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Bhagwati Laminates Private Limited: [ICRANP] LBB-/A4 assigned 

December 26, 2019 
 

Summary of rated instruments 

Instrument*  Rated Amount (NPR Million) Rating Action 

   Long-term loans; fund-based  430 [ICRANP] LBB-; assigned 

   Short-term loans; fund-based  200 [ICRANP] A4; assigned 

   Short-term loans; non-fund-based  100 [ICRANP] A4; assigned 

 Total 730   

* Instrument details are provided in Annexure-1 

 

Rating action 
ICRA Nepal has assigned a long-term rating of [ICRANP] LBB- (pronounced as ICRA NP L double B minus) to the long-term 

loans of NPR 430 million and a short-term rating of [ICRANP] A4 (pronounced ICRA NP A four) to the short-term loans of NPR 

300 million of Bhagwati Laminates Private Limited (BLPL). 

 

Rationale 
The assigned ratings factor in the company’s ability to achieve a good volume of business1 within a short span of operation 

with healthy operating profit margin2 (OPBDITA/OI). However, stability of the numbers is yet to be seen due to the limited 

track record. The assigned ratings also factor in the prior experiences of its promoters and key management team in the 

timber, plywood and veneer industries, which helped BLPL gain an established supply chain and acquainted the clientele for 

its business. Also, the ratings factor in the sectoral growth of the plywood and plyboard industry in Nepal, amid the rising 

urbanisation and growth in construction activities across the nation. Likewise, the assigned ratings also consider the business 

growth phase of the company, amid increasing repute and brand visibility, wide and established clientele and geographic 

coverage in sales, which remain a positive for the company.  

 

However, the ratings are constrained by the limited track record of operations and highly leveraged capital structure of BLPL, 

a result of the relatively higher capital cost, high working capital intensity and lower net worth, amid accumulated loss. High 

gearing and the resultant encumbered cash flows towards debts and interest serving constrained the rating to some extent. 

The debt coverage ratio and interest coverage ratio remained low at 0.69 times and 1.40 times respectively for 4M FY2019-

20, despite a healthy operating margin. Similarly, the liquidity profile of the company remained stretched with the current 

ratio at 0.88x as at mid-November 2019 amid higher working capital utilisation (working capital intensity at 48%) and 

quarterly repayments of long-term loans from a short-term fund. Further, counterparty credit risks remain high amid 

unsecured debtors with low profile clientele.   

 

The ratings are also constrained by the intensely competitive nature of the industry amid high industry fragmentation with 

many organised and unorganised players, which limits the pricing flexibility of the industry participants, including BLPL. Also, 

the substitute products from aluminium and plastic industries can impact the revenue profile of the industry, including 

Bhagwati. Similarly, the company’s revenue growth and profitability are exposed to external factors such as foreign 

exchange fluctuations risks, availability and pricing of raw material and Government policies. 

 

Going forward, infusion of equity and effective management of the working capital cycle and achieving the targeted volume 

with profitability ratios would remain critical in determining the coverage indicators of the company. Also, sectoral demand 

outlook of the construction industry and furniture businesses, along with the sales mixes between plywood and plyboards, 

would remain critical in determining the healthy profitability indicators of the company.  

 
1 Capacity utilisation remains more than 25% in terms of sales in its first nine months of operation. 
2 OPBDITA/OI is Operating profit before depreciation, interest, taxation and amortization by Operating Income. Same for 4MFY2019 is 

at ¬19%. 
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Key rating drivers 

Credit strengths 

Prior experiences and commitment of promoters, management team drive business: The company has been promoted by 

a group of seven individual shareholders. The promoters and the key management personnel belong to various business 

houses of coal, cement, veneer, plywood industries. The related and prior experiences of the promoters and the 

management team has helped in building a good rapport with the key stakeholders of the industry, thus supporting its raw 

material procurement and sales market with wide area coverage which remained crucial for the company, especially in its 

initial days of operation.  

 

Growth outlook of furniture business, construction sector and increasing urbanisation key to sectoral growth of the 

industry: The rising urbanisation along with growth in the construction sector has fostered the growth of the plywood 

industry. The large application of plywood and plyboard in construction activities, offices and household furniture is 

expected to drive the growth of the plywood and plyboard markets in the days ahead. Nonetheless, any adverse 

environmental policies by the Government or a slowdown in the real estate business and furniture business could affect the 

business of the company and thus impact its profitability. 

 

Healthy operating margin; however, numbers yet to stabilise amid low track record: The company is in operation for 

around nine months and has reported an OPM of 19.40% during four months of FY2019-20. However, the NPM remains 

negative at 6% basically due to higher depreciation and higher interest charges since the business is in its first year of 

operation with capacity utilisation at ~25%. Amid the growth phase of the business with healthy operating margins, the NPM 

level and other coverage indicators are expected to remain supported in the days ahead. Going forward, achieving the 

targeted volume and cost would remain critical in determining the profitability level of the company. Further, managing a 

sales mix3  of different size of plywood/plyboards, the gearing level along with working capital intensity and volatility in bank 

interest rates would be the key determinants of profitability indicators.   

