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Vandana Steels Private Limited: [ICRANP] LBB-/A4 assigned 
September 27, 2022 

 

Summary of rating action  

Instrument* 
Current Rated Amount  

(NPR Million) 
Rating Action 

Fund-based; long-term limits 118.7 [ICRANP] LBB-; assigned  

Fund/Non-fund based; short-term limits 641.3 [ICRANP] A4; assigned  

 Total 760.0   

* Instrument details are provided in Annexure-1 
 
 

Rating action 
ICRA Nepal has assigned the long-term rating of [ICRANP] LBB- (pronounced ICRA NP L double B minus) to the long-

term loans of Vandana Steels Private Limited (VSPL). ICRA Nepal has also assigned the short-term rating of [ICRANP] 

A4 (pronounced ICRA NP A four) to VSPL’s short-term loans.  

 

Rationale 
The assigned rating considers the positive demand outlook for steel products in Nepal and duty protection 

accorded to the domestic steel industry by the Government of Nepal (GoN) through import barriers on finished 

steel products. This augurs well for demand, growth and profitability of steel producers in Nepal, helping shield the 

local industry from the threat of cheap imports. The ratings also factor in the promoter’s experience in processing 

steel products along with the established supply chain and distribution network.   

 

However, the rating remains constrained by VSPL’s small scale of operation, which coupled with the high industry 

fragmentation and rising competition has exerted pressure on the company’s operating margins resulting in cash 

flow volatility. The rating also remains constrained by the weak financial profile characterised by high gearing and 

weak to moderate coverage indicators resulting from high debt levels. ICRA Nepal notes that VSPL’s operations 

remain highly working capital intensive, which adversely impacts its liquidity profile, and increases its reliance on 

external financing for working capital management. The significant reliance over external borrowings has created 

sizeable financial obligations vis-à-vis the company’s earnings, resulting in poor year-on-year internal accruals and a 

weak capitalisation profile. The company is also exposed to the regulatory risk as any reduction in the import tariff 

of finished products (viz. angles, channels, flats, etc.) will have a significant bearing upon VSPL’s margins and its 

financial indicators. 

Key rating drivers 

Credit strengths  

Long operational track record with experienced promoters – VSPL (operating since 1983) has around four decades 
of an operational track record in Nepalese iron and steel manufacturing. Moreover, the company’s current 
promoter, Mr. Vinod Khandelwal, has over three decades of experience in rolling mill operations, which remains a 
positive from a future revenue and growth perspective.  
 
Established supply chain and moderately diversified product portfolio – VSPL, over the years, has established a 
strong supply chain and distribution network for supplying its finished goods across the country. Moreover, the 
product profile of the company remains moderately diversified with the angles segment contributing ~47% of its 
revenue in FY2022, followed by flats and rolls, including wire cut products (21% and 15%, respectively).  
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Credit challenges 
 
Fragmented industry and low entry barriers causing margin erosion – The iron and steel industry remains highly 
fragmented, given the presence of ~30 rolling mills across the country. The relatively low capex requirement in 
infrastructure and technology results in low entry barriers, which has led to a rise in the number of rolling mills 
established in the country in recent years, causing increased competition and industry-wide margin erosion.  

 

Relatively small scale of operation and concentrated customer profile – VSPL’s current scale of operation remains 
low and offers limited scope to cater to the demand from larger customers and projects; limiting the economies of 
scale available to the company. This exposes it to pricing pressure from other large industry players with greater 
economies of scale. Moreover, VSPL’s top 10 customers accounted for ~50% of its revenue in FY2022, with ~20% 
revenue from a single party, exposing it to customer concentration risk. 

 

High gearing and modest earnings resulting in weak debt servicing ability – VSPL’s capital base remains modest 
vis-à-vis its scale of operation, resulting in a high gearing level (Total debt/TNW1) of 5.0 times as on mid-July 2022 
(~6.0 times as on mid-July 2021) and high total indebtness of ~6.0 times as on FY2022 end. Amid the modest 
earning, this has resulted in weak interest coverage ratio (ICR) of ~1.2 times and debt service coverage ratio (DSCR) 
of ~0.8 time in FY2022. 

 
High working capital intensity and no headroom in drawing power raises liquidity concerns – VSPL’s operations 
remain highly working capital intensive. Despite some moderation, VSPL reported net working capital intensity 
(NWC/OI) of ~50% in FY2022 (~67% in FY2021) arising from high debtor recovery period as well as inventory holding 
period. At the same time, VSPL has fully utilised its available drawing power on the currently sanctioned working 
capital limits, leading to low or no liquidity cushion for absorbing any major liquidity shocks, which remains a major 
rating concern. 

 

Inherent cyclicality of the industry and regulatory risk – The cyclical nature of the steel industry creates 

uncertainty about the demand and cash cycles for VSPL. This could impact the capacity utilisation, revenues, and 

profit margins of the company. Volatility in the cash flow due to cyclicality in cash cycle could pose challenges, 

especially during periods of weak demand. VSPL is also exposed to the regulatory risk as any reduction or removal 

of import duty/ tariff on the finished iron and steel products could have a significant impact on the company’s 

revenue, profitability and debt coverage indicators. 

 

Analytical approach: For arriving at the ratings, ICRA Nepal has applied its rating methodology as indicated below: 

 
Link to the applicable rating criteria: 

Corporate Credit Rating Methodology 
 
 

About the company 
Vandana Steel Private Limited is a regional player in the iron and steels products manufacturing industry. It was 
originally set up in 1983 as “Gaurishankar Rolling Mill”. The current promoter acquired the company in 2002.  
Mr. Vinod Khandelwal and his family hold the entire stake in the company.   
 
VSPL is a secondary steel manufacturer that produces angles, flats, gates and channels, etc. Its raw materials, mainly 
billets, are currently purchased from the domestic steel manufacturers. VSPL currently has an annual installed 
production capacity of ~15,000 metric tonne with capacity utilisation of around 60% for FY2022. 

 

 
1 Tangible Net-worth 
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Key financial indicators of VSPL 

Amount in NPR million 
Audited  Provisional 

FY2019 FY2020 FY2021 FY2022 

Operating Income OI (Sales; in NPR Million) 1,044.0 823.6 646.3 922.6 

OPBDITA /OI (%) 5.3% 6.0% 8.8% 7.8% 

Total Debt/Tangible Net Worth-TNW (times)  11.5 5.5 6.0 5.1 

Total Outside Liabilities/TNW (times) 11.8 5.9 6.5 6.1 

Total Debt/OPBDITA (times) 13.1 10.6 10.3 8.3 

OPBDITA/Interest (times) 0.9 1.2 1.2 1.2 

DSCR (times) 0.7 0.9 1.0 0.8 

NWC/OI (%) 57% 45% 67% 50% 

Note: TNW excludes revaluation reserves of NPR 55.9 million in FY2021 and FY2022.  

 

Annexure 1: Instrument details 

Instrument (Amounts in NPR million) Current rated 
amount 

Ratings Actions 

Long term limits (A) 118.7 
[ICRANP] LBB-; assigned 

Fund Based; Term loan 118.7 

   

Short term Limits (B) 641.3 

[ICRANP] A4; assigned 
Fund Based; Overdraft 18.0 

Fund/Non-fund Based; Working Capital loans (Letter of Credit /Trust 

Receipts /Working Capital Loan /Demand Loan /Short Term Loan) * 
623.3 

Grand total (A+B) 760.0  

* Interchangeable between fund-based and non-fund-based limits 

 

Analyst Contacts: 
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 

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. 
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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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