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PRESS RELEASE
UNITED CEMENTS LIMITED

June 2025
Ratings
Instrument/Facilities Amount (NPR Mn) Ratings Rating Action
Long Term Bank Facilities 4,229.72 IRN BB Assigned
Short Term Bank Facilities 2,200.00 IRN A4 Assigned
Total 6,429.72

Details of facilities are in Annexure 1 below

Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has assigned the rating of IRN BB (Double
B) to the long term bank facilities of NPR 4,229.72 Mn and IRN A4 (A Four) to the short term bank
facilities of NPR 2,200.00 Mn.

Detailed Rationale

The ratings assigned to the bank facilities of United Cements Limited (UCL) derive strength from
strong backing of KL Dugar Group, a well-diversified conglomerate with presence across multiple
industries. The company is led by its Board of Directors chaired by Mr. Naresh Dugar, who brings
over three decades of industry experience. UCL's backward integration through its clinker
manufacturing unit and licensed limestone mines provides a stable raw material supply, reducing
reliance on external procurement and mitigating supply chain risks. Additionally, the company has
demonstrated stable revenue growth, with a CAGR of 5.21% (FY20-FY24). Improved capacity
utilization of the grinding and clinkerization units, along with operational efficiencies, has contributed
to healthy profitability margins.

However, the ratings are mainly constrained by its highly leveraged capital structure, with an overall
gearing of 5.69x as of mid-July 2024 (FY23: 3.61x), mainly driven by majorly debt-funded capex.
While interest coverage improved in FY24, the debt-service coverage ratio (DSCR) weakened slightly.
Additionally, the company's operations are highly working capital intensive, with an extended
operating cycle of 380 days in FY24, primarily due to prolonged inventory holding and delayed
receivables. The high reliance on bank financing, with ~87% working capital loan utilization,
underscores liquidity pressures. Furthermore, UCL faces intense competition in the cement industry,
limiting pricing power, while its geographic concentration in Bagmati Province heightens exposure to
regional demand fluctuations. Additionally, UCL faces risks from cyclical demand, seasonal
fluctuations, and raw material price volatility, exacerbated by foreign exchange rate fluctuations.
Going forward, the ability of the company to sustain capacity utilization influencing revenue growth,
while improving capital structure and reducing reliance on external debt will be key rating
sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Experienced promoters and group support

UCL is a part of KL Dugar Group, a diversified conglomerate with a presence in various businesses.
The company is managed under the overall guidance of its three-member Board of Directors (BoD).
The BoD is chaired by Mr. Naresh Dugar, who brings in more than three decades of experience in
various sectors, is a former executive member of Nepal Chamber of Commerce, former director of
Kumari Bank Limited, and also serves as an honorary Consulate of Mexico in Nepal. Mr. Kumud Dugar,
Director, has been awarded Nepal’s most prestigious award Prabal Gorkha Dakshin Bahu for
outstanding service in Trade and Business, holds position in Association of Nepalese Rice, Oil & Pulses
Industry and Nepal Flour Mills Association as a President, and in FNCCI as an Executive Member.
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Furthermore, the board is supported by a team of technically qualified and experienced professionals
to run day-to-day operations of the company. The management team is led by Mr. Bharat Babu
Dahal, CEO, who has over three decades of experience in working in relevant sectors.

Backward Integration; secured by adequate limestone reserves

UCL has strategically integrated its operations by establishing a clinker manufacturing unit with an
installed capacity of 330,000 MTPA, ensuring stable supply of clinker for its cement production. The
company has license and operates two limestone mines, positioned ~38 km and ~86 km from its
manufacturing facility. These mines serve as a critical raw material source, reducing dependence on
external procurement. The limestone reserves within these mines provide long-term operational
security, and mitigating supply chain risks. This vertical integration is expected to strengthen UCL's
operational profile, and improve cost competitiveness going forward.

Moderate financial profile

UCL reported a total operating income of NPR 2,468 Mn in FY24, reflecting a modest ~4% y-o0-y
growth and a five-year CAGR of 5.21% (FY20-FY24). Revenue remains primarily driven by cement
sales, with clinker sales declining to nil in FY24 due to full internal consumption. The growth was
supported by improved capacity utilization, with the grinding unit operating at ~71% in FY24 (FY23:
~62%) and the clinkerization unit at ~74% (FY23: ~57%).The EBITDA margin remained healthy at
21% in FY24 up from ~20% in FY23, marking a steady recovery from ~14% in FY22, aided by cost
efficiencies. Similarly, PAT margin increased to 3.34% in FY24 from 2.33% in FY23, supported by
revenue growth against fixed costs. Gross Cash Accruals (GCA) remained positive over the past four
years (FY21-FY24).

