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Arun Kabeli Power Limited: [ICRANP] LBB+/A4+ assigned 
November 9, 2020 

Summary of rated instruments: 

Instrument* Rated Amount (NPR Million) Rating Action 

Long-term limits; Fund-based  3,481 [ICRANP] LBB+; assigned 

Short-term limits; Fund-based  142 [ICRANP] A4+; assigned 

Total   3,623  

*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 plus) to the long-term loan 

limits of Arun Kabeli Power Limited (AKPL). ICRA Nepal has also assigned the short-term rating of [ICRANP] A4+ 

(pronounced ICRA NP A four plus) to the company’s short-term loan limits. 

 

Rationale 
The ratings assigned to AKPL (a special purpose vehicle-SPV that owns and operates 25 MW Kabeli B1 Hydro-electric 

project-HEP) factors in the elimination of project execution and energy evacuation risk following the commissioning of 

the project in November 2019 and the presence of 132 KV transmission line from the NEA in the vicinity for power 

evacuation. Project hydrology also remains good given the snow-fed origin of Kabeli river and a decent catchment area 

of over 700 square kilometers. This is also reflected in relatively better generation performance by the project in the 

early months (~94% of contract energy met during the last nine months of FY2020). Low regulatory and off-take risks, 

with a firm Power Purchase Agreement (PPA) in place with the Nepal Electricity Authority (NEA) remains a comfort. 

Adequate generation coupled with relatively better economies of scale (given the larger project size) supports the 

project’s profitability prospect. The ratings also consider the experience of promoters and key management team given 

their long track record in the hydropower sector, which remains a comfort for the operation and maintenance (O&M) 

aspects of the project. Declining interest rate environment and Central bank’s impetus on increasing the energy sector 

loans could check the borrowing costs from increasing over the near term, which also remains a positive to AKPL’s debt 

repayment capacity. 

 

However, the ratings assigned to AKPL remain constrained from the relatively higher project commissioning cost (NPR 

5,000 million financed through 70% debt) resulting in a relatively high gearing level for the company (2.2 times in FY2020 

end). High debt-funded capex on a fixed tariff regime is likely to result in moderate debt coverage indicators during the 

early years of operation. 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 debt repayment capacity of the company. Since the 

repayment to the bank is largely contingent upon the receipt of payment from NEA, such delays from the NEA could 

expose the projects to a default risk. Further, the absence of a deemed generation clause exposes the project cash flows 

to incremental risk arising from inadequate hydrology. The absence of loss of profit insurance coverage till date also 

exposes the project’s cash flow to any disruption in the project operation arising from geological risks and calamities. 

Since the company’s revenue is directly linked to the project’s energy generation, any reduction in power generation vis-

à-vis projected estimates may lead to stressed profitability and coverage indicators.  

 

Going forward, the project’s ability to meet the design parameters will have a bearing on its revenue and profit levels. 

The management’s ability to handle the operation and maintenance aspect to minimise the project downtime and check 

the operating expense will also be essential to the project’s profitability. The management’s ability to build cash cushion 

to withstand revenue volatility will also have a bearing on the company’s liquidity and debt repayment ability.  
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Key rating drivers  

Credit strengths 
Commissioning of project and NEA’s tranmission lines eliminates execution risk and evacuation risk  

The 25-MW Kabeli B1 HEP was commissioned on November 9, 2019 as compared to the original required COD-RCOD of 

September 17, 2016. The original RCOD was extended several times due to the significant delay in construction of 

transmission lines by the NEA.  Nonetheless, with the project commissioning the execution risk has been eliminated. The 

generation performance of the project has remained adequate with average generation for the last nine months of 

FY2020 at ~94% of the contract energy (monthly generation ranging from ~80-108%). The presence of NEA’s 132 KV 

transmission line ~5 KM from the project powerhouse also eliminates the energy evacuation risk.  

 

Experienced promoters with long track record in the hydropower sector  

AKPL is a part of the Arun Valley Hydropower Group which has several operational projects throughout the country with 

equivalent capacity of ~57 MW, with the oldest project under the Group in operation since 2003. The group is currently 

developing a 40-MW project under a different SPV. The experience of the promoters and established track record of the 

Group remains a positive.  

Good profitability profile supported by enonomies of scale 

AKPL has reported a good profitability profile in FY2020 with OPM and NPM of ~95% and ~26% respectively. A good 

profitability profile remains supported by relatively lower project operating expenses because of positive economies of 

scale. The project is also exposed to lower transmission losses, given the presence of 132 KV transmission line from the 

NEA (at Kabeli substation of Amarpur VDC) located ~5 km from the powerhouse. 

 

The project is supported by hydrometrics, which is a positive for the future generation outlook 

The source of Kabeli B1 project is the Kabeli and the Inwa rivers - both snow-fed. The catchment of both the rivers totals 

to over 700 square kilometres with much of it lying on a high-altitude area with adequate precipitation history. The 

powerhouse site is located about five kilometres downstream from the confluence. Adequate hydrology is also 

corroborated by the project’s good generation performance in the early months (although the sustainability remains to 

be seen).  

 

Low offtake and tariff risk, given long-term PPA with NEA and current demand-supply gap 

AKPL has executed a PPA with the NEA for its entire capacity at a pre-determined energy tariff. Tariff rates are standard 

at NPR 4.8 and NPR 8.4 per unit during the wet and dry seasons, respectively, with 5 times 3% annual escalation on base 

tariff. A firm PPA with pre-defined tariff mitigates off-take and tariff risk. Moreover, the counterparty credit risk also 

remains low, given the sovereign support of the Government of Nepal (GoN) to the NEA, and the NEA’s past track record 

of timely payment of energy bills to private hydropower developers.  

