
 

www.icranepal.com                                                                                                                                        1 

Durga Laxmi Steels Private Limited: [ICRANP] LB/A4 (Assigned) 

September 21, 2020 
 

Summary of rated instruments: 

Instrument* Rated Amount (NPR Million) Rating Action 

   Long-term loan limits; fund-based  351.9 [ICRANP] LB; assigned 

   Short-term loan limits; fund-based & non-fund based 848.1 [ICRANP] A4; assigned 

 Total 1,200.0   

* Instrument details are provided in Annexure-1 

 

Rating action   
ICRA Nepal has assigned a long-term rating of [ICRANP] LB (pronounced ICRA NP L single B) to the NPR 351.9 million long-

term bank loan limits of Durga Laxmi Steels Private Limited (DLSPL). ICRA Nepal has also assigned a short-term rating of 

[ICRANP] A4 (pronounced ICRA NP A four) to the short-term bank loan limits of NPR 848.1 million, including the proposed 

unallocated and interchangeable short-term limits of NPR 247.8 million.  
 

Rationale 
The ratings assigned to DLSPL, which is developing its first and only steel project (a tube mill plant), is constrained by the 

project execution risk. The project is in nascent stage of development (~20% of project cost incurred), with major work 

relating to the project commissioning yet to begin. Rating concerns also arise because of the low entry barriers, which 

have led to industry fragmentation and high competition in the steel industry, eroding industry margins in the recent 

years. This scenario has made the offtake for new players challenging. The offtake risk is further exacerbated by the 

limited experience of the promoters in large-scale steel manufacturing, despite prior trading and medium-scale 

fabrication experience of few major promoters. Amid the offtake risk, the leveraged capital structure of the company 

also remains a rating concern. Given its relatively small scale, the project could witness moderate revenue and margin 

pressure from large players, which could supress the debt coverage indicators of DLSPL, until the project gets stabilised.  

The ability of the promoters to raise requisite funding support during the project stabilisation period will remain essential 

to the financial profile and the debt servicing ability of the company.  Further, the company’s exposure to regulatory risks 

also remains a key rating sensitivity, as any reduction in import tariff by the Government of Nepal (GoN) on finished steel 

products, will have an adverse impact on the profit margins as well as the financial indicators of DLSPL. 

 

The rating, however, factors the positive demand outlook for steel products in Nepal and the duty protection accorded 

so far to the domestic steel industry by the Government of Nepal (GoN) to make the Nepalese industry competitive in 

the local market. The rating also considers the relatively better margin outlook for players in the pipe segment vis-à-vis 

the TMT1 rod segment (which has seen a significant decline in margin in recent years due to overcapacity in the industry). 

Funding risk for the project remains low since the entire debt requirement for project capex and the initial working capital 

requirement have been tied up and ~50% of the promoter’s equity has been raised till mid-July 2020. ICRA Nepal also 

notes the locational advantage of SLS due to its proximity to the Indian border and the national (east-west) highway for 

raw material import from India as well as product distribution (pipes) across the country. 

 

 

Key rating drivers  

Credit strengths 
Promoters’ prior industry experience– Some of the promoters of DLSPL (including the current chairman Mr. Madhav 

Regmi) have prior experience in marketing, distribution, and operation of medium-size metal fabrication manufacturing 

unit in the steel industry. As such, the new project could serve as a backward integration to some extent. This remain a 

positive for generating the initial demand for the product, which could support the project off-take. 
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Positive demand outlook for domestic players given infrastructural gaps and high import barriers – Notwithstanding 

the decline in FY2020, partly due to the slowdown caused by impact of the Covid-19 pandemic, the import of steel 

products in Nepal has grown at a healthy pace (33%, 26% and 17% growth in FY2017, FY2018 and FY2019). This shows a 

robust long-term demand for steel products in Nepal. Given the country’s significant infrastructural as well as household 

construction needs, the growth is expected to remain moderate to strong over the medium to long term. Moreover, 

improvement in political outlook, empowerment of local government and increase in economic activities across the 

country are expected to provide an impetus to infrastructure development. Additionally, import barriers for most 

finished steel products (including pipes and sections) are high because of the custom tariffs, benefitting the domestic 

steel producers such as GIPL.  

 
Locational advantage– DLSPL has a locational advantage due to its proximity to the Indo-Nepal border (plant located ~45 

KM from nearest border). This eases the logistical issues in raw materials import from India. Further, DLSPL’s proximity 

to the western region of the country (main target market) and to the east-west national highway could also support the 

logistics for distribution of final products and provide it with a competitive edge over other industry players.  

 

Credit Challenges 

Project execution risk—At present, the commissioning of DLSPL’s production unit is in early stages, with major 

construction work relating to the factory yet to begin. The project has so far completed the land acquisition through 

equity proceeds and is yet to draw from the sanctioned bank loan limits. This coupled with the management’s limited 

prior experience in setting up a large-scale steel manufacturing plant exposes the project to execution risk. Significant 

delay in project commissioning vis-à-vis the current estimated date2 will have a bearing on its financial profile, including 

the gearing and debt coverage indicators vis-à-vis the projected levels. However, the funding risk of the project has been 

largely mitigated by the 100% tie-up of debt requirement and infusion of ~50% equity by the promoters.  

