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Ratings
_— Amount . , .
Instrument/Facilities (NPR. Mn) Ratings Rating Action
Long Term Bank Facilities 46.88 IRN BB Assigned
Short Term Bank Facilities 620.00 IRN A4 Assigned
TOTAL 666.88

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 46.88 Mn and the short-term rating of IRN A4
(A Four) to the short-term bank facilities of NPR 620.00 Mn.

Detailed Rationale

The rating assigned to the bank facilities of Shiva Shakti Chemoplast Private Limited (SSC) derive
strength from parentage of experienced promoter group “Shiva Shakti”, supported by proficient
management team coupled with established track record of operations. The rating also factors in
company’s improving operational indicators albeit moderate financial risk profile. Also, the rating
factors company’s strategic location for both import and export coupled with sizeable export to India.
These rating strengths are partially constrained by company’s high reliance on import, price volatility
of raw materials and foreign exchange fluctuation risk. The rating also notes company’s high working
capital requirement, capital-and-labor intensive nature of the business and competition from import
traders. Going forward, growth in scale of business along with improving profitability margins without
deterioration in financial risk profile will remain a rating sensitivity.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Parentage of experienced promoter group along with long track record of operation

SSC has been in operation for more than two decades in manufacturing of Polypropylene (PP)
packaging materials. Further, SSC is a part of Shiv Shakti Group (operation from 1987) and takes
on the role of manufacturing of PP Woven Fabrics, PP Woven sacks, Multi-layer Sheet etc. Mr. Rahul
Kumar Agrawal is the director of the company and also the managing director of Shiv Shakti Group,
and is involved in various industries since 1996. Further, he is supported by experienced and qualified
management team. Also, SSC has been acknowledged and awarded as highest exporter of PP woven
fabric industry by Chamber of Commerce and Industries, Birgunj in FY22.

Moderate financial risk profile supported by improving operational indicators

Total operating income (TOI) of the company decreased by ~18% in FY23 as compared to FY22,
however, it saw a growth of ~5% on y-o-y basis in 9MFY24. The average capacity utilization has
improved from ~52% in FY23 to ~60% in 9MFY24. SSC has invested in updated tape plant which
has enhanced overall efficiency and also reduced cost to sales. This resulted in improved EBIDTA
margin of 8.27% in 9MFY24 as compared to 1.03% in FY23. Additionally, there was an improvement
in debt coverage ratio in 9MFY24 as compared to FY23, marked by comfortable DSCR and interest
coverage ratio of 2.37x and 3.49x respectively. Similarly, the overall gearing ratio of the company
stands moderate in 9MFY24 with 1.14x, which is an improvement from FY23. The company’s ability
to scale up its business along with maintaining improved profitability margin will remain a key
monitorable from credit rating perspective.
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Strategic location with sizeable exports to India

The factory site is located in Chorni of Parsa district, proximity to Indo-Nepal border, has led to
saving in freight cost, as the majority of raw materials requirements are supplied through India. The
vicinity to major ICP! at Birgunj remains positive from the logistics perspective due to lower lead
time. Further, SSC has also been exporting its product to India. Although, the exports of the company
decreased to NPR 536.60 Mn in FY23 from NPR 575.52 Mn in FY22, the portion of export sales with
respect to total sales increased to ~58% in FY23(~60% in 9MFY24) as compared to 51% in FY22.

Key Rating Weaknesses

High reliance on import and raw material price volatility risk

The major raw materials for SSC, Polypropylene (PP), is imported from various countries accounting
for ~96% of total raw materials procured in FY232, for which prices are market linked and set on a
periodic basis. The company also procures raw materials in USD, exposing it to foreign exchange
fluctuation risks. However, the extent of this risk appears to have minimal impact as indicated by a
foreign exchange loss of ~NPR 0.04 Mn in FY23. Further, the raw material cost contributes ~80% of
TOI of the company and hence any fluctuation in the price is expected to impact the profitability of
the company. Also, SSC is constrained by regulatory risk arising from various laws and policies in
both Nepal and India. If there are any unfavorable changes in tariffs, it could potentially have a
negative impact on its financial profile going forward. Currently, the import duty on PP is 6% for
import from SAARC countries and 10% for other than SAARC countries.

Working capital intensive nature of business

Manufacturing industries are considered as highly working capital-intensive industry, as most of the
funds are blocked in the production process. The collection period of the company remains at a level
of ~2 months and the average inventory period of the company also remains ~2 months as most of
the products are imported. Average creditor period is generally low as purchases from foreign
countries are backed by LC. This leads to an overall operating cycle of the company of around 3-4
months during FY23 (~3 months in 9MFY24) leading to reliance of the company on bank finance for
the working capital needs. The average working capital utilization against the drawing power of the
company as on mid-Jan 2024 stood at ~80% with moderate working capital intensity of 18% of TOI
in FY23 end and ~24% in 9MFY24.

Labor and capital concentrated industry

The plastic industry requires significant investments in both capital and labor. Plastic weaving, in
particular, relies on a variety of machines, which entail substantial capital expenditure. Moreover,
sourcing skilled manpower to operate these machines presents a significant obstacle. Additionally,
the industry faces persistent competition from import traders in Nepalese market, raising concern
about the potential for incremental revenue and growth.

Analytical Approach: Standalone

Applicable Criteria:
Bank Loan Rating Methodology

About the Company:

Gadiya Chemoplast Private Limited, later renamed Shiva Shakti Chemoplast Private Limited (SSC)
was incorporated on May, 2002 for manufacturing and exporting of Polypropylene (PP) woven fabrics
and sacks, tarpaulins, natural fabrics, color fabrics etc. SSC is part of Shiva Shakti Group, managed
by Mr. Rahul Kumar Agrawal. The company has total installed capacity of 8, 500 MTPA for PP Woven

! Indian Integrated Check Post
2 During FY23, ~79% of the import was from India, 20% from Saudi Arabia and remaining from other countries
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Fabric and 1,500 MTPA for PP Woven Sacks. Also, SSC is certified by Quality Austria for Quality

Management System.

Financial Indicators (Standalone)

FY21 FY22 FY23 9MFY24
For the year ended* As on - = - —
Audited Audited Audited Provisional
Total Operating Income (in NPR Mn.) 1,033 1,131 925 728
EBITDA Margin (%) 9.81 4.65 1.03 8.27
Interest Coverage Ratio (x) 26.36 4.39 0.37 3.49
Total Debt/ EBITDA (x) 1.27 3.44 20.68 2.88
DSCR (x) 21.06 3.86 0.67 2.37
Current Ratio (x) 1.29 1.24 1.12 1.07
Overall Gearing Ratio (x) 0.80 1.03 1.46 1.14
*Classification as per Infomerics Nepal standards
Annexure:1 Detail of Facilities:
Name of Instruments/ Facilities Type of Amount (NPR Rating
Facilities Mn.)
Fund Based Bank Facilities- Term Loan (Proposed) Long Term 46.88 IRN BB
Fund Based Bank Facilities- Short Term Loan Short Term 306.00%* IRN A4
Non-Fund Based Bank Facilities- LC/BG3 Short Term 620.00%* IRN A4
Total Facilities 666.88

*The total short-term loan limits including both funds based and non-fund-based limits are within
interchangeable limit of NPR 620 Mn.

Analyst Contacts
Mr. Girish Bhatta

Tel No.+977-1-4583304/4585906
girish.bhatta@infomericsnepal.com

Mr. Atish Ratna Shakya
Tel No.+977-1-4583304/4585906
atish.shakya@infomericsnepal.com

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 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/

3 Letter of Credit/Bank Guarantee
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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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