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Siddhi Laxmi Steels Private Limited: Ratings reaffirmed; Watch with 

Negative Implications removed  

November 23, 2020  
 

Summary of rated instruments 

Instrument* 
Last Rated Amount  
(NPR Million) 

Current Rated 
Amount (NPR Million) 

Rating Action 

   Long-term loans; fund based  

1,260 1,260 

[ICRANP] LB+ (Reaffirmed); 

Watch with Negative 

Implications removed 

   Short-term loans; fund based  

1,250 1,250 

[ICRANP] A4 (Reaffirmed); Watch 

with Negative Implications 

removed 

   Short-term loans; non-fund based  

(1,800) (1,800) 

[ICRANP] A4 (Reaffirmed); Watch 

with Negative Implications 

removed 

 Total 2,510 2,510   
* Instrument details are provided in Annexure-1 

 

Rating action   
ICRA Nepal has reaffirmed the long-term rating of [ICRANP] LB+ (pronounced ICRA NP LB plus) for the NPR 1,260-million 

long-term loans of Siddhi Laxmi Steels Private Limited (SLS or the company). ICRA Nepal has also reaffirmed the short-

term rating of [ICRANP] A4 (pronounced ICRA NP A four) for the short-term loans of NPR 1,250 million (including non-

fund based limits). The ratings have been removed from Watch with Negative Implications.  
 

Rationale 
The rating reaffirmation, along with the removal from rating Watch with Negative Implications, factors in the start of 

commercial operations by SLS from October 2019, thereby eliminating the project execution risk of its thermo-

mechanically treated (TMT) bar production unit. The gradual expansion of the distribution network, coupled with the 

traction of the promoters in the domestic business arena (despite their limited track record in the steel industry), is 

expected to gradually ease the offtake risk even though it remains high at present. The immediate pressure on liquidity 

is eased by the regulatory forbearance by the lender bank (in line with the central bank’s instructions) through the 

deferral of principal repayment until mid-January 2021 with the option for credit restructuring/rescheduling by that date. 

The ratings also derive comfort from the financial flexibility available to SLS as it is a part of the Laxmi Group. The ratings 

continue to derive comfort from the duty protection accorded to the domestic steel industry by the Government of Nepal 

(GoN) through import barriers on finished steel products. ICRA Nepal notes SLS’ locational advantage, given its proximity 

to the Indian border and the National (East-West) Highway for the import of raw material from India as well as product 

distribution (TMT bars) across the country.  

 

The ratings are, however, constrained by SLS’ weak financial profile characterised by high gearing, weak debt coverage 

indicators and high working capital intensity as reflected in the FY2020 financial numbers (provisional). SLS’ sub-optimal 

capacity utilisation (~10% for FY2020; partly subdued by partial year of operations and Covid-19 impact) and negative 

operating profitability (partly weighed down by the carried forward high-cost billet inventory) underscore the high 

offtake risk for the company. The offtake risk is further exacerbated by the highly fragmented and competitive TMT 

segment, the limited experience of the promoters in the iron and steel manufacturing sector, and the relatively low brand 

recall of Samriddhi Steel. The ramp-up of the offtake remains paramount for SLS’ debt repayment capacity, given its high 

gearing levels on account of the significant proportion of debt financing for capex and working capital requirement. 

Working capital management will also remain a major concern, given the currently high working capital intensity on 

account of high debtor days, which stretch the company’s liquidity and cash flows. Further, SLS’ exposure to regulatory 
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risks remains a key rating sensitivity, as any reduction in the import tariff by the GoN will have an adverse impact on the 

industry margins and the financial indicators of SLS. The ratings are also tempered by the company’s limited product 

diversification (major chunk of revenues is expected from TMT bars in the near term to medium term) and the inherent 

cyclicality associated with the steel industry, thus exposing the company to cashflow volatility. SLS is also exposed to 

forex risks, with its raw material (billet) purchases in US dollar (USD) terms and sales realisation in the domestic currency. 

This risk has also been factored into the assigned ratings.  

 

Going forward, the company’s ability to manage its offtake risk and/or secure favourable credit 

restructuring/rescheduling terms from lenders and the ability of the promoters to provide funding support to tide over 

near-term liquidity concerns will remain key rating sensitivities. 

 

Key rating drivers  

Credit strengths 
Strong promoter group – SLS is among the latest business ventures of an established and reputed business house (the 

Laxmi Group) in Nepal. The Group has been active in the Nepalese business arena since 1973 with an established track 

record in trading (major player in 4-wheeler automobile sector in addition to other ancillary trading activities) and 

manufacturing (confectionary, plastics and packaging, dairy, etc). Although the Group’s experience in manufacturing and 

trading construction material is limited, SLS is expected to benefit from the traction in the local industry and the financial 

strength of its promoters.  

  

Start of commercial operations eliminates project execution risk – The company started its commercial operations from 

October 2019, thereby mitigating its project execution risk. Moreover, SLS has added a decent number of dealers and 

retailers to its distribution network, which is expected to have a positive impact on market penetration. The company 

reported gross sales revenue of ~NPR 1.25 billion in its first year of operations (~9 months of FY2020), which remains a 

positive from the aspect of brand visibility and gaining traction in the market.   

 

Senior management with adequate industry experience – SLS’ senior management team (head of operations, finance, 

sales and marketing, etc) has adequate experience in Nepal’s cement and steel industry. This is likely to offset the limited 

experience of the promoters in the steel segment and remains a positive for the company’s growth and market 

penetration strategy.   

