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Hulas Auto Craft Private Limited: [ICRANP] LBBB-/A3 assigned; Ratings 

on Watch with Negative Implications 

June 02, 2020 
 

Summary of rated instruments 

Instrument*  
Rated Amount 

(NPR Million) 
Rating Action** 

Long-term loans; Fund-based 142.22 
[ICRANP] LBBB-@; placed on Watch 

with Negative Implications 

Short-term-loans; Fund-based 560.30 

[ICRANP] A3@; placed on Watch 

with Negative Implications 

Short-term-loans; Fund-based (within non-funded limits) (1,290.00) 

Short-term-loans; Non-fund based 1,210.30 

Short term-loans; Non-fund based (within non-funded limits) (810.30) 

Total 1,912.82   
* Instrument details are provided in Annexure-1 

** Initial rating was assigned on March 23, 2020 and placed on Watch with Negative Implications on June 02, 2020. 

@Denotes Ratings on Watch with Negative Implications 

 

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

loans of Hulas Auto Craft Private Limited (HAC). ICRA Nepal has also assigned a short-term rating of [ICRANP] A3@ 

(pronounced ICRA NP A three) to the short-term loans (including non-fund-based limits) of HAC. These ratings remain on 

watch with negative implications. 

 

Rationale 
The ratings for HAC have been placed on Watch with Negative Implications amid business disruptions caused by the 

Covid-19 triggered lockdown and the expected impact of the pandemic on the Nepalese economy. The prolonged 
lockdown along with the aftereffects of the pandemic are likely to slow down economic growth and may alter the 

consumer spending pattern to an extent. Discretionary purchases like cars and two wheelers (2W) may witness 

deferment in the near to medium term, resulting in demand contraction and a decline in sales for the industry. The 

resultant lower economies of scale would create pressure on margins, increase working capital intensity, and deteriorate 

the capitalisation and coverage indicators. HAC already has high dependence on working capital borrowings and short-
term borrowings from its sister concern, Hansraj Hulaschand and Company (HHC). These raise concerns over its ability 

to manage the expected liquidity pressure over the near to medium term. However, ICRA Nepal takes comfort from the 

company’s experienced management team and reputation of the promoter Group (Golchha Organisation), which has 

diverse presence, mainly in manufacturing and trading sectors. ICRA Nepal will continue to monitor further 

developments in the company’s performance to ascertain whether further rating action is warranted. 

 

Nonetheless, the ratings factor in the strong operational profile of HAC as the sole assembler of Bajaj branded vehicles 

in Nepal, strong market positioning of Bajaj branded two-wheelers and a healthy long-term demand outlook for the 

industry. This is reflected in the company’s ability to register high capacity utilisation and good sales growth within a 

short span of commercial operations. HAC benefits from the long operational track record of its promoters in the 

Nepalese 2W dealership industry (since 1998). HAC’s sister concern and its sole dealer , HHC, has been witnessing healthy 

growth in demand, which in turn ensures HAC’s sales sustainability. HAC is strategically important for the Group as the 

local assembly has reflected in improved margins for HHC. Hence, HAC is likely to receive continuous financial support 

from HHC.  
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The ratings are, however, constrained by the company’s limited track record in the auto assembly business along with 

its exposure to regulatory risks for the sustainability of its operations. HAC is highly dependent on the current excise duty 

refund regime for financially feasible operations. The ratings are further constrained by HAC’s high dependence on short-

term borrowings. Around 90% of its working capital requirements as of mid-January 2020 was financed through bank 

loans (~52%) and interest-free advances from HHC (~48%). Any abrupt changes in the current funding mix would impact 

its credit profile. Though HAC’s financial profile remains satisfactory so far, it is likely to witness some near-term 

moderation with an increase in the gearing levels (~2.4 times as of mid-January 2020) and a decline anticipated in the 

interest coverage (~4.7 times for H1 FY2020) and DSCR (~2.4 times for H1 FY2020). Besides, intense competition in the 

industry from established players along with high dependence on variants from the ‘Pulsar’ model (~81% of H1 FY2020 

revenues) also remain ratings concerns. In addition, the company’s absence in the growing scooter segment limits 

revenue diversification. With rising working capital borrowing levels, the increasing interest rates across the banking 

sector could also impact HAC’s profitability and debt coverage indicators. The continuation of the duty refund mechanism 

provided to assembling units and HAC’s ability to reduce its product concentration risks would remain key monitorable. 

