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Buddha Air Private Limited: [ICRANP] LA-/A2+ assigned 

October 23, 2019 
 

Summary of rated instruments 

Instrument* Rated Amount (Million) Rating Action 

Facilities rated in NPR million   

Long-term loans; fund based 169.2 [ICRANP] LA- (Assigned)  

Short-term loans; fund based 400.0 [ICRANP] A2+ (Assigned) 

Short-term loans; non-fund based 60.0 [ICRANP] A2+ (Assigned) 

Short-term loans; non-fund based (20.0) [ICRANP] A2+ (Assigned) 

Total (NPR million) 629.2  

   

Facilities rated in USD million   

Long-term loans; fund based 17.1 [ICRANP] LA- (Assigned) 

Total (USD million) 17.1  

* Instrument details are provided in Annexure-1 

 

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

Buddha Air Private Limited (Buddha or the company). ICRA Nepal has also assigned a short-term rating of [ICRANP] A2+ 

(pronounced ICRA NP A two plus) to the short-term loans (including non-fund-based limits) of Buddha.  

 

Rationale 
The assigned ratings factor in the long track record of Buddha (>22 years) in the Nepalese domestic aviation industry 

over which it has established itself as an industry leader with the largest market share (~48% in CY2018), despite some 

decline in the recent years. The ratings also consider the company’s healthy revenue growth in the last three fiscals (~17% 

CAGR), supported by the rise in domestic passenger traffic. Buddha has remained the largest player in terms of fleet 

ownership, and with the recent further additions to its fleet, the company is well poised to cater to the expected increase 

in passenger traffic as Visit Nepal Year 2020 approaches. The ratings further derive comfort from the comfortable 

financial profile of Buddha with a low gearing ratio of 0.94 times as on mid-July 2019 and comfortable interest coverage 

ratio of ~12 times and an adequate debt service coverage ratio (DSCR) of 2.6 times for FY2019. ICRA Nepal also considers 

the company’s strong operational capabilities, especially for the ATR turboprop series, which it has been operating since 

2008 and which comprise a majority of its fleet as of now. Buddha is one of the very few domestic corporates to have 

availed of funding from IFC in the past, which helped it develop MIS and reporting capabilities while ensuring prudential 

financial management practices. The company’s experienced management team, safety conscious culture and preferred 

airlines status among the domestic passengers remain positives for sustainable growth going forward. 

 

Nonetheless, the ratings are constrained by the increased competition in the industry with the entry of new players as 

well as capacity enhancement by existing players over the last few years. The resultant intense fare competition has led 

to the decline in the revenue-cost spread (per available seat kilometre) to ~NPR 10 for FY2019 from ~NPR 13 for FY2018. 

This has created significant stress on the company’s profitability with the operating and net profit margins falling to ~24% 

and ~7%, respectively, in FY2019 from ~32% and ~13% in FY2018. The operating margins so far have been supported by 

the fact that Buddha’s entire fleet comprises owned aircraft. Buddha’s margins going forward could also be impacted by 

any unfavourable exchange fluctuations since it carries sizeable foreign currency debt and expense obligations. The 

company also has high dependence on its top route (Kathmandu-Pokhara) which accounted for ~23% of its FY2019 

revenues and is one of the major contributors to the company’s profitability. This being a high margin sector, other 

players are also planning to cater to this route, which remains an area of concern. The expected increase in competitive 

intensity herein, could significantly impact BAPL’s profitability. Though Buddha’s ability to maintain a high passenger load 
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factor (PLF) of ~90% in last three fiscals, provides some comfort, the sustainability of the demand growth momentum 

remains to be seen. Being a domestic airline, the airlines’ operations are largely limited within Nepalese geographies 

(with minimal contribution from international sectors), exposing it to the risk of any economic or political turmoil in the 

country. Going forward, Buddha Air’s ability to regain lost market share in line with additions to fleet while generating 

healthy margins will remain the key rating sensitivities. 

 

 

Key rating drivers  
 

Credit strengths 
Long presence in Nepalese domestic aviation industry as the leader with experienced management – With over 22 

years of operations, Buddha is currently the oldest private sector player in the industry. Backed by its strong operational 

capabilities developed over these years, the company has been able to maintain a good operational track record and 

hence evolved as one of the most preferred airlines by domestic passengers. Buddha continues to remain the industry 

leader in terms of fleet ownership and market share in the domestic aviation industry, despite increased competition in 

recent years leading to some decline in market share (from ~58% in CY2016 to ~48% in CY2018). ICRA Nepal would 

monitor the company’s ability to maintain/improve the market share in line with recent additions to the fleet and any 

major changes therein could have a bearing over the ratings assigned. 

