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Api Power Company Limited: [ICRANP] LB/A4 Assigned 
November 09, 2020 

Summary of rated instruments 

Instrument* Rated Amount (NPR Million) Rating Action 

Long-term loan; Fund-based 1,749.66 [ICRANP] LB; Assigned 

Short-term loan; Fund-based 115.00 [ICRANP] A4; Assigned 

Total  1,864.66  

*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) to Api Power Company Limited’s (APCL) 

long-term loan and a short-term rating of [ICRANP] A4 (pronounced ICRA NP A four) to its short-term loan. 

 

Rationale  
The ratings are mainly constrained by the delays seen in the repayment of the company’s term loans over the last one year, 
along with the significant project execution risks for the under-construction 40-MW Upper Chameliya hydro-electric project 
(HEP) which is in the nascent stages of development. Equity-funding risks for this project also remain high since the requisite 
amount is to be raised through a series of rights issues, the first tranche of which has faced long delays in obtaining regulatory 
approval. Since the proposed project has relatively better return prospects, APCL’s overall return metrics would remain 
contingent upon its ability to complete this project within the expected timeline and budgeted cost. The ratings are further 
impacted by the subdued operational performance of the 8.5-MW Naugarh Gad HEP and 8MW Upper Naugarh Gad HEP, 
both of which generated only ~75% of the contract energy in FY2020. Hydrological risks also remain high, given the fact that 
APCL’s both operational projects lie in the same basin and the power purchase agreement (PPA) does not cover deemed 
generation clauses. APCL’s cash reserves remains weak, given the projects being developed one after another while the debt 
service indicators also remain moderate. Since the repayment to the bank is largely contingent upon the receipt of payment 
from the NEA, any delays by the NEA could expose the projects to a default risk. Ratings concerns further arise from the 
interest rate volatility in the market and the counterparty credit exposure with 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. 
 
Nonetheless, the ratings factor in the experience of the promoters and the management team in the field of hydropower 
(Group has seven operational HEPs totalling 57.3 MW), along with the company’s track record of timely project execution 
so far. The ratings are also supported by the low evacuation risks for all the projects under APCL, with the requisite 
evacuation structures of the NEA i.e. the Balanch substation already being operational. Further, the ratings take comfort 
from the positive demand outlook for the energy sector, owing to the supply-demand gap in the power sector as well as the 
increasing energy consumption in the nation. Also, firm long-term PPAs for all three projects with fixed tariff and fixed 
escalations eliminate the offtake and tariff risks. Going forward, APCL’s ability to raise the requisite equity and complete the 
proposed project within the expected cost/time would remain critical. Further, the project’s ability to achieve their design 
operating parameters and interest rate volatility in the market would all have a major bearing on the company’s overall 
financial profile. 

 

Key rating drivers  
 

Credit strengths 
Experienced promoters/management team – The company’s board and senior management have adequate prior 
experience and technical expertise in the hydropower sector. The Arun Valley Hydropower Group already has seven 
operational HEPs totalling 57.3 MW. The Group’s prior experience is expected to aid the constructional, operational and 
maintenance aspects of the current operational and constructional project under the company. 
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Low evacuation risks – The power generated from the two operational projects totalling 16.5MW is being evacuated to the 
NEA’s Balanch 132kV substation, which is also the evacuation point for the under-construction 40MW project. Further the 
upgradation of the NEA’s transmission line to 132kV (in November 2017) and addition of 132/33 kV Syaule substation (s/s) 
(in July 2018) at around mid-point of the long-stretched transmission line (Balanch s/s to Attariya s/s ~131 km) has resulted 
in a gradual reduction of tripping, leakages and voltage drop issues, for the operational projects. 
 
Low offtake and tariff risks, given long-term PPA at predetermined tariffs and escalations – The offtake and tariff risks for 
the projects remain low as they all have a 30-year PPA with the NEA (the sole purchaser and distributor of electricity in 
Nepal) on a take-or-pay basis. Since both operational projects were completed ahead of the required commercial operation 
date (RCOD), they are eligible for all tariff escalations as provided in the PPAs. However, for the 40-MW project, there is a 
10% conditional offtake clause in the PPA, applicable from FY2022/23 to FY2027/28. This could impact its revenue profile to 
an extent. Nonetheless, the tariff risks remain on the lower side, given the presence of a firm PPA with a fixed tariff and 
eight annual escalations. However, the project’s ability to commission within the RCOD of February 25, 2023 will remain 
critical in determining the number of tariff escalations and/or the late COD penalty to be applicable to the project.  
 

