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Ratings
A Amount . . .
Instrument/Facilities (NPR. Mn) Ratings Rating Action
Short Term Bank Facilities 140.00 )
(reduced from 420.00) IRN A4 Reaffirmed
Long Term/Short Term Bank 1,860.00 IRN BB/A4 Upgraded from
Facilities (enhanced from 1,580.00) IRN BB-/A4
TOTAL 2,000.00

Details of facilities are in Annexure 1 below

Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has reaffirmed the short-term rating to
IRN A4 (A Four) assigned to the short-term bank facilities of NPR 140.00 Mn and upgraded the long-
term/short-term rating to IRN BB/A4 (Double B/A Four) from IRN BB-/A4 (Double B Minus/A Four)
assigned to the long-term/short-term bank facilities of NPR 1,860.00 Mn.

Detailed Rationale

The upgradation of rating assigned to bank facilities of Hightension Switchgears Private Limited
(HTSG) factors in the improvement in total operating income with stable net profitability margins
durignFY23 and sizable order book position. The ratings also derive strength from its experienced
promoters and management team. and improving capital structure and debt service coverage
indicators.

These rating strengths, however, are constrained by HTSG’s working capital intensive nature of
business. Furthermore, the ratings also note HTSG’s exposure to sectoral concentration and project
execution risk, exposure to fluctuating interest rates, defect liability risk and existence of the
company in a competitive industry with exposure to government regulations. Going forward, the
ability of the company to improve its scale of operations, timely execute projects in hand and realize
the contract proceeds in timely manner will remain key rating sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Experienced promoters and management team

HTSG is led by Mr. Dwarika Shrestha, Chairman who has more than 3 decades of experience in
managing the company. He is responsible for leading the Board of directors, strategic decisions and
coordinating with NEA and other institutions. Mr. Rajendra Kumar Agrawal, Managing Director, has
extensive experience in the in the field of contracting business and he is responsible for liaising with
NEA and other institutions along with overseeing the business. Mr. Naresh Kumar Agrawal, Director
and Mr. Anil Agrawal, Director are involved in the overall execution of the projects. The Board of
directors are further supported by an experienced team across various functions/ departments. Mr.
Ritesh Tamrakar is the team leader and Senior Electrical Engineer at HTSG, he holds a Bachelor’s
Degree in Engineering and has more than 2 decades of experience in installation and commencement
of Low Voltage, Medium Voltage and High Tension electrical equipment.

Moderate capital structure and debt service coverage indicators

The overall gearing ratio of HTSG improved to 0.16x at the end of FY23 from 1.86x at the end of
FY22 mainly due to decrease in working capital loans. The gearing ratio including mobilization
advance stood at 1.84x at the end of FY23 compared to 2.70x at the end of FY22. The interest

Tanka Prasad Marg, Baneshwor Height, Kathmandu, Nepal
+977-1-4583304, 4585906; info@infomericsnepal.com; www.infomericsnepal.com


mailto:info@infomericsnepal.com

<0+ Infomerics Credit Rating Nepal Limited
Infomerics Ratings
Nepal

coverage ratio of HTSG stood adequate at 5.37x in FY23 vis-a-vis 3.04x in FY22. Similarly, total debt
to GCA ratio improved to 3.80x in FY23 from 9.50x in FY22 mainly due to increase in operating
income during FY23 coupled with decrease in bank borrowings. DSCR of HTSG stood adequate at
4.21x in FY23, increased from 2.53x in FY22. Furthermore, Total Outstanding Liabilities to Tangible
Net Worth ratio improved to 5.39x at the end of FY23 from 3.45x at the end of FY22 mainly due to
improvement in tangible net worth with accretion of profits to the reserves of the company.

Moderate financial profile characterized by improvement in total operating income in FY23
Total Operating Income (TOI) of HTSG rose significantly to NPR 1,226 Mn in FY23 from NPR 507 Mn
in FY22, marking a ~142% growth in revenue. This increase was primarily driven by the completion
of larger projects which were in final stages of completion. Despite this revenue growth, the EBITDA
margin fell to ~9.11% in FY23 from ~11.74% in FY22 due to rise in input prices. The PAT margin
stood steady at 5.40% in FY23 albeit declined slightly from 5.83% in FY22. However, Gross Cash
Accruals improved to NPR 67 Mn in FY23 from NPR 30 Mn in FY22 with increase in EBITDA.

