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 Hongshi Shivam Cement Private Limited: [ICRANP] LA+ assigned  

January 13, 2020 
 

Summary of rated instruments 

Instrument  Rated Amount (NPR Million) Rating Action 

Long-term loans; fund based 9,500 [ICRANP] LA+; Assigned 

 Total 9,500   

 

Rating action   
ICRA Nepal has assigned the long-term rating of [ICRANP] LA+ (pronounced ICRA NP L A plus) to Hongshi Shivam Cement 

Private Limited (Hongshi).  

 

Rationale 
The rating assignment factors in Hongshi’s strong operational profile, given its status as the largest greenfield cement 

unit operating in Nepal. This provides the company with significant scale economies, resulting in its ability to offer 

competitive pricing.  Hongshi reported strong sales (~NPR 13.5 billion) in the first year of full-fledged operations (FY2019). 

The company is expected to maintain an adequate pace of growth over the medium term with gradually improving brand 

presence and increasing dealer network. ICRA Nepal also takes comfort from the company’s strong profitability margins 

with operating and net margins of ~25% and ~11%, respectively in FY2019, mainly supported by control over production 

costs. This along with the company’s low gearing (~0.7 times as on mid-July 2019) reflects its comfortable debt coverage 

indicators with interest cover of ~5.2 times and total debt/OPBDITA of ~2.9 times for FY2019. With the expectation of a 

slight decline in margins, given the competition and term loan repayments beginning from FY2020, the debt service 

indicators could moderate to an extent. Nonetheless, the debt service indicators are expected to remain within 

comfortable levels, mainly supported by increasing scalability. Additionally, the company follows the policy of fully 

securing its debtors through bank guarantees (BG), unlike most players in the industry. Hongshi has not availed any 

working capital limits so far, given its sizeable equity base and healthy internal accruals. This too provides it significant 

financial flexibility, in case of exigencies. The rating also draws comfort from the company’s strong promoter profile with 

70% stake held by the Hongshi Group (through Hongkong Red Lion Cement No. 3 Ltd.) and the rest held by Shivam 

Holdings Limited1. Both the promoters are affiliated with experienced/established players in the cement industries of 

China and Nepal, which along with experienced board/management profile support the company’s incremental 

operational profile. The rating also factors in the unconditional and irrevocable BG from two Chinese banks, namely Bank 

of China and China Minsheng Bank that cover the entire credit limit and tenure.  

  

The rating is, however, constrained by the company’s limited track record of operations in the cement industry of Nepal, 

with grinding commencing only from March 2018 and clinkerisation from May 2018. The ratings are further constrained 

by the high selling expenses due to the initial years of operation (NPR 1,721 per MT of cement sold in FY2019), high 

working capital intensity ((NWC/OI)2 of 27% for FY2019, mainly on account of high inventory days) and high reliance on 

the top 10 customers in FY2019 (~29% of cement sales and ~68% of clinker sales were concentrated among top-10 

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

in interest rates, as seen in the recent years. Rating concerns also emanate from the intense competition in the industry, 

with many established players/brands as well as many upcoming players in the field. Hence, the company’s ability to 

replicate similar profitability over increasing scale of operations, thereby maintaining comfortable capitalisation and 

debt service indicators, would remain the key monitorable. Going forward, the company’s ability to strengthen its brand 

image and achieve healthy sales growth as well as ultimately improve its market position would remain the key rating 

sensitivities. 

 
1 88% subsidiary of Shivam Cements Limited rated at [ICRANP] LA/A1 
2 net working capital/operating income 
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Key rating drivers  
 

Credit strengths 
Strong operational profile as largest cement unit in Nepal – The company operates the largest greenfield cement plant 

in Nepal with an installed capacity is 6,061 tonnes per annum (TPD) for clinker and 6,970 TPD for grinding.  This garners 

sizeable scale economies, providing it the ability to offer competitive pricing. Hongshi’s latest technology results in 

relatively lower energy consumption for clinker and cement production. Moreover, the company has been sourcing a 

third of its power requirement from the waste heat power plant, and the balance from diesel generators so far. Once 

the gridline is available, the same would result in further reduction of production costs. These factors along with other 

ongoing/proposed cost-control measures could help the company in maintaining a competitive position in the 

fragmented industry over next few years.  

 

Sizeable revenue base in first year of full operations with incremental sales outlook – Given its ability to offer 

competitive pricing, Hongshi was able to report sizeable revenue base (~NPR 13.5 billion) in FY2019, i.e. the first full year 

of operations. Its revenues remain dominated by clinker sales (~71% in FY2019). Its incremental sales outlook is expected 

to be supported by the healthy demand for cement, given the large proposed/under-construction infrastructure projects 

and increasing household construction. The company’s improving brand presence and network of dealers remains a 

positive to this end. Hence, Hongshi’s ability to increase the share of cement sales would remain a key monitorable. 

 

Low gearing and healthy profitability leading to strong debt coverage indicators – The company’s operating and net 

margins remained healthy at ~25% and ~11%, respectively in FY2019, despite the intense competition in the industry. 