 

Robust capitalisation and coverage indicators – Buddha has maintained a low gearing ratio over the years, with the 

same standing at 0.94x as on mid-July 2019, slightly increasing from 0.63x two years ago, with the recent aircraft 

additions. The company’s interest coverage ratio also remains comfortable at ~12 times for FY2019, despite falling from 

~23 times for FY2017. Similarly, DSCR also remains adequate at 2.6 times for FY2019. Though these indicators could 

moderate over the medium term, mainly due to recent series of capex and expectation of muted revenue growth and 

pressure on margins, the overall debt coverage metrics are still expected to remain comfortable. 

 

Healthy rise in domestic passengers along with expected boost from Government initiatives – The Nepalese domestic 

aviation industry has witnessed a healthy rise in domestic passenger traffic, with ~27% growth from CY2016 to CY2018. 

This has aided a healthy revenue growth of the company at ~17% CAGR over the last three fiscals. Tourism is one of the 

priority sectors for Nepal, and accordingly, the Government has declared 2020 as the Visit Nepal Year 2020, to boost 

tourist inflow. The Government has been undertaking several initiatives over the last few years, including the 

construction of two new international airports and the promotion of other infrastructure like hotels and roads. Notably, 

past initiatives like Visit Nepal Year 1998 and 2011 had witnessed an increase in tourist inflow. This time, the target is to 

attract two million tourists against around one million arrivals in CY2017. This is a positive for the entire Nepalese tourism 

industry. 

 

Fleet composition allows for better economies of scale while maintaining a high load factor – Buddha currently has the 

largest fleet in the domestic aviation industry. It operates with a fleet of two Beechcraft 1900D, three ATR-42 and eight 

ATR-72 aircraft (five of these being added over the last three years). While the Beechcraft is well suited for smaller 

airports, ATR–42s and ATR–72s are amongst the larger aircraft types being operated in the industry and hence cater to 

regions with high passenger volume. The larger aircraft have relatively lower direct operating costs and hence provide 

economies of scale to withstand fare competition in such sectors. At the same time, a diverse range of aircraft aids the 

airline in maintaining a high PLF (~90% in last three fiscals) by allocating aircraft as per passenger volume. Since a majority 

of the fleet consists of ATR series turboprops that are operating since 2008, Buddha has also developed adequate 

capabilities for operation and maintenance of the same, which remains a positive. 

 

Low working capital intensity despite a wide network of agents – The company has a wide network of ~3,200 agents 

across the country. However, Buddha has kept the credit levels to these agents in check as reflected in low debtor days 

of 11-12 days in the last three fiscals. Along with sizeable advances from relatively newer agents and comfortable credit 

period offered by major suppliers, Buddha has seen very low working capital intensity of ~1% for FY2019. Though the 

high dependence upon the top agent (~10% of FY2019 revenues) remains an area of concern, low debtor days and wide 

network of agents provide some comfort. 
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Credit challenges 
Intense price competition in the industry pressures profitability – Major players in the domestic aviation industry, 

including Buddha, have expanded their fleet in recent years, factoring in the expected growth in tourism. This has led to 

intense price competition in the industry and hence lowered Buddha’s revenue per available seat kilometre (RASK of 

~NPR 23.0 in FY2019 from ~NPR 25 in FY2018). In addition, the rise in direct costs has increased the cost per available 

seat kilometre to ~NPR 13 from ~NPR 12 over FY2019. Hence the reduced RASK-CASK spreads have resulted in reduced 

operating and net profit margins with the operating profit margin falling to ~24% (from ~32%) and net profit margin 

falling to ~6.8% (from ~13.1%) in FY2019. Operating margins of Buddha have gained from the fact that its fleet comprises 

solely of owned aircraft. With the increasing fare competition, revenue growth is likely to remain muted over the medium 

term while the passenger traffic is expected to grow at a healthy rate. This is likely to further constrain the margins. 

 

High dependence on top two routes – Buddha derived ~39% of its FY2019 revenues from the Kathmandu-Pokhara and 

Kathmandu-Biratnagar routes combined. The company has already been facing tough competition in the Kathmandu-

Biratnagar route leading to low profit margins in the sector. Since the Kathmandu-Pokhara route witnesses high share of 

USD revenues that offer better margins compared to NPR revenues, competitors have been adding aircraft to increase 

the presence in this sector as well. This could significantly impact Buddha’s profitability as this is one of the major 

contributors to overall profitability. 