Key Rating Weaknesses

Working Capital intensive nature of business

The operations of the company are generally working capital intensive in nature marked by high
inventory holding period. The inventory holding period of HTGS increased to 79 days in FY23 from
61 days in FY22 due to bulking up of raw materials at the end of FY as the company has to maintain
adequate inventory for different projects. The average collection period of HTSG improved to 16 days
in FY23 from 59 days in FY22 with better debtor realization. NEA is the debtor for HTSG as the
projects are financed by NEA which is a governmental agency which significantly reduces counter
party risk. The operating cycle of HTSG continued to remain moderate at 77 days in FY23 vis-a-vis
76 days in FY22. Nevertheless, HTSG generally receives mobilization advance which provides comfort
to some extent.

Concentrated order book position and project execution risk

HTSG has been awarded additional new contracts during FY24 resulting in a sizable order book
position vis-a-vis operating income of FY23. HTSG's order book position remained moderate as of
May-end 2024 and the pending value of the work in hand stood at ~NPR 2.94 billion. The current
value of the pending work is equivalent to ~2.40x the total operating income of FY23, reflecting mid-
term revenue visibility as majority of the work in hand are due in the next 1 to 2 years. However,
HTSG’s order book remain highly concentrated towards electric and civil works of substations and
transmission lines, exposing HTSG to sectorial concentration risks. Moreover, HTSG's business model
has some inherent risks, and the company is vulnerable to financial losses arising from delays in
project execution. The majority of HTSG's contracts do not include an escalation clause and a
significant change in the cost of the items sold could affect the profitability and project execution
capabilities of HTSG. The project execution risk is further aggravated due to company’s practice of
sub-contracting civil and fitting works.

Interest rate and defect liability risk

The Interest rates on deposits and borrowing remains a significant factor in the Nepalese economy.
In line with NRB’s directives, the BFIs typically charge interest rate on loans by adding a premium to
the base rate which are revised on a quarterly basis. The interest rates charged by BFIs have been
historically volatile over the past 2-3 years and thus borrowing from banks and financial institutions
exposes HTSG to risk of interest rate volatility. Further, HTSG is susceptible to financial losses arising
out of defects identified by the client during the defect liability period as per the terms of the
construction contracts.
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Existence in a competitive industry with exposure to government regulation

The company receives the majority of its work from governmental agencies which are subject to a
competitive bidding process. Further, the business also remains dependent on stability in government
policies and fiscal policies as well as government capital expenditure. Moreover, regulation of
Government limits contractors to participate in a maximum of five contracts at a time. Nevertheless,
the recent Government initiative of prohibiting foreign companies to participate in a contract up to
NPR 5,000 Mn remains positive to the domestic contractors. Thus, HTSG’s ability to obtain new
projects while maintaining profit margins remains crucial.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology

About the Company:

Hightension Switchgears Private Limited (HTSG) was incorporated on August 18, 1988 with its
registered office in A. T. Complex, Kathmandu, Nepal. Due to its long track record the company has
been successful in establishing itself as a contractor specializing in electric and civil works of
substations and transmission lines. The company is promoted by four individual shareholders.

Financial Indicators (Standalone)

FY20 FY21 FY22 FY23
For the year ended* As on - - - -
Audited Audited Audited Audited
Total Operating Income (NPR Mn) 1,043 538 507 1,226
EBITDA Margin (%) 8.25 9.04 11.74 9.11
Interest Coverage Ratio (x) 16.56 6.82 3.04 5.37
Current Ratio (x) 3.10 1.78 1.68 1.62
Total Debt/GCA (years) 1.99 6.78 9.50 3.80
DSCR (x) 12.56 5.37 2.53 4.21
Overall Gearing Ratio (x) 0.88 1.82 2.70 1.84
Earnings before Interest Tax Depreciation Amortization (EBITDA)
Debt Service Coverage Ratio (DSCR)
*Classification as per Infomerics Nepal standards
Annexure:1 Detail of Facilities:
Name of Instruments/ Facilities Type of Facilities Ll Ratings
ypP (NPR Mn) 9
E(I;\:r:tsTerm Bank Facilities- Fund Based Short Term 40.00 IRN A4
Short Term Bank Facilities- Fund Based Short Term 100.00 IRN A4
Loans (Proposed)
Long Term/Short Term Bank Facilities- Non Long Term/Short Term 1,580.00 IRN BB/A4
Fund Based Loans
Long Term/Short Term Bank Facilities- Non Long Term/Short Term 280.00 IRN BB/A4
Fund Based Loans (Proposed)
Total Facilities 2,000.00
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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 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.

Tanka Prasad Marg, Baneshwor Height, Kathmandu, Nepal
+977-1-4583304, 4585906; info@infomericsnepal.com; www.infomericsnepal.com



mailto:info@infomericsnepal.com
mailto:saphal.maharjan@infomericsnepal.com
mailto:rabin.pudasaini@infomericsnepal.com
https://infomericsnepal.com/
mailto:info@infomericsnepal.com
http://www.infomericsnepal.com/