Credit challenges 
Delays in payment of bank obligations – APCL has delayed the payment of bank obligations on multiple occasions over the 

last one year (delays being within 60 days). The delay in repaying term debt of the 8.5-MW project in mid-April 2020 was on 

account of the partial payment release by the NEA amid the Covid-19 induced lockdowns. However, the 8-MW project has 

delayed its payments for three quarters (from mid-January to mid-July 2020) owing to the weak generation in its first year 

of operations. While the overall annual DSCR remains above 1 time, cash reserves have remained weak, given the Group’s 

aggressive growth approach. Hence, the seasonality in revenues could impact APCL’s debt-servicing capacity. Coupled with 

low cash reserves in the early years, any delay in payment from the NEA might expose the project to significant liquidity risks 

and erode the company’s debt repayment capacity. Since the repayment to the bank is largely contingent upon the receipt 

of payment from the NEA, any delays herein could expose the projects to a default risk. The last instance of delay was in 

mid-July 2020 i.e. prior to the curing period of 90 days and are, therefore, not recognised as default (refer to ICRA Nepal’s 

default recognition policy1). APCL’s track record in debt servicing going forward and augmentation of its liquidity profile 

would be crucial from a rating perspective. 

 
Aggressive growth approach; return metrics of the proposed project to remain pivotal for APCL’s financial profile – In line 
with the practices across the Group companies, APCL has also been following up an aggressive growth approach with targets 
to execute projects back to back. In the past, APCL had plans to invest in a larger HEP (75 MW) and some solar projects, 
plans for which had to be cancelled owing to delays in funding. The growth approach has kept the company’s cash reserves 
weak, despite largely following the stock dividend approach. In addition, the company’s overall return indicators would 
remain contingent upon the 40-MW Upper Chameliya project, which is expected to be developed at a relatively lower cost 
of NPR 185 million per MW, along with a better plant load factor (PLF) of 75%, high dry energy mix of ~37% and eight tariff 
escalations. As against the Group’s initial projects which were mostly completed within the budgeted costs, the recent Group 
projects have been facing cost overrun issues as well. Hence, any unexpected cost escalations in the proposed larger project 
could severely impact the company’s financial profile. 
 
Subdued generation of the operational hydropower projects despite marginal improvements – The energy generated by 
the first operational 8.5-MW project remains subdued at ~77% of contract energy in FY2020 (Average generation of ~60% 
in earlier three financial years). Despite gradual improvements, the generation remained capped below 80% of contract 
energy, even after all necessary improvements in the NEA’s evacuation structure. This was mainly on account of the 
fluctuations in river hydrology, which has generally remained weak compared to the expectations. Similarly, the second 
operational 8MW project generated ~74% of the contract energy for initial ~12 months of operation till mid-September 
2020. Going forward, the ability of the operational as well as the under-construction project to operate with good generation 
trend would remain critical in determining the revenue metrics and return indicators for the company.   
 
Relatively high equity funding risks for the 40-MW project – The 40-MW project has been budgeted at NPR 7,400 million 
in debt-to-equity portion of 70:30. The required equity of NPR 2,220 million has been planned to be raised through a series 
of proposed right issues. The first tranche of these issues i.e. NPR 567 million is currently under offer, after being stuck in 

 
1 Please find the policy here 
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the regulatory approval process for few years. The delays were mainly on account of the aggressive expansion plans to invest 
in multiple projects at a time, some of which lacked adequate clarity on funding plans and return potential. The remaining 
right issue of NPR 1,653 million is planned to be issued after getting approval from all the requisite authorities, which might 
again impact the timeline, especially given the company’s past track record. However, the debt requirement of NPR 5,180 
million has already been tied-up through a consortium of six financial institutions, which provides some comfort.  
 
Inherent project execution risks – The 40-MW project is at a nascent stage of development as of now, which exposes it to 
inherent project execution risks. All major contracts across other civil, hydromechanical, electromechanical and transmission 
line works are yet to be executed. However, the company’s project completion track record prior to the RCOD in the earlier 
two operational HEPs provides comfort, though capacity remains to be tested for the bigger project. The project’s ability to 
commission within the budgeted cost and expected timeline along with its ability to attain design operating parameters 
would remain critical.  
 
High hydrological risks amid lack of deemed generation clause with stringent PPA terms – The lack of a deemed generation 
clause in all the PPAs exposes the company to hydrological risks in case of adverse river flow scenarios without receiving any 
compensation for such losses. The risk is further accentuated by the fact that both of its operational projects lie in the same 
river. Hydrological risks are also high for the 40-MW project as it is required to supply at least 30% dry energy (against 37% 
in PPA). In case of failure in this front, 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 the energy generation considerably and create pressure on the debt coverage metrics. 
However, the operational NEA’s 30 MW project in the same river (as proposed 40 MW HEP) with >85% of contract energy 
generation, provides comfort.  
 
