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Sarbottam Cement Private Limited: [ICRANP] LBBB+/A2 assigned  

November 25, 2019 
 

Summary of rated instruments 

Instrument*  Rated Amount (NPR Million) Rating Action 

Long-term loans; fund-based 3,742.74 [ICRANP] LBBB+; Assigned 

  Short-term loans; fund-based  3,757.60 [ICRANP] A2; Assigned 

  Short-term loans; non-fund based  1,000.00 [ICRANP] A2; Assigned 

 Total 8,500.34   
* Instrument details are provided in Annexure-1 

 

Rating action   
ICRA Nepal has assigned the long-term rating of [ICRANP] LBBB+ (pronounced ICRA NP L triple B plus) and the short-term 

rating of [ICRANP] A2 (pronounced ICRA NP A two) to Sarbottam Cement Private Limited (Sarbottam).  

 

Rationale 
The rating assignment factors in the company’s strong operational profile and its ability to maintain a healthy sales 

growth of ~32% in the last three fiscals, despite the industry-wide demand slowdown in recent years. The company is 

expected to maintain an adequate pace of growth over the medium term, given its improving brand presence along with 

the recent and ongoing capacity enhancements. This would be supported by the healthy demand outlook for cement 

over the medium term, given the large proposed/under-construction infrastructure projects and increasing household 

construction. The ratings also consider the company’s healthy profitability margins (operating and net margins of ~29% 

and ~14% for FY2019), mainly supported by the control over production costs. ICRA Nepal also derives comfort from the 

company’s experienced promoter profile with 62% stake held by individuals from the Saurabh Group, which has an 

established presence in the cement industry, among others. The rating action also considers the company’s comfortable 

debt service indicators with an interest cover of 4.5 times and DSCR of 1.8 times for FY2019, along with its moderate 

gearing (~1.67 times as on mid-July 2019). These indicators are expected to remain largely similar, going forward with 

increasing scalability and healthy margins (albeit with some near-term moderations). Sarbottam’s diverse network of 

dealers/retailers across the country leads to low reliance upon top customers, which also remains a positive.  

 

The ratings are, however, constrained by the company’s high working capital intensity ((NWC/OI)1 of 49% for FY2019), 

mainly on account of high inventory days and elongated debtor days with demand slowdown, amid tight liquidity 

conditions in banking. The ratings are further constrained by the sharp deterioration in debt coverage indicators with 

total debt/OPBDITA increasing to ~3.0 times in FY2019 and net cash accruals to total debt falling to ~13% for FY2019 

(~2.2 times and ~38%, respectively, for FY2017). Since the rising debt levels might pressurise these indicators, 

Sarbottam’s ability to maintain a similar operational profile, over increased revenue base, would remain critical. ICRA 

Nepal also takes note of the high dividend payout for FY2018 (~74%), which had a bearing over its capitalisation profile. 

The company also has low financial flexibility, given the high working capital borrowings as against the drawing power 

(~97% as of mid-July 2019) and hence remains a rating concern. The rating is further constrained by the intense 

competitive pressures in the industry with many established players/ brands as well as large upcoming players in the 

field. The company’s margins are also exposed to cyclicality inherent in the cement industry and the volatility in interest 

rates, as seen in the recent years. Going forward, the company’s ability to judiciously manage its working capital levels, 

maintain healthy sales growth, given the capacity enhancements, improve capitalisation and debt coverage indicators 

would remain the key rating sensitivities. 

 

 

 
1 net working capital/operating income 
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Key rating drivers  
 

Credit strengths 
Strong operational profile – The company operates a greenfield cement plant, which currently manufactures ordinary 

Portland cement (OPC) and Portland Pozzolana Cement (PPC). The initial installed capacity was ~1,200 tonnes per day 

(TPD) for clinkers/cement which was increased to 2,990 TPD for clinker in March 2019, while the 1800 TPD addition to 

grinding was under way. Sarbottam’s latest technology enables it to lower the limestone consumption for clinker 

production (in the range of 140-145% in last few years). This results in a relatively low cost of raw materials (~NPR 2,200 

per MT for FY2019). Additionally, the plant is energy efficient as evidenced by relatively lower energy cost (~NPR 1,200 

per MT). These advantages could help the company in maintaining a competitive position in the fragmented industry. 