 

High offtake risk because of fragmented and competitive industry structure—The iron and steel manufacturing industry 

in Nepal is highly competitive and fragmented, with many players operating rolling mills and tube mills as secondary steel 

producers. Further, low entry barriers for new players and capacity expansion by old players have intensified the 

competition in the segment. DLSPL’s ability to create a market for itself remains a major challenge, given the competitive 

intensity and the lack of an established supply chain for a large scale producer. DLSPL’s ability to ensure a healthy off-

take will have a bearing on its profitability and financial indicators. 

 

High gearing likely to stretch debt-coverage indicators especially in stabilisation phase—The estimated project cost of 

DLSPL’s manufacturing facility is NPR 581 million, which is ~60% debt funded. High debt-funded capex coupled with 

working capital-intensive nature of business is expected to keep the gearing at elevated level for the company over the 

medium term. The high debt burden coupled with the relatively moderate operating revenues is likely to stretch the 

company’s debt coverage indicators in the initial years. This could create liquidity pressure and necessitate infusion of 

fresh fund from the promoters. The promoter’s ability to timely extend necessary financial support will remain crucial 

during that period. 

 

Regulatory risk—Being a duty-protected industry, DLSPL remains exposed to the risk of regulatory changes to import 

tariffs. GIPL’s projected profitability and financial indicators are aided by import barriers on finished steel products such 

as back pipes (up to 20% of custom duty). Reduction or removal of import duty/ tariff could have a significant impact on 

the company’s incremental revenue profile, profitability margins and debt coverage indicators.  

 

Limited product diversification—DLSPL has limited product diversification—black pipes, GI pipes and cut-to-length 

products are the major products. This product portfolio is likely to remain same with no near-term product diversification 

plan, exposing DLSPL to high product concentration risk in the near term as well as midterm. 

 

Inherent cyclicality of the industry—The cyclical nature of the steel industry is expected to create uncertainty in the 

demand and cash cycles of DLSPL. This unpredictability could have a significant impact on the company’s capacity 

 
2 Mid-October 2021 
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utilisation, revenue and profit margins. Volatility in cash flows due to cyclicality in the cash cycle could pose challenges, 

especially during periods of weak demand.  

 

Forex risk—DLSPL is exposed to forex risks because of the currency mismatch between its raw material purchase (in US 

Dollar) and its revenue realisation from finished goods sales (in Nepalese Rupee). The risk becomes pronounced by the 

lumpiness in raw material procurement and the use of unhedged US Dollar loans to finance GIPL’s raw material imports.   

 

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 2019, DLSPL is promoted by six individuals from diverse sectors. Mr. Madhav Regmi, the current 
chairman, has experience in the steel industry through trading activities and operation of small-scale steel fabrication 
plant. DLSPL is developing its first large-scale steel project (a tube mill plant), which is in its early stages of development. 
Major shareholders of DLSPL include Mr. Madhav Regmi (Chairman) (46%) Mr. Anurag Pandey (~22%), Mr. Puran Silwal 
(~13%) and Mr. Siddhi Prasad Adhikari (~13%).  
 
DLSPL is setting up a factory with an installed capacity of 60,000 MT (metric tonne) for manufacturing black pipes, 
galvanized iron (GI) pipes and cut-to-length products. The production facility will use imported hot rolled coils and zinc 
as major raw materials to produce the finished goods. DLSPL’s production facility is in the Shivraj Municipality of 
Nawalparasi and is expected to commence operation from the mid of October 2021.  
 

Annexure-1: Instrument Details  

Instrument 
Limits rated (NPR 

million) 
Rating Action 

   

Long-term Loan Limits (A) 351.9 [ICRANP] LB 

(Assigned) Fund Based limits; Term Loan 347.0 

Fund Based limits; Hire Purchase 4.9 

   

Short-term Loan Limits (B) 848.1 [ICRANP] A4 

(Assigned) Fund-based limits; Overdraft and Revolving Demand Loan 70.0 

Fund-based limits; STDL, TR and CCR 530.0 

Non-fund Based; Letter of Credit-LC (within fund based-SDTL/TR) (530.0) 

Non-fund Based; One-time LC (within fund-based term loan) (278.0) 

Non-fund Based; Bank guarantee  0.3 

Fund-based limits; Proposed unallocated 247.8 

Total limits in NPR (A+B) 1,200.0  

 

 

 

  

http://www.icranepal.com/
https://www.icranepal.com/wp-content/uploads/2019/11/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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kishor@icranepal.com     
 

Mr. Sailesh Subedi, (Tel No. +977-1-4419910/20) 
sailesh@icranepal.com    
  

Mr. Akendra Joshi, (Tel No. +977-1-4419910/20) 
akendra@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, 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.  

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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