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   
Established in June 2003 as a private limited company, APCL began as a subsidiary of South Asia Engineering Private Limited. 
In July 2013, APCL was converted into a public limited company with major restructuring in its shareholding pattern. It was 
established by the promoters of Arun Valley Hydropower Group, one of the established private sector hydropower groups 
of Nepal. The Group’s first project has been operational from 2003. APCL’s chairman Mr. Guru Prasad Neupane and his 
family members have controlling interests across the Group companies. As of mid-July 2020, the promoters held 60% stake 
in APCL while 40% was held by the public.  
 
APCL’s first project, an 8.5-MW run-of-the-river (RoR) HEP at Naugarh river (Naugarh Gad HEP) in Darchula district, has been 
operational since August 2015. The project was commissioned at a cost of NPR 1,454 million, funded in a debt-to-equity 
ratio of ~53:47. The electricity generated from the project is being evacuated to NEA Balanch substation at Darchula, which 
then connects to the national grid through the 132-kVA Balanch-Syaule-Attariya transmission line. After the Syaule 
substation was added to the long stretch of the transmission line (~131 km) in July 2018, the project’s transmission losses 
have reduced. Prior to this, the project supplied only ~50-55% of the contract energy, which has since improved to ~68% in 
FY2019 and ~77% in FY2020. As per the PPA, the tariff for the wet season (corresponding to 79% of annual contract energy) 
is NPR 4 per kWh and for the dry season, it is NPR 7 per kWh with 3% annual escalation on the base tariff for nine years.  
 
The second operational project i.e. the 8-MW Upper Naugarh Gad HEP lies upstream of the first project. This project has 
been operational since October 30, 2019 as against the RCOD of July 2020. It was completed at a cost of NPR 1,824 million 
(~11% cost overrun over initial estimates), mainly due to floods damaging the electromechanical equipment and some of 
the structures, for which extra protection work was carried on. As per the PPA, the agreed tariff for the wet season 
(corresponding to 77% of annual contract energy) is NPR 4.8 per kWh and for the dry season, it is NPR 8.4 per kWh with 3% 
annual escalation on the base tariff for five years. Power generated by the project is being evacuated through a 7-km long, 
33-kV transmission line to the NEA Balanch substation. The project generated ~72% of the contract energy in 8.5M FY2020 
(i.e. since its COD to the year-end date).  
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The under-construction 40-MW Upper Chameliya HEP is being developed at an expected cost of NPR 7,400 million, to be 
funded at a debt-to-equity ratio of 70:30. The loan financing has been arranged through a consortium of six banks while the 
project is at a nascent stage of development. It is an RoR type project, being developed under Q42 probability of exceedance 
model. The project’s contract PLF is around 75% and the PPA has been done under the new 6-6 month dry-wet energy model 
with a high dry energy mix of ~37%. The base tariff for the wet energy is 4.8 per kWh, while the same for the dry energy is 
8.4 per kWh with 3% annual tariff escalations of eight times over the base tariff. The RCOD of the project is February 25, 
2023. The power is to be evacuated through a 16-km long, 132-kV transmission line to the NEA Balanch substation.  

 

Key financial indicators  

 
FY2017   

(Audited) 

FY2018   

(Audited)  

FY2019 

(Audited) 

FY2020 

(Provisional) 

Operating income (OI; NPR million) 176 165 187 326 

Profit after tax (NPR million) 77 59 71 96 

OPBITDA/OI (%)   91% 89% 87% 86% 

RoCE (%) 8% 8% 9% 10% 

Total debt/Tangible net worth (TNW; times)  1.11 1.41 1.52 1.45 

Total outside liabilities/TNW (times) 1.15 1.72 1.70 1.65 

Total debt/OPBITDA (times)  7.89 11.40 11.83 7.00 

Interest coverage (times)  2.45 2.10 2.25 1.80 

DSCR (times) 1.66 1.13 1.22 1.20 

Net working capital/OI (%) 92% -154% -171% -113% 
Source: Company data 

 

Annexure-1: Instrument details 

Instrument Rated Amount (NPR Million) Rating Action 

Fund based facilities; Long term loan (A) 1,749.66 
[ICRANP] LB; Assigned 

Term Loan (Long-term loan; fund based) 1,749.66 

   

Fund-based facilities; Short term loans (B) 115.00  

[ICRANP] A4; Assigned Working Capital Loan (Short-term loan; fund based) 90.00 

Margin Lending (Short-term loan; fund based) 25.00 

   

Total (A+B) 1,864.66  
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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.  
 

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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