Key Rating Weaknesses

Leveraged capital structure

The company’s overall gearing ratio stood at 5.69x as on mid-July 2024, up from 3.61x in FY23,
indicating a leveraged position. This is mainly due to increase in debt levels as a result of majorly
debt funded capex for efficiency enhancement of existing plant. The debt-service coverage ratio
(DSCR) declined marginally to 1.47x in FY24 from 1.59x in FY23, signaling potential stress on debt
repayment capacity. The interest coverage ratio also stood at to 1.90x in FY24 vis-a-vis 1.51x in
FY23, reflecting improved operating earnings. The company’s high leverage and modest debt
coverage metrics remain key credit concerns, particularly in light of ongoing debt-funded expansion.
Any fluctuations in cash flows could heighten refinancing risks and constrain financial flexibility in the
medium term. The ability to generate sufficient earnings to support debt repayment, while managing
interest obligations, will be a key monitorable.

Working capital intensive nature of business

The operations of the company are working capital intensive in nature as UCL is involved in
manufacturing of clinker and cement from imported, self-manufactured and locally purchased raw
materials. UCL's reliance on working capital financing has significantly increased owing to sluggish
demand resulting in delay of realization of funds. The operating cycle stood at 380 days in FY24, up
from 376 days in FY23 (FY22: 364 days), primarily driven by a prolonged inventory holding period of
310 days in FY24 (FY23: 306 days). This was largely due to the accumulation of imported raw
materials, such as coal and machinery spare parts. While finished goods inventory remained low,
increased market competition led to delayed receivables, raising the debtor collection period to 114
days in FY24 (FY23: 111 days). Consequently, the company’s reliance on bank financing to meet
working capital requirements remained high, with an average working capital loan utilization of ~87%
in FY24.

Intense competition in the industry and geographical concentration risk
In the cement industry, market dominance is typically held by large producers with strong brand
recognition. However, the market landscape is characterized by a mix of organized and unorganized
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players, resulting in limited pricing power for new entrants and impacting profitability amidst fierce
competition. Currently, there are approximately 55 cement industry and 20 clinker manufacturing
units operational, with several additional units in the pipeline. Furthermore, the sales of UCL is fully
concentrated in Bagmati province, exposing it to geographical concentration risk. This limits the
company'’s ability to mitigate risks associated with regional market downturns, which could pressure
margins and cash flows in adverse conditions, in addition to heightened competition in the area.

Vulnerability to cyclical trend and seasonal demand; volatility in foreign exchange rates
and raw material price

The cement industry is affected by cyclical trends in supply and demand, which in turn are linked to
the economic growth of the country. Hence, the company is exposed to cyclical trends in supply and
demand in the industry, impacting the capacity utilization, revenues and margins. Additionally,
seasonality in construction and development expenditures can impact the industry's operation and
overall demand for cement in Nepal. UCL aims to meet its clinker requirements through its own
clinkerisation unit but depends on imports for key raw materials like iron ore, coal, gypsum, and fly
ash. The prices of these raw materials are highly volatile due to their global linkages, which exposes
the company to raw material price volatility risk, thereby impacting its margins and overall financial
performance.

Analytical Approach: Standalone

Applicable Criteria:
Corporate Credit Rating Methodology

About the Company:

United Cements Limited (UCL) was incorporated as a private limited company on August 21, 2007,
and subsequently converted to a public limited company on June 14, 2024. UCL is engaged in
manufacture and sale of clinker, Ordinary Portland Cement (OPC), and Portland Pozzolana Cement
(PPC) under the brand names ‘United OPC, and ‘Rajdhani PPC’. UCL has set up its cement and clinker
manufacturing plant in Naubise, Dhadhing. The current installed capacity is 330,000 MTPA for
clinkerisation unit and 366,300 MTPA for grinding unit. Mr. Naresh Dugar, Mr. Kumud Kumar Dugar,
and Mr. Vikas Dugar are major shareholders of UCL each holding ~33% of total shares.

Financial Indicators (Standalone)

FY21 FY22 FY23 FY24
For the year ended* As on = - = :
Audited Audited Audited Audited
Total Operating Income (NPR Mn) 2,342 2,079 2,386 2,468
EBITDA Margin (%) 22.36 14.08 20.41 21.00
Interest Coverage Ratio (x) 2.53 1.16 1.51 1.90
Overall Gearing Ratio (x) 9.43 3.99 3.61 5.69
Total Outside Liabilities/Tangible Net-Worth (x) 10.34 4.83 4.24 6.34
Current Ratio (x) 1.29 1.30 1.09 1.13
*Classification as per Infomerics Nepal standards
Earnings before Interest Tax Depreciation Amortization (EBITDA)
Annexure:1 Detail of Facilities:
—_— Type of Amount -
Name of Instruments/ Facilities Facilities (NPR Mn) Rating
Fund Based Bank Facilities- Term Loan Long Term 3,855.56 IRN BB
Funt_:l Based Bank Facilities- Permanent Working Long Term 374.16 IRN BB
Capital Loan
Fund Based Bank Facilities-Working Capital Loan Short Term 1,650.00 IRN A4
Non-Fund Based Bank Facilities-Letter of Credit Short Term 550.00 IRN A4
Total Facilities 6,429.72
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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 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/
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Tanka Prasad Marga, Baneshwor Height, Kathmandu
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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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