 

Sizeable liabilities and expenses in USD; proper forex cash flow management to remain crucial – As of now, ~20-25% 

of Buddha’s revenues are in USD, which, however, are vulnerable to the seasonality in the business. Since the company 

avails sizeable loans in USD and incurs major repair expenses in USD as well, its ability to maintain an adequate share of 

USD-based revenues and manage the dollar cash flows would remain crucial, going forward. 

 

Inherent cyclicality of the industry with high seasonality in revenues – The seasonal nature of the tourism industry 

creates volatility in Buddha’s revenue growth and cash flow pattern with revenues peaking in two major tourist seasons 

(September to November and February to April). The seasonal volatility of the company’s revenues could pressurise its 

cash flows and thus pose challenges in meeting its bank/maintenance obligations, especially during periods of weak 

demand. 

 

Earnings susceptible to inherent volatility in fuel prices – With fuel expenses accounting for ~30-35% of its total 

operating expenses, Buddha’s earnings remain susceptible to volatility in crude oil prices. Though the regulations permit 

passing on the fuel cost increases to customers by way of fuel surcharge, Buddha has witnessed increasing share of 

revenues from the low fare segment, given the intense competition. This has gradually lowered the differences between 

fuel surcharge collected and actual fuel expenses, with net loss reported in FY2019 as against profit earlier. While the 

fuel prices have tapered off significantly from the peak levels reached in October 2018, the ability to pass on any 

unanticipated increase in costs to the customers would have a bearing on the company’s profitability. 

 

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 1996, Buddha Air Private Limited (Buddha) operates primarily in the domestic trunk routes of Nepal, with 

limited presence in international aviation to two routes, namely Varanasi and Kolkata from Kathmandu, Nepal. Buddha 

is the largest and the longest operating private sector airline in Nepal. Mr. Surendra Bahadur Basnet is the company’s 

Chairman, and his son, Mr. Birendra Bahadur Basnet, is the Managing Director.  

 

http://www.icranepal.com/
http://icranepal.com/methodologyPDF/CorporateCreditRatingMethodology08292018.pdf
https://www.icra.in/Rating/ShowMethodologyReport/?id=464&Title=Corporate%20Credit%20Rating%20Methodology&Report=Corporate%20Credit%20Rating,%20Methodology,%20Mar%202017.pdf
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Key financial indicators  

  
FY2016 

(Audited) 
FY2017 

(Audited) 
FY2018 

(Audited) 
FY2019 

(Provisional) 

Operating income – (OI; NPR million) 4,256 5,794 6,080 6,733 

OPBDITA/OI (%)   22.09% 26.54% 31.77% 24.10% 

Total debt/Tangible net worth (TNW; times) 1.1 0.6 1.0 0.9 

Total outside liabilities/TNW (times) 1.7 1.5 1.6 1.3 

Total debt/OPBDITA (times)  1.4 0.7 1.1 1.5 

Interest coverage (times)  15.6 23.4 22.3 12.1 

DSCR (times) 1.5 5.4 5.2 2.6 

Net working capital/OI (%) 8% 0% 0% 1% 
Source: Company data 

 

Annexure-1: Instrument details  

Instrument Currency Rated Amount (Million) Rating Action 

Fund-based facilities; Long term    

Term loans NPR 169.2 [ICRANP] LA- (Assigned) 

Term loans USD 17.1 [ICRANP] LA- (Assigned) 

    

Fund-based facilities; Short term    

Demand loan NPR 100.0 [ICRANP] A2+ (Assigned) 

Overdraft NPR 300.0 [ICRANP] A2+ (Assigned) 

    

Non-fund-based facilities; Short term    

Bank Guarantee  NPR 60.0 [ICRANP] A2+ (Assigned) 

Bank Guarantee (within overdraft limit) NPR (20.0) [ICRANP] A2+ (Assigned) 

    

Total limits (NPR Million) NPR 629.2  

Total limits (USD Million) USD 17.1  

 

Analyst Contacts:   
Mr. Kishor Prasad Bimali (Tel No. +977-1-4419910/20) 
kishor@icranepal.com     
 

Mr. Rajib Maharjan (Tel No. +977-1-4419910/20) 
rajib@icranepal.com    
  

Relationship Contacts:   
Ms. Barsha Shrestha (Tel No. +977-1-4419910/20) 
barsha@icranepal.com    
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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 licenced 

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, and 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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