Going forward, HAC’s ability to improve its market positioning through adequate growth while maintaining comfortable 

coverage indicators along with judicious working capital management practices, will remain key rating sensitivities. 

 

 

Key rating drivers  
 

Credit strengths 
Part of the Golchha Organization with experienced promoters – HAC is a unit of the Golchha Organization that has long 
presence (around eight decades) across diversified business sectors, mainly in manufacturing and trading, in the country. 

HAC is a backward integration unit for its sister concern and sole dealer, HHC. Mr. Shekhar Golchha holds a majority stake 

across both these units and represents in board of both units as the Chairman. HHC, a relatively sound company, has also 

been providing requisite financial support to HAC so far. HHC is expected to continue supporting HAC in case of exigencies 

as lower costs associated with local assembly helped HHC in improving its margins.. 
 

Leading market position of Bajaj brand vehicles in Nepalese 2W market – As of now, HAC is the only operational auto 

assembly unit in Nepal, which assembles Bajaj brand 2Ws and three-wheelers (3Ws) for the last two years. However, its 

sister concern,  HHC has been the sole authorised dealer of Bajaj brand 2Ws in Nepal since 1998 and has been able to 

make Bajaj 2Ws the largest selling motorbike brand in Nepal (market share of ~19%1 in FY2019). HHC’s long track record, 

diverse dealer network and extensive experience in the automotive trading are likely to reflect in healthy sales prospects 
for HAC.  

 

Strong operational profile – Despite its limited track record in the auto assembly business (commercial operation started 

in FY2018), HAC has been able to gradually add new models and currently assembles almost all models of Bajaj brand 

being sold in Nepal. Given the positive demand outlook for 2W segment as well as the strong market position of Bajaj in 
the 2W industry, HAC was able to swiftly increase its capacity utilisation to ~90% in the 2W segment and ~43% in the 3W 

segment in H1 FY2020 (~46% and ~11%, respectively in FY2019). This corresponded to almost the entire sales 

requirement of HHC. 

 

Credit challenges 
Externalities brought in by Covid-19 could affect key operating parameters – The ongoing global pandemic is expected 

to have a significant impact on the country’s economic growth. This could in turn, impact the demand for the automobile  
sector, thereby creating pressure on HAC’s sales, margins and liquidity. However, HAC derives the major portion of its 
revenues from the 2W segment (~90%), which is expected to perform relatively better than other automotive sub-

segments like 3W or passenger and commercial vehicles.  
 

 
1 Based on vehicle registration data published by Department of Transport Management, Nepal 
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The Central Bank’s relief measures so far include timeline extensions for repayment of bank obligations falling due in 
mid-April 2020 and a 2% reduction in interest rates in Q4 FY2020. The Government has recently announced increased 
refinance budget targeted at the lockdown-impacted borrowers and the availability of the same could provide some 

respite. Amid continuation of the lockdown, the impact of the pandemic on the revenue stream of HAC could not be 
ascertained fully yet. The company’s ability to manage the working capital intensity and cash flows after the end of the 
lockdown, would remain critical.  

 
Limited track record and high dependence on short-term borrowings – HAC started commercial operations of its 

assembly line from FY2018 for 2Ws and mid- FY2019 for 3Ws. Being a relatively new unit, HAC depends on short-term 
borrowings from HHC, in addition to the bank loans, to finance its sizeable working capital requirements. As of mid-

January 2020, ~48% of its working capital requirements were funded by interest-free advances from HHC. This will be 

downsized after recent bank loan enhancement. Over the medium term, an expected increase in HAC’s working capital 

intensity (NWC/OI of ~8% for FY2019) amid the rising bank debt levels and interest rates could have a bearing on the 

company’s profitability.  
 

Financial profile to witness pressure – HAC has a moderate gearing level of ~2.4 times as on mid-January 2020, which 

would increase with the expected elongation of the working capital cycle. Though the interest cover and DSCR remain 

comfortable so far (~4.7 times and ~2.4 times, respectively in H1 FY2020), these are likely to witness near-term 

moderation. With the proposed gradual replacement of interest-free advances from HHC by bank loans, these indicators 

were already expected to moderate to an extent going forward. Hence, the overall financial profile is expected to remain 

under pressure over the near to medium term.  

