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CARE Ratings Nepal Limited has revised the ratings to ‘CARE-NP BB’ for the long term bank facilities and reaffirmed the rating to
‘CARE-NP A4’ assigned to the short term bank facilities of Siddhivinayak Steels Private Limited (SSPL).
Detailed Rationale & Key Rating Drivers
The revision in long term rating assigned to the bank facilities of SSPL considers stabilization and gradually scaling up of the
operations along with commencement of operations from the new product line. The revision in long term rating also considers
improvement in financial risk profile of the company in FY21 (Unaudited, refers to 12 month’s period ended mid-July 2021). The
ratings continue to be constrained by leveraged capital structure, working capital intensive nature of operations and presence in
highly fragmented and competitive nature of steel industry in Nepal. The ratings also factor in raw material price volatility and
foreign exchange fluctuation risk and exposure to volatile interest rates.
The ratings, however, continue to derive strength from experienced promoters and management in the related field, locational
advantage of the manufacturing facilities, diverse product range catering to wide spectrum of industries with established
marketing setup and demand of steel products in the country.
Going forward, the ability of the company to profitability scales up its operations and rationalization of its debt level by managing
the working capital requirements supporting the growth in operations will be the key rating sensitivities.

Detailed Description of the Key Rating Drivers
Key Rating Weaknesses
Working capital intensive nature of operations
The operations of SSPL continues to remain working capital intensive in nature marked by operating cycle of 270 days during
FY21 though improved from 323 days during FY20. The operating cycle remained high primarily due to high inventory holding
period. Being a manufacturer, SSPL is required to maintain adequate inventory of material on account of lead time for purchases
and to ensure regular supply of hot rolled and cold rolled coils and strips for uninterrupted manufacturing operations. Furthermore,
SSPL has a large product portfolio and has to maintain inventory of its various product types which have different dimensions to
meet the immediate demand of its customers resulting into high average inventory which stood at 218 days during FY21. For
FY21, the current ratio remained moderate at 1.22x. However, the quick ratio was very low at 0.34x which is attributed to high
inventory holding period. The company imports its raw material from India backed by Letter of credit at sight leading to high
dependence on bank borrowings to meet its working capital requirements. Attributed to availment of working capital loans, the
average creditor’s period remained low. Being a new player in the industry, the company has to extend credit period to its
customers / dealers leading to average collection period of 58 days; entailing all leads to working capital intensive nature of

1Complete

1

definition of the ratings assigned are available at www.careratingsnepal.com and other CARE publications
CARE Ratings Nepal Limited

Press Release

January 2022

operations. The average utilisation of working capital limit against drawing power was high and in most months 90% of the
drawing power.
Leveraged capital structure though improved during FY21
As on Mid-July 2021, the overall gearing ratio of the company stood high at 4.11x (PY:7.35x; including acceptances of letter of
credit) and has shown improvement on account of increase in net-worth due to infusion of equity capital and plough back of profit
into business. The company had leveraged capital structure due to high working capital requirements and term loan taken by the
company to setup the manufacturing facilities and capex undertaken in recent past. Though the overall gearing improved on the
balance sheet date of FY21, it continued to remain high.
Exposure to raw material price volatility risk and foreign exchange fluctuation risk
The major raw materials are imported from India and the price of the raw materials are market linked and determined on a
periodic basis, thus exposing the company to the volatility in the prices of raw materials which has a bearing on its profitability
margins. The raw material cost contributes around 90% of the total operating cost of the company, thus, any volatility in prices
of the same impacts the profitability of the company. Furthermore, the majority of its raw material requirements is imported,
prices of which is linked to USD, for which it is exposed to the foreign exchange fluctuation risk. Any sudden spurt in these raw
material prices might not be passed on to the end customers, instantly, on account of highly fragmented and competitive nature
of the industry, which could lead to decline in profitability margins.
Presence in highly competitive nature of steel industry in Nepal
The iron and steel industry is intensely competitive and fragmented marked by the presence of both larger players and numerous
smaller players in the unorganized segment. The demand of steel products is considered cyclical as it depends upon the capital
expenditure plan of major players in the end-user industry. Furthermore, the value addition in the steel products like M.S. Black,
galvanized pipes & related products is low, resulting into low product differentiation in the market. The producers of steel
construction materials are essentially price-takers in the market, which directly expose their cash flows and profitability to volatility
in the steel prices.
Exposure to volatile interest rate
Nepalese banking sectors are fixing floating interest rate on lending by adding certain percentage of premium on quarterly base
rate and interest rate will be changed accordingly on quarterly basis. Base rate of the Bank and Financial Institutions will be
changed by change in liquidity position which lead to change in interest rate. Interest rate has been changing frequently in Nepal
market since last 1-2 year. Therefore, funding from Bank and Financial Institutions are exposed to volatile interest rate
Key Rating Strengths
Experienced promoters and management in the related field
SSPL is being promoted by the family members related to the Goenka Group, which is in existence for 30 years and is one of the
business groups in Nepal with diversified business involved in both manufacturing and trading. The Company is spearheaded by
Mr. Ram Gopal Goenka as Chairman who looks after the overall management of the company. Mr. Goenka has work experience
of more than 35 years in the field of construction, finance and trading businesses. Mr. Amit Goenka, Director, who is looking after
management of the technical and human resource aspect, has more than 10 years of work experience in the field of construction
industry, financial sector and trading business. The day to day affairs of the company is handled by Mr. Ajay Goenka, as Chief
Executive Officer, having more than 15 years in related fields.
Locational advantage
SSPL is into manufacturing MS Pipe that has great usage in construction, automobile and manufacturing industries. Cut to length
MS-Plates and products, also one of the product of SSPL, are substantially used in hydropower projects, irrigation projects,
factories expansion, renovation etc. The plant is located in Parasi, Nepal and is in the western belt of Nepal. The plant site is
connected to Mahindra Highway and is favorably located 22 Kms from India Border for raw material procurement in the form of
imports from India thereby leading to cost efficient procurement and logistics management. Also, the manufacturing facilities is
well connected by road network with the potential markets of Nepal.
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Stabilization of operations and improved financial risk profile during FY21(Prov.)
SSPL started with its commercial production during FY19 and FY20 was the first full year of operation. In the second year of its
operations, the company’s performance improved with growth in total operating income and improvement in profitability margins.
Also, SSPL has set up galvanization unit which came into operation from October 2021. Total operating income (TOI) of the
company grew by ~84% in FY21 (Unaudited, FY refers to 12 months’ period ended mid-July 2021) to Rs. 1,737 Mn. on account
of increase in quantity sold coupled with increase in average sales realization. The quantity sold increased by 47.42% in FY21
over FY20 and average sales realization stood at Rs. 89,000 per metric tonne as against Rs. 71,297 per metric tonne in FY20.
The growth in TOI was also supported by increasing marketing and dealer network. Furthermore, SSPL has achieved sales of Rs.
600 Mn during three- month period ended FY22.
PBILDT margin also improved from 4.18% in FY20 to 18.26% in FY21. Improvement in PBILDT margin was due to higher revenue
generated from high margin product coupled with inventory gains and economies of scale. Increase in PBIDLT margin also led to
improvement in PAT margin which stood at 8.93% for FY21. Apart from profitability, other coverage indicators including total
debt to GCA and interest coverage ratio for the company improved to 7.60x and 4.03x for FY21 respectively (PY: -ve and 0.63x
respectively). The improvement in coverage indicators was mainly attributed to improvement in profitability.
About the Company
Siddhivinayak Steels Private Limited (SSPL) is a private limited company which was incorporated on February 07, 2018 for setting
up a Mild Steel (MS)- Black Pipes and cut to length products manufacturing facility of 73,000 Metric Tons Per Annum (MTPA)
capacity in Nawalparasi, Nepal.
Financial Performance

