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Varsha Recycling Industries Private Limited: [ICRANP] A4 assigned 

October 12, 2020 
 

Summary of rated instruments 

Instrument*  Rated Amount (NPR Million) Rating Action 

Fund-based short-term limits 700.00 

[ICRANP] A4; Assigned 
Non-fund based short-term limits 150.00 

Non-fund based short-term limits (within fund-based 

limits) 

(280.00) 

 Total 850.00   
* 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) to the NPR 700 million fund-

based and NPR  430 million non-fund based limits (out of which 280 million is within fund-based limits) of Varsha 

Recycling Industries Private Limited (Varsha).  

 

Rationale 
The assigned rating factors in Varsha’s long operational track record in the non-ferrous metal processing industry along 

with the long-standing experience of its promoters. The well-diversified and complementary product portfolio of the 

group companies, along with the established sales channel, extensive dealer network and traction with suppliers is 

expected to support the growth outlook and has been factored as a positive in the rating exercise. The rating also takes 

comfort from the duty protection accorded to the industry, which protects domestic players from cheaper imports. 

 

The rating is, however, constrained by Varsha’s moderate financial position and its stretched liquidity, which remains a 

concern to its debt repayment capacity. The ratings are also constrained by the relatively small-scale operations, resulting 

in low economies of scale and hence subdued profitability indicators. Due to the small scale, the operating profit remains 

moderate despite a decent operating profit margins (OPM) of ~10-11% in the last five years ending FY2020. Moreover, 

the high working capital intensity of Varsha’s business is met largely through bank financing, resulting in a high finance 

costs, which erodes the company’s profitability profile. Higher dependence on bank financing also results in high gearing 

(~4 times in FY2020 end and ~5 times in FY2019 end), which combined with moderate profitability profile has resulted 

in modest coverage indicators (ICR and DSCR stood at 1.5 and 1.2 times respectively in FY2020 and 1.7 and 1.5 in FY2019). 

The company’s liquidity position remains stretched as evidenced by sustained overutilisation of drawing power and weak 

current ratio. The rating concerns also emanate from the unsecured debtors of Varsha, which coupled with high debtor 

days and high concentration among top debtors, could lead to debtor recovery issues amid the bleak scenario of Covid-

19 pandemic.  The fragmented industry, with several unorganised players, low entry barriers and lack of brand 

awareness, also remains a challenge as this could increase the competitive intensity and erode the margins across the 

industry going forward. High raw material price volatility and exchange fluctuation risks also remain a challenge for 

companies, such as Varsha, which maintain high inventory levels.  

 

Going forward, Varsha’s ability to increase its scale of operations, generate economies of scale and manage the working 

capital intensity and liquidity will remain a key rating sensitivity. Further, recovery from debtors amid the current 

situation remains a key rating monitorable. 
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Key rating drivers  

 

Credit strengths 
Adequate track record of operations in non-ferrous metal segment; experienced promoters and management– 

Varsha’s promoters are seasoned professionals involved in the non-ferrous metal recycling business for more than 

35years. The first company of the Group was Vinod Metal Industries Pvt Ltd, which started operations in 1981. Further, 

the people heading sales & marketing, production and procurement have adequate history and experience in the sector. 

 

Synergy from sister units in related segments – The companies of the Group include Vijay Metal Industries Pvt Ltd. (rated 

A4 by ICRA Nepal), Vinod Metal Industries Pvt Ltd. and Vimal Metal Industries Pvt Ltd, all involved in manufacture and 

distribution of circles/sheets and utensils made from copper, bronze, aluminium, brass, etc. The combined operations of 

these entities are expected to generate business synergies and reduce the Group’s reliance on a single product segment.  

 

Established sales channel, extensive dealer network and traction with suppliers – Varsha has a well-established supply 

chain across the country. The sales and marketing operations of the Group are headed by experienced professionals, 

who have a long standing business relationship with majority of the customers. Further, the direct involvement of the 

senior management in procurement and the established traction with raw material suppliers are credit positives. 

 

Credit challenges 
Relatively small-scale operation results in low economies of scale– Varsha reported an operating margin (OPM) of ~10-

11% during the last five years ending FY2019. The operating margin stood at ~10% during FY2020, a marginal decline 

over ~11% in FY2019. However, Varsha has reported a relatively low net profit margin (NPM) at ~2-2.5% during the last 

five years ending FY2019, except for higher profits in FY2017 due to raw material sales to its sister company. The low 

NPM is a result of high interest costs on sizeable working capital financing being availed by the company to support its 

high working capital intensity. The company reported a loss in FY2020 (NPM of -0.2%) amid decline in revenues and 

higher proportionate operating expenses and foreign exchange loss.  

