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Summary of rating action
Instrument*
Fund based; long-term limits
Fund based; short-term limits
Non-fund based; short-term limits
Fund based short-term - within non-fund-based limit
Total

Rated Amount
(NPR Million)
2.09
184.98
230.00
(135.00)
417.07

Rating Action
[ICRANP] LBB-; assigned
[ICRANP] A4; assigned
[ICRANP] A4; assigned
[ICRANP] A4; assigned

*Instrument details are provided in Annexure-1.

Rating action
ICRA Nepal has assigned a long-term rating of [ICRANP] LB- (pronounced ICRA NP L double B minus) to the long-term
limits and a short-term rating of [ICRANP] A4 (pronounced ICRA NP A four) to the short-term limits of The Sagtani Exim
Private Limited (Sagtani). The sign of + (plus) or – (minus) appended to the rating symbol indicates their relative
position within the rating category concerned.

Rationale
The assigned ratings factor in the company’s established operational track record in the trading business, with the
supply of a wide range of commercial and domestic equipment associated to different brands (including ‘IFB’, ‘Unox’,
‘Kutchina’, ‘Ramsons’, etc.). Sagtani caters to both household and commercial customers (from the hotel and
hospitality industry through import, installation and technical support for kitchen and laundry solutions, and supply of
hygiene consumables), which offers some diversification to the revenue profile (notwithstanding relatively higher
product concentration in the ‘IFB’ brand of electronics at present). Sagtani’s revenue profile had reported a rebound in
FY2022, following demand slowdown in the aftermath of the global pandemic during FY2019-FY2021, which remains a
positive. Further, the steady growth in private-sector investments in the tourism and hospitality industries remains
positive for their incremental demand prospects of the company.
Nonetheless, the ratings remain constrained by the company’s small scale of operations, limited economies of scale,
high working capital intensity and high working capital loans to finance the elevated working capital requirements,
which has translated into increased finance cost, resulting in lower net profitability and return indicators despite
adequate operating margins. The major impact of the pandemic on the hospitality sector has adversely affected the
company’s business with declined product demand, increased debtors, and inventory days. Similarly, tight regulations
regarding the import of high-priced electronics/appliances and slowdown in fresh credit creation by banks could lead to
subdued demand and affect the outlook for household consumptions, including appliance sales, which remains a major
contributor to Sagtani’s revenue profile. The working capital-intensive business operations (NWC/OI of 84% in FY2021)
with net-negative cash flow from operations and limited headroom in the existing working capital drawing power,
raises concern on the company’s liquidity profile. Further, the higher inventory holding of the technological products
raises the risk of obsolescence and non-realisation of revenue in the industry, characterised by rapid technological
changes and innovation. The highly competitive home appliances/electronics segment with the presence of multiple
brands/players also exposes the company to margin pressure, along with regulatory risks for the import-based trading
business.

Going forward, Sagtani’s ability to enhance its operational scale, improve the working capital intensity and liquidity,
while maintaining adequate operating margins and improving the debt service coverage indicators, remains the key
rating sensitivity.

Key rating drivers
Credit strengths
Established track record of operations with diversified product segments and revenue stream – Sagtani, operating
since 1998, has an adequate operational track record. The company supplies a wide range of product segments of
various brands in the commercial and domestic kitchen and laundry segment. In the domestic segment, Sagtani is an
authorised distributor of ‘IFB’, a recognised brand in the household equipment segment that contributed ~68% of the
total revenue in FY2021. Other associated brands include ‘Kutchina’, ‘Ramsons’, ‘Nayati’, etc, which includes
commercial products used by the hotel and hospitality industry. The company’s revenue stream, to a small extent, is
also supported by the project revenue with complete kitchen and laundry solutions including import, installation, and
technical support to the hospitality industry.
Improved revenue profile and positive business outlook – Sagtani’s operating revenue had improved in FY2022, with
the gradual uptick in the post-pandemic household and business demand. The company reported a revenue growth of
~52% (annualised) in 9M FY2022 with adequate operating margins (~10.4% in FY2021, ~12.1% in 9M FY2022). The
company’s revenue outlook also remains positive, given the steady growth in private-sector investments in the
hospitality industry across the country.

