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Makari Gad Hydropower Private Limited: [ICRANP] LBB/A4+ assigned 
August 14, 2019 

 

Summary of rated instruments 

Instrument * Rated Amount (NPR Million) Rating Action 

Long-term loans; Fund based  1,434.7 [ICRANP] LBB (Assigned) 

Short-term loans; Non-fund based (within term loans) (784.2) [ICRANP] A4+ (Assigned) 

Total  1,434.7  
* Instrument details are provided in Annexure-1 

 

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

and a short-term rating of [ICRANP] A4+ (pronounced ICRA NP A four plus) to the short-term loans of Makari Gad 

Hydropower Private Limited (MGHPL). 

 

Rationale  
The assigned ratings factor in the high project execution and implementation risk of the 10-MW Makari Gad Hydroelectric 

Project (MGHP) being developed by MGHPL (only ~15% progress made as of mid-July 2019). The ratings also factor in the 

geographical difficulties that the project might face during the installation of the 3.2-km penstock pipe, given the steep 

terrain of the project area and the high head of the project (gross head of ~925m). This may result in time and cost 

overruns for the project. Other factors that constrain the assigned ratings include the expected loss of tariff escalation1 

and late commercial operation date (COD) penalty2 as the project is already behind schedule (required commercial 

operation date (RCOD) of June 15, 2019). Any further delays in project execution could result in cost escalations, which 

would impact interest capitalisation and the overall project cost. All these would affect the revenue profile of the project, 

amid a relatively higher budgeted project cost of NPR 2,050 million, thus impacting the overall project return metrics and 

debt coverage metrics.  

 

Nonetheless, the ratings positively take into consideration the strong parentage,3 which is expected to provide financial 
and operational support to MGHPL. Also, the ratings take a positive note of the high contract plant load factor (PLF) of 
80% with a healthy dry energy mix (~24%) as the project has been designed at a higher probability of exceedance of 47% 
(Q47). Likewise, the ratings consider the low tariff and offtake risk emanating from the firm power purchase agreement 
(PPA) with the Nepal Electricity Authority (NEA) under the take or pay model.  
 
However, the conditional offtake of 10% of the energy to be generated during the five wet months (mid-June to mid-
November) from FY2018/19 till FY2025/26 remains a concern as there would not be any compensation for the non-
offtake of such energy. Going forward, MGHPL’s ability to commission the project within the budgeted cost, meet the 
estimated timelines as well as achieve the designed operating parameters would be the key driver for the project return 
and debt coverage metrics. 
 

 
1 Tariff escalation is provided up to 5 times starting one year after the actual COD; one loss of escalation would occur for every year 
of delay after six months of RCOD  
2 Late COD penalty is 5% of the undelivered energy for the period of RCOD until actual COD 
3 LTL Energy Private Limited, Sri Lanka holds 92.5% of MGHPL; it is a 100% subsidiary of LTL Holdings Private Limited, which is an 
experienced company in the power sector  
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Key rating drivers  
 

Credit strengths 
Experienced institutional promoters from power sector – The extensive track record of the major shareholder viz. LTL 
Energy Private Limited and its parent company (LTL Holdings Private Limited, completed many power projects (~900 
MW) in Sri Lanka and overseas since 1980) remains a comfort in terms of financial and operational support. Also, the 
engagement of experienced companies under the Group as contractors for the civil, electromechanical and 
hydromechanical works of the project under the EPC model remains a comfort to some extent. Nonetheless, the timely 
project execution ability of the promoters and contractors for their maiden project in Nepal needs to be seen.  
 
Healthy dry energy mix and higher contract PLF to support return and debt coverage indicators – MGHPL’s high contract 
plant load factor (PLF) of ~80% would result in the relatively higher production of units and would thus support its 
revenue profile. Also, the healthy dry energy mix (~24% of the contract energy) would result in more dry energy. Since 
the dry energy tariff is higher than the wet energy tariff (wet season tariff is NPR 4.8 per kWh while dry season tariff is 
NPR 8.4 per kWh), it would result in a healthy revenue profile. This augurs well for the project’s return and coverage 
indicators despite the high project cost. The coverage indicators also remain supported by the ballooning repayment 
model as indicated by the loan agreement with the banks. Nonetheless, these indicators could come under pressure if 
the project fails to achieve its designed operating parameters within the budgeted cost and timeline along with a change 
in the rescheduling of repayment. 
 
