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Arihant Polypacks Limited: [ICRANP] LB/A4 assigned 

June 22, 2020 
 

Summary of rated instruments 

Instrument*  Rated Amount (NPR Million) Rating Action 

   Long-term loans; fund-based  353.9 [ICRANP] LB; assigned 

   Short-term loans; fund-based  180 [ICRANP] A4; assigned 

   Short-term loans; non-fund based  450 [ICRANP] A4; assigned 

 Total 983.9   

* Instrument details are provided in Annexure-1 

 

Rating action   
ICRA Nepal has assigned a long-term rating of [ICRANP] LB (pronounced ICRA NP L B) to the long-term loans of Arihant 

Polypacks Limited (APL). ICRA Nepal has also assigned a short-term rating of [ICRANP] A4 (pronounced ICRA NP A four) 

to APL’s funded and non-funded short-term loans. 

 

 

Rationale 
The ratings of APL remain constrained by its weak financial profile characterised by lower profitability, high gearing, 

stretched coverage indicators and tight liquidity position. Gearing is high due to higher utilisation of long-term loans for 

expansion of capacity and addition of new product lines while the net worth growth is low amid lower net profitability - 

a result of higher financial burden on account of gearing. These factors, coupled with high working capital intensity of 

the business, primarily driven by high debtor and inventory levels have resulted in a stretched liquidity position. This has 

led to a sustained need for external financing through promoter loan and occasional overutilisation of its drawing power 

along with a mismatch in short-term loans, resulting in the current ratio of lower than 1x. Moreover, the company’s 

operations and profitability are also susceptible to raw material pricing along with the associated forex fluctuation risks. 

Similarly, the company’s revenue growth and profitability is exposed to external factors such as low entry barriers and 

changes in Government regulations, including taxes and import regulations. 

 

The ratings, however, derive comfort from the extensive experience of the promoters belonging to one of the reputed 

business houses of Nepal. Also, the ratings factor in the diversified composition of revenue generated from export sales1 

and domestic sales. The ratings also factor in APL’s long-standing relations with its diversified client base and diversified 

product lines2, which has resulted in incremental business over the years and is also likely to support the future revenue 

growth. It also takes into account the company’s proximity to raw material procurement and sales distribution being 

located in the vicinity of the border areas in the terai regions.  

 

Going forward, the company’s ability to infuse additional equity to manage leverage levels and lower the financial costs 

along with improved scale of operations and liquidity by maintaining decent profitability ratios would remain critical in 

determining the coverage ratios of the company.  Also, its recent plan to focus more on the comparatively higher margin 

retail segment would remain critical in determining the profit margins going forward.  

 

 

 
1 Export sales is ~55% of the overall revenue of FY2019; rest being the domestic sales 
2 Product lines consists of woven and non-woven fabrics (with or without lamination), non-woven bags, leno fabrics, 
tarpaulins etc. 

http://www.icranepal.com/
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Key rating drivers 
 

Credit strengths 

Experienced promoters and management team: APL’s promoters and management team have prior experiences of over 

two decades in various industries which is expected to help in driving the company’s business. Mr. Raj Kumar Golchha, 

also the managing director of the RK Golchha Group, is the managing director of the company. 

 

Diversified customer and supplier base: The company’s established customer base, consisting of export and domestic 

clientele, has helped in ensuring repeat in orders, aiding revenue stability to some extent. Also, the supplier base 

consisting of international players from India and other countries provides some comfort with respect to raw material 

availability. 

 

Diversified product lines: APL’s product lines consist of woven fabric (with or without lamination), non-woven fabric 

(with or without lamination), woven sacks, non-woven bags, leno fabrics and tarpaulins. The diversified product lines 

have helped in fulfilling the needs of various domestic and international customers.  

 

 

Credit challenges 
High financial leverage, lower net profitability and weak coverage metrices: APL’s capital structure remains highly 

leveraged with a gearing of 3.42 times and total indebtedness ratio3  of 5.56 times as on mid-April 2020. The net 

profitability of the company is lower than 1%, despite having an operating margin of ~10%. This is so mainly due to the 

high financial burden on account of high debt levels (Total debt/OPBDITA is at ~10-11 times over the years), utilised from 

time to time for expansion production capacity and addition of new product lines. All these have resulted in weak 

coverage metrices of the company. Managing the leverage ratio through injection of additional equity and improving the 

net profitability ratios would determine the financial health of APL going forward.  

