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Ratings
—_— Amount , . ,
Instrument/Facilities (NPR Mn) Ratings Rating Action
ees 2,248.35 Downgraded from
Long Term Bank Facilities (enhanced from 969.81) IRN B IRN B
I 905.00 )
Short Term Bank Facilities (reduced from 1,300.19) IRN A4 Reaffirmed
Long Term/Short Term 1,200.00 IRN B-/ A4 Downgraded from
Bank Facilities (reduced from 1,900.00) IRN B/A4
TOTAL 4,353.35

Details of facilities are in Annexure 1 below

Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has downgraded the long-term rating to
IRN B- (Single B minus) from IRN B (Single B) assigned to the long-term bank facilities of NPR
2,248.35 Mn and reaffirmed the short-term rating to IRN A4 (A Four) assigned to the short-term
bank facilities of NPR 905.00 Mn. Similarly, Infomerics Nepal has downgraded the long term/short
term rating to IRN B-/A4 (Single B minus/A Four) from IRN B/A4 (Single B/A Four) assigned to long
term/short term bank facilities of NPR 1,200.00 Mn

Detailed Rationale

The ratings downgrade is primarily due to Hama Iron and Steel Industries Private Limited (HISPL)
occasional delays! in debt servicing in recent months, driven by liquidity pressures amid rising
delinquencies. Furthermore, the ratings also factor HISPL weak financial performance in FY23,
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.

The ratings, however, note that the company is a part of the Hama group, which has a long presence
(>35 years) in the Nepalese steel industry supported by a proficient management team leading to
the better understanding of the market dynamics. Going forward, sustained growth in revenue with
improvement in overall margins and prudent working capital management aiding financial risk profile
and track record of timely servicing of debt obligations will remain 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 three 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 three decades
of experience in the steel industry. Expected support from group companies and promoters provides
comfort against the relatively weak financial profile of HISPL.

! Delays are for less than 30 days and therefore doesn’t constitute as default as per Infomerics Nepal’s
policy on default recognition.
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Established brand with wide network base

HSIPL 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

Track record of delays in repayment of bank obligations

Amid increasing delinquencies, the company’s liquidity has remained under stress, and this has led
to occasional delays in servicing of bank obligations (being less than 30 days) during last 12 months.
HISPL's track record in debt servicing going forward and improvement of its liquidity profile would be
crucial from a rating perspective.

Low-Capacity Utilization

The capacity utilization of the company has been on lower side with average of ~23% in past three
financial years ended FY23 with only ~13% utilisation in FY23 (~4% in H1FY24). HISPL has an
installed capacity of 120,000 MTPA. The decline in capacity utilization in FY23 was majorly due to
capacity overhang in the industry coupled with subdued construction sector with low capital
expenditure by the government. HISPL's ability to enhance its capacity utilization while improving
margin remains a key rating considerable.

Declining operating revenue and margins, while leverage continues to remain high

HISPL experienced a significant revenue decline of ~52% in FY23, with sales dropping to ~NPR 1,875
Mn (from ~NPR 3,807 Mn in FY22). This downturn was primarily attributed to heightened competition
within the market and constrained production capacities stemming from the liquidity crunch in the
banking sector. Despite an improved EBITDA margin (~5.15% in FY23 compared to ~4.58% in FY22),
the company incurred a higher loss of ~NPR 419 Mn in FY23, up from ~NPR 198 Mn in FY22, primarily
due to high interest expenses. The company's overall gearing ratio in FY23 continued to remain
negative due to a worsened negative net worth of NPR 774 million, compared to NPR 398 million in
FY22. Additionally, the Interest Coverage Ratio (ICR) and Debt Service Coverage Ratio (DSCR) both
deteriorated, with ICR falling to 0.18x (from 0.51x in FY22) and DSCR decreasing to 0.29x (from
0.54x in FY22).

Stretched liquidity profile

The company has reported sustained increase in its working capital cycle as reflected in the working
capital intensity of ~60% in FY23 (~46% in FY22). This surge can be attributed to modest sales
coupled with substantial upsurge in inventory days, which expanded from 69 days as of mid-July
2022 to 105 days as of mid-July 2023. Additionally, the average collection period extended from 69
days to 133 days during the same period. These trends have hindered the company's operating cash
flows and led to increased reliance on debt to meet business requirements, placing strain on liquidity.
HISPL’s ability to control the working capital levels would remain critical given its stretched liquidity
profile with ~270% utilisation of drawing power as of mid-April-2024 (~91% utilisation of approved
limit as of mid-April 2024), making it more susceptible to additional liquidity challenges.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology
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Past Rating Rationale:

Hama Iron and Steel Industries Private Limited: Bank Facilities Rating Assigned

About the Company:

©e Infomerics Credit Rating Nepal Limited

Incorporated on March 1989, HISPL is a private company having its plant located at Gadhimai, Simara
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. Ownership of all shares lies with individual promoters, namely Mr.
Bala Krishna Shrestha (91.46%), Mr. Amir Shrestha (6.26%) and Mr. Rajan Krishna Shrestha

(2.28%).
Financial Indicators (Standalone)
For the vear ended* As on FY21 FY22 FY23 H1FY24
4 Audited Audited Audited | Unaudited

Total Operating Income (in NPR Mn.) 2,735 3,807 1,876 696
EBITDA Margin (%) 10.95 4.58 5.18 6.87
Interest Coverage Ratio (x) 1.16 0.51 0.18 0.45
Total Debt/EBITDA (x) 12.70 24.40 41.70 81.19
Current Ratio (x) 0.64 0.56 0.49 0.75
Overall Gearing Ratio (x) Negative Negative Negative Negative

*Classification as per Infomerics Nepal standards

Annexure:1 Detail of Facilities:

A S Amount .

Name of Instruments/ Facilities Type of Facilities (NPR Mn) Rating
Fund Based Bank Facilities-Term Loan Long Term 2,248.35 IRN B-
Fund Based Bank Facilities-Cash
Credit/Demand Loan/ Trust Receipt Loan Short Term 905.00 IRN A4
Non-Fund Based Bank Facilities- Bank Long Term/ Short Term 1,200.00 IRN B-/A4
Guarantees

Total Facilities 4,353.35
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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
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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 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: +977-1-4583304/4585906

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.
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