Credit challenges
Small scale of operations and limited economies of scale affecting profitability – Despite the adequate operating
margins, the company’s return indicators remain weak, given its small scale of operations, limited economies of scale
and increased interest cost because of high gearing to finance the elevated working capital intensity. The higher loan
utilisation in comparison to the scale of business (total debt/OPBDITA of ~7 times in FY2020; 5.3 times in 9M FY2022)
has increased the financing cost and weakened the net profitability indicators for the company. Rating concern also
arises from the increasing cost of borrowing, and the company’s ability to scale-up its scale of operation remains crucial
for its incremental financial profile.
High working capital intensity and increased reliance on external financing – Sagtani’s working capital intensity
remains high with NWC/OI of 84% in FY2021, on the back of the elongated debtor and inventory days after the onset of
the pandemic. Though it has decreased to 74% in 9M FY2022, the working capital intensity and cash cycle continue to
remain on the higher side and given the moderate equity and reserve position, this has increased Sagtani’s reliance on
external borrowings. With the increased utilisation of short-term loans, the company’s gearing had increased to 3.8
times in mid-April 2022 (3.3 times in mid-July 2021; 2.7 times in mid-July 2020). The stretched debtor days (including
sustained high receivable from Sagtani’s customers in the hospitality industry) raises concerns on the receivable side,
while higher inventory holding also raises concern on the obsolescence risk in the competitive market with rapid
technological improvements and innovation.
Fragmented market with high competition; increased regulatory risk – Given the presence of multiple players and
brands in the consumer electronics and home appliances segment, the competition remains high. The import business
remains vulnerable to the regulatory risk, given the series of restrictions imposed by the Government on imports to
stabilise foreign exchange reserves. Though the current restrictions do not have a major impact on the company’s
business, any additional restrictions on the company’s associated products could impair its revenue profile.
Analytical approach: For arriving at the ratings, ICRA Nepal has applied its rating methodologies as indicated below.

Links to applicable criteria:
Corporate Credit Rating Methodology

Company profile
The Sagtani Exim Private Limited (Sagtani), incorporated in 1998, primarily trades in kitchen and laundry equipment in
the commercial and domestic markets. It provides project consultancy, management, equipment installation and
training services in the leisure, hospitality, and institutional food service markets through professional engineers and
technical service teams. Further, it is associated with the trading of domestic home appliances. The major associated
brands include ‘IFB’, ‘Ramsons’, ‘Kutchina’, ‘Unox’, ‘Nayati’, ‘Ecolab’, etc., among others. The company is promoted by
Vinod Sagtani with a 60% stake, while the rest 40% is held by Lavansh Sagtani.

Key financial indicators
Operating Income

FY2019
(Audited)
281

OPBDITA/OI (%)

13.0%

11.8%

10.4%

12.1%

Total debt/ tangible net worth TNW (times)

3.2

2.7

3.3

3.8

Total Outside Liabilities/TNW (times)

4.6

4.0

4.1

4.9

Total Debt/OPBDITA (times)

4.1

4.6

7.0

5.3

Interest coverage (times)

1.9

1.8

2.0

1.8

DSCR (times)

1.6

1.4

1.6

1.5

Net working capital/OI (%)

59%

63%

84%

74%

1.1

1.2

1.2

1.2

Amount in NPR million

Current ratio

FY2020
(Audited)
261

FY2021
(Audited)
294

9MFY2022
(Provisional)
336

Annexure-1: Instrument details
Facility
Fund based, long term (Term Loan)
Fund based, short term
(Demand Loan, Overdraft Loan, TR Loan, Cash Credit, Short Term
Loan)
Non-Fund based, short term
(Letter of Credit, Bank Guarantee)
Fund based short term - within non-fund-based limit
(Import Loan, Trust Receipt Loan)
Total
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