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Quest Pharmaceuticals Private Limited: [ICRANP] LA-/A2+ assigned 

 

September 9, 2019  
 

 

Summary of rated instruments 

Instrument* Rated Amount Rating Action 

Fund based; long-term limits NPR 318.8 million [ICRANP] LA-; Assigned 

Fund based; short-term limits NPR 175.0 million [ICRANP] A2+; Assigned 

Non-fund based; short-term limits NPR 143.5 million [ICRANP] A2+; Assigned 

 Total NPR 637.3 million   
* Instrument details are provided in Annexure-1 

 

Rating action   
ICRA Nepal has assigned the long-term rating of [ICRANP] LA- (pronounced ICRA NP L A minus) to the NPR 318.8-million 

long-term loans of Quest Pharmaceuticals Private Limited (Quest or the company). ICRA Nepal has also assigned the 

short-term rating of [ICRANP] A2+ (pronounced ICRA NP A two plus) to Quest’s fund-based short-term limits of NPR 175 

million and the non-fund based short-term limits of NPR 143.5 million. 

 

Rationale 
The assigned ratings factor in Quest’s established track record, its strong brand recognition in the domestic 

pharmaceutical industry and healthy market share within the fast-growing chronic disease segment (mainly diabetic and 

cardiovascular segment), which remains its core focus area. The ratings consider the strong financial profile of the 

company, characterised by healthy operating margins and low gearing, which results in comfortable debt coverage ratios. 

The ratings also derive comfort from Quest’s experienced promoters and management team. The company has an 

established supply chain with more than hundred distributors. The ratings derive comfort from Quest’s stated intention 

of funding capex from internal accruals, which has helped lower its reliance on external financing.  

 

The ratings, however, remain constrained by the company’s stretched liquidity profile. This is evidenced by the weak 

current ratio and the sustained overutilization of drawing power towards the end of the financial year. The ratings are 

also constrained by Quest’s heavy dependence on the cardiovascular and diabetic segment, which contributed ~60% to 

the revenue in the last three financial years. Given the fragmented nature of the industry (with 50+ active players), low 

entry barriers and low duty protection against imported medicines, competition among the industry players is likely to 

intensify going forward. This could exert pricing pressure on existing players like Quest. Moreover, Quest remains 

dependent on imports for almost its entire raw material requirement with a relatively high concentration risk among the 

top suppliers. The pharmaceutical sector also remains vulnerable to regulatory risks, which remains a key sensitivity. 

 

 

Key rating drivers  

 

Credit strengths 
Established track record and focussed growth strategy – Since the commencement of commercial operations in 2001, 

Quest’s growth approach has remained focussed on prescription-based medicines related to chronic diseases instead of 

over-the-counter medicines. Over the years, the company has solidified its market share1 in the industry and gained a 

stronghold in the chronic disease segment. This remains a positive for sustainable revenue growth going forward. The 

company derived ~63% of its revenues from the sales of anti-diabetic and cardiovascular medicines in FY2019. Moreover, 

 
1 As per available literature, Quest has a market share of ~4% in the ~NPR 40 billion fragmented pharmaceutical industry in Nepal 
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Quest is diversifying into other chronic segments like neuropsychiatric medicines. Quest’s established brand name and 

sales channel are also expected to support its incremental growth prospects.   

 

Good financial profile characterised by healthy profitability and comfortable debt coverage indicators – The company’s 

operating revenues increased at a CAGR of ~20% during FY2016-FY2019 despite a modest 9% year-on-year (YoY) growth 

in FY2018 amid capacity constraint in the tablet production unit2. Along with revenue growth, the company’s operating 

margins improved on a YoY basis (~33% in FY2018 and FY2019), signifying good demand and the strong market position 

of the company. Coupled with moderate working capital intensity, Quest reported healthy cash generation in recent 

years, most of which was retained and reinvested in the business, in line with the management’s growth and expansion 

strategy. 

 

Supported by the retention and reinvestment of profits, Quest’s reliance on external financing remains low, which has 

helped it maintain a good capital base and a low gearing level. As of mid-July, 20193, Quest’s total bank debt to net worth 

ratio stood at 0.7 times vs. 0.6 times as of mid-July 2018. Similarly, total outside liabilities to total net worth remained 

low at 0.8 times as of mid-July 2019 and mid-July 2018. The net cash accruals to total debt ratio stood between 50% and 

60% during FY2018 and FY2019. Backed by strong margins and cash generation, Quest has been able to maintain healthy 

debt coverage ratios with an interest coverage ratio of ~8 times in FY2019 vs. 10 times in FY2018.  

 

Experienced promoters and senior management – The company’s directors have over three decades of experience in 

the pharmaceutical industry. Prior to Quest, the directors were associated with foreign and domestic pharmaceutical 

companies overlooking the distribution, sales and marketing aspect of the business. The traction developed by the 

directors with the distributors and other stakeholders in the local market remains a positive for the sustainability and 

incremental growth of Quest. Moreover, Quest’s senior management team comprises personnel with adequate sectoral 

knowledge, experience and qualification, which also remains a positive.  

 

 

Credit challenges 
Fragmented market, low entry barriers and foreign competition – The domestic pharmaceutical industry remains 

competitive and fragmented with 50+ active players. The industry is also expected to witness fresh capacity creation over 

the medium term, which is likely to intensify competition, exert pricing pressure and moderate margins for all players. 

At the same time, the low import barrier on pharmaceutical products exposes domestic players like Quest to foreign 

competition, especially from Indian players with large economies of scale.   

