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Bhageshwor Sugar and Chemical Industries Private Limited: 
[ICRANP]LBB/A4+ assigned 

January 25, 2021 
 

Summary of rated instruments 

Instrument* Rated Amount (NPR million) Rating Action 

Long-term; Fund-based Limits 320.6  [ICRANP]LBB; assigned 

Short-term; Fund-based Limits 350.0 [ICRANP]A4+; assigned 

Short-term; Non-fund Based Limits 0.3 [ICRANP]A4+; assigned 

Total 670.9  

* Instrument details are provided in Annexure-1 

Rating action 
ICRA Nepal has assigned the long-term rating of [ICRANP]LBB (pronounced ICRA NP L double B) to the NPR 320.6 million 

long-term loans of Bhageshwor Sugar and Chemical Industries Private Limited (BSCI or the company). ICRA Nepal has also 

assigned the short-term rating of [ICRANP]A4+ (pronounced ICRA NP A four plus) to the NPR 350 million fund-based limits 

and NPR 0.3 million non-fund based limits of BSCI. 

Rationale 
The assigned ratings factor in the good market positioning of BSCI in the western region of the country. The ratings also 

consider BSCI’s good financial profile, majorly supported by its low cane procurement cost, which in turn results from 

relatively less competitive sugar industry in the western region. The lower cane cost offers BSCI the financial flexibility to 

better withstand the challenges arising from volatile sugar prices. The rating also factors in the low working capital 

intensity of BSCI, given its practice of quickly offloading its finished sugar inventory, a practice that helped it cope with 

the import deluge in FY2018 much better than its counterparts in the Nepalese sugar industry. The operational 

performance of the sugar mill also remains good, with increasing cane area and sugar recovery rate. The tolling margin 

has also remained healthy in the last two years because of lower cane cost, thereby driving the overall profitability profile. 

The ratings also factor in the positive demand outlook for the company, given the growing domestic sugar consumption 

and the inadequate domestic production in Nepal. This coupled with the high duty protection accorded to the domestic 

sugar mills (through 40% import duty) and the hardening of sugar prices at global level in the last 12-18 months remains 

a positive for incremental sugar realisation, which is expected to support the profitability outlook for BSCI. 

 

Nonetheless, the ratings remain constrained by the limited track record of BSCI in the sugar industry (operating since 
2016). Rating concern also arises from the lower rates offered to the cane farmers (below the minimum support prices 
declared by government authorities), which might affect the long-term availability of cane to support the milling 
operations. It could also expose the company to the risk arising from social and regulatory issues. Furthermore, any 
increment in the cane cost to MSP level is likely to supress the operating margins and accordingly subdue the debt 
coverage indicators.  BSCI’s financial profile also remains vulnerable to any weakening in global sugar prices and/or 
reduction in duty protection from the GoN, as it could affect the sales realisation and profit margins for the company. The 
ratings also remain constrained by BSCI’s dependence on milling operations for major chunk of revenue, although some 
diversification is expected to be offered by distillery operations planned by the management in near future.   

 

 Key rating drivers  

Credit strengths 
Good market positioning in western Nepal- BSCI operates one of the two sugar mills in the far western Nepal. Given the 

limited players in the region, BSCI’s market position remains strong as evidenced by better sugar realisation than industry 

peers. Moreover, limited competition among mills for cane results in better cane availability and lower cane purchase 

cost. Lower cane cost and better realisation support the company’s overall financial profile.     
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Good operational profile: BSCI’s milling operation has exhibited progressive trend since its commencement in 2016. 

From FY2017 to FY2020, the cane crushed registered an annual growth of 12%. Over the same time, the cane area of the 

company also increased (albeit nominal) while the cane recovery rate improved to 9.37% in FY2020 from 7.95% in 

FY2017, driving its revenue growth. BSCI reported a healthy tolling margin in FY2019 and FY2020 (NPR 15,000-NPR 16,000 

per MT), partly supported by its lower cane cost. Coupled with lower conversion cost (NPR 4000-NPR 5,000 per MT), the 

company has maintained a good contribution margin of ~NPR 14,000 to NPR 16,000 per MT, which has driven its overall 

profitability profile.  

 

Good financial profile with low gearing and low working capital intensity – BSCI’s financial profile remains good, 

supported by steady growth in sales revenue (CAGR 18% between FY2017-FY2020) and good operating margin (18-24%), 

largely supported by lower cane cost and good sugar sales realisation.  Moreover, the company’s gearing level also 

remained on the lower side with TD/TNW of ~2 times, TOL/TNW of ~2.8 times and TD/OPBDITA of ~2 times in FY2020. 

This translated into good debt coverage indicators, with interest coverage ratio of 4.6 times and DSCR of 2.3 times in 

FY2020. Although liquidity remains strained because of lower cash cushion and steady reinvestment in capex, it is 

expected to improve going forward, assuming the sustainability of the revenue and operating margin. The company’s 

working capital intensity also remains on a lower side given its practice of offloading sugar inventory immediately after 

the production. This practice of maintaining low inventory of sugar protected it from the import deluge in FY2018 when 

the domestic sugar prices crashed due to the competition from cheaper imports.  