 

High working capital intensity affects liquidity and increases the need for external financing – Varsha’s inventory level 

remains high given the management’s strategy to maintain a buffer stock to prevent a vacuum in the market, which 

results in a high inventory days (average of ~140 days in FY2019 and FY2020 end). This coupled with relatively high debtor 

days (average of ~100 days in FY2019 and FY2020 end) makes the business highly working capital intensive (as evidenced 

by NWC/OI of 70% in FY2020 and ~68% in FY2019) with average cash cycle of ~9 months in FY2020. Higher working 

capital intensity has increased the need for external financing, increasing the gearing levels. Varsha has also exhibited a 

tight liquidity position as evidenced in the stretched current ratio in the recent years and the sustained overutilisation of 

working capital drawing power. 

 

High gearing combined with moderate profitability profile results in weak coverage indicators– High working capital 

intensity of Varsha has led to high gearing levels, with TD/TNW above ~5 times till FY2019. The gearing level moderated 

to ~3.8 in FY2020 with repayment of long-term loans and lower utilisation of working capital loans. Varsha has reported 

relatively weak coverage indicators due to subdued profitability levels and high gearing in recent years. Interest coverage 

ratio remains low, range bound at ~1.5-2 times in recent years, and ~1.5 in FY2020. Similarly, DSCR was low at ~1-1.5 

times in recent years and~1.2 times in FY2020.  
 

High debtor days and unsecured debtors increase near-term recovery risks–Varsha’s debtors are concentrated and 

largely unsecured, which creates a risk of bad debts during the difficult economic conditions. The company reported high 

debtor days (124 days) in FY2020 end, which amid the current scenario may be an indication of recovery issues in the 

near term. As of mid-July 2020, ~51% of the total debtors were outstanding for more than 180 days and the top-10 

debtors as of mid-July 2020 accounted for ~59% of the total debtors, indicating stretched debtor days and a concentrated 
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debtor profile. While the company’s long-established relationship with its debtors remains a comfort, the absence of a 

debtor security mechanism (bank guarantees, advance payments, etc) also remains a rating concern.  

 

Fragmented industry with multiple unorganised players– The non-ferrous metal industry in Nepal comprises many 

unorganised players operating albeit on a small scale, increasing the competitive intensity for Varsha. The abundance of 

these players in the industry and the lack of brand awareness in the sector have created margin pressure and impeded 

the growth and profitability of the larger players. 

 

Risks associated with raw material price volatility, currency fluctuation and high inventory days – Varsha sources 

majority of its raw materials requirements from local markets and other countries besides India. Procurement from other 

countries is made through sight LC, subsequently converted into US Dollar denominated Trust Receipt (TR) loan with an 

average tenure of 120-180 days. This exposes the company to risk arising from forex volatility, although partly offset by 

discretionary hedging practices adopted by the management. Given the high inventory days, any change in the raw 

material prices could also expose Varsha to risks such as inventory write down.  

 

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   
Varsha Recycling Industries Pvt Ltd, operating since 2014, is a manufacturer of aluminium and copper circles/sheets and 

utensils. The company’s product range includes traditional aluminium utensils, pressure cookers, copper utensils, metal 

handicraft as well as other kitchen wares. It is also involved in the trading of copper, brass & bronze sheets/circles, and 

utensils (which it sources out from Vijay Metal Industries). 

 

The company is a part of VMI group, which has a long track record in the non-ferrous metal recycling industry of Nepal 

and is one of the few large and organised players in the sector. Varsha is a family owned business, where Mr. Vimal 

Siddhartha Baid and his mother, Mrs. Sharda Baid, hold 75% and 25% stake, respectively. The company markets its 

products under the brand names Shalimar, Presto and VMI. The annual licensed production capacity of Varsha’s 

manufacturing facility is 2320 MT. 

 

Key financial indicators 

Amount in NPR million 
Audited Provisional 

FY2017 FY2018 FY2019 FY2020 

Operating Income-OI  694.0 1,010.2 835.6 720.9 

OPBDITA1/OI (%) 11.1% 9.7% 10.9% 9.9% 

Total debt/Tangible net worth-TNW (times)  6.7   5.1   4.6   3.8  

Total Outside Liabilities/TNW (times) 7.5 5.6 4.9 3.9 

Total Debt/OPBDITA (times) 6.2 5.2 6.2 6.9 

NWC/OI (%) 63% 49% 68% 70% 

Interest Coverage (times)  2.4   2.0   1.7   1.5  

Current Ratio (times) 0.9 1.0 1.0 1.1 

 
1 Operating profit before depreciation, interest, tax and amortization 
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Annexure-1: Instrument details  

Instrument Rated Amount (NPR Million)       Rating Action 

Short-term loans; fund based (existing – overdraft, 

demand loan, trust receipt, short-term loan) 
700.00 

[ICRANP] A4; Assigned 
Short-term loans; non-fund based (existing – letter of 

credit-LC, bank guarantee-BG) 
150.00 

Short-term loans; non-fund based (within fund based 

limits, existing – letter of credit-LC, bank guarantee-BG) 
(280.00) 

Total  850.00   

 

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    
 

Ms. Swastika Khanal (Tel No. +977-1-4419910/20) 
swastika@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, 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.  
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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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