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Instruments/ Facilities Amount (NPR. Mn) Ratings Rating Action
Long Term Bank Facilities 969.81 IRN B Assigned
Short Term Bank Facilities 3,200.19 IRN A4 Assigned
Total 4,170.00

Details of facilities are in Annexure 1 below

Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has assigned the long term rating of IRN B (Single
B) to the long term bank facilities of NPR 969.81 Mn and IRN A4 (A Four) to the short term bank facilities
of NPR 3,200.19 Mn.

Detailed Rationale

The ratings assigned to the bank facilities of Hama Iron and Steel Industries Private Limited (HISPL) derives
strength from HISPL’s long track record of operations, experienced promoter group “Hama”, supported by a
proficient management team with experience in the steel industry leading to the better understanding of the
market dynamics. The ratings also factor in the group’s financial flexibility, established brand name and wide
network base. These rating strengths, however, are partially offset by the low capacity utilization and below-
average financial risk profile of HISPL. Further, the ratings also note HISPL’s exposure to product and
supplier concentration risks, foreign exchange risks, interest rate volatility risk, volatility in prices of raw
materials, regulatory risks and elongated operating cycle with high reliance on bank finance for funding.
Going forward, sustained growth in revenue with improvement in overall margins and prudent working capital
management aiding financial risk profile will remain a key rating sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Long track record of operations with experienced promoters and management team in steel industry
HISPL has an operational track record of more than two decades in manufacturing of steel products under the
brand name “HAMA”. HISPL derives its strength from a strong promoter group with a strong presence in
various industries like steel, wires, trading, banking etc. The major operations of the company are overseen
by the Chairman, Mr. Bala Krishna Shrestha, who has over two decades of experience in the steel industry.
Expected support from group companies and promoters provides comfort against the relatively weak financial
profile of HISPL.

Established brand with wide network base

HISPL sells TMT bars under the brand name of “HAMA” which is an established brand in the Nepalese
market on account of its long-standing contribution in the construction industry. The company's well-
established brand has aided to maintain consistent demand while differentiating its products from competitor.
Further, HISPL’s wide network base of ~100 dealers and sub-dealers all over Nepal with presence of its own
brand should continue to support business.

Key Rating Weaknesses

Low Capacity Utilization
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The capacity utilization of the company has been on lower side with an average reported capacity utilization
of ~26% in past three financial years ended FY22. The ability of the company to improve its capacity
utilization with a commensurate growth in revenue thus improving the margins would remain crucial. HISPL
has an installed capacity of 120,000 MTPA.

Below-average financial profile

The below-average financial profile of HISPL is evidenced by sharp decline in the EBITDA margin, modest
debt service coverage indicators and weak net worth base as of mid- July 2022 on account of losses incurred
in the past few years. The EBITDA margin of HISPL in FY22 was 4.57% vis-a-vis 10.95% in FY21. This fall
in margin was primarily due to the increase in duties by both GoN® and Gol? affecting the import of billets
and other allied products along with the inability of HISPL to fully pass on the increased cost of raw materials
to final consumers amidst competition. The interest coverage of HISPL has declined from 1.16x in FY21 to
0.50x in FY22 due to the squeezed operating margin coupled with increased interest cost on account of
increased borrowings and higher interest rate charged on borrowings. Accordingly, HISPL's total debt to
EBITDA has deteriorated from 12.70x in FY21 to 24.46x in FY22. Nevertheless, recovery in the revenue
during FY21 and FY22 after initial slump in FY20 due to COVID-19 remains a positive.

Product and Supplier Concentration Risk

HISPL manufactures and sell TMT bars which corresponds to more than 90% of the total sales. Furthermore,
despite availability of multiple suppliers of M.S. billet locally as well as abroad HISPL has been dealing with
limited suppliers primarily due to quality concerns, resulting in high product and supplier concentration risk.

Volatility in prices of raw materials and exposure to regulatory risks

HISPL imports prime M.S. billet along with other key raw materials from India despite recent changes in
excise and custom duties. These risks are further heightened since the cost of raw materials corresponds to 85-
95% of the total operating income. Hence, any significant changes in the duties would have a bearing on the
steel manufacturers like HISPL’s profitability going forward.

Elongated operating cycle resulting high reliance on bank finance for funding

HISPL’s liquidity profile remains stretched due to high reliance on working capital loans during FY22 which
has been utilized to fund its operations. HISPL continues to maintain high inventories to ensure availability
of raw materials during periods of demand. The operating cycle of HISPL during FY22 was 132 days vis-a-
vis 180 days in FY21.