Positive demand outlook because of duty protection– The GoN has increased the duty tariff on imported sugar 

significantly from the FY2018 level, following the import-led crisis that affected the domestic sugar mills. Additionally, 

the GoN also introduced temporary quantitative restriction on sugar imports in FY2019, which reaffirms the 

Government’s stance of consistent policy intervention in favour of the industry. The GoN increased the customs duty on 

imported sugar from 15% till FY2018 to 30% in FY2019 and 40% from FY2020 onwards. Since the domestic sugar 

production remains lower than the national consumption of sugar1, the increased duty protection remains a positive for 

the offtake of the domestic production. 

 

Credit challenges 

Below minimum support price cane payment might affect cane availability and cause social/regulatory issues – BSCI 

has been making cane payments to the farmers under the terms of a separate agreement with the cane farmers. The 

rate so decided are lower than the minimum support price (MSP) declared by the regulatory agency. This raise concerns 

on long-term cane availability to support the milling operations. Lower cane rate vis-à-vis MSP could also expose the 

company to social and regulatory risks, which could affect the factory operations, and has been factored in the rating 

action. Any increment on the cane rate to the MSP level will accordingly erode the margins and overall financial profile 

for the company. Any penal consequences arising from lower cane payment to farmers also remains a key rating 

sensitivity. 

 

Competition from imports and concentrated revenue profile – The sales realisation for local players is determined by 

the landed cost of imported sugar. The large-scale advantage available with big players in the exporting nations (mainly 

India) and the consequent low cost of production partly offset the impact of the high customs duty in importing nations 

such as Nepal. Therefore, over the near term, import will remain a major threat for domestic sugar producers. The 

continuation of high import tariff and/or other import barriers will have a significant impact on the domestic players. 
 

BSCI’s revenue profile remains concentrated as its revenue remains driven by sugar sales. However, the management’s 

plan to commission a 25 KLPD distillery in near future could offer some diversification.  

 
1 As per 2018 study 
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Industry cyclicality – As sugarcane is an agro-commodity, it is exposed to industry cyclicality (for example – years of weak 

monsoons resulting in a sharp correction in production) and agro-climatic risks such as damage from pests, untimely 

precipitation, weather conditions, etc., which affect the cane recovery rate. This also remains a rating concern. 

 
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 
Bhageshwor Sugar and Chemicals Industries Private Limited (BSCI) was incorporated in February 2014 as a private limited 

company and started commercial production in FY2016. BSCI owns and operates a standalone sugar mill with installed 

sugarcane crushing capacity of 2,500 TCD (tonne crushed per day). The company’s sugar manufacturing unit is at Punarwas, 

Kanchanpur in Far-Western region of Nepal. The sugarcane required for the manufacturing process is procured mostly from 

farmers of the local region.  

BSCI accounts for ~8% of the ~30,000 TCD of industry capacity, in the fragmented sugar industry of Nepal. The company’s 

distribution channel comprises dealers, mainly located in the far western region of Nepal.  

BSCI is owned by the Bogati family with the entire equity stake held by four family members viz. Mr. Lal Bdr. Bogati (Father) 

and his three sons Mr Shankar Bdr. Bogati, Mr Tek Bdr. Bogati and Mr. Ganesh Bahadur Bogati. 

 

Key financial indicators 

Amount in NPR million 
Audited 

FY2017 FY2018 FY2019 FY2020 

Operating Income (OI) 627.2 888.2 966.0 1,048.3 

OPBDITA2/OI (%) 25.6% 18.0% 19.0% 24.5% 

Total Debt/Tangible Net Worth -TNW (times) -40.3 34.4 3.7 2.1 

Total Outside Liabilities/TNW (times) -54.8 51.3 4.8 2.8 

Total Debt/OPBDITA (times) 4.3 4.0 2.8 2.1 

Interest Coverage (times) 2.9 2.4 2.3 4.1 

DSCR (times) 2.1 1.6 2.3 2.2 

NWC3/OI (%) 0.1% 7.8% 11.1% 26.9% 

Current Ratio 0.48 0.66 0.75 1.03 
Source: Company data 
 
 

Annexure-1: Instrument details 
Instrument (Amount in NPR Million) Rated Amount Rating Action 

  Long-term loan limits (A) 320.6  

[ICRANP] LBB; assigned Fund-based; Long-term loan 319.3 

Fund-based; Hire purchase loan 1.3  

  Short-term loan limits (B) 350.3 [ICRANP] A4+; assigned 

 

 
Fund-based; Working Capital Loan 

350.0 

Non-fund-based; Bank Guarantee 0.3  

Total 670.9  

 

 
2 Operating profit before depreciation, interest, tax and amortisation 
3 Net working capital intensity 
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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 
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