Minimal funding gap with injection of 82% promoter equity so far and fully tied-up debt component – The entire 
project cost has been tied up with a debt equity ratio of 70:30 for the total project cost of NPR 2,050 million. So far, 82% 
of the equity requirement has been injected and FDI approval has already been obtained for the balance equity with the 
funds expected by December 2020. The funding risk is further minimised with the receipt of FDI approval for higher-than-
budgeted equity in the project as well as sufficient timeline of up to December 2020 to bring in the same. This equity 
amount (~NPR 114 million) is expected to cover cost overruns, if any.  
 
Low tariff risk, given presence of long-term PPA at predetermined tariff rates and escalations – The tariff risk is low as 

the company already has a PPA for the project with the NEA (the sole purchaser and distributor of electricity in Nepal) 

for its entire project capacity for a period of 30 years from the COD. The PPA has a predefined tariff rate for the purchase 

of the energy i.e., the tariff for the wet season (mid-April – mid-December) is NPR 4.8 per kWh while that for the dry 

season is NPR 8.4 per kWh. An escalation of 3% per annum is allowed on the base tariff for five consecutive years after 

12 months of the COD. However, to avail all the tariff escalations, it is imperative that the project starts operations soon 

so as not to lose tariff escalations. 

 

Low offtake risk on the back of PPA and demand-supply gap; however, conditional offtake clause for 10% of energy – 

The company has a PPA for the offtake of energy under the take or pay model with the NEA. Any failure in the offtake of 

power would be compensated by the NEA. Also, a gap in the demand and supply of energy in Nepal would ensure the 

healthy offtake of energy. Nepal is a net importer of electricity, even with limited electrification across the country and 

the currently supressed demand (per capita power consumption of <150 KW as per a 2015 study4; among the lowest in 

Asia). In the fiscal year (FY) 2017-2018, the peak power demand in the Integrated Nepal Power System (INPS) surged to 

1,508 MW while the installed operational capacity was only 1,074 MW. The shortfall was met through the import of 

electricity.  

 

As per the NEA, the power demand is expected to grow at a rate of ~15% over the next 22 years (driven by an increase 

in electrification, per capita consumption and industrial demand). Hence, the supply-demand gap is expected to persist 

resulting in the healthy offtake of the energy generated by the project. However, the PPA has a conditional offtake clause 

for 10% of the energy to be generated during five wet months till FY2025/25. This can affect the company’s revenue 

profile to some extent as it would not be compensated if there is no offtake of such energy due to lack of demand. 

  

 
4 Study conducted by Water and Energy Commission Secretariat, GoN 
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Credit challenges 
High project execution risk amid tight construction timeline; only ~15% of project work completed so far – The project 

execution risk remains high with only 15% of physical progress till mid-July 2019. A considerable portion of the project 

work is yet to be achieved. The execution risk could increase further as the penstock pipe (3.2 km) is yet to be built in the 

steep rocky terrain. Such scenarios may result in a further delay in meeting the estimated timeline5 of the project. 

However, this risk is mitigated to some extent as the major critical components of project construction viz. civil works, 

hydromechanical works and electromechanical works, will be done by experienced contractors under the EPC model. 

Also, the timely completion of the project’s own 25-km 33-kV transmission line would remain critical for the timely 

evacuation of energy, which is currently in the survey phase. However, the operational 132-kVA Balanch substation of 

the NEA moderates the overall evacuation risk.  

 

Risk of tariff escalation loss and late COD penalty – Delays in meeting the RCOD by more than six months would subject 
the company to tariff escalation loss (one escalation loss for every one-year delay). This would also subject the company 
to a late COD penalty6. The project has already been running at a delay and it crossed the RCOD of June 15, 2019. Although 
the project has applied for RCOD extension citing delays due to the FDI process, the same has not yet materialised. Hence, 
early COD would remain a factor in determining the healthy financials of the company to some extent. 
 
