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Rating
Instrument/Facilities Amount (NPR Mn) Ratings Rating Action
Long Term Bank Facilities 82.18 IRN B Assighed
Short Term Bank Facilities 570.03 IRN A4 Assignhed
Total 652.21

Details of facilities are in Annexure 1 below

Infomerics Nepal has assigned the rating of IRN B (Single B) to the long-term bank facilities of NPR
82.18 Mn and IRN A4 (A Four) to the short term bank facilities of NPR 570.03 Mn.

Detailed Rationale

The ratings assigned to the bank facilities of Mahashakti Soap & Chemical Industries Private Limited
(MSCPL) derive its strength from experienced promoters along with long operational track of the
company. The ratings also factor in diverse product range offered by the company and improving
demand prospects for soap industry.

These rating strengths are partially offset by the modest financial performance of MSCPL,
characterized by a diminishing Total Operating Income (TOI), highly leveraged capital structure of
the company. Also, the ratings take note of elongated operating cycle, high level of working capital
intensity and intense competition in the industry. Going forward, the ability of the company to
increase its scale of operations and improve profitability and also improve the capital structure
through efficient working capital management will remain key rating sensitives.

Detailed Description of Key Rating Drivers

Key Rating Strengths

Long track record of operation with experienced promoters

MSCPL has over five decades of operational history in Nepalese soap industry, with diversified
personal care and homecare products. The board of directors of the company is chaired by Mr. Ashok
Kumar Lohia, one of the two founders of the company, with extensive experience of over five decades
in the soap industry. Mr. Rohit Lohia, Managing Director, and also Co-Founder of Nepalese Young
Entrepreneur's Forum, looks after the operation of the company. He has been involved in the
company since 2002.

Improving demand prospects for soap industry and diverse product range

The soap manufacturing industry is witnessing substantial growth driven by heightened hygiene
awareness and urbanization. Increasing consumer focus on personal hygiene, coupled with rising
disposable incomes in urban areas, is expanding demand for diverse soap products. The company
has strong presence in Nepalese soap market mainly under its brand names “Puja” and “Mayalu” for
over five decades. The company has established an extensive network chain of over 180 dealers all
over Nepal.

Key Rating Weaknesses

Modest financial performance

The financial performance of the company has been modest marked by diminishing Total TOI with
the company reporting negative CAGR of ~11% during the past 4 FYs (FY21-FY24). TOI of the
company declined by ~9% year-on-year to NPR 388 Mn during FY24. EBITDA margin was moderate
at ~18% in FY24, improved from ~13% in FY23 on account of decrease in production expenses.
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However, due to substantial interest outflow, the profitability profile of the company has been
modest. Also, Gross Cash Accruals (GCA) has been modest at NPR 3 Mn in FY24, was negative in
FY23. The ability of the company to improve the scale of operations and profitability remains crucial
amidst the competition, going forward.

Highly leveraged capital structure

The capital structure of MSCPL remains highly leveraged with overall gearing ratio of 33.90x as on
mid-July 2024 (FY23: 28.34x) owing to low tangible net worth base. Overall gearing ratio has been
deteriorating mainly due to erosion of net worth base on account of losses incurred by the company
in the recent past and substantial increase in bank borrowings to fund its working capital needs. Also,
Interest coverage has been modest at 1.04x in FY24 and 0.82x in FY23. Total Outside Liabilities to
Tangible Net Worth (TOL/TNW) of the company also stood elevated at 35.67x at the end of FY24
mainly due to modest tangible net worth base. DSCR stood below 1x in FY24.

Working capital intensive nature of business

MSCPL's liquidity position remains stretched due to its low profit accruals, and a very high level of
working capital intensity. Average debtors’ days stood high at 163 days in FY24 (FY23: 162 days)
amid company’s generous credit policy. MSCPL had maintained inventory of ~328 days at the end
of FY24. Consequently, the operating cycle of MSCPL stood elongated at 451 days in FY24 (FY23:
377 days) resulting in increased reliance of the company on bank financing to fund its working capital
needs.

Intense competition

The soap manufacturing industry is fragmented and largely unorganized, consisting of numerous
domestic as well as international players. It faces low entry barriers, leading to intense competition
and minimal product differentiation.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology

About the Company:

Mahashakti Soap & Chemical Industries Private Limited (MSCPL) was incorporated on September 12,
1971. The company has its head office in Kathmandu and is involved in manufacturing of personal
care and homecare products. The company has strong presence in Nepalese soap market under
brand name “Puja”, “Mayalu” along with multiple other brands. The entire shareholding of the
company is held by 3 individual shareholders namely Mr. Rohit Lohia (50%), Mr. Ashok Kumar Lohia
(25%) and Ms. Sunita Lohia (25%).

Financial Indicators (Standalone)

FY21 FY22 FY23 FY24
For the year ended* As on - . . .
Audited Audited Audited Unaudited
Total Operating Income (NPR Mn) 550 546 428 388
EBITDA Margin (%) 7.19 10.50 12.72 18.31
Interest Coverage Ratio (x) 1.34 1.25 0.82 1.04
Current Ratio (x) 1.00 1.00 0.94 0.91
Total Debt/GCA (years) 47.48 43.15 Negative 203.73
DSCR (x) 1.33 1.24 Negative 0.76
Overall Gearing Ratio (x) 15.11 15.02 28.34 33.90

*Classification as per Infomerics Nepal standards
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Annexure:1 Detail of Facilities:

Infomerics Credit Rating Nepal Limited

S Type of Amount ,
Name of Instruments/ Facilities Facilities (NPR Mn) Rating
Fund Based Bank Facilities- Term Loan Long Term 82.18 IRN B
Fund Based Bank Facilities- Working Capital Short Term 470.00 IRN A4
Non Fund Based Bank Facilities- LC/BG Short Term 100.03 IRN A4
Total Facilities 652.21
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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 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
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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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