 

Credit challenges 
High offtake risk – The iron and steel manufacturing industry in Nepal is highly competitive and fragmented with more 

than 25 secondary steel producers (mostly rolling mills) in operation. Further, low entry barriers for new players and 

capacity expansion by old players have intensified the competition in the segment. The situation has been further 

exacerbated by the ongoing Covid-19 pandemic and the resulting moderation in steel demand in recent quarters. SLS’ 

capacity utilisation remained low in FY2020 (~10%) and it had a negative operating margin for the year due to pricing 

pressure amid high competition (negative profitability resulting largely from high-value inventory of billet carried forward 

from the pre-operating period). SLS’ brand, Samriddhi, is relatively new and has limited brand recall in the industry. 

Therefore, SLS’ ability to penetrate the market in the light of high competition will remain a key challenge over the near 

term. This will have a bearing on its near-term revenue, profitability, liquidity, and general financial indicators. 

 

High gearing and high working capital intensity with stretched debt coverage indicators – As of the end of FY2020, SLS’ 

gearing remained high at ~13 times, given the significant debt level and the erosion of the equity fund due to the losses 

reported in FY2020. TD/OPBDITA1 for the year was a negative 86 times with interest coverage at a negative 0.2 times. 

The high debt level, amid weak/negative accruals, resulted in weak coverage indicators for the company. Although the 

moratorium for debt repayment offered by the lender bank as a part of the Covid-19 relief measures provides immediate 

support to the liquidity, SLS’ debt repayment capacity after the moratorium period will depend on its ability to tide over 

the offtake risk as well as the ability of the promoters to provide funding support to the company. 

 

 
1 Total debt/operating profit before depreciation, interest, tax and amortisation 
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SLS’ liquidity position also remains stretched due to the extremely high working capital intensity in its first year of 

operations (NWC/OI of ~83% as of FY2020 end). The liquidity stress is also evident from the overutilisation of the drawing 

power for the working capital loan. As a result, the company’s ability to handle short-term liquidity shocks remains weak 

and it might require external support to tide over the near-term liquidity concerns.  

 

Regulatory risk – As it operates in a duty-protected industry, SLS remains exposed to the risk of regulatory changes to 

import tariffs. SLS’ projected profitability and financial indicators are aided by the high import barriers on finished steel 

products like TMT (up to 30% of customs duty). The reduction or removal of import duty/tariff could have a significant 

impact on the company’s incremental revenue profile, profit margin and debt coverage indicators.  

 

Limited product diversification – TMT bar sales accounted for SLS’ entire revenue and this is likely to continue in the near 

term as well. This exposes SLS to product concentration risks. Although the management plans to add wire rods and 

structures to its product portfolio after the stabilisation of TMT production, at least 90% of its revenue is still expected 

to come from TMT sales. This is expected to result in continued high product concentration risk for the company in the 

mid-term as well.  

 

Inherent cyclicality of the industry – The cyclical nature of the steel industry is expected to create uncertainty in SLS’ 

demand and cash cycles. This could have a significant impact on the company’s capacity utilisation, revenue and profit 

margins. Volatility in the cash flows due to the cyclicality in the cash cycle could pose challenges, especially during periods 

of weak demand.  

 

Forex risk – SLS is exposed to forex risks because of the currency mismatch between its raw material purchase (in USD) 

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

lumpiness in procuring raw material and the expected use of unhedged USD loans to finance SLS’ 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 

Promoted by the Laxmi Group, Siddhi Laxmi Steels Private Limited was established in 2017 as a private limited company. 
It is a family-owned business with Mr. Ganesh Bahadur Shrestha and his three sons, Mr. Anjan Shrestha, Mr. Nirakar 
Shrestha and Mr. Niranjan Shrestha, holding the entire equity stake (through Laxmi Holding Private Limited, a special 
purpose vehicle). 
 
SLS manufactures TMT steel bars (under the brand name, Samriddhi) using billets that are mainly imported from India. 
With an annual installed production capacity of ~200K metric tonne (MT), the factory is in the Ramgram Municipality of 
Nawalparasi. The project started commercial operations from October 2019. SLS mainly caters for the domestic demand 
for TMT bars.  
 

Key financial indicators of SLS 

Amount in NPR million 
Provisional 

FY2020 

Operating Income-OI (Sales; in NPR Million) 1,256 

OPBDITA2/OI (%) -2% 

Total Debt/Tangible Net Worth-TNW (times) 12.9 

Total Outside Liabilities/TNW (times) 14.2 

Total Debt/OPBDITA (times) -85.6 

Interest Coverage (times) -0.2 

 
2 Operating profit before depreciation, interest, tax and amortisation 
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Amount in NPR million 
Provisional 

FY2020 

NWC3/OI (%) 83% 

Current Ratio (times) 0.9 

 
 

Annexure-1: Instrument details  

Instrument  

Last Rated Amount 

(NPR Million)  

Current Rated 

Amount (NPR 

Million)  

Rating Action 

Long term, Fund based (term loan) 1,260.0 1,260.0 [ICRANP] B+ (Reaffirmed); 

Watch with Negative 

Implications removed 

Total long term, fund based (A) 1,260.0 1,260.0  

    

Short Term    

Fund based (overdraft/demand loan) 1,250.0 1,250.0 [ICRANP]A4 (Reaffirmed); 

Watch with Negative 

Implications removed 

Non-fund based (letter of credit/ trust 

receipts/bank); within funded limits (1,800.0) (1,800.0) 

[ICRANP] A4 (Reaffirmed); 

Watch with Negative 

Implications removed 

Total short term, fund based/non-

fund based (B) 

1,250.0 1,250.0  

Grand total (A+B) 2,510.0 2,510.0  

 

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    
  

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    
 

  

 
3 Net working capital intensity 
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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 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 
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