Hydrology risks remain high, given lack of deemed generation clause in PPA – The hydrology risk of the project remains 
high, given the lack of a deemed generation clause in the PPA. This could expose the project to hydrological risks resulting 
in loss of revenue if the adverse flow of the river leads to low discharge. However, comfort is drawn from the fact that 
the river is sourced from snow-fed mountains and the project is being built under the Q47 model at a high contract PLF7 
of 80%, which could result in lower fluctuations in discharge for the project. 
 

Foreign exchange fluctuation risk – The company’s electromechanical and hydromechanical works have been contracted 

to be paid in USD denomination. This exposes the project towards foreign exchange fluctuation risks on account of the 

unhedged USD denominated contractual liabilities (~44%8of the project cost). 

 

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

Links to applicable criteria:    

Corporate Credit Rating Methodology  

 

About the company   
Makari Gad Hydropower Private Limited (MGHPL), incorporated on February 4, 2014 as a private limited company by 

two institutional promoters viz. Hydro Vision Company Private Limited (Nepal) and Sky Power Renewable, LLC (LLC No. 

11164/2013 in Cook Island). Later, the company majority share has been acquired by LTL Energy Private Limited, a Sri 

Lanka. LTL Energy is a 100% subsidiary of LTL Holdings Private Limited, Sri Lanka. LTL Energy received FDI approval on 

September 16, 2018 for a total sum of NPR ~803 million, which is 97.5% of the total issued share capital of ~NPR 824 

million.  

 

MGHPL is developing the 10-MW Makari Gad Hydroelectric Project in the Darchula district of Sudurpashchim of Nepal. 

The estimated development cost of the project is NPR 2,050 million (~NPR 205 million per MW) in a debt equity ratio of 

70:30. The debt is yet to be disbursed as the consortium is waiting for the rating. The debt portion is being financed by a 

consortium of three Class “A” banks led by Sanima Bank Limited that has been rated [ICRA NP IR] A-. The main promoter 

 
5 Management has estimated the COD to be around December 2020 
6 Late COD penalty is calculated at 0.05 * (energy, based on contracted energy that would have been produced during the difference 
in days between RCOD and COD) * rate as applicable on the COD date 
7 Plant load factor 
8 Percentage has been derived based on NRB’s selling rate of NPR 114.34 per USD on August 15, 2019 on the contracted amount of 
$7.9 million 

http://www.icranepal.com/
https://icranepal.com/methodologyPDF/CorporateCreditRatingMethodology08292018.pdf
https://www.icra.in/Rating/ShowMethodologyReport/?id=464&Title=Corporate%20Credit%20Rating%20Methodology&Report=Corporate%20Credit%20Rating,%20Methodology,%20Mar%202017.pdf
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has already injected ~82% of the total equity requirement for the project while the rest will be injected soon. The project 

construction commenced in November 2018 and was ~15% complete as of mid-July 2019. 

 

Annexure-1: Instrument details  

Instrument * Rated Amount (NPR Million) Rating Action 

Long-term loans; Fund based  1,434.7 [ICRANP] LBB (Assigned) 

Short-term loans; Non-fund based (within term loans) (784.2) [ICRANP] A4+ (Assigned) 

Total (NPR Million) 1,434.7  

 

Analyst Contacts:   
Mr. Kishor Prasad Bimali, (Tel No. +977-1-4419910/20) 
kishor@icranepal.com     
 

Mr. Purushottam Sedhai, (Tel No. +977-1-4419910/20) 
purushottam@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 licensed 

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, 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. The international credit rating agency, 

Moody’s Investors Service, is ICRA’s largest shareholder. 
 

For more information, visit www.icranepal.com   
 

ICRA Nepal Limited, 

Sunrise Bizz Park, 6th Floor, Dillibazar, Kathmandu, Nepal. 

Phone:+977 1 4419910/20 

Email: info@icranepal.com 

Web: www.icranepal.com 
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any kind, and ICRA Nepal in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness 
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