  

Diverse sales channel and good demand leading to high capacity utilisation and healthy sales growth – Sarbottam’s 

improving brand presence and healthy capacity utilisation has aided the company in reporting healthy sales growth of 

~32% in last three fiscals. The company has been able to maintain full capacity utilisation in the clinkerisation unit even 

in FY2019 (~108%), despite the recent capacity enhancement. Similarly, the capacity utilisation in cement has also 

improved to ~76% in FY2019 (~56% in FY2017) despite an industry-wide demand slowdown in recent periods. Sarbottam 

still derives a major chunk of its revenues from clinker sales (~48% for FY2019), with plans to increase the revenue from 

cement. The company has developed an extensive sales network over the years, which now comprises ~2,400 

dealers/retailers across the country. This is likely to support the company’s growth plans. Additionally, this has resulted 

in low sales dependence upon top-10 dealers at ~8% in FY2019, which remains a positive. 

 

Healthy profitability indicators – The company’s operating and net margins remained healthy at ~29% and ~14%, 

respectively, in FY2019 despite the decline in sales realisation per tonne. This was primarily supported by control over 

production costs. As a result, its interest cover and DSCR remained comfortable at ~4.5 times of ~1.8 times in FY2019, 

despite some moderations in recent years. These indicators are gradually expected to improve going forward with 

increasing scalability and healthy margins (albeit some near-term moderations are likely). However, volatility in prices of 

raw materials like coal, fly ash and gypsum, could also have a bearing on the company’s profitability. 

 

Experienced promoters/management; operational synergies from being part of the Saurabh Group – The company is 

a part of the Saurabh Group, which has more than 20 years’ experience in the cement industry, along with presence in 

other manufacturing and trading sectors. The Group’s extensive track record and the experienced 

promoters/management helps the company maintain a modest business performance, mainly through an extensive 

sales/logistics network and business relationships developed over the years. The company derives a major chunk of its 

clinker sales (~47% for FY2019) from two grinding units related to the Group, namely Jagdamba Cement and Subha Shree 

Jagdamba Cement (operating since 2001 and 2007 respectively, in diverse locations). This provides assurance regarding 

clinker sales in the interim, until the demand for cement picks up.  

 

 

Credit challenges 
High working capital intensity – Sarbottam has witnessed a sharp increase in debtor days (93 in mid-July 2019 against 
78 days in FY2018) which, along with its usually high inventory days (109 days in mid-July 2019) has led to much higher 
working capital intensity (NWC/OI) of ~49%. High NWC/OI was also partly on account of series of capacity enhancements 
requiring higher raw material inventory while the incremental capacity contributed minimally to revenue for the 
respective years. The resultant long working capital cycle (139 days in FY2019) has necessitated higher working capital 
debt. Additionally, tight liquidity conditions in the market and the slow pace of Government spending could further put 
pressure on the realisation from debtors. Regarding the security mechanism for dealers, only a small portion of these 
are secured by bank guarantees, which raises some concerns.  
 
Additionally, a major chunk of Sarbottam’s working capital requirements are currently financed through bank loans. 
Given the inherent cyclicality in the cement industry, high reliance on external financing (~77% as of mid-July 2019) 
remains a concern, especially given the rising interest rates in bank borrowings. However, the proposed enhancement 
of working capital limits and long-standing relation of the Group with the bankers could provide some financial flexibility. 

http://www.icranepal.com/
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Decreased sales realisation and increased debts leading to moderation in coverage ratios – Sarbottam incurred a capex 

in FY2019, which was substantially debt-funded (~80%). This, along with the rising working capital debt levels and high 

dividend pay-out in FY2019 has slightly moderated the capital structure with the gearing increasing to 1.67 times as of 

mid-July 2019 (1.51 times as of mid-July 2018). Additionally, the clinker sales realisation substantially declined by ~14% 

in FY2019 amid the increased competition in this segment. The realisation per bag of OPC (which contributed to ~54% of 

cement sales) also declined by ~5% in FY2019. These factors resulted in a sharp moderation in debt coverage indicators 

with total debt/OPBDITA increasing to ~3.0 times in FY2019 and net cash accruals to total debt falling to ~13% for FY2019 

(~2.2 times and ~38%, respectively, for FY2017). This remains a major rating concern.  

