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The Nepal Distilleries Private Limited: [ICRANP] LBBB+/A2 (Assigned) 

June 15, 2020 
 

Summary of rated instruments: 

Instrument* Rated Amount (NPR Million) Rating Action 

Long-term loans; fund-based 650 [ICRANP] LBBB+ (Assigned) 

   Short-term loans; fund & non-fund based 300 [ICRANP] A2 (Assigned) 

 Total 950   

*Instrument details are provided in Annexure-1 

 

Rating action   
ICRA Nepal has assigned the long-term rating of [ICRANP] LBBB+ (pronounced ICRA NP L Triple B plus) to the NPR 650 

million long-term loans of The Nepal Distilleries Private Limited (NDPL or the company). ICRA Nepal has also assigned 

the short-term rating of [ICRANP] A2 (pronounced ICRA NP A Two) to NDPL’s short-term loans (including non-fund 

based limits). 

 

Rationale 
The assigned ratings factor in the strong brand and market positioning of NDPL’s flagship product ‘Khukri XXX Rum’ 

which has a dominant market share in the consolidated rum segment of Nepal. NDPL’s established track record, tested 

distribution network, consistent revenue growth (notwithstanding the expected deterioration in FY2020 amid Covid-

induced disruption), healthy profitability, low working capital intensity and resulting healthy cash generation have been 

positively factored in the ratings. Further, the duty barrier against import of finished liquor protects domestic players 

like NDPL against international brands and cheaper imports. The decision by the Government of Nepal (GoN) not to 

increase the excise duty on 25 UP1 products for FY2021 (following the duty rise in each of the last three fiscals) is also 

expected to ease the pricing pressure and prevent demand deterioration over the near term.  

 

The ratings are, however, constrained by liquidity challenges expected to be faced by NDPL after the sizeable dividend 

distribution out of the FY2019 profits. This could reduce the company’s otherwise healthy liquidity cushion. Liquidity 

challenges could exacerbate, given NDPL’s low drawing power for working capital financing, despite the availability of 

adequate bank limits. Rating concerns also arise from the expected decline in revenue and hence profitability in FY2020 

and FY2021, which could result in a relatively moderate revenue and profitability profile. This, coupled with sizeable 

repayment obligations on long-term loan, falling due in the next 12-18 months, could strain the debt coverage metrics 

of the company. The ratings are also constrained by NDPL’s reliance on a single product (viz. ‘Khukri XXX’ dark rum) and 

the relatively small market size of the rum segment in Nepal. The seasonal nature of rum sales and regulatory risks 

associated with the liquor industry also exposes it to revenue volatility risk and, therefore, remains a rating concern. 

NDPL’s dependence on import for the procurement of extra neutral alcohol (ENA, the key raw material) also exposes 

the company to supplier risk and margin pressure, given the rising price of ENA in the international market.  

 

Key rating drivers  

Credit strengths 
Strong positioning of the product in rum segment  

NDPL started operations in 1961 and ‘Khukri XXX Rum’ remains the oldest brand in the domestic rum market. 

Established brand, tested distribution network and traction with consumers developed over the years continue to 

support NDPL’s business prospects. A market leader in the domestic rum segment, ‘Khukri XXX’ accounts for over 80% 

of rum sales in Nepal. NDPL’s long track record and high tariff barriers for imported rum are the positives for the 

company. NDPL registered a CAGR ~24% growth in net sales (albeit on small base) between FY2016 and FY2019 while 

maintaining a healthy average operating profit margin of ~28%, which indicates a strong market position of NDPL. 

 

 
1 Under-proof; measurement of alcohol strength in distillery-based liquor, corresponding to ~42.8% alcohol by volume. 

http://www.icranepal.com/
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Low working capital intensity 

NDPL routes all its domestic sales2 through its national distributor (a third party appointed under contract). Due to the 

short working capital cycle, NDPL has maintained a good liquidity profile over the years, which significantly reduces the 

working capital requirement. Although the exposure to a single party (national distributor) for almost the entire sales 

raises the concentration risk, it is partly mitigated by the strong ‘Khukri XXX Rum’ brand and the direct monitoring of 

regional distributors by NDPL’s business team. 

 

Healthy operating profit margin in consolidated rum segment 

It is one of the three major players in the domestic rum market producing 42.8% v/v rum. Limited competition, NDPL’s 

long track record, established brand, duty protection against cheaper imports and sustained demand growth in the 

domestic market has resulted in higher sales realisation for NDPL in the past two to three years, translating into healthy 

operating profit margins and overall profitability. NDPL’s operating margin has not suffered even with the continuous 

rise in Government excise duty in the last three years ending FY2020, which underscores the company’s ability to pass 

on the cost to its customers and the product’s strong traction among the consumers.   