Further, Nepal is a net importer of electricity, even with limited electrification across the country. For FY2019, Nepal 

imported ~37%1 of its energy demand from India. As per the NEA, the power demand is expected to grow at a rate of 

~15% over the foreseeable future 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 to be generated by 

the project. 

 

 
1 NEA’s annual report for FY2019 
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Credit challenges 
High project capex with 70% debt financing results in higher debt burden  

The project witnessed a time overrun by ~3 years, due to the delay in the NEA’s Kabeli corridor transmission line project 

leading to a cost overrun by ~25% over the initial estimate of NPR 4,000 million. The NPR 5,000 million project capex was 

financed through 70% debt, which has led to a high debt burden on the company with the company’s gearing level at 

~2.2 times as of FY2020-end with total debt to OPBDITA of ~6.5 times (annualised for FY2020). As a result, the company’s 

debt repayment capacity remains moderate as reflected in its coverage ratio. 

 

Moderate debt coverage metrics  

AKPL has reported an interest coverage ratio (ICR) and debt service coverage ratio (DSCR) of ~1.5 times for FY2020; partly 

aided by lower instalments of repayment in the initial years of operation (under ballooning instalment method). With a 

gradual rise in the principal instalment, the debt coverage ratio is likely to remain stretched over the medium term. 

Nonetheless, with project stabilisation and revenue growth (given the annual 3% tariff escalation as per PPA for first five 

years), future cash flows are also likely to improve; notwithstanding any deterioration in project generation performance.  

 

With relatively high gearing and higher repayment of loans over the medium term, lower-than-anticipated generation of 

the project could put significant pressure on its return and debt coverage indicators. 

 

Liquidity risks arising from low cash reserve in early years of project operation 

As the project is almost entirely dependent upon revenue recovery from the NEA to pay its interest and debt obligations, 

it faces significant liquidity risks in relation to the repayment of loans. With minimal reserves available in the earlier years, 

even a small delay from the NEA could lead to liquidity crunch of the company and problems in payments to its lenders. 

Since the repayment to the bank is largely contingent upon the receipt of payment from the NEA, such delays from the 

NEA could expose the projects to a default risk. Multiple projects under construction and operation under the Group also 

limits the promoter’s ability to support the company during such a liquidity crunch. 

 

Exposure to interest rate volatility 

Since the revenue of the project is fixed beforehand, volatility in interest rates could impact the company’s profitability 

and coverage ratios going forward. These indicators could come under further pressure in case the project deviates 

significantly from its designed operating parameters. Further, the company’s ability to control its operating cost structure 

would also remain critical.  

 

Hydrological risk and absence of deemed generation clause in the PPA 

The PPA arrangement of AKPL with the NEA does not provide for compensation in case of inadequate generation going 

forward. Hence the availability of water to sustain long-term energy generation remains a concern. This is a major risk 

for the project revenue, since the PPA with the NEA does not contain any provision for deemed generation. Further, the 

absence of loss of profits insurance coverage of the project could also erode the company’s debt repayment capacity 

during the project disruption caused by geological factors, including natural calamities.  

 

Annexure-1: Instrument details 

Instrument Rated Amount (NPR Million) Rating assigned 

Fund-based - Long-term loans (Term Loan) 3,481 [ICRANP] LBB+ 

Fund-based – Short-term loans (Working Capital Loan, OD) 142 [ICRANP] A4+ 

Total   3,623  
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  

http://www.icranepal.com/
https://www.icranepal.com/wp-content/uploads/2019/11/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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About the company   
Arun Kabeli Power Limited (AKPL) was incorporated on January 17, 2011 under Company Act of Nepal, 2063. It is a part 

of the Arun Valley Hydropower Group and has been established as an SPV for the construction and operation of 25 MW 

Kabeli B1 HEP. 

The company is promoted by Arun Valley Hydropower (~24% shareholding) and Api Power Limited (~3% shareholding). 

Arun Valley Hydropower Group is led by Mr. Guru Prasad Neupane, who is the largest shareholder in most of the projects 

operating under the Group. Investments of Arun Valley Group spans across real estate sector, hydropower sector, 

banking sector etc. 

The 25-MW Kabeli B1 HEP is an operational HEP, commissioned on November 9, 2019. It is developed along the Kabeli 

river (near the confluence with Iwa river and Kabeli river) in Panchthar district of Eastern Nepal near the Panchthar-

Taplejung border. The electricity generated from this project is connected to the NEA substation at Amarpur VDC in 

Panchthar district, ~5 km away from the powerhouse of Kabeli B1. The project was commissioned at the cost of NPR 

5,000 million, funded in a debt:equity ratio of 70:30, as opposed to the original estimated cost of NPR 4,000 million. The 

cost escalation largely resulted from the delay in project commissioning on account of the delayed commissioning of the 

NEA’s transmission line along the Kabeli corridor transmission line project. The Power Purchase Agreement (PPA) for the 

entire contract energy of 141.75 Gwh was signed between AKPL and the NEA on July 13, 2012. 

Key Financial Indicators   

Amount in NPR million 
Provisional 

Mid-July 2020 

Operating Income 430.3 

OPBDITA/OI (%) 94.5% 

PAT/OI (%) 25.5% 

Gearing (times) (Total debt/Tangible Net worth-TNW) 2.2 

OPBDITA/Interest (times) 1.5 

DSCR (times) 1.5 

NWC/OI (%) 95% 

Total Outside Liabilities/TNW (times) 2.3 

Total Debt/OPBDITA (times) 8.6 
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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 

incorporated on November 11, 2011 and granted license 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 such areas as rating process and methodologies, analytical software, research, training, and 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 

 

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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