 

Credit challenges 
High gearing with accumulated loss and weak coverage indicators: The gearing and indebtness ratio (TOL/TNW) of the 

company were at 5.26x and 5.67x as at mid-November 2019. High capital outlay for construction of the factory, utilisation 

of high working capital loans for the growing business and lowered net worth from an accumulated loss of NPR 73 million 

has resulted in the high gearing and high indebtness ratio for the company; which increased the encumbered financial 

burden to the company. The debt coverage indicator of BLPL remains weak during the first four months of operation in 

FY2019-20 with debt service coverage of 0.69x and an interest coverage of 1.4x. Amid the growth phase of the business with 

healthy operating margins, the coverage indicators are expected to remain supported in the days ahead. Going forward, 

infusion of additional equity, effective management of working capital cycle and achieving the targeted volume and cost 

would remain critical in determining the coverage indicators of the company. Also, the ease of availability of raw materials, 

sales mix of plyboards and plywood and volatility in bank interest rates would be the key determinants of coverage 

indicators. 
 

Stretched liquidity amid higher working capital cycle and growth phase: Working capital intensity has been on the higher 

side, mainly due to an increase in the working capital cycle that emanated from an increase in the stockholding period and 

debtor days amid the growth phase of the company. Over the medium term, the liquidity might remain stretched with 

expected higher utilisation of loan amid the growth phase of the company. The current ratio remained at 0.88x as at mid-

November 2019 while the working capital intensity was at 48%. Liquidity is also under stress with negative net profitability 

with the beginning of repayments of the term loans. Going forward, the effective management of working capital cycle and 

the accrual of reserves would remain critical in comforting the liquidity position of the company.  

 

Counterparty credit risk: The promoters’ prior experience in the related sector has helped the company gain an acquainted 

clientele for its business. However, there is a lack of mechanism to secure the sales to such a clientele since the business 

deals are based on relationships from acquaintances, thus exposing the company to high counter-party credit risk, especially 

 
3 Revenue mix of plywood and plyboard to be around 65:35 in terms of revenue in commensuration to the quantity mix of 
83:17 of the installed capacity. Margins are relatively higher in big sizes (mm) of plywood and plyboard. 
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amid low-profile customers in its clientele. Going forward, establishing mechanisms to secure debtors would reduce the 

counter-party credit risk of the company. 

 

Intense competition amid low entry barriers and substitute products: Low entry barriers for the plywood industries might 

pose risks for new entrants in the segment and thus the sector remains highly competitive. Also, the competitive intensity 

can be felt from the various regional unorganised players. Further, the industry share may be affected by alternate 

aluminium and plastic products.  

 

Environment and forex risks: The raw material is sourced primarily locally from Utis4 (Nepalese Alder), a tree which is 

preferred mainly due to its durability and also as it’s easy to saw, sanding, gluing, staining and finishing properties. Core 

veneer is extracted from these tree logs, which are pasted with chemicals and adhesives imported from India and hot 

pressed with face veneers imported from other third countries. Such import of face veneers from a third country exposes it 

to foreign exchange fluctuation risk. Also, environmental-related risks that emanate from adverse governmental policies can 

impact the industry from the raw material sourcing aspect.  
 

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 on November 27, 2016, Bhagwati Laminates Private Limited (BLPL) is a plywood manufacturing unit that 

produces various products such as plywood, plyboard, plyboard doors and veneer. The company has obtained a certificate 

from the Industry Ministry to manufacture plywood for an installed capacity of 3.42 million square meters and laminates for 

the capacity of 1.2 million pieces. Of the two licensed units (plywood and laminates), as of now, the company is operating 

the plywood unit and is planning to operate the laminate section in the near future. It has been in commercial operation 

since February 2019 and is selling the products under the brand name NEPLY. The company has been established by a Group 

of seven individuals with a paid-up capital of NPR 200 million. As at mid-November 2019, the company had a net worth of 

~NPR 127 million with an accumulated loss of NPR 73 million. The factory plant is situated at Mechinagar Municipality of 

Jhapa District, Province-1, Nepal. 

 

Key Financial Indicators 

Amount in NPR million 
Provisional 

5MFY2019 4MFY2020 

Operating Income  142   156  

OPBDIT/OI (%) 12% 19% 

PAT/OI (%) -45% -6% 

Gearing (times) 4.86 5.26 

OPBDITA/Interest (times) 0.48 1.40 

DSCR (times) 0.49 0.69 

NWC/OI (%) 62% 48% 

Total Outside Liabilities/TNW (times) 5.62 5.67 

Total Debt/OPBDITA (times)  37.82   21.99  

 
4 These trees are abundant in subtropical highlands of the Himalayas (500m to 3000m elevation) and can be fully grown in 
a period of two to three years once planted. The tree fully grows to a size of around 30 metres in height and 60 cm in 
diameter 

http://www.icranepal.com/
http://icranepal.com/methodologyPDF/CorporateCreditRatingMethodology08292018.pdf
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Annexure-1: Instrument details  

Instrument  Limit (NPR in Million)  Ratings  

Existing Loan Limits   

Long term loans, fund based (A) 430  

Fixed Term Loan  430 [ICRANP] LBB- 

   

Short term loans, fund based (B) 200  

Overdraft  200 [ICRANP] A4 

Trust Receipt Loan (within LC)  (80) [ICRANP] A4 

Demand Loan (within Trust Receipt Loan)  (80) [ICRANP] A4 

Bridge Gap Loan (within TL) (15) [ICRANP] A4 

   

Short term loans, non-fund based (C) 100  

Letter of Credit II-Sight/Usance  100 [ICRANP] A4 

Letter of Credit I-Sight/Usance (within TL)  (50) [ICRANP] A4 

Bank Guarantee (within LC-II) (0.3) [ICRANP] A4 

Grand total (A+B+C) 730  

 

 

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

Mr. Purushottam Sedhai (Tel No. +977-1-4419910/20) 
purushottam@icranepal.com    
 

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

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, 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   
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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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