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Upper Solu Hydro Electric Company Limited: [ICRANP-IR] BB+ assigned 
 

March 9, 2021 

 

Summary of rated instruments 

Instrument Rated Amount (NPR Million) Rating Action 

Issuer Rating NA [ICRANP-IR] BB+; Assigned  

 

Rating action   
ICRA Nepal has assigned an issuer rating of [ICRANP-IR] BB+ (pronounced ICRA NP issuer rating double B plus) to Upper Solu 

Hydro Electric Company Limited (USHEC). The rating is considered to have the moderate risk of default with regard to the 

timely servicing of financial obligations. The issuer rating is only an opinion on the general creditworthiness of the rated 

entity and not specific to a particular debt instrument. 

 

Rationale  
The assigned rating action factors in the commissioning of the 23.5-MW Solu Hydroelectric Project (HEP), which eliminates 

the project execution risks.  The rating also factors in the low tariff and offtake risks, amid the already signed power purchase 

agreement (PPA) with the Nepal Electricity Authority (NEA, the sole purchaser and distributor of electricity in Nepal) at pre-

determined tariff rates and five annual tariff escalations, which eliminates the offtake and tariff risks. Further, the ratings 

consider the rich experience and technical expertise of the board and senior management of USHEC in the hydropower 

sector. The rating is also supported by the fact that the project is one of the super-six projects,1 a status that entitles the 

company to a high penal compensation from NEA for the period of non-commissioning of the evacuation structure as 

envisaged in the PPA and grid connection agreement (penal compensation equivalent to 45% of revenue or interest 

component, whichever is lower). This is likely to cushion the impact of the project’s increased cost due to capitalisation of 

partial interest expenses after project commissioning.  The Solu river, along which the project is being built, is also gauged, 

and has long-term gauge data. Additionally, its flow is partially snow supported, which augurs well for generation prospects. 

ICRA Nepal also notes the central bank’s favourable policies towards hydropower sector financing, including a lending floor 

for banks and financial institutions for hydropower sector loans, lenient terms for restructuring of hydropower sector loans, 

etc. This is likely to offer financial flexibility to USHEC. Additionally, the positive demand outlook for the energy sector, owing 

to the supply-demand gap as well as the nation-wide increase in energy consumption, is a rating positive. 

 

Nonetheless, the ratings remain constrained by the moderate evacuation risks as NEA’s 132kV double circuit transmission 

line connecting Tingla substation-Mirchaiya substation (a part of the Solu Corrider), is not yet complete. Hence, the project 

is currently evacuating the energy in reduced capacity through a 33-kV transmission line. This resulted in sizeable revenue 

losses and weak operational performance, with the project generating only ~32% of the contracted energy for the initial ~11 

months of operation (till mid-Feb 2021). As the 23.5 MW project is operating in reduced capacity due to non-completion of 

the 132kV transmission line, the interest (net of revenue) is being capitalised from COD, till transmission line becomes 

operational, which has increased the estimated project cost to some extent. The rating also remains constrained by the 

higher estimated project cost of NPR 5,000 million (including the interest estimated to be capitalised until the commissioning 

of 132 KV transmission line, expected by mid-April 2021). Any further delays in the development of the required transmission 

line may further increase the estimated project cost. The ratings are also impacted by the absence of a deemed generation 

clause in the PPA, which exposes the project to high hydrological risks. The risk is amplified as the company is not entitled 

to any compensation from NEA in case of any adverse flow in the river. The ratings are also constrained by the counterparty 

credit exposure of NEA, which has a moderate financial profile (with recent improvements). However, this is partly mitigated 

by the sovereign support of the Government of Nepal to NEA and its track record of timely payments to independent power 

producers.  

 

Going forward, the completion of the required evacuation structure by NEA and consequently the project’s ability to achieve 
its designed operating parameters would remain crucial. Besides, extension of the current repayment tenure (which is 

 
1 As categorized by the Government of Nepal 
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currently under negotiation with the lender banks), good hydrological support and interest rate volatility in the market are 
also key drivers for determining the project return metrics and debt coverage indicators; and therefore, remain key rating 
sensitivities. 
 

Key rating drivers  
 

Credit strengths 
 Project commissioning eliminates the execution risk - The 23.5-MW project started its business operation on March 23, 
2020, approximately four months from its RCOD, and hence the project is eligible for all five annual tariff escalations. This is 
likely to support the company’s revenue profile, which could support the company’s return and coverage indicators. 
 
Experienced promoters/ management team – USHEC is a company promoted by individuals associated with the ICTC group, 
Nepal, which has a long track record in the construction and engineering arena. The board and the senior management of 
the company have rich experience and technical expertise in hydropower/engineering sector. The directors of the company 
have more than four decades of experience in execution as well as project management supervision for various hydropower 
projects. 
 
