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Varnabas Museum Hotel Private Limited: [ICRANP] LB+/ [ICRANP] A4 

assigned 
January 20, 2020 

Summary of rated instruments: 

Instrument* Rated Amount (NPR Million) Rating Action 

Long-term; fund-based limits  536.74 [ICRANP] LB+ (Assigned) 

Short-term; fund-based limits 10.00 [ICRANP] A4 (Assigned) 

Total 546.74  

*Instrument details are provided in Annexure-1 
 

Rating action   

ICRA Nepal has assigned the long-term rating of [ICRANP] LB+ (pronounced ICRA NP L B plus) to the NPR 536.74-million long-

term loans of Varnabas Museum Hotel Private Limited (Varnabas). ICRA Nepal has also assigned the short-term rating of 

[ICRANP] A4 (pronounced ICRA NP A Four) to the NPR 10-million short-term loan limit of Varnabas.  
 

Rationale 

The ratings assigned to Varnabas (the special purpose vehicle, SPV, that owns and operates a proposed four-star hotel property 

in Kathmandu), are constrained by the preliminary stage1 of the hotel construction and consequently the high execution risk 

associated with the project. This exposes the company to the risk arising from time and cost overrun. The ratings are also 

constrained by the company’s high gearing levels, which are likely to result in weak debt coverage metrices until the hotel 

achieves stabilisation. The ratings also remain constrained by the limited experience of the promoter in operating a high-end 

hotel, despite his tourism sector-related experience of over two decades. The competitive intensity among the hotels in 

Kathmandu remains high, given the presence of a large number of hotels in a limited geography. The competition has increased 

further in the recent years, after the commissioning of new hotel properties in the region, creating an off-take risk for 

Varnabas. Rating concerns also arise from the hotel’s limited segment and geographical diversification and its small-scale 

operation (comprising of 54 keys). Given the small scale of operation and high debt burden, any slack in the projected 

occupancy could render the business cash flows inadequate to service the debt obligations in a timely manner.  
 

Nonetheless, the ratings consider the low funding risk of the project as the entire debt component has been tied up and 

promoter’s equity fully infused. The rating also factors in the promoter’s prior experience in the tourism industry as travels 

and tours operator and the established traction with various stakeholders in the industry, which is expected to mitigate the 

project offtake risk to some extent. The central location of the property is also expected to support the footfall and occupancy 

to some extent. The rating also favorably factors in the Government of Nepal’s (GoN) initiatives to provide a boost to the 

tourism industry, supporting demand for such (hospitality) projects.  

 

Key rating drivers  

 

Credit strengths 
Low funding risk 

The ~NPR 716 million hotel project is 75% debt financed. Varnabas has already secured the debt financing with the consortium 

of banks. Similarly, the entire portion of the promoter’s equity has been infused in the form of project’s land. This minimises 

the funding risk to a large extent, notwithstanding any cost over-run. 
 

Strategic location 

The property is located in the Baluwatar area of Central Kathmandu, which has good infrastructure and is located close to 

major landmarks of the city. This is expected to support the footfall received by the property, thereby enhancing the viability 

for the project, once operational.  
 

 
 

 
1 The project is under construction since ~September 2019 and as of mid-January 2020 has reached the plinth level. 

http://www.icranepal.com/
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Owner’s prior experience in tourism industry 
Mr. Rajendra Bajgain, the chairman-cum-sole owner of the company, also owns “Gurkha Encounters”-a company providing 
luxury adventure tours and travel services. The owner’s prior experience in a tourism-related sector and traction developed 
with various stakeholders in the industry could reduce the offtake risk for the hotel to some extent.   
 

Conducive environment for tourism-related ventures  

The Government of Nepal (GoN) has taken positive steps to encourage private sector involvement in the tourism sector. The 

GoN has rolled out provisions such as tax holiday for large-scale hotel projects and prescribed a lending floor for banks and 

financial institutions (BFIs) for tourism-related projects among others. Moreover, the GoN has also announced the Visit Nepal 

Year 2020 (VNY2020) campaign, planning to increase the number of tourists to 2 million by 2020 (vis-à-vis ~1 million tourist 

arrivals recorded in calendar year 2018). All these remain positives for the hotel and other sectors related to the tourism 

industry. 

