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Chhyangdi Hydropower Limited: [ICRANP] LBB-/A4 assigned 
January 06, 2020 

 

Summary of rated instruments 

Instrument * Rated Amount (NPR Million) Rating Action 

Long-term loan; Fund-based  815 [ICRANP] LBB-; assigned 

short-term loan; Fund-based  10 [ICRANP] A4; assigned 

Total  825  

* 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 minus) to Chhyangdi 

Hydropower Limited’s (CHL) long-term loans and a short-term rating of [ICRANP] A4 (pronounced ICRA NP A four) to the 

short-term loans. 

 

Rationale  
The assigned ratings consider the good energy generation1 from the operational 2MW Chhandi Khola Small HPP and the 
moderate project cost2 of the under-constructional 4MW Upper Chhandi Khola Small HPP amid the availability of access 
roads and operational evacuation structures3. Further, the ratings factor in a firm long-term PPA with defined tariff 
escalations for both the projects, which eliminate the offtake and the tariff risk. The assigned ratings also factor in the prior 
experience of the promoters in hydropower project development, operation and maintenance, which is expected to aid 
the completion of the 4MW project, within the required commercial operation date (RCOD) of July 20, 2021. Further, low 
funding risk for the development of the 4MW project with entire debt having already tied up and around 47% of equity 
already injected remains a comfort. The ratings take comfort from the positive demand outlook of the energy sector, owing 
to the supply-demand gap in the power sector as well as the increasing energy consumption in the nation. 
 

However, the assigned ratings are constrained by the relatively higher project cost of the 2MW project at NPR 443 million, 

which has kept the average project cost to NPR 197 million per MW for the total capacity of 6 MW (2MW+4MW). This, 

along with lower contract PLF of ¬60% for both the projects, loss of one tariff escalation for the 2MW project due to delayed 

commissioning and high finance cost, has an impact on the return as well as the coverage indictors of the company. Further, 

the exposure of the 4MW project towards the short supply penalty if the project fails to meet the 30% dry energy could 

suppress the return and coverage indicators4 for the company amid the fixed tariff structures. Nonetheless, the return and 

coverage indicators remain comforted, to some extent, by the high levelised tariff of the 4MW project amid the 6-6 months 

dry-wet energy PPA model, resulting from a higher dry energy mix of 30% along with eight times tariff escalations on the 

base rate, which has improved the average levelised tariff for both the projects. Also, the assigned ratings are constrained 

by the lack of a deemed generation clause in the power purchase agreement (PPA) for which no compensation is paid in 

case of the adverse flow of hydrology in the river. Nonetheless, the good energy generation trend of the 2MW project so 

far comforts the hydrology of the Chhandi river to some extent. Also, the ratings are constrained by the inherent project 

execution risks associated with the development of the 4MW project (~50% project progress as of December 2019), which 

could expose it to various risks such as late COD penalty5, loss of tariff escalations6 and reduction in the project period7 in 

 
1 Net energy generation was seen high up to 90% of the contract energy; last three years average at ¬87%. 
2 The project cost for the constructional 4MW project is NPR 740 million (NPR 185 million per MW) per MW.  
3 Power from the constructional 4MW project would be evacuated through the available transmission line of the operational 2MW 
project to the Udipur substation.  
4 Overall project IRR of 10.79% and cumulative DSCR at 1.24x for the company. 
5 Late COD penalty is 5% of energy, based on contracted energy, that would have been produced during the RCOD and actual COD at 

the tariff rate as applicable on the actual COD  
6 Delay of 6 months beyond RCOD will lead to a tariff escalation loss; for every additional year of delay, an additional tariff escalation 
will be lost   
7 For PPA purpose, project period for 4MW project is valid till July 19, 2051 or 30 years from actual COD, whichever is earlier. 
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case of a delay. The ratings are also constrained by the counterparty credit exposure to the Nepal Electricity Authority 

(NEA), which has a moderate financial profile (with recent improvements). This is partly mitigated by the sovereign support 

of the Government of Nepal (GoN) to the NEA and its past track record of timely payments to independent power producers 

(IPPs).  

 

Going forward, the good energy generation from the 2MW project as per the current trend as well as CHL’s ability to 
commission the 4MW-project within the estimated cost and timeline and achieve its designed operating parameters as 
well as interest rate volatility in the market would be the key drivers for determining the project return metrics and other 
coverage indicators for the company. 
 