This was primarily supported by control over production costs. This coupled with the company’s low gearing (~0.7 times 

as on mid-July 2019) resulted in string debt coverage indicators with interest cover of ~5.2 times and total debt/OPBDITA 

of ~2.9 times in FY2019. Including the deferred credit for plant and machinery, the company’s total outside liabilities/net 

worth stood at ~1 time on the same date. With the principal repayments having started from FY2020 and the deferred 

credit payments to be made, the coverage indicators could moderate to an extent in the near term. Nonetheless, the 

coverage indicators are expected to remain comfortable, mainly because of the increasing scalability and healthy 

margins. However, volatility in prices of raw materials like coal, fly ash and gypsum could have a bearing on the company’s 

profitability. 

 

Strong promoter profile and experienced directors/management – The company is a part of the Hongshi Group (70% 

stake of through Hongkong Red Lion Cement No. 3 Ltd.), which operates ~40 large-scale cement companies in China. It 

is also present in other countries, namely Laos, Indonesia and Myanmar. The Group’s extensive track record in the 

cement industry and the experienced board/management are likely to help the company in maintaining a modest 

business performance, mainly by adapting the best practises among the 40 Group companies in terms of technology and 

policies. The remaining 30% stake is held by Shivam Holdings Limited of Nepal, which is an 88% subsidiary of Shivam 

Cements Limited (rated at [ICRANP] LA/A1), one of the established and strong players in the Nepalese cement industry. 

The shared brand image of both the promoters and their extensive experience in the industry remain positives for 

incremental growth outlook.   

 

Entire credit limit and tenure covered by bank guarantee from two Chinese banks – The entire term loan limit from 

Nepalese banks is fully secured by the unconditional and irrevocable bank guarantee amounting to $42.87 million each 

from the two Chinese banks, namely Bank of China and China Minsheng Bank, valid for the entire repayment tenure. 

Bank of China is rated at A1 for long term and P-1 for the short term by Moody’s Investors Service whereas China 

Minsheng Bank is rated BB+ for the long term by Fitch Ratings.  

 

Secured debtor mechanism; zero working capital borrows provide high financial flexibility – The company sells clinkers 

mostly on cash/advance payment basis and provides only up to 60 days credit on cement sales, despite the tight liquidity 

in the market, resulting in much higher debtor days for most players. Additionally, the entire debtors are fully secured 
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by BGs from class A commercial banks, which provides comfort. Further, given its sizeable equity base (NPR 12.74 billion) 

and healthy internal accruals, Hongshi has not availed any working capital limits so far (net working capital of ~NPR 2.5 

billion as of mid-July 2019). This provides it with significant financial flexibility in case of exigencies.  

 

Credit challenges 
High working capital intensity – Despite low debtor days (23 days in mid-July 2019), Hongshi has high working capital 
intensity (NWC/OI) of ~27% because of high inventory days (84 days in mid-July 2019). This can be attributed to sizeable 
raw material inventory maintained to support rising capacity utilisation (increasing to 82% and 25% for clinker and 
cement, respectively in Q1 FY2020 from 72% and 20%, respectively in FY2019). The current tight liquidity conditions in 
banking and the slow pace of Government spending could pressurise the realisation from debtors. Nonetheless, a fully 
secured debtor mechanism is expected to provide adequate comfort.  
 
High selling expenses in initial years to establish brand image – Given its low brand recall in the initial years of operation, 

Hongshi had to incur heavy selling expenses (~NPR 1,721/MT of cement sold) compared to other established cement 

players. A major chunk of these expenses (~80%) emanates from the high incentives/commission provided to the dealers, 

necessitated by low brand recognition in the initial years and also due to enforcement of BG mechanism.  

 
Limited track record of operations and intense competition in the industry – Hongshi commenced operations from 
March 2018 for grinding and May 2018 for clinker unit. Thus, it has low brand recognition among retail customers 
compared to other established brands. Also, its sales concentration to the top 10 customers in FY2019 (~29% of cement 
sales and ~68% of clinker sales) add to the woes. The cement industry in Nepal is highly fragmented with several players 
and stiff competition from established cement manufacturers. There were around 50 operational cement manufacturing 
players as of mid-July 2019, and some more units are in the pipeline. Hence, pricing flexibility might be lower, going 
forward, as the under-construction units start operations.  
 
Vulnerability to cyclicality and seasonal demand – The cyclical/seasonal nature of the cement industry creates 
uncertainty over demand and cash cycles for Hongshi, more so because it is based in a single region. This could impact 
the company’s capacity utilisation, revenues and profit margins. 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 from cheaper imports with duty safeguards 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 September 2015, Hongshi Shivam Cement Private Limited (Hongshi) is involved in producing and selling 

clinker and cement. The capacity of the company stands at 6,061 TPD for clinker and 6,970 TPD for grinding. The 

shareholding of the Hongshi is with two companies, namely Hongkong Red Lion Cement No. 3 Ltd. (70% stake) and Shivam 

Holdings Pvt. Ltd (30%). Its factory is located at Beni Manipur VDC of the Nawalparasi district. The company currently 

manufactures ordinary Portland cement (OPC) and Portland pozzolana cement (PPC) under the brand, Hongshi. 

 

Key financial indicators  
 FY2019 (Provisional) 

Operating income-OI (NPR million) 13,537 

OPBDITA/OI (%)   25% 

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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 FY2019 (Provisional) 

Total debt/Tangible net-worth-TNW (times)                  0.70  

Total outside liabilities/ TNW (times)                  0.97  

Total debt/OPBDITA (times)                   2.86  

Interest coverage (times)                   5.24  

Net-working capital/OI (%) 27% 
Source: Company data 

 

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) 
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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 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   

 

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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