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Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has assigned the issuer rating of IRN BBB-
(Is) [Triple B Minus (Issuer)]. Issuers with this rating are considered to have the moderate risk of
default regarding timely servicing of financial obligations. Such issuers carry moderate credit risk.

Detailed Rationale

The rating assigned to the Shree Airlines Limited (SAL) factors in SAL’s established and long track
record of operations (since 1999), stable market shares in domestic airlines industry (third largest
market share at ~16% as on mid-July 2024) alongside strong geographical coverage coupled with
online booking bolstering ticket sales. The rating also factors in SAL’s diversified revenue profile given
it operates in both fixed wing and rotor wing sector coupled with addition of more flight routes and
improving occupancy in fixed wing segment. The rating also derives strength from its well-
experienced and resourceful promoters and well-diverse management team coupled with adequate
liquidity supported by low working capital intensity (~14% in FY24). The rating also takes note of
strong uptick in Total Operating Income (TOI) in latest period following acquisition of three additional
Q-400 aircrafts bringing its fleet size to 18 as of H1FY25. The rating also factors in healthy increase
in operating profit margin in FY24 (~27%) and H1FY25 (~34%) vis-a-vis ~21% in FY21-22 owing to
improved fuel efficiency following deployment of new Q-400 aircraft and limiting the use of fuel
intensive CRJ aircraft for high revenue chartered flights only. Following the improvement in TOI and
EBITDA margin, the company reported a significant uptick in PAT and Gross Cash Accruals in latest
period (~122% and ~53% increase respectively in FY24 over FY23), which supported for robust
interest coverage indicators (2.58x in FY24 vis-a-vis 1.98x in FY23). The rating also benefits from
SAL’s reduced foreign exchange risk, given its minimal foreign currency-denominated liabilities, with
only lease liability being such, thereby limiting its exposure to currency fluctuations.

However, these rating strengths are partially offset by the leveraged capital structure of SAL (Overall
gearing ratio is 3.24x as of mid-January 2025 vis-a-vis 4.03x as of mid-July 2024) owing to
substantial capital investments amounting to ~NPR 3 Bn incurred for procurement of the aircrafts.
The elevated debt levels have led to stressed coverage ratio as indicated by high Total Outside
Liabilities/Tangible Net Worth (TOL/TNW) of 5.95x and moderate DSCR of 1.27x in FY24 (5.84x and
1.09x respectively in FY23). Also, SAL's dependency on top two routes (~59% of fixed wing revenues)
for its revenue and contribution of rotor wing segment being relatively modest with ~11%
contribution of TOI partially offsets the strengths. Additionally, the ATF (Aviation Turbine Fuel) price
fluctuations amidst intense competition, cyclicality and seasonality in aviation sector & regulatory
risk exposure partially offsets these strengths.

Going forward, the company’s capability to upscale proportionally while efficiently utilizing the newly
added planes in its fleet, maintain higher occupancy rate alongside generate adequate profits while
maintaining its debt levels and effectively managing its foreign exchange risk will remain key rating
sensitivities.
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Detailed Description of Key Rating Drivers
Key Rating Strengths

Established track record in rotor wing segment supported by seasoned
promoter/management team

SAL commenced its operation in 1999, initially focusing on helicopter charter services in the rotor
wing segment. With a track record spanning over two decades, the company has established itself
as a prominent player in the Nepalese Airlines industry. SAL boasts a fleet of six MI-8 helicopters
and two Airbuses. SAL holds the distinction of being the first Nepalese airline to be included in the
list of approved vendors by the United Nations and the World Food Program. Mr. Sudhir Mittal, the
Executive Chairman, leads SAL with over 13 years of experience in the aviation sector. Further, SAL
is supported by an adept management team with extensive experience in the aviation industry.