 
Exposed to regulatory risks – For its assembly operations in Nepal, HAC receives a rebate of 25% on the applicable excise 

duty on imports of completely knocked down (CKD) units. This has made the operations of HAC financially feasible. The 

applicable excise duty is currently 40% for 2Ws up to 150 CC (the key selling segment for HAC with ~50% revenue share 

in H1 FY2020; duty increases progressively thereafter) and 55% on 3Ws. Any adverse change in the duty structure by the 

Government could create operational challenges for HAC. 

 
High dependence on variants from a single model – As the company’s sales are dictated by the sales of HHC, variants of 

the Pulsar model contributed 81% to H1 FY2020 revenues. The 3W segment is already showing signs of stagnancy, after 

witnessing rising demand in the last few years. HAC’s absence in the growing scooter segment could result in 

underperformance compared to the broader 2W industry growth. 

 
Tight liquidity and high borrowing rates could deter final customers and hence impact revenue growth – Automobiles 

are one of the highly-taxed commodities in Nepal with a further sharp tax increment since FY2019. A large chunk of the 

final customers also depends on bank financing for the vehicles. The current tight liquidity condition in the banking sector 

led to high interest rates and slower loan disbursements. This along with a low regulatory loan -to-value (LTV) ratio for 

private vehicles (50%; no caps for commercial vehicles) might deter prospective customers. Moreover, the inherent 

cyclicality in the automotive demand could constrain HAC’s revenue growth. 
 

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

Link to applicable criteria    

Corporate Credit Rating Methodology  

 

About the company   
Established in 2013, Hulas Auto Craft Private Limited (HAC) is the authorised assembling unit of Bajaj brand two-wheelers 

and three-wheelers. The assembled vehicles are solely sold to its sister concern, Hansraj Hulaschand and Company 

Private Limited (HHC), the authorised distributor of those products in Nepal. HAC’s registered office is in Ganabahal, 

Kathmandu, with its assembly unit in Ramgram, Nawalparasi. The company is a part of the Golchha Group, which has 

operations across various manufacturing and trading sectors in Nepal. As of now, the company’s shares are held by Mr. 

Shekhar Golchha (80%) and Mr. Akash Golchha (20%). Mr. Shekhar Golchha is the sole director of the company. 

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  

  
FY2017 

(Audited) 
FY2018 

(Audited) 
FY2019 

(Audited) 
H1 FY2020 

(Provisional) 

Operating income (OI; NPR million) 93 614 5,206 5,423 

OPBDITA/OI (%)   -11.25% 0.80% 2.65% 3.69% 

Total debt/tangible net worth (TNW; times)  2.51 2.18 2.23 2.43 

Total outside liabilities/TNW (times) 3.78 4.26 6.61 4.45 

Total debt/OPBDITA (times)  -20.47 38.37 4.10 2.31 

Interest coverage (times)  -20.01 0.35 2.81 4.67 

DSCR (times) 2.84 0.78 1.81 3.06 

Net working capital/OI (%) -71% -16% 8% 8% 
Source: Company data 

 

Annexure-1: Instrument Details  

Instrument 
 Rated Amount 

(NPR million)   
 Rating Action 

Fund-based facilities; long-term (Term loan) – (A) 142.22 
[ICRANP] LBBB-@; rating on Watch 
with Negative Implications 

     

Fund-based facilities; Short-term    

Trust receipt 470.30 

[ICRANP] A3@; rating on Watch with 
Negative Implications  

Overdraft 90.00 

Trust receipt/short term loan (within non-funded limit) (490.00) 

Demand loan (within non-funded limit) (400.00) 

Trust receipt (within non-funded limit) (400.00) 

Total fund-based-short term (B) 560.30   

     

Non-fund-based facilities; Short-term    

Letter of credit 1,210.30 
[ICRANP] A3@; rating on watch with 
negative implications 

Bank guarantee (within non-funded limit) (320.30) 

Performance Guarantee Bond (within non-funded limit) (490.00) 

Total non-fund-based-short term (C) 1,210.30   

     

Total limits (NPR Million) (A+B+C) 1,912.82   

 

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    
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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 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.  

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 
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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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