 

Credit challenges 

Project’s high execution risk  

The construction of the hotel building started from September of 2019 and the hotel is in early stages of development, with 

the RCC frame for the proposed eight-storey structure just reaching the plinth level2. The management expects the project to 

commence commercial operations from July 2021. With project development in the early stages, timely commissioning 

remains a concern. Execution of the project before the repayment begins (from ~September 2021) will be critical to ensuring 

timely debt servicing. 
 

Sizeable debt burden likely to stretch liquidity and debt servicing ability  

Given the high debt burden (75% debt financing), the project is leveraged. The revenue per available room (RevPAR) of the 

property, upon commencement, is likely to remain moderate in the early years until the project generates visibility and 

achieves stabilisation in a highly fragmented and competitive industry. The moderate RevPAR is likely to translate into a 

moderate operating profit level (OPBDITA), putting pressure on the liquidity and debt repayment capacity of the company. 

Accordingly, the debt coverage indicators are expected to remain weak over the medium term. The ability of the promoter to 

infuse fresh funds (debt or equity) will have a bearing on the hotel operations and liquidity in the early years. The longer-term 

financial profile of the hotel will depend on its ability to improve the occupancy, ARRs and manage the operating costs. 
 

Increase in competition among star hotels 

The hotel industry in Kathmandu is intensely competitive, given the concentration in the limited geography of the city. 

Kathmandu has six five-star hotels along with many hotels across other star categories. Moreover, different boutique hotels 

operating in the region also offer alternatives and increase the competitive pressure. Amid a decline in the per-capita spending 

by foreigners and temporary oversupply of high-end hotel, even established properties are reporting a moderation in ARRs 

and occupancy levels in recent years. Besides, multiple high-end hotel projects in different stages of commissioning are also 

set to increase the competition in the near horizon.  All these creates an offtake risk for the new hotel projects. 
 

Limited geographical and segment diversification  

The proposed hotel will be a single-hotel project in Kathmandu and thus will remain exposed to geographical concentration 

risk. Moreover, given the limited segment diversification, the revenue of the hotel is likely to be driven by high-end tourists.  

The prospect of the hotel therefore will depend on the improvement of foreign tourist arrival and the hotel’s ability to compete 

with other high-end hotels operating in the area 

 

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   

Varnabas Museum Hotel Private Limited (Varnabas) was incorporated in June 2018. It is a special purpose vehicle (SPV) that 

will own and operate a proposed four-star hotel, Varnabas Museum Hotel. The proposed hotel will be themed around various 

 
2 As discussed, the construction progress is around 25%. 

http://www.icranepal.com/
http://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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ethnicities (also known as ‘Varnas’ in local vernacular) of Nepal with different floors representing the heritage of different 

ethnicities from different geographies of the country.  

 

Varnabas is the first hotel ownership for Mr. Rajendra Bajgain, a tourism sector entrepreneur with over 20 years of experience 

who owns the entire equity stake in Varnabas. The proposed hotel is currently under-construction with expected 

commissioning in July 2021.   

 

Annexure-1: Instrument Details  

Instrument Rated amount (NPR Million) Rating assigned 

Long-term; fund-based limits (Project Term Loan) 536.74 [ICRANP] LB+ 

Short-term; fund-based limits (Overdraft) 10.00 [ICRANP] A4 

Total   546.74  

Analyst Contacts:   

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

Mr. Sailesh Subedi, (Tel No. +977-1-4419910/20) 
sailesh@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 

 

All Rights Reserved.  
Contents may be used freely with due acknowledgement to ICRA Nepal.  

ICRA Nepal ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. The ICRA Nepal ratings 

are subject to a process of surveillance which may lead to a revision in ratings. Please visit our website (www.icranepal.com) or contact 

ICRA Nepal office for the latest information on ICRA Nepal ratings outstanding. All information contained herein has been obtained 

by ICRA Nepal from sources believed by it to be accurate and reliable. Although reasonable care has been taken to ensure that the 

information herein is true, such information is provided ‘as is’ without any warranty of any kind, and ICRA Nepal in particular, makes 

no representation or warranty, express or implied, as to the accuracy, timeliness or completeness of any such information. All 

information contained herein must be construed solely as statements of opinion and ICRA Nepal shall not be liable for any losses 

incurred by users from any use of this publication or its contents 
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