Stable Market Positioning

Starting May 2017, with the introduction of a fleet Bombardier CRJ aircraft, SAL expanded its aviation
offerings to include passenger services in Nepal. Despite having a relatively brief operational history
in the fixed-wing segment, SAL has consistently positioned itself as the third-largest player, boasting
significant fleet capabilities and maintaining a market share of ~16% in CY24 concerning domestic
passenger traffic. This market share has remained steady at ~15-16% right from its inception. SAL's
significant market presence can be attributed to its strong performance on two key routes in Mid-
Western & Far-Western Nepal, namely Nepalgunj & Dhangadi, owing to the characteristics and
limitations of its Jet aircraft. However, with the addition of three new turbo props aircraft, SAL has
expanded its flights operations to routes such as Pokhara, Surkhet etc. This is expected to enhance
SAL’s market share further as well as contribute to a more robust revenue profile, going forward.

Strong Revenue Growth and Margin Expansion Driven by Fleet Expansion and Operational
Efficiency

SAL has demonstrated a strong upward trajectory in operating income, primarily driven by the
addition of three Q-400 Turboprop aircraft to its fleet, despite the disposal of one CRJ Bombardier-
class aircraft. This expansion has increased the fleet size to 18, comprising 10 fixed-wing aircraft and
8 helicopters, from 16 (8 aircraft and 8 helicopters) in FY22. The fleet expansion, coupled with an
improvement in occupancy rates, has contributed to a robust increase in Total Operating Income
(TOI), which reached NPR 2,574 Mn in H1FY25, reflecting an annualized growth of ~27% over TOI
of FY24 which stood at NPR 4,072 Mn. The TOI exhibited a CAGR of ~118% during FY21-24 which
highlights SAL’s rapid expansion in the domestic airlines market. Furthermore, improved fuel
efficiency following deployment of new Q-400 aircraft and limiting the use of fuel intensive CRJ aircraft
for high revenue chartered flights only have supported a substantial improvement in operating
margins, which expanded to 27% in FY24 and further to ~34% in H1FY25 from ~21% in FY21-22.
This improvement has also translated into stronger profitability, with PAT margins increasing from
3.75% in FY23 to 8.63% in FY24 and further to 10.25% in H1FY25. The company’s capability to
upscale proportionally while efficiently utilizing the newly added planes in its fleet is key rating
sensitivity.

Operation in both fixed wing and rotor wing segment leads to a diversified revenue profile
SAL operates in both fixed wing and rotor wing segments, managing a diverse fleet of 18 aircrafts
and thereby contributing to a varied revenue profile. The revenue generated from the rotor wing
segment has consistently remained lower in comparison to the fixed wing segment. As of Mid-July
2024, ~11% of the revenue is attributable to the rotor segment with ~89% coming from fixed wing
segment. Despite the rotor wing segment underperforming due to lack of demand resulting in a
lowered revenue composition, a significant portion of its revenue is billed in USD currency, providing
a perfect hedge to lease liability denominated in foreign currency and plays crucial role in stabilizing
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profitability. The ability of management to increase the usage in rotor wing segment and thereby
effectively increasing its revenue contribution remains key rating sensitivity.

Key Rating Weaknesses

Leveraged capital structure and moderate debt coverage indicators

The capital structure of SAL is leveraged owing to substantial investment incurred for procurement
of three additional Q-400 Turboprop aircraft amounting to ~NPR 3 Bn in FY23/24. The resulting
elevated debt levels has caused the overall gearing ratio (excluding lease liability) to reach 3.24x in
H1FY25 albeit improved from 4.03x in FY24 end. The TOL/TNW of SAL is high at 4.95x in H1FY24
improved from 5.95x in FY24 and 5.84x in FY23. The total debt/GCA is high at ~11 Years in H1FY25
vis-a-vis ~12 Years in FY24. Similarly, SAL has a moderate debt coverage indicator as characterized
by moderate DSCR of 1.21x in H1FY25 vis-a-vis 1.27x in FY24. With absence of significant capital
expenditure in near future and gradual accentuation of profits, the capital structure is expected to
improve. The ability of management to effectively downsize its debt obligations and improve its
capital structure is key rating sensitivity.