 

Credit challenges 
Dividend withdrawal to increase gearing and strain liquidity  

NDPL has announced a sizeable dividend out of the accumulated profits till FY2019, which is likely to be paid out 

towards the end of FY2020. The dividend pay-out will deplete NDPL’s cash reserves and could necessitate external bank 

financing to meet the sizeable principal repayment obligations falling due in the next 12-18 months and to meet the 

operating cost during the Covid-induced business disruptions. Although NDPL has adequate working capital loan limits 

to bridge the liquidity gap, the company’s drawing power against those limits remains low. This could affect the 

company’s ability to raise working capital loans to bridge the liquidity gap. While NDPL’s history of healthy revenue and 

cash generation provides comfort on its ability to strengthen its depleted capitalisation/ cash cushion without major 

delay, its ability to do so amid the current operating environment and the expected demand weakening will remain a 

challenge. Periodic withdrawal of capital in the form of sizeable dividend also remains a concern as it could diminish 

the company’s ability to withstand similar business/liquidity shocks in future.  

 

Limited product diversification  

NDPL’s portfolio consists of the ‘Khukri XXX’ rum brand and its two minor variants (all dark rum), with >95% sales 

revenue in the last two years accounted for by ‘Khukri XXX’. This makes NDPL’s business highly dependent on the 

performance of the brand. The annual sales pattern of distillery-based liquor is highly skewed with most of its sales 

being generated in the winter months (63% of average sales between FY2017-FY2019 were made between November 

and February). Although the market position of NDPL in the rum segment remains strong, the competitive intensity in 

the distillery-based liquor remains high, which could impact NDPL’s ability to maintain its market share in the industry 

going forward.  

 

Regulatory risk  

The Government’s high import tariff on finished liquors provides duty protection to the domestic spirit industry. Being a 

duty-protected industry, NDPL remains exposed to any import tariff-related regulation change. Reduction or removal of 

import-duty/ tariff could have a significant impact on the company’s incremental revenue profile, profit margin and 

debt coverage indicators. Also, liquors remain one of the highest taxed commodities in Nepal with the excise tariff 

increasing steadily on a year-on-year basis (notwithstanding the continuation of FY2020 tariff in FY2021). Continued 

increase in tariff and competitive pressure could diminish NDPL’s ability to pass on the incremental cost to the 

consumers, which could reduce profit margins going forward. Furthermore, any restriction by the regulatory agency in 

promotion, sales and distribution of liquor could also have an impact on the incremental outlook for NDPL.   

 

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  

 
2 Nominal exports being made to countries like Japan, Korea, Singapore, Korea, Belgium, Australia, etc. 

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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About the company 

Nepal Distilleries Private Limited (NDPL) is a privately held company incorporated in November 1961 as a partnership 

firm and subsequently converted into a private limited company in August 1980. An old player in the domestic spirits 

industry of Nepal, NDPL has a single product portfolio comprising its flagship product ‘Khukri XXX Rum’. The company 

has a dominant market share and enjoys strong brand recognition in the Nepalese rum market.   

 

Currently, NDPL’s shares are held by Mr. Sharad Tibarewala and Mr. Basanta Chaudhary (through private investment 

companies3) in the ratio of 80:20. As of mid-April 2020, the company has a single manufacturing unit that does the 

blending and bottling, with a bottling capacity of 3,000 cases per day. NDPL purchases extra neutral alcohol (ENA), the 

key ingredient in rum manufacturing, from the suppliers in India as well as domestic sugar mills with in-house 

distillation capacity. 

 

Key financial indicators  
 FY2017   

(Audited) 

FY2018   

(Audited) 

FY2019   

(Audited) 

H1FY2020 

(Provisional) 

Operating Income-OI (NPR Million) 925 1,240 1,487 897 

OPBDITA/OI (%)   27.5% 26.6% 30.6% 34.5% 

Total Debt/Tangible Net Worth TNW (times)  4.3 6.9 2.1 1.2 

Total Outside Liabilities/ TNW (times) 35.9 9.8 2.8 1.6 

Total Debt/OPBDITA (times)  0.3 2.7 1.6 1.1 

Interest Coverage (times)  128.3 98.1 5.7 8.3 

DSCR (times) 93.6 78.8 2.0 2.9 

 Source: Company data  

 

Annexure-1: Instrument Details  

Instrument  
Limit  

(Amount in NPR Million)  
Rating Action 

Fund-based, Long-term 650 [ICRANP] LBBB+ 

Fund-based, Short-term (Cash credit/ Trust receipt/ Demand loan) (A) 300 [ICRANP] A2 

Non-fund based, Short-term (Letter of Credit) (within A) (B) (100) [ICRANP] A2 

Non-fund based, Short term (Bank Guarantee) (within B)  (50) [ICRANP] A2 

Total 950  

 

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

Mr. Sailesh Subedi, (Tel No. +977-1-4419910/20) 
sailesh@icranepal.com    
  

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

 
3 MCKT Holdings Pte Ltd represented by Mr. Tibarewala holds 75% stake, B.L.C. Holdings Private Limited represented by Mr. 
Chaudhary holds 20% stake and Mr. Tibarewala has a direct stake of 5%. 

http://www.icranepal.com/
mailto:kishor@icranepal.com
mailto:sailesh@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 

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.  

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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