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East Link Motors Private Limited: [ICRANP] A4+ assigned 

February 11, 2020 
 

Summary of rated instruments 

Instrument* Rated Amount (NPR million) Rating Action 

Short-term loan; Fund based 255 [ICRANP] A4+; Assigned 

Short-term loan; Non-fund based 620 [ICRANP] A4+; Assigned 

Total 875   
 

* Instrument details are provided in Annexure-1 
 

Rating action   
ICRA Nepal has assigned a short-term rating of [ICRANP] A4+ (pronounced ICRA NP A four plus) to the short-term loans 

(including non-fund-based limits) of East Link Motors Private Limited (EMPL).  

 

Rationale 
The assigned rating factors in the long experience of the promoters in the automobile dealership industry and established 

position of Toyota vehicles in the Nepalese market. The company has witnessed a healthy revenue growth during the 

last three fiscals despite headwinds in the industry. However, a recent increase in taxes based on vehicle engine size is 

likely to put pressure on EMPL’s vehicle sales, and hence revenue growth, in the near term.  

 

The rating, however, is constrained by the leveraged capital structure with a gearing of 5.6 times as of mid-January 2020, 

modest debt coverage indicators with an interest cover of about 2 times and total debt/OPBIDTA of 4.9 times, capital 

intensive nature of business and stiff competition from dealerships of other OEMs. The rating is further constrained by 

increased taxes, revised financing norms and high borrowing rates that affected the country’s automotive sector. 

Additionally, volatile liquidity condition in the banking sector led to a rise in the cost of bank borrowings and a slowdown 

in loan disbursements, deterring prospective PV segment customers. As PV sales are mostly financed by banks, slower 

and more stringent loan disbursement amid the current tight liquidity conditions in the banking sector will impact sales 

growth in this segment. Given the leveraged capital structure, increasing interest rates across the banking sector could 

also impact EMPL’s profitability and debt coverage indicators. Going forward, EMPL’s ability to improve its capitalisation 

and coverage indicators, reduce its product concentration risk and maintain steady sales growth will remain key rating 

sensitivities. 

 

Key rating drivers  
 

Credit strengths 
Long track record of operations and experienced promoters – EMPL is the regional dealer of Toyota vehicles for the 

Bagmati zone under a dealership agreement with the national dealer, United Traders Syndicate, and has been in 

operations since 2007. The promoter group includes individuals having experience in the automobile dealership business.   

 

Steady sales growth in the last three fiscals – The company has recorded steady sales growth in the last three fiscals 

(witnessed a CAGR of ~10% from FY2016-FY2019) despite headwinds in the industry. Sale of SUVs accounted for the 

majority of the company’s sales (~64% in FY2019) in the last four years. The company also opened a new branch in 

December 2017, which has increased its reach by serving customers from the Lalitpur Metropolitan City. The addition of 

the new branch has provided incremental revenue boost, and the branch’s share in sales increased to 37% in FY2019. 

The sales growth is expected to be satisfactory in the medium term due to strong brand value, despite headwinds in the 

recent periods. 
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Established position of Toyota-brand vehicles –Toyota is an established and reputed brand in the SUV segment, with its 

offerings like the Prado, Rav-4 and Fortuner. Toyota also has a strong presence in the minibus segment with the Hiace 

model, which are used as tourist coaches, school vans and also as public transportation vehicles. The Hilux has been a 

popular model in the pick-up segment.  

 

Credit challenges 
Modest financial profile with leveraged capital structure – EMPL has a leveraged capital structure with high gearing of 

3.9 times as of mid-July 2019, which further deteriorated to ~5.6 times as of mid-January, 2020. Sales slowdown was 

reported in H1 FY2020 compared to the previous year, resulting in the build-up of inventory with inventory days rising 

to 156 in H1 FY2020 from 140 in FY2019. Besides, a marginal increase in debtor days, pushed up the working capital 

intensity and hence debt levels. However, the company’s coverage indicators remain satisfactory with interest coverage 

of ~2 times and DSCR of 1.8 times for FY2019. The same has witnessed further improvement in H1 FY2020 with interest 

coverage of ~3.7 times and DSCR of ~3.15 times during the period on the back of improvement in the gross margins on 

the company’s sales, as per provisional data provided.  

