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Facilities Amount (NPR. Mn) Ratings Rating Action
Long Term Bank Facilities 225.00 IRN BB+ Assigned
Short Term Bank Facilities 625.00 IRN A4+ Assigned
Total 850.00

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 Plus) to the long term bank facilities of NPR 225 Mn and short term rating of IRN A4+ (A Four
Plus) to the short term bank facilities of NPR 625 Mn.

Detailed Rationale

The ratings assigned to the bank facilities of Nutri Foods Private Limited (NFPL) derive strength from the
company's established and long track record of operation, experienced promoters, and resourceful “Sharda
Group”, as well as its proximity to the Indian border and moderate capacity utilization. The rating also takes
into account the product diversification with stable demand for supplied products, improved financial profile,
and moderate debt service coverage indicators. However, these rating strengths are partially offset by the risks
of raw material price volatility and exposure to regulatory risk, as well as the highly intensive working capital
cycle and customer concentration risk. Furthermore, the competitive industry in which the company operates
and its seasonal agro products are additional challenges, despite the forward and backward integration with
associate companies. Going forward, the ability of the company to improve its operational profile while
maintaining profit margins and efficient working capital management will remain key rating sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Established and long track record of operation with experienced promoters and resourceful group
NFPL (Formerly Pashupati Flour Mills Private Limited) has been in operation for more than 22 years in
processing and manufacturing of different varieties of flour products including baby food products (Litto),
lentils, cattle feed and trading of different crops. Also, NFPL is a part of Sharda Group having strong presence
in Nepal through their group entities in various industries like food grain, cement, packaging, spirits, TMT
bars, rubber, vehicle trading, mobile phone and its accessories. Mr. Shiv Ratna Sharda, Chairman has over
four decades of experience in trade and industry. He also holds directorship in various other group companies.
Further, BoD is supported by experienced and qualified management team.

Proximity to Indian border and moderate capacity utilization

The plant site is close to Indo-Nepal borders which has led to saving in freight cost as the majority of raw
materials requirements are imported from India. NFPL capacity utilization is on moderate side with an average
utilization of ~32% last four years ending 8SMFY23. NFPL has the total installed capacity of 150 MTPD? in
flour segment, 30 MTPD in Litto segment and 24 MTPD in Lentils segment.
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Improved financial profile and stable demand of supplied products

The total operating income (TOI) of the company increased by ~28% in FY22 to NPR 1,292 Mn. This further
improved by ~35% (annualized) to NPR 1,165 Mn in 8MFY23, primarily due to an increase in the flour
segment, which was further contributed to by an increase in overall average price realization. As a result, the
EBITDA margin improved to 7.21% in FY22. The primary cause of the decline in operating profitability
during FY21 was the increase in import duty by the GoN?® from 5% to 9% on wheat (the key raw material),
which made the company's raw material costs more expensive, and the company was unable to pass on the
cost to customers. The interest coverage ratio of the company improved to 2.30x in FY22 from 1.37x in FY21.
However, due to increased operations and investments in equity shares during FY22, the overall gearing ratio
and total debt/gross cash accruals deteriorated in FY22 compared to FY21. Nonetheless, as the supplied
products are the staple diet of Nepalese cuisine, demand prospects remain largely stable.

Key Rating Weaknesses

Raw material price volatility risk and exposure to regulatory risk

The raw material cost contributed ~75% of the TOI of the company and hence, any fluctuation in the price is
expected to impact the profitability of the company. Also, NFPL is partially constrained by regulatory risk
arising from various laws and policies from both Nepal and India. GoN scrapped 25% VAT refund on sales
of maida from FY19. Also, from FY 20, sales of atta was brought into VAT bracket and advance tax holdings
of 2.5% is levied on rice, maida and atta. Further, Gol* temporarily banned® the export of wheat citing an
effort to control rising domestic prices in India amid Russian-Ukraine war (Ukraine- a major wheat exporter).
Hence, any unfavorable regulatory changes could impact the firm’s profitability going forward.

Highly intensive working capital cycle

The operations of the company are working capital intensive in nature. NFPL is involved in processing of
wheat and lentils into various other edible items by procuring raw material both locally and by importing from
India and other countries. Due to seasonal nature of raw materials, NFPL maintains stock for around 3-5
months for smooth operations. Also, NFPL allows credit period to its customers with very low credit period
from its suppliers. This has led to high reliance of the company on the bank finance for working capital needs.
The average utilization of fund-based working capital limit against drawing power was ~95% during 7MFY 23.

Customer concentration risk

Company faces customer concentration risk as the top 10 customers contribute ~66% of total sales during
8MFY23. However, sales made to associate companies during the last four years ending 8MFY23 accounted
for 22-31%, indicating support from the company's group companies. Additionally, 14% of the total raw
material purchases were made from its associate company, indicating support from its group in terms of
backward integration.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology

About the Company:

3Government of Nepal
*Government of India
>0On May 13, 2022, Gol banned the export of wheat. However, Ministry of Industry, Commerce and Supplies sent a letter to GOI
in April 2023 through the Ministry of Foreign Affairs, requesting a consignment of 300,000 tonnes of wheat.
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Pashupati Flour Mills was incorporated on September 27, 2001 as a partnership firm with Mr. Shri Niwas
Sharda and Mr. Anupam Rathi as partners, and later converted to Pashupati Flour Mills Pvt. Ltd. (PFMP) on
December 03, 2004. On July 16, 2006, PFMP was renamed to Nutri Foods Pvt. Ltd. (NFPL). Its plant is
located in Duhabi-02, Sunsari, Nepal. NFPL is a HACCP, 1SO 22000:2018 and GMP certified unit. NFPL
deals its products under the brand name of “SUPERMAN”, “FORTUNE” and “ANCHOR” and baby food
product under the brand name of “NUTRILAC” all over Nepal.

Financial Indicators (Standalone)

For the year ended* As on FY_20 FY,21 FY_22
Audited Audited Audited

Total Operating Income (in NPR Mn.) 1,441 985 1,292
EBITDA Margin (%) 6.43 3.17 7.21
Interest Coverage Ratio (X) 2.57 1.37 2.30
Current Ratio (x) 1.56 1.27 1.17
Overall Gearing Ratio (x) 0.75 1.36 1.85

* Classification as per Infomerics Nepal standards

Annexure:1 Detail of Facilities:
Name of Instruments/ Facilities Type of Amount Ratings

Facilities (NPR Mn.)

Fund Based Bank Facilities- Proposed Permanent WCL Long Term 155.00 IRN BB+
Fund Based Bank Facilities- Proposed Term Loan Long Term 70.00 IRN BB+
Fund Based Bank Facilities-Working Capital (WCL) Short Term 595.00 IRN A4+
Non Fund Based Bank Facilities-Letter of Credit (LC) Short Term 30.00 IRN A4+
Non Fund Based Bank Facilities-LC/PBG/BG Short Term (120.80) IRN A4+
Total Facilities 850.00

PBG= Performance Bank Guarantee and BG= Bank Guarantee
Analyst Contacts
Mr. Nibesh Manandhar

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

Mr. Dipesh Pote Shrestha
Tel No.+97714483304/4485906
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
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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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