material cost contributing to
~80-90% of the TOI of the company. As a result, any fluctuation in the price of these raw materials is expected
to impact the profitability. Additionally, SPAP faces regulatory risk arising from various laws and policies
from both Nepal and India. Starting from FY 20, the Government of Nepal has levied advance tax holdings of
2.5% on rice, maida & aata and also charges a 9% import duty on wheat and paddy. Similarly, on 8" September
2022, the Government of India imposed a 20% export duty on rice in husk (HS 1006.10), husked rice (HS
1006.20), and semi-milled or wholly-milled rice (HS 1006.30). However, this duty was withdrawn on 31%
October 2022, and the exemption on export duty is now available for 600,000 metric tonnes (annual) of paddy
only with the exports to be made via Raxaul, Jogbani, or Sonauli customs stations. Thus, any unfavorable
regulatory changes could impact the financial risk profile of the company.

Working capital intensive nature of business

The operations of the company are working capital intensive in nature, requiring the maintenance of high
inventory and receiving a low credit period due to the import based business. Thus, the average working
capital utilization was ~99% of drawing power during the last four months ending in mid-Jan 2023.

Seasonal agro products in competitive industry

Being an agricultural commodity, planting, production, and prices are highly influenced by the timing and
intensity of the monsoon rain, as well as the area being produced, the yield for the year, the demand-supply
situation, and inventory carryover from the previous year. Further, milling industry is highly fragmented due
to presence of several organized/ unorganized players owing to low entry barrier and low capital requirement.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology

About the Company:

Incorporated in September 2019, Shiva Parbati Agro (SPAP) is a private limited company established for the
processing of paddy into rice and value addition through ageing of purchased rice and its by-products. Its plant
is located in Parsauni-04, Bara, Nepal, and has an installed capacity of 40,150 MTPAZ3. SPAP sells its products
under registered brands such as Kamal, Roshani, Gorakhnath, and Bansbari. Mr. Manoj Kumar Gupta is the
single shareholder of the company.

2 Earnings before interest tax depreciation and amortization
3 Metric Tonnes Per Annum
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Financial Indicators (Standalone)

. FY22

For the year ended* As on Audited
Total Operating Income (in NPR Mn.) 310
EBITDA Margin (%) 9.41
Interest Coverage Ratio (X) 3.14
Current Ratio (x) 1.08
Overall Gearing Ratio (x) 4.42

*Classification as per Infomerics Nepal standards

Annexure:1 Detalil of Facilities:
Name of Facilities Type of Facilities Amount (NPR Mn.) Ratings
Fund Based Bank Facilities- Term Loan Long Term 301.47 IRN BB-
Fund Based Bank Facilities- Term Loan (Proposed) Long Term 278.23 IRN BB-
Fund Based Bank Facilities- Overdraft Loan Short Term 50.00 IRN A4
Fund Based Bank Facilities- Working Capital Loan Short Term 370.00 IRN A4
Non Fund Based Bank Facilities- Bank Guarantee Short Term 0.30 IRN A4
Non Fund Based Bank Facilities- Letter of Credit Short Term (2.79) IRN A4
Total Facilities 1,000.00

Analyst Contacts

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

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/
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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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