 

Stretched liquidity position: APL’s liquidity position is stretched with the recent increase in debtor days and the increase 

in inventory levels. This has resulted in an increase in working capital intensity with the occasional overdraw of drawing 

powers and mismatch of short-term loans utilised for creation of fixed assets and/or settlement of long-term loans. Amid 

stretched liquidity and lower reserves, liquidity has remained supported by promoter loan. In the days ahead, managing 

debtor days and inventory levels would remain critical in comforting the liquidity position of the company. 

 

Exposure to raw material price fluctuation risk and forex fluctuation risk: APL imports raw materials from India and 

other countries in dollar terms. The prices of these materials keep fluctuating which in turn results in fluctuating inventory 

levels. The pricing and availability of raw materials, which are subjected to price-volatility risks and forex fluctuation risks, 

determine the cost of goods sold and operating margins for the company. 

 

Intense competition limits pricing flexibility: The intense competition characterised by the presence of many players 

limits the company’s pricing flexibility and keeps the profit margins under check. Also, highly fragmented nature of the 

industry with many organised and unorganised players along with low entry barriers and low complexity of the work 

involved increases competition and affects the pricing flexibility of the industry. 

 

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  

 

 
3 Total indebtedness ratio= ((Total Outside Liabilities/ (TNW+ Minority Interest)) 

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   

Incorporated on February 18, 2008, Arihant Polypacks Limited (APL) is a manufacturing unit that manufactures 

polypropylene (PP) and high-density polyethylene (HDPE) woven fabrics (with or without lamination), non-woven fabrics 

(with or without lamination), woven sacks, non-woven shopping bags, leno fabrics and tarpaulins - primarily for industrial 

packaging. The tarpaulins are being manufactured under the brand name of Blue Horse, Hulas and Relaxo. The approved 

installed capacities are 6,000MT for PP/HDPE Woven Fabric (with and without lamination), 200MT for PP/HDPE Woven 

Bag (with and without lamination), 900 MT for PP Non-Woven Fabric and 600MT for PP Non-Woven Bag. The company 

has been established by a group of 11 individual shareholders - people from diverse businesses. The factory is situated 

at Biratnagar of Morang District, Province 1, Nepal. Mr. Raj Kumar Golchha, also the managing director of the RK Golchha 

Group, is the managing director of the company. 

 
 

Key Financial Indicators (Audited): 
Amount in NPR million FY2016 FY2017 FY2018 FY2019 9MFY2020 

Operating Income  702 762 688 775 592 

OPBDIT/OI (%) 7% 6% 9% 10% 10% 

PAT/OI (%) 0.2% 0.2% 0.3% 0.2% -0.5% 

Gearing (times) 2.15 2.30 2.63 3.96 3.42 

OPBDITA/Interest (times) 1.81 2.38 1.90 1.59 1.71 

DSCR (times) 0.58 0.83 0.89 0.91 0.85 

NWC/OI (%) 26% 25% 33% 65% 43% 

Total outside liabilities/TNW (times)* 2.79 2.95 3.85 4.99 5.56 

Total debt/OPBDITA (times) 9.88 11.54 9.96 11.49 9.54 

*in increasing trend with increasing promoter loan 
 

Annexure-1: Instrument details  
Instrument Limit (NPR in Million) Ratings 

Long term loan, fund based (A) 353.9  

Fixed Term Loan 353.9 [ICRANP] LB 
   

Short term, fund based (B) 180  

Overdraft (OD) 30 

[ICRANP] A4 Short Term loan  90 

Demand Loan  60 
   

Short term, Non- fund based (C) 450  

Letter of Credit (LC)-Sight/Usance 430 

[ICRANP] A4 

Acceptance Liabilities/Customer Acceptance (within LC) (235) 

Trust Receipt (TR) Loan (within LC) (210) 

Demand Loan -I (within TR) (90) 

Short term Loan (within TR) (90) 

Bank Guarantee 20 

Bank Guarantee (within LC) (95) 
   

Total (A+B+C) 983.9  

http://www.icranepal.com/


 

www.icranepal.com                                                                                                                                        4 

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.  

For more information, visit www.icranepal.com   

 

ICRA Nepal Limited 

Sunrise Bizz Park, 6th Floor, Dillibazar, Kathmandu-33, 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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