Eligible for higher penalty being one of the super-six projects – The operational 23.5 Solu project is one of the Super-Six 
project that was studied initially by the Department of Electricity Development (DoED), Nepal and handed over to the private 
sector through competitive bidding. Being a super-six project, the company would be entitled to much higher penalty in 
case of delays in construction of requisite evacuation structure by NEA (45% of revenue or interest component whichever is 
lower vs. 5% penalty clauses in regular PPAs for hydropower projects). Consequently, the management has approached NEA 
for the penalty receivable as the evacuation structure to be developed by NEA is still in development stage. The amounts if 
realised would improve the company’s cashflows considerably and offset the impact of the capitalised interest due to the 
project’s inability to generate adequate revenues to meet the interest obligations towards the bank, because of transmission 
line constraints. 
 
Low tariff and off-take risks amid already signed long-term PPA at predetermined tariffs and escalations - The tariff risk is 
low as the company has a 30-year PPA with NEA for its entire project capacity of 23.5 MW. The pre-defined tariff rates are 
NPR 4.8 per kWh for the wet season (mid-April to mid-December) and NPR 8.4 per kWh for the dry season with a 3% annual 
escalation clause in the base tariff for five times. 
 

Credit challenges 
Moderate evacuation risk - The 90 km 132kV double circuit transmission line connecting Tingla substation-Mirchaiya 
substation, which is a part of Solu corridor and a pre-requisite for power evacuation, is in later stage of development. Till 
the 132 KV transmission line is commissioned, the project is operating by using an alternative 33 KV transmission line for 
power evacuation; resulting in a lower energy generation vis-à-vis the design parameters. Although the commissioning of 
the substation at the connection point and later stage of the NEA’s transmission line offers some comfort, the track record 
of delays in completion of transmission line projects by NEA remains a rating concern. 
 
Higher estimated project cost – The 23.5MW project has been estimated to be developed at a total project cost of NPR 
5,000 million (i.e., ~NPR 213 million per MW) including interest to be capitalised till the commissioning of NEA’s 132 KV 
transmission line (expected till mid-April-2021). As per the Nepal Rastra Bank (NRB; the central bank) directives, the projects 
which have started commercial operation but are not operating in full capacity due to non-completion of transmission line, 
can capitalise interest (net of revenue) till the transmission line is completed. Hence, partial interest capitalisation is being 
done by deducting project's net revenue (revenue after deduction of operation and maintenance- O&M). Any further delays 
in development of the required 132kV transmission line could further escalate the project cost, which would have adverse 
effect on overall return indicators and coverage ratios. 
 
Weak operational performance - The project has been operational for ~11 months till mid-Feb 2021. During this period, the 
project’s generation has remained weak, with gross energy generation at ~32% of the contract energy. The project operated 
at a net PLF of ~22% (corresponding to ~40% of the contract energy) for the operational four months of FY2020, while in 
7MFY2021, the project operated at a net PLF of ~22% (corresponding to ~30% of contract energy for the period). The weak 
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generation was mainly due to non-development of the required evacuation structure by NEA and the reduced capacity of 
the operating project as it is working through the alternative evacuation arrangement. 
 
High hydrology risk due to lack of deemed generation clause in the PPA – The lack of a deemed generation clause in the 
PPA exposes the project to high hydrology risk in case of any adverse river flow scenarios without receiving any 
compensation for such losses. However, as the source rivers are gauged as well as snow-fed, the risk is reduced to some 
extent.  
  
Analytical approach: For arriving at the ratings, ICRA Nepal has applied its rating methodology as indicated below.  

Links to applicable criteria:    

Issuer Rating Methodology 

 

About the company   
Upper Solu Hydro Electric Company Limited (USHEC) (incorporated on May 28, 2010 as a private limited company and later 

converted to public limited company on April 14, 2016 to facilitate public participation) has been established with the 

objectives of investment and development of hydropower project. The paid-up capital of the company as of mid-Jan 2021 

was NPR 1,019.25 million, which is entirely held by the promoters. As of mid-Jan 2021, the major promoters of USHEC are 

Ms. B.E.S. P. Ltd. (~26%), Mr. Prabin Shrestha (~11%), Mr. Dineshlal Shrestha (~9%), Mr. Sureshlal Shrestha (~9%) and Mr. 

Rajeshlal Shrestha (~8%); while the remaining ~37% is held by 189 individual shareholders.    

The company is operating a 23.5MW Solu HEP in Solukhumbu district, Province 1 of Nepal. The project is a run of the river 

(R-o-R) type and has been developed at 40% probability of exceedance (Q40). The developed 23.5MW Solu HEP project is 

one of the Super-Six projects that were studied initially by the Department of Electricity Development, Nepal (DoED). The 

project started its business operation from March 23, 2020 and for operational period of ~11 months, the project has 

supplied ~32% of contract energy. 

 

Analyst Contacts  
Mr. Sailesh Subedi (Tel No. +977-1-4419910/20) 
sailesh@icranepal.com     
 

Mr. Basanta Chapagain (Tel No. +977-1-4419910/20) 
basanta@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.  
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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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