Key rating drivers  
 

Credit strengths 
Good energy generation trend of 2MW project: The net energy generation trend of the 2MW project remains good with 
generation seen up to 90% of the contract energy (average ¬87% in last 3-years ending FY2019). Also, if we take the 6-6 
months modality for the 2MW project, the average dry energy supply is ¬29%. Based on these facts, the 4MW project 
which is based on 6-6 months dry: wet energy mix, could be able to provide at least 30% of the dry energy mix following 
which it would not be subjected to any short supply penalty for dry energy. All these are expected to comfort the 30% dry 
energy supply for the 4MW project to be developed on the same river. 
 
Prior experience of the promoters in hydropower sector: The board and senior management of the company have prior 
experience in a hydropower project, having already developed a 2MW operational project in the same river since March 
2016. This prior experience of the promoter and key management personnel remains a comfort for the company from the 
perspective of constructional, operational and maintenance support in times of need. The management team is led by Mr. 
Lal Bahadur Thapa, the chief executive officer of the company. He holds a BBS degree and has prior experience of project 
development - the running and maintenance of 2MW Chhandi Khola Small HPP. 
 
Low funding risk for the 4MW project: The project cost of the 4MW project has been estimated at NPR 740 million (NPR 

185 million per MW) and has been planned to be developed at a D:E ratio of 75:25. The debt component has already been 

tied up and is being utilised. Also, so far, around 47% (NPR 87 million) of the total equity requirement (NPR 185 million) is 

already available and the rest of the equity (¬NPR 99 million) has been planned to be injected through 5% bonus share and 

30% rights issue thereafter, on the current paid-up capital of NPR 270 million.  

 

No evacuation risks given the available evacuation structures: The power generated from the 4MW project would be 
evacuated to the Udipur substation of the NEA through the same 33kV transmission line from which the current 2MW 
project evacuates the power. The company is needed to construct around 2.5 km 33kv transmission line from the 
powerhouse of 4MW project to the switchyard of 2MW operational project, which are expected to be completed before 
the project comes into operation. 
 
Low tariff risk amid long-term PPA at predetermined tariffs and escalations: The tariff risk is low as the company has 
already entered into fixed tariff-structured PPAs, along with a defined number of escalations for both the projects with the 
NEA (the sole purchaser and distributor of electricity in Nepal) for its entire project capacity. The tariff rates are pre-defined 
by the PPA for the wet season (mid-April – mid December) at NPR 4.8 per kWh and for the dry season at NPR 8.4 per kWh. 
The PPA also provides a 3% annual escalation clause in the tariffs for the 2MW and the 4MW projects for five and eight 
times respectively. However, owing to the seven months delay than the RCOD, the 2MW project could utilise tariff 
escalations for four times only while the 4MW project is likely to utilise all the eight tariff escalations, if it comes into 
operation, latest by six months of RCOD. 
 

Credit challenges 
Relatively higher average project cost and low PLF could sensitise return and coverage indicators: The higher project cost 
of NPR 443 MW (NPR 221 per MW) for the 2MW project and relatively lower project cost of NPR 740 million (NPR 185 
million per MW) has put the average per MW project cost for the total 6MW on a relatively higher level at around NPR 197 
million per MW. This, along with a lower PLF of around 60% for both the projects, loss of one escalation for the 2MW 
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project and the resultant late COD penalty could sensitise the return and coverage indicators for the project amid the fixed 
tariff structures. Nonetheless, the high levelised tariff of the 4MW project amid the 6-6 months dry-wet energy PPA modal 
with a higher dry energy (high tariff rates) composition of 30% and the eight times tariff escalations on the base rate could 
comfort the overall project IRR. A cumulative DSCR for the company, provided the 4MW project comes into operation latest 
by the RCOD within the budgeted cost, is a more likely scenario. 
 
Project subjected to inherent risk of project execution: The 4MW project is at the mid-stage of development with around 
50% progress so far, which exposes it to inherent project execution risks. However, there has been a substantial progress 
in the critical components of the proejct such as access roads, powerhouse structures, availability of transmission lines 
along with the installation work of 93% fabricated hydromechanical pipes. Work at the headworks has also been initiated. 
Given an RCOD of the project in July 20, 2021 and with a 19-month time period along with a construction contract and an 
unlikely cost escalation of the cost components, the project should be able to meet its deadline within the budgeted cost 
and time. Also, the promoters’ prior experience could remain a comfort in expediting the work to achieve a targeted COD 
within the budgeted cost. 
 
High hydrological risk amid lack of deemed generation clause  with stringent PPA terms; however, generation track 
record a comfort on hydrology of the river: Lack of a deemed generation clause in the PPA exposes both the projects 
towards hydrological risk in case of adverse river flow scenarios without receiving any compensation for such losses. 
Hydrological risks are further increase as the PPA for the 4MW project has been done under the 6-6months8 dry and wet 
energy modality with supply of at least 30% dry contract energy. In case the project fails to supply a minimum of 30% 
energy in the dry months. Upon such event, the supplied dry energy would be assumed to be 30% of the deemed annual 
energy and the additional energy supplied in the wet months would not be paid. However, the generation track record of 
the 2MW project with net generation of up to 90% of the contract energy (average of 87% in last three years ending FY2019) 
with around 29% dry energy mix remains a comfort to some extent in this front. 
 
