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Shikhar Power Development Private Limited: [ICRANP] LB+/A4 

assigned 
Aug 24, 2020 

Summary of rated instruments 

Instrument * Rated Amount (NPR Million) Rating Action 

Long-term loan; fund-based 610 [ICRANP] LB+; assigned 

Short-term loan; fund-based  (30) [ICRANP] A4; assigned 

Short-term loan; non-fund based (400) [ICRANP] A4; assigned 

Total  610  

* Instrument details are provided in Annexure-1 

 

Rating action   
ICRA Nepal has assigned a long-term rating of [ICRANP] LB+ (pronounced ICRA NP L B Plus) to Shikhar Power Development 

Private Limited’s (SPDPL) long-term loan and a short-term rating of [ICRANP] A4 (pronounced ICRA NP A four) to its short-

term loan. 

 

Rationale  
The assigned ratings take into account the initial stage of project development 1 , and high project execution risk 

associated with the 4.96-MW Bhim Khola Small Hydropower project. The project works have seen delays on account of 

the ongoing Covid-19 pandemic, which may result in the late commissioning of the project (required commercial 

operation date (RCOD) of September 21, 2021). This exposes the company towards possible cost escalation, a late COD 

penalty and/or loss of tariff escalations2, thus affecting its return and coverage indicators. However, the extent of such 

exposure would remain dependent on the commercial operation date of the project as well as the possible extension of 

the RCOD by the Nepal Electricity Authority (NEA) to address the impacts of the Covid-19 lockdown across the 

hydropower sector. Further, the ratings also remain constrained by the high evacuation risk given the NEA’s proposed 

Burtibang substation, along with four other associated substations and the 84-km long 132kV double circuit transmission 

lines still in the constructional phase. The completion of these integrated evacuation structures, before the project begins 

commercial operation, would remain critical in evacuating power from the project. Also, the ratings remain constrained 

by the lack of prior experience of the promoters in the hydropower sector. The assigned ratings also remain constrained 

by the monthly short supply penalty as well as the 30% dry energy short supply penalty as per power purchase agreement 

(PPA), which can impact the revenue profile of the company in case of fluctuations in hydrology. Similarly, the ratings 

concern also arises from hydrological risks given the absence of a deemed generation clause in the PPA. The NEA is not 

bound to pay any compensation to the company in case of weak hydrology. The ratings are also constrained by the 

counterparty credit exposure of the 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).  

 

Nonetheless, the assigned ratings factor in the relatively lower budgeted project cost (NPR 176 million/MW) and the 
relatively higher mix of high tariff3 dry energy (~30%) in the overall energy matrix under the new six-six months dry: wet 
energy mix PPA modality. This, coupled with the eight times tariff escalations on the base tariff, relatively lower financial 
charges with lower base rates banks4 as funding partners and the expected ballooning repayment for loans would be 
supporting the return indicators and other coverage ratios of the company. Also, the funding risk for the project remains 
on a lower side with ~70% of equity component already injected, and the entire debt component already tied up. Further, 
the ratings also take comfort of the firm long-term PPA with predetermined base tariffs and escalations under the take 

 
1 ~21% financial progress as of mid-July 2020 
2 Tariff escalations would start after 6 months of RCOD; one tariff escalation loss for every year of delay thereafter. 
3 Base tariff for dry energy (December to May) is NPR 8.4/unit while the same for wet energy (June to November) is 
NPR 4.8/unit.  
4 The funding partners for the project are Rastriya Banijya Bank Limited and Nepal Bank Limited.  
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or pay PPA modality, which eliminates the tariff risk and offtake risk for the energy to be generated by the project.  Also, 
the assigned ratings take note of the lower base rates of the consortium banks which can reduce the finance cost of the 
project to some extent. 
 
Going forward, SPDPL’s ability to infuse the remaining equity, commission the project within the estimated cost and 
timeline and gain the availability of the NEA’s evacuation structures before the project becomes operational would be 
the key drivers for determining the project return metrics and coverage indicators for the company. 
 

 

Key rating drivers  
 

Credit strengths 
Relatively lower project cost and higher dry energy mix may support return indicators - The project has been budgeted 

to be developed at a cost of ~NPR 176 million per MW. It is a Q40 project with a dry energy mix of ~30% of the overall 

energy under the new 6- 6 months dry-wet energy mix PPA. This, along with eight tariff escalations in base tariff, are 

expected to support the levelized tariff of the project. However, the project commissioning date and the resultant eligible 

tariff escalations would be key determinants of the return and coverage indicators for the company.  