 

Increased taxes, revised financing norms and high borrowing rates could impact PV segment growth – PVs have been 

a highly taxed commodity in Nepal with a further sharp tax hike in FY2019. Additionally, a reduced loan-to-value (LTV) 

on the bank financing of vehicles at 50%1 along with other norms for vehicle financing2 by the banking sector regulator 

deter prospective customers. As PV sales are mostly financed by banks, tightening lending norms and slower loan 

disbursements with high interest, amid the current tight liquidity conditions in the banking sector, could impact sales 

growth in this segment. As the company’s sales are dominated by high-priced models such as Prado, Rav-4 and Fortuner, 

the regulatory measures are causes of concern. 

 

Intense competition and high dependence on a few models – EMPL face stiff competition from the dealers of existing 

players like Honda, Nissan and premium players like Hyundai and Ford, as well as new players in the PV segment. EMPL’s 

product concentration risk is also high with SUVs accounting for ~64% of the sales in FY2019 with the combined sales of 

Prado, Rav-4 and Fortuner accounting for ~59% of the company’s revenues in FY2019. 

 

Working capital intensive operations – Being a working capital-intensive industry, short-term working capital loans 

account for the entire debt of EMPL. Although the operation is working capital intensive in nature, EMPL is managing 

high creditors days, resulting in a moderate working capital intensity. Slowdown in demand in H1 FY2020 resulted in an 

inventory build-up, which along with tight liquidity in the banking system resulted in an increased receivable cycle, 

leading to a sharp deterioration in the working capital intensity to 21% in H1 FY2020 from 8% in FY2019. A sharp increase 

in debt level to fund the deteriorating working capital cycle will also have a bearing on the company’s net profitability in 

the near to medium term. 

 

Analytical approach: For arriving at the rating, ICRA Nepal has applied its rating methodology as indicated below.  

Links to applicable criteria:    

Corporate Credit Rating Methodology  

 

About the company   
Established in 2007, East Link Motors Private Limited is the regional dealer of Toyota passenger vehicles for Bagmati 

zone, Nepal under a dealership agreement with United Traders Syndicate Private Limited, the distributor of Toyota 

vehicles in Nepal. EMPL’s registered office is in Lainchaur, Kathmandu and currently operates two self-owned 

showrooms, one in Lainchaur, Kathmandu and the other in Kupondole, Lalitpur. The company is owned by Mr. Narayan 

 
1 50% introduced in March 2017 vs no caps earlier; later moderated to 65% in August 2017 and reduced to 50% from October 2018 
2 The central bank, through a circular on 24th December 2019, has enforced additional restriction on auto loans (including other retail 
loans) with the borrower limited to a Debt Service to Gross Income Ratio limit of 50% with the gross income verification based on tax 
clearance certificate and additionally requiring the banks to classify loans as ‘watch list’ if in violation of the above. 

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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Prasad Poudel, Mr. Rajendra Bikram Poudel and Dr. Dhananjay Regmi, each holding one-third of shares. Dr. Regmi is the 

Managing Director of the company. 

 

Key financial indicators  

  
FY2016 

(Audited) 
FY2017 

(Audited) 
FY2018 

(Audited) 
FY2019 

(Audited) 
H1 FY2020 

(Provisional) 

Operating income (OI; NPR million) 1,417 1,600 1,737 1,910 738 

OPBDITA/OI (%)   1.87% 2.63% 3.10% 3.31% 4.30% 

Total debt/Tangible net worth (TNW; times)  2.59 5.33 7.72 3.91 5.63 

Total outside liabilities/TNW (times) 16.13 12.47 26.56 24.25 14.94 

Total debt/OPBDITA (times)  3.39 4.39 5.19 2.39 4.86 

Interest coverage (times)  5.01 2.97 2.24 2.04 3.70 

DSCR (times) 4.20 2.78 2.06 1.84 3.15 

Net working capital/OI (%) 6% 10% 17% 8% 21% 

 
Source: Company data 

 

Annexure-1: Instrument details  
Instrument Limits (NPR million) Ratings 

Fund-based facilities; Short-term loans    

Demand loan 150 [ICRANP] A4+  

Demand loan 100 [ICRANP] A4+  

Demand loan (within LC) (84) [ICRANP] A4+  

Overdraft 5 [ICRANP] A4+  

Total Fund-based-Short term (A) 255   

     

Non-fund-based facilities; Short-term    

Letter of credit 120 [ICRANP] A4+  

Letter of credit 500 [ICRANP] A4+  

Total Non-fund-based-Short term (B) 620   

     

Grand total (A+B) 875   

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    
 

 

http://www.icranepal.com/
mailto:kishor@icranepal.com
mailto:rajib@icranepal.com
mailto:barsha@icranepal.com


 

www.icranepal.com                                                                                                                                        4 

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   

 

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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