 

Low offtake risks; however, provision of 10% reserve margin for the 4MW project can impact revenue profile: The offtake 

risk for the projects is low, given the presence of the take or pay PPA for the entire energy of 2MW and 4MW project. 

However, there is a provision of 10% reserve margin clause in the PPA of the 4MW project, which powers the NEA to off-

take such 10% energy based on the dispatch instruction of the load dispatch centre. For non-offtake of such a 10% reserve 

margin, the NEA is not bound to pay any compensation to the company which can impact its revenue profile if such a 

scenario prevails. Nonetheless, the risk is reduced to some extent, given the present demand-supply gap in the energy 

sector as well as the increasing energy demands in the country.  

 

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   
Chhyangdi Hydropower Limited (CHL), incorporated in September 2007, as a private limited company and subsequently 

converted into a public limited company in July 2014, has been promoted by Mr. Uday Kumar Piya (¬8%), Mr. Amar Nath 

Shrestha (¬5%), Mr. Rameshwor Thapa (¬5%), Mr. Lal Bahadur Thapa (¬2%), etc. The paid-up capital of the company as of 

mid-October 2019 is NPR 270 million and the company is planning to increase the equity through 5% bonus shares and 30% 

rights shares thereafter, post which, the paid-up capital would reach ¬NPR 369 million. The promoter-public shareholding 

ratio is 70:30.  

  

 
8Under the six months modality, the project is eligible for wet energy tariffs at NPR 4.8 per unit for 6 months (June to November0 and 
at NPR 8.4/unit for 6 months (December to May). However, the project is to fulfil at least 30% of contract energy in the dry season; 
failing which the project would be subjected to a penalty 

http://www.icranepal.com/
https://icranepal.com/methodologyPDF/CorporateCreditRatingMethodology08292018.pdf
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CHL has one operational hydropower project 2MW Chhandi Khola HPP, located in the Lamjung District. The project was 

commissioned in March 2016 at a cost of NPR 443 million in a D:E ratio of 59:41. It is a run-of-the-river (R-o-R) project and 

has been developed at 40% probability of exceedance (Q40). The project is operating at an average of around 87% of the 

contract energy in the last three years ending FY2019, which corresponds to an average PLF of ¬53% as against the contract 

PLF of ¬61%.   

  

CHL is also developing a 4MW upstream project Upper Chhandi Khola Small HPP in the same river at a cost of NPR 740 

million to be financed in a D:E ratio of 75:25. The project has achieved around 50% of progress as of mid-October 2019 with 

an RCOD on July 20, 2021. It is an R-o-R type project and is being developed at ¬42% probability of exceedance (Q42). The 

project has entered a PPA on July 6, 2017 under the six-months modality with a contract PLF of ¬60%. The project is a high 

head low discharge one with a gross head of ¬733 metre and a design discharge of 0.609 m3/s at Q42 with an annual 

production capacity of ~21 GWh of energy with a dry energy mix of ~30%. 

 

Key Financial Indicators 

Amount in NPR million 
Audited Provisional 

FY2016 FY2017 FY2018 FY2019 

Operating Income 10 48 53 51 

OPBDIT/OI (%) 62% 77% 77% 82% 

PAT/OI (%) -34% 8% 13% 15% 

Gearing (times) 1.5 0.9 0.9 1.4 

OPBDITA/Interest (times) 0.88 1.44 1.49 1.65 

DSCR (times) 0.88 1.22 1.14 1.19 

NWC/OI (%) -6% 5% 19% 131%* 

Total Outside Liabilities/TNW (times) 1.61 0.97 0.93 1.55 

Total Debt/OPBDITA (times) 43.50 6.79 6.07 9.31 

*distorted figure is due to higher working capital for the development of 4MW project. 

 

Annexure-1: Instrument details  

Instrument * 
Rated Amount  

(NPR Million) 
Rating Action 

Term loan (long term; fund based)  815 [ICRANP] LBB-; assigned 

Bridge gap loan within term loan (short-term; fund based) (70) [ICRANP] A4; assigned 

Letter of credit within term loan (short-term; non-fund based) (300) [ICRANP] A4; assigned 

Working capital loan (short-term; fund based) 10 [ICRANP] A4; assigned 

Total  825  
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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, 
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Phone:+977 1 4419910/20 
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Web: www.icranepal.com 
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