 
Intense competition in industry – Sarbottam is a moderate sized player in the cement industry with a current licensed 
grinding capacity of 1,200 TPD. The cement industry in Nepal is highly fragmented with several players and stiff 
competition from large/ established cement manufacturers. There were around 50 operational cement manufacturing 
industries as of mid-July 2019, and some more cement manufacturing units are in the pipeline. Hence, pricing flexibility 
might be lower, going forward, as the large units start operations.  
 
Vulnerability to cyclicality and seasonal demand – Cyclical/ seasonal nature of the cement industry creates uncertainty 
over demand and cash cycles for Sarbottam, more because it is based in a single region. This could impact capacity 
utilisation, revenue and profit margins of the company. Construction and development expenses are largely carried out 
in a specific season, impacting the overall demand of the cement industry. Volatility in cash flow due to this could pose 
challenges, especially during periods of weak demand.  
 

Risk of regulatory changes – The cement industry in Nepal is insulated against cheaper imports with safeguard duties 

and a substantial freight cost involved in import of cement. Any changes in Government policies could have a bearing on 

the performance of industry players. Any other regulatory changes affecting raw material prices and availability could 

also impact the overall cement 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  
 

About the company   
Incorporated in October 2010, Sarbottam Cement Private Limited (Sarbottam) is involved in the production and selling 

of clinker and cement. Initially established as a plant with a clinkerisation capacity of 1,190 TPD, the capacity currently 

stands at 2,990 TPD for clinker and 1,200 TPD for grinding. The shareholding of the company is held by seven individuals, 

of which four promoters belong to the Saurabh Group (62% stake), a prominent business house of Nepal. Its factory is 

located at Ramnagar VDC-05, Nawalparasi district. The company currently manufactures OPC and PPC under the brand 

Sarbottam. 
 

Key financial indicators  

 
FY2016   

(Audited) 

FY2017   

(Audited) 

FY2018 

(Audited)  

FY2019 

(Provisional) 

Operating income-OI (NPR million) 3,048 4,813 6,268 7,049 

OPBDITA/OI (%)   28% 38% 32% 29% 

Total debt/Tangible net-worth-TNW (times) 2.33  1.68  1.51  1.65  

Total outside liabilities/ TNW (times) 2.61  2.05  1.77  1.99  

Total debt/OPBDITA (times)  4.60  2.23  2.56  3.01  

Interest coverage (times)  3.42  5.94  5.21  4.49  

DSCR (times) 0.84  1.94  1.88  1.76  

Net-working capital/OI (%) 22% 44% 58% 49% 
Source: Company data 

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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Annexure-1: Instrument Details  

Instrument  
Limit  

(Amount in NPR Million)  
Ratings  

Fund-based, long-term Loans (A) 3,742.74 [ICRANP] LBBB+ 

   

Fund-based, short-term Loans   

Existing working capital loan limits  2,260.00 [ICRANP] A2 

Proposed working capital limits 1,200.00 [ICRANP] A2 

Bridge gap loans (to be converted to term loans) 297.60 [ICRANP] A2 

Total fund-based, short term loans (B) 3,757.60  

   

Non-fund-based facilities, Short-term   

Letter of credit  900.00 [ICRANP] A2 

Bank guarantee 100.00 [ICRANP] A2 

Total non-fund based (C) 1,000.00  

   

Grand total (A+B+C) 8,500.34  

 

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   
 

Mr. Sajjan Tamrakar (Tel No. +977-1-4419910/20) 
sajjan@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 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. The international credit rating agency, 

Moody’s Investors Service, is ICRA’s largest shareholder. 

For more information, visit www.icranepal.com   

http://www.icranepal.com/
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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.  

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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