 

 Stretched liquidity profile – Quest’s liquidity profile remains stretched with a weak current ratio of ~1x during the last 

five years (0.91x in FY2019). The company reported a sustained over utilisation of its drawing power (working capital 

loans were 102% of net working capital as of mid-July 2019), especially towards the year end over the last three to four 

years. This was on account of the use of a portion of the short-term funds for the creation of the long-term assets, leading 

to an asset-liability maturity mismatch. The company’s working capital intensity has also increased, albeit marginally, in 

recent years because of its high inventory levels.  

 

Supplier risk – Quest is completely dependent on imports for all raw materials like active pharmaceutical ingredients 

(APIs), excipients, packing materials, etc. Supplier concentration also remains high for Quest as the top supplier 

accounted for ~30% of the raw material purchase by value (~60% by quantity), which could expose the company to supply 

chain disruption risk.   

 

Regulatory risk – The sector remains prone to regulatory risks, being a subject matter of public interest. Therefore, issues 

like price ceiling on certain products could affect the company’s revenue and profitability. 

 

 
2 Quest increased its tablet production capacity in FY2019 and reported a 23% growth in sales for the year   
3 Financial year of Nepal, based on Bikram Sambat Calendar, corresponds to mid-July (usually between 14th and 16th) 
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Analytical approach: For arriving at the ratings, ICRA Nepal has applied its rating methodology as indicated below.  

Links to applicable criteria:    

Corporate Credit Rating Methodology  

 

About the company 

Incorporated in 1999, Quest Pharmaceuticals Private Limited formulates pharmaceutical molecules to produce 

therapeutic drugs. The company’s first molecule (MYLOD - amlodipine besylate) was launched in the cardiac segment in 

2001. Quest produces a wide range of general and specialised medications for cardiovascular, diabetic, dermatological 

and hypolipidemic ailments among others. It currently produces ~90 different types of drugs in ~25 different categories 

with a focus on the diabetic and cardiovascular segment, where it remains a market leader among domestic players.  

As of mid-July 2019, Quest’s shareholding was divided among 15 individuals. Four of its directors viz. Mr. Umesh Lal 

Shrestha, Mr. Prithvi Raj Bhandari, Mr. Uttam Kumar Shrestha and Mr. Shailendra Prasad Verma, cumulatively hold a 

45% direct stake with the rest being held by the family members and business associates of the directors.   

Key financial indicators  

 
FY2016   

(Audited) 

FY2017   

(Audited) 

FY2018   

(Audited) 

FY2019 

(Provisional) 

Operating Income (OI; NPR million) 940.4 1,194.5 1,304.1 1,597.7 

OPBDITA/OI (%)   26.5% 30.1% 33.1% 33.5% 

Total Debt/Tangible Net Worth TNW (times)  0.4 0.6 0.6 0.7 

Total Outside Liabilities/TNW (times) 0.7 0.8 0.8 0.8 

Total Debt/OPBDITA (times)  0.7 1.1 1.1 1.3 

Interest Coverage (times)  29.1 14.9 10.3 7.7 

Current Ratio (times) 1.02 1.00 1.04 0.91 

Net Working Capital/Operating Income  10% 10% 17% 22% 

 

 

Annexure-1: Instrument details  

Instrument  
Limit  

(Amount in NPR Million)  
Rating Action 

Fund based; Long term NPR 318.8 million [ICRANP] LA-  

Fund based; Short term (Overdraft/ Trust Receipt (within LC)/Demand 

Loan) 
NPR 175.0 million 

[ICRANP] A2+  

Non-fund based; Short term (Letter of Credit/Bank Guarantee) NPR 143.5 million [ICRANP] A2+ 

Total NPR 637.3 million   
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kishor@icranepal.com     
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Relationship Contacts:   
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About ICRA Nepal Limited:  
ICRA Nepal Limited, the first Credit Rating Agency of Nepal, is a subsidiary of ICRA Limited (ICRA) of India. It was licensed 

by the Securities Board of Nepal (SEBON) on October 3, 2012. ICRA Nepal is supported by ICRA Limited through a technical 

support services agreement, which envisages ICRA helping ICRA Nepal in areas such as rating process and methodologies, 

analytical software, research, training, technical and analytical skill augmentation.  

 

Our parent company, ICRA Limited, was set up in 1991 by leading financial/investment institutions, commercial banks 

and financial services companies as an independent and professional investment Information and Credit Rating Agency. 

Today, ICRA and its subsidiaries together form the ICRA Group of Companies. The international credit rating agency, 

Moody’s Investors Service, is ICRA’s largest shareholder. 

For more information, visit www.icranepal.com   

 

ICRA Nepal Limited, 

Sunrise Bizz Park, 6th Floor, Dillibazar, Kathmandu, Nepal. 

Phone:+977 1 4419910/20 

Email: info@icranepal.com 

Web: www.icranepal.com 

 

All Rights Reserved.  
Contents may be used freely with due acknowledgement to ICRA Nepal.  

ICRA Nepal ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. The ICRA Nepal 

ratings are subject to a process of surveillance which may lead to a revision in ratings. Please visit our website 

(www.icranepal.com) or contact ICRA Nepal office for the latest information on ICRA Nepal ratings outstanding. All information 

contained herein has been obtained by ICRA Nepal from sources believed by it to be accurate and reliable. Although reasonable 

care has been taken to ensure that the information herein is true, such information is provided ‘as is’ without any warranty of 

any kind, and ICRA Nepal in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness 

or completeness of any such information. All information contained herein must be construed solely as statements of opinion 

and ICRA Nepal shall not be liable for any losses incurred by users from any use of this publication or its contents 
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