High Dependency on top two routes

In FY24, Shree Airlines Limited (SAL) reported total revenue of NPR 3,544 million across fixed wing
segment, compared to NPR 3,698 million in FY23. The company’s revenue profile is concentrated,
with its top two routes—Kathmandu-Nepalgunj and Kathmandu-Dhangadi—contributing
approximately 59% of total revenue in FY24, a slight decline from ~60% in FY23. However, revenue
concentration has moderated further in H1FY25, with the share of these two routes decreasing to
~51%, driven by the introduction of the Kathmandu-Surkhet route, which accounted for 11% of total
revenue during the period. Furthermore, with the addition of three new aircraft, despite the disposal
of one, the fixed-wing segment has demonstrated strong growth, recording total revenue of NPR
2,317 Mn in H1FY25, reflecting an annualized growth of 31%. While SAL's revenue base remains
reliant on a limited number of key routes, the increasing contribution from newly introduced routes
and the expansion of the fixed-wing segment indicate a gradual improvement in route diversification
and revenue granularity.

Profitability susceptible to ATF prices amid intense competition

For SAL, aviation fuel expenses consist of 50% of total cost in FY24 which escalated to 53% in
H1FY25, indicating susceptibility of its revenue to volatility in global crude prices. Players have limited
ability to pass on price increase to passengers because of intense competition and likely adverse
impact on passenger’s load factor. Nonetheless, the fuel price has settled off as of now and the
margins are expected to improve given the decline in fuel price, as indicated by a positive adjustment
and effective management of fuel costs in relation to revenue which was supported by international
decline of ATF prices. Continued vigilance in managing fuel expenses will be essential for Shree
Airlines to enhance profitability and maintain financial resilience in the dynamic aviation sector.

Exposure to regulatory risk and intense competition within the aviation industry

Aviation industry is regulated by Civil Aviation Authority of Nepal (CAAN), which has published “Air
Fare Monitoring Nirdeshika, 2073”, a guideline for airline companies for air fare charges and provides
upper & lower limit for each route within which airline companies could fix their air fare. Further with
existing nine airlines companies in fixed-wing sector and twelve in rotary wing sector, the competition
remains intense for SAL. Going forward SAL’s ability to capture a higher market share through
addition of fleets & potential routes, increased number of flights in existing routes with higher
margins at comparatively reasonable price will remain crucial.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology
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Link to past rating rationale:
Shree Airlines Limited: Bank Facilities Rating Revised

About the Company:

Incorporated in 1999 as Air Ananya and later renamed Shree Airlines Private Limited, the company
has now converted to a public limited company in July 2023 and is subsequently named as Shree
Airlines Limited. SAL is a domestic airline company based in Kathmandu, operating various domestic
trunk routes, as well as providing helicopter charter services. The airline currently operates with a
fleet of ten Bombardier aircraft, consisting of three jets and seven turbo props (including two turbo
props on lease) in the fixed-wing segment. Additionally, the rotor segment comprises six MI-8
helicopters and two Airbuses. Mr. Sudhir Mittal is the major stakeholder, holding a 99.89% stake in
SAL.

Financial Indicators (Standalone)

Amount in NPR million* FY21 | FY22 | FY23 | FY24 | H1FY25
Audited Unaudited
Total Operating Income 1,383 | 3,459 | 4,264 4,072 2,574
Operating Profit 379 741 902 1,102 883
Profit After Tax 131 188 161 357 264
EBITDA Margin (%) 27.41 | 21.43 | 21.15 | 27.06 34.30
Current Ratio (x) 0.34 0.36 0.61 0.99 1.06
Overall Gearing Ratio (x) 4.04 4.55 3.12 4.03 3.24
Overall Gearing Ratio including finance lease (x) | 4.04 6.24 4.36 4.86 3.97
Interest Coverage Ratio (x) 1.14 1.97 1.98 2.58 4.22
TOL/TNW (x) 6.49 8.44 5.84 5.95 4.95
DSCR (x) 1.87 1.57 1.09 1.27 1.21

* Classification as per Infomerics Nepal Standard
Earnings before Interest Tax Depreciation Amortization (EBITDA)

Analyst Contacts
Mr. Raunak Mulmi

Tel No.+977-1-4583304/4585906
raunak.mulmi@infomericsnepal.com

Mr. Sanjeev Dangol
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sanjeev.dangol@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
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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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