(Rs. In Million)
Particulars
Income from Operations
PBILDT Margin (%)
Overall Gearing (times)
Interest coverage (times)
Current Ratio (times)
Total Debt to Gross Cash Accruals(times)
A: Audited, UA: Unaudited

FY19
(A)
30
5.45
3.21
1.04
1.11
NM

FY20
(A)
944
4.18
7.35
0.63
1.07
-ve

FY21
(UA)
1,737
18.26
4.11
4.03
1.22
7.60

Annexure 1: Details of the Facilities rated
Nature of the Facility
Long Term Bank Facilities
Short Term Bank Facilities
Short Term Bank Facilities
Total
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Type of the Facility
Term Loan
Working Capital Loan
Non-fund based limits

Amount (Rs. Million)
381.64
70.00
1,680.00
2,131.64

Rating
CARE-NP BB
CARE-NP A4
CARE-NP A4
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Email: shalini.sanghai@careratingsnepal.com
Relationship Contact
Name: Achin Nirwani
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About CARE Ratings:
CARE Ratings Nepal Limited (CRNL) is licensed by the Securities Board of Nepal w.e.f. November 16, 2017. CRNL is supported by
CARE Ratings Limited through a technical services agreement to provide technical support in the areas such as rating systems
and procedures, methodologies, etc. from CARE Ratings on an ongoing basis. The technical support shall ensure that CRNL has
adequate resources to provide high quality credit opinions in Nepal.
Our parent company, CARE Ratings Limited commenced operations in April 1993 and over two decades, it has established itself
as one of the leading credit rating agencies in India. CARE is registered with the Securities and Exchange Board of India (SEBI)
and also recognized as an External Credit Assessment Institution (ECAI) by the Reserve Bank of India (RBI).
Disclaimer
CRNL’s ratings are opinions on credit quality and are not recommendations to sanction, renew, disburse or recall the concerned bank facilities or to buy, sell or hold
any security. CRNL has based its ratings on information obtained from sources believed by it to be accurate and reliable. CRNL does not, however, guarantee the
accuracy, adequacy or completeness of any information and is not responsible for any errors or omissions or for the results obtained from the use of such information.
Most entities whose bank facilities/instruments are rated by CRNL have paid a credit rating fee, based on the amount and type of bank facilities/instruments.
In case of partnership/proprietary concerns, the rating assigned by CARE is, inter-alia, based on the capital deployed by the partners/proprietor and the financial
strength of the firm at present. The rating may undergo change in case of withdrawal of capital or the unsecured loans brought in by the partners/proprietor in
addition to the financial performance and other relevant factors. CARE is not responsible for any errors and states that it has no financial liability whatsoever to the
users of CARE’s rating.
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