 
Relatively lower funding risk - SPDPL has been promoted by three individual promoters with injection ~70% (~NPR 184 
million as of July 2020) of the total equity requirement of ~NPR 264 million. Similarly, SPDPL has already finalised the 
required debt component of NPR 610 million by entering into a credit facility agreement with a consortium of two banks 
in lead of Rastriya Banijya Bank Ltd. (RBB) and Nepal Bank Limited (NBL) as a participating bank. These banks have one 
of the lowest base rates in the industry, which is expected to lower the financial burden of the project to some extent. 
 
Low tariff risk given long-term PPA at predetermined tariffs and escalations - The tariff risk for the project is low as the 
company has a 30-year PPA with the NEA (the sole purchaser and distributor of electricity in Nepal) for its entire project 
capacity of 4.96MW at a pre-defined tariffs of NPR 4.8 per kWh for the wet season and NPR 8.4 (December- May) per 
kWh for the dry season with 3% annual escalation for eight times on the base tariff.  
 
Low offtake risk, however, provision of 10% reserve margin clause in the PPA - The offtake risk for the project is low, 
given the presence of take or pay PPA for the entire energy from the 4.96-MW capacity. However, a provision of 10% 
reserve margin clause in the PPA empowers the NEA to offtake such 10% energy based on the dispatch instruction of the 
load dispatch centre, without any compensation to SPDPL in case of the non-offtake of the same. The revenue of the 
company would be impacted if such a scenario prevails.  
 

Credit challenges 
High inherent project execution risks and no prior experience of promoters - The project is in its initial stage of 
development (~21% financial progress so far) and is also yet to conclude contracts of hydro-mechanical works. These 
expose the project towards high inherent project execution risks, further accentuated by the ongoing Covid-19 pandemic 
that has brought slackness in the overall work. Similarly, the project is promoted by three individuals from diverse 
backgrounds with no prior experience of hydropower project execution, which remains a concern. The ability of the 
company to expedite the project progress amid the ongoing Covid-19 pandemic would determine the timely 
commissioning date for the project. 
 
High evacuation risk given NEA’s evacuation structures in constructional phase - The power to be generated by the 

project would be evacuated through the proposed NEA Burtibang substation through a seven-kilometre-long 

transmission line from the powerhouse of the project. The grid-connection agreement further requires completion of 

the Burtibang-PaudiAmarah-Tamghas-Sandhikharkha-Motipur Dada transmission line (84km long 132kV double circuit) 

and its associated substations and the Shivapur-Motipur Dada-Butwal 132kV transmission line for evacuation of power 

from the project. As per the NEA’s annual report for FY2019-20, the NEA has targeted the completion of these integrated 

structures by 2021/2022 as against the project’s RCOD of September 2021, further accentuating the evacuation risks.  
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High hydrological risk amid lack of deemed generation clause with stringent PPA terms: Like most of the small rivers in 
Nepal, Bhim Khola is also not a gauged rainfed perennial river. Hence, the 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 project has been done under the 
6-6 months 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. Since this is 
a low discharge and high head project, a slight fall in hydrology could impact energy generation considerably and create 
pressure on the debt coverage metrics. 
 
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   
Incorporated in September 2014 as a private limited company, Shikhar Power Development Private Limited (SPDPL) has 

been established with the objective of investment and development of hydropower project. The paid-up capital of the 

company as of mid-July 2020 is ~NPR 184 million, including advances of NPR 37 million, which is 100% promoter held. 

Major promoters include Mr. Narayan Prasad Acharya (~36%), Mr. Hem Raj Acharya (~35%) and Mr. Kedar Nath Poudel 

(8%).   

The company is developing a 4.96-MW Bhim Khola Small HPP in Baglung district, Gandaki Province of Nepal. The project 

is a run of the river (R-o-R) type and is being developed at 40% probability of exceedance (Q40). The project has been 

planned to be developed at a budgeted cost of NPR 874 million in a D:E ratio of ~70:30. The loan financing for the project 

has been arranged through a consortium loan agreement with Rastriya Banijya Bank Limited  as the lead bank and Nepal 

Bank Limited as a participating bank (Rated [ICRANP-IR] A by ICRA Nepal) for a total loan of NPR 610 million. 

 

Annexure-1: Instrument details  

Instrument * 
Rated Amount  

(NPR Million) 
Rating Action 

Long- term loan (A) 610  

Fund-based; Term Loan  610 [ICRANP] LB+; assigned 

   

Short-term loan (B)   

Fund-based; Bridge gap loan (within the term loan) (30) [ICRANP] A4; assigned 

Letter of Credit (within the term loan) (400) 

   

Total 610  
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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.  
 

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 

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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