Interest rate volatility risks and foreign exchange risks

The Interest rates on deposits and borrowing remains a significant factor in the Nepalese economy. In line
with NRB’s directives, the BFIs typically charge interest rate on loans by adding a premium to the base rate
which are revised on a quarterly basis. The interest rates charged by BFIs have been historically volatile over
the past 2-3 years and thus borrowing from banks and financial institutions exposes HISPL to risk of interest
rate volatility. Additionally, HISPL is exposed to foreign exchange fluctuation risk due to mismatch in
currency as all of its key raw materials are imported (in USD) while realization of the finished goods is in
local currency. Further, HISPL utilizes dollar Trust Receipt Loans which exposes it to forex risks.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology
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2 Government of India
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About the Company:

Incorporated on March 1989, HISPL is a private company having its plant located at Gadhimai, Simiara for
manufacturing Thermo-mechanically treated (TMT) Bars with a total installed capacity of 120,000 MTPA.
The company is also involved in trading of products like Annealed Binding Wires, Hard Bright (H.B.) Wires

and Plain Rounds.

Financial Indicators (Standalone)

" FY20 FY21 FY22

For the year ended™ As on Audited Audited Unaudited
Total Operating Income (in NPR Mn.) 1,801 2,735 3,806
EBITDA Margin (%) 3.27 10.95 4.57
Interest Coverage Ratio (x) 0.16 1.16 0.50
Current Ratio (x) 0.48 0.64 0.55
Overall Gearing Ratio (x) Neg Neg Neg

* Classification as per Infomerics Nepal standards

Annexure:1 Detail of Facilities:
Name of Instruments/ Facilities Type of Amount Ratings

Facilities (NPR Mn.)

Fund Based Bank Facilities- Term Loan (TL) Long Term 969.81 IRN B
Fund Based Bank Facilities-Working Capital (WCL) Short Term 1,228.00 IRN A4
Fund Based Bank Facilities-WCL (Proposed) Short Term 72.19 IRN A4
Non Fund Based Bank Facilities- Letter of Credit (LC) Short Term 1,900.00 IRN A4
Total Facilities 4,170.00
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About Infomerics Credit Rating Nepal Limited:

Infomerics Credit Rating Nepal Ltd. is Nepal’s third Credit Rating Agency licensed by the Securities Board
of Nepal (SEBON) on March, 2022. Infomerics Nepal is a subsidiary of Infomerics Valuation and Rating
Private Limited (Infomerics India) which is a SEBI registered and RBI accredited Credit Rating Agency
licensed in 2015. Infomerics Nepal aims to provide investors with objective analysis and evaluation of credit
worthiness of Banks, NBFCs, Large Corporates and Small and Medium Scale Units (SMUS) via its rating and
grading services. Thus, it is playing a key role in serving the financial markets by reducing the information
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asymmetry among varied lenders and investors and facilitating borrowers/issuers to various fundraising
opportunities/avenues. Infomerics observes and maintains ethical standards in its activities. For more
information, visit https://infomericsnepal.com/

Infomerics Credit Rating Nepal Limited

Tanka Prasad Marga, Baneshwor Height, Kathmandu
Phone: +977-1-4483304/4485906

Email: info@infomericsnepal.com

Web: www.infomericsnepal.com

Disclaimer: Ratings assigned by Infomerics Nepal are an opinion on the credit risk of the issue / issuer and not a
recommendation to buy, hold or sell securities. Infomerics Nepal reserves the right to change, suspend or withdraw the
credit ratings at any point in time. Ratings assigned by Infomerics Nepal are opinions on financial statements based on
information provided by the management and information obtained from sources believed by it to be accurate and
reliable. The credit quality ratings are not recommendations to sanction, renew, disburse or recall the concerned bank
facilities or to buy, sell or hold any security. We, however, do not guarantee the accuracy, adequacy or completeness of
any information, which we accepted and presumed to be free from misstatement, whether due to error or fraud. We are
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 us have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. In case of partnership/proprietary concerns/Association of Persons (AOPs), the rating assigned
by Infomerics Nepal is based on the capital deployed by the partners/proprietor/ AOPs 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/ AOPs in addition to the financial performance and other relevant factors

Tanka Prasad Marg, Baneshwor Height, Kathmandu, Nepal Contact No. +977-1-4483304, 4485906
Email: info@infomericsnepal.com, Website: www.infomericsnepal.com



mailto:info@infomericsnepal.com
https://infomericsnepal.com/
mailto:info@infomericsnepal.com
http://www.infomericsnepal.com/

