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Instruments/ Facilities Amount (NPR. Mn) Ratings Rating Action
Long Term Bank Facilities 586.60 IRN BB Assigned
Short Term Bank Facilities 1,220.00 IRN A4 Assigned
Total 1,806.60

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 586.60 Mn and IRN A4 (A Four) to the short term bank
facilities of NPR 1,220.00 Mn.

Detailed Rationale

The ratings assigned to the bank facilities of Vivek Automobiles Private Limited (VAMPL) draw comfort
from its extensive experience, promoters/group “M.V Dugar Group”, supported by the proficient management
team. Furthermore, the established track record of operations, especially in the automobile industry via its
group entities, provides additional comfort. These rating strengths are partially offset by the deteriorated
operational & financial profile, characterized by thin profitability, a leveraged capital structure, and weak debt
protection matrices. Additionally, limited bargaining power with the principal automobile manufacturer, the
cyclical nature of the industry, high competition among other automobile players, exposure to regulatory risk,
the working capital-intensive nature of the business, an elongated operating cycle and interest volatility risk
present challenges to VAMPL. Going forward, the company’s ability to secure new distributorship
agreements, thereby improving the scale of operations and demonstrating prudent working capital
management amidst the changing regulations put forth by Government® will remain the key rating
sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Parentage of experienced promoter group supported by proficient management team

VAMPL is a part of M.V Dugar Group and derive its strength from promoters having strong presence in Nepal
through their group entities in trading, construction, financial services, insurance industries etc. VAMPL is
managed by Mr. Vivek Dugar having over two decades of experience in trade and industry. Further, the
promoters are supported by a team of technically qualified and experienced professionals, leading to a better
understanding of the market dynamics, enabling a sound relationship with the suppliers and customers.

Long track record of operation with established relationships with principal suppliers

VAMPL boasts an operational track record spanning nearly a decade in the trading business of automobiles
and their spare parts, services & accessories. Furthermore, the company is an authorized distributor of John
Deere, India (tractors); Gesits scooters (Wika Industri Manufaktur, Indonesia) including their spare parts and
accessories in Nepal. Additionally, VAMPL holds a distributorship of Mahindra & Mahindra in commercial
vehicle segment through its group entities. The M.V Dugar Group, is an established player in the industry,
particularly in the automobile business, with a history spanning over five decades. Their extensive experience
and established presence are expected to bolster the operational profile going forward.
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Key Rating Weaknesses

Deteriorated operational and financial profile

The operational and financial profile of VAMPL has experienced a significant decline in the recent financial
year, FY23. The overall sales volume has plummeted due to the termination of authorised distributorship
agreement with two major brands: “Royal Enfield” in the 2-wheeler segment and “Piaggio” in the 3-wheeler
segment. Additionally, the decline in the sales of the John Deere tractor segment has further exacerbated the
operational profile. This withdrawal from reputable brands, coupled with the sluggish economy and liquidity
pressure, has had a profound impact on both the operational and financial aspects. This is evident in the total
operating income (TOIl), which has decreased by ~67%, falling from NPR 5,123 Mn to NPR 1,701 Mn,
consequently impacting all the capital and coverage indicators.

The interest coverage has remained 0.42x in FY23, down from 1.59x in FY22 and 6.47x in FY21. The overall
gearing ratio has increased to 1.48x in FY23 from 1.35 in FY22 and 1x in FY21, similarly, the total debt to
EBITDA has deteriorated to 17.90x from 7.53x in FY22 and 1.35x in FY21. Furthermore, the dividend pay-
out ratio also remains high, accentuating these concern.

Linked to the fortunes of principal manufacturer and inherent risk from external factors.

VAMPL being an authorized dealer of John Deere tractor and Gesits scooter, is vulnerable to the risk of
change in policy by the principal with regards to the dealership. Accordingly, the financial risk profile of the
company has a high degree of correlation with the performance of associated manufacturer and their ability
to launch new products as per the market dynamics. Further, VAMPL, like other players in the automobile,
remains exposed to economic vulnerability, regulatory and legal risks in developing markets such as evasion
of tax rates, fluctuation in prices of fuel, shifting investment & interest to electric vehicles, change in customer
demands etc.

Exposure to economic cyclicality, regulatory risk and intense competition among automobile
players

The automobile industry is highly price sensitive; any changes in price or increases in fuel costs will have a
direct impact on demand, thereby affecting the sales volume. Furthermore, the industry is exposed to
regulatory risk that directly affect revenues and margins, making it susceptible to changes in the regulatory
landscape. Additionally, with a large number of players operating in the market and an increasing number of
new entrants, companies like VAMPL face competition, constraining operating margins and limiting
bargaining power against vehicle manufacturers. The business risk profile also remains vulnerable to
economic cyclicality.

Elongated operating cycle

The operations of the automobile industry are working capital intensive in nature, primarily due to the high
inventory holding period coupled with the extended credit provided to dealers/customers. VAMPL’s operation
also exhibit a working capital intensive nature, given the distributorship model of its business. The company
maintains sufficient inventory to ensure smooth operations, especially since its product supply relies entirely
on imports. Additionally, VAMPL offers a substantial credit period to its customers, which has been
increasing over the past few years. As a result, the company’s operating cycle deteriorated to 583 days in
FY23 and 207 days in FY22 from 173 days in FY21, leading to an increased reliance on external financing.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology
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About the Company:

Incorporated on December 31, 2015, Vivek Automobiles Private Limited (VAMPL) is an authorized dealer
for the sales, service & spare parts of the “John Deere” range of tractors in Nepal. Additionally, VAMPL has
held an authorized distributorship with WIKA Industri Manufaktur, Indonesia, for “Gesits” scooters,
motorcycles as well as their spare parts and accessories in Nepal since September 2022. VAMPL is a part of

M.V Dugar Group, with Mr. Vivek Dugar serving as the chairman.

Financial Indicators (Standalone)

» FY21 FY22 FY23
For the year ended™ As on Audited Audited Audited
Total Operating Income (in NPR Mn.) 6,571 5,123 1,701
EBITDA Margin (%) 8.73 2.67 2.99
Interest Coverage Ratio (x) 6.47 1.59 0.42
Current Ratio (x) 1.28 1.31 161
Overall Gearing Ratio (x) 1.00 1.35 1.48
Earnings before Interest Tax Depreciation Amortization (EBITDA)
* Classification as per Infomerics Nepal standards
Annexure:1 Detail of Facilities:
Name of Instruments/ Facilities Type of Facilities Amount Ratings
(NPR Mn.)
Fund Based Bank Facilities- Term Loan Long Term 586.60 IRN BB
Fund Based Bank Facilities- Working Capital Loan Short Term 640.00 IRN A4
Non Fund Based Bank Facilities- LC/ BG? Short Term 580.00 IRN A4
Total Facilities 1,806.60

Analyst Contacts
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Relationship Contact

Mr. Rabin Pudasaini
Tel No.+977-1-4583304/4585906
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: +977-1-4583304/4585906

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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