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High Himalaya Hydro Construction Private Limited: [ICRANP] LB+/A4 

assigned  

 

March 15, 2021 
 

Summary of rated instruments: 

Instrument* 
Rated Amount 

(NPR million) 
Rating action 

Long-term loans; fund based 149.90 [ICRANP] LB+; assigned 

Short-term loans; fund based 205.00 [ICRANP] A4; assigned 

Short-term loans; non-fund based 1,875.49 [ICRANP] A4; assigned 

Total 2,230.39  

*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 the fund-based long-term 

limits of NPR 149.90 million of High Himalaya Hydro Construction Private Limited (3HC). ICRA Nepal has also assigned a 

short-term rating of [ICRANP] A4 (pronounced ICRA NP A four) to the short-term fund-based limits of NPR 205.0 million 

and short-term non-fund-based limits of NPR 1,875.49 million.  

 

Rationale 
The ratings remain constrained by repeated delays in the bank debt servicing by the company in the last 12-18 months 

including delays of more than 30 days in Q3 FY2020. Occasional delays in debt servicing have also been reported by the 

company during 8M FY2021 (i.e., from mid-July 2020 till mid-March 2021). Although the construction sector loan remains 

under ad hoc moratorium from mid-July 2020 till mid-April 2021 (i.e., 9M FY2021) as per the Central Bank’s Covid-related 

relaxation; the ability of the company to maintain timely bank debt servicing after the expiry of the moratorium remains 

weak, given its past track record of delays and relatively moderate financial and liquidity profile of the company.  

 

3HC’s financial profile remains moderate, characterised by high gearing (total debt to net worth) of ~3 times and total 

outside liabilities to net worth (TOL/TNW) of ~9 times as of FY2020-end. High gearing is partly because of negative 

retained earnings of the company due to a one-off large tax liability in FY2017. The company’s operating revenues have 

remained rangebound in the last three to four years with a sharp contraction in FY2020 amid the Covid-19 impact, which 

has led to a moderate operating profitability. 3HC’s revenues failed to register a notable growth in the last four to five 

years, despite sizeable capex made by the company over the same period, which raises a concern on its incremental 

competitive positioning in the industry. With high debt and moderate operating revenues, 3HC’s interest coverage and 

debt service coverage ratio also remain moderate at 1.8 times and 1 time, respectively, in FY2020, which has been 

factored into the rating action. The ratings assigned are also constrained by the concentrated order book with ~97% of 

the contract value accounted by hydropower projects, despite recent diversification into road, bridges, and irrigation 

projects. Rating concerns also arise from the high project execution risk, given the large portion of its pending work at 

the initial stages of its development. The ratings also factor in 3HC’s weak liquidity profile resulting from high inventory 

days and leading to a high working capital intensity (NWC/OI) of ~42% in FY2020 from ~17% in FY2019. Slow inventory 

realisation and high counterparty risk associated with its private sector clientele also remain among the key rating 

concerns.  

 

Nonetheless, the assigned ratings factor in 3HC’s established track record of over a decade in the Nepalese construction 

sector. Extended experience of its promoters in hydropower project development and the established brand of 3HC 

remains a positive for future business growth. The ratings assigned also consider 3HC’s healthy order book position, 

largely supported by two large hydropower projects awarded in FY2021. The influx of high value projects in recent times 
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has helped the company in maintaining a comfortable order book position with the value of pending contracts equivalent 

to ~19 times of FY2020 operating income, providing future revenue visibility.   

 

Going forward, the company’s ability to manage timely execution of recently secured projects, add further projects to 

scale up the operations and operating profits, manage timely recovery from debtors and maintain timely servicing of 

debt will remain key monitorable issues. Further, ICRA Nepal takes note that the construction sector remains under 

moratorium from mid-July 2020 till mid-April2021 as per the central bank’s relaxation measures for borrowers in Covid-

19 affected sectors. The ability of 3HC to regularise its payment to the banks after the expiry of moratorium will also 

remain a key rating sensitivity. Sustained delays in bank debt repayments could lead to a rating downgrade.  

 

Key rating drivers  

Credit strengths 
Long track record of operation backed by experienced promoters 

Operating since 2009, 3HC has adequate experience in the Nepalese construction industry, especially in private sector 

hydropower projects. Further, promoters’ adequate industry knowledge and experience coupled with 3HC’s positive 

track record of operation over a decade, provide comfort. 

   

As 3HC operates in a niche segment of hydropower project construction, competitive intensity remains relatively low as 

compared to the other segments. Moreover, increasing focus in the energy sector from the Government and the banking 

sector (under NRB’s instruction to allocate at least 10%1 of their loan portfolio in the energy sector by mid-July 2024), 

remains a positive for entities related to hydropower development and construction like 3HC. 

 

Healthy order book position and recent sectoral diversification efforts 

The order book position of 3HC remains healthy with a contract worth ~NPR 12.35 billion to be executed as of November 

2020, which is significantly higher than the operating revenues for FY2020, thereby offering strong revenue visibility for 

the future. Addition of two large hydropower development projects, Super Nyadi and Khimti-2, boosted 3HC’s order 

book to operating income (OB/OI) ratio to ~19 times. However, 3HC is likely to require a significant investment in scaling 

up of execution capacity for the timely execution of the projects, which could give rise to a funding gap, given the 

relatively moderate profitability profile of the company. 

 

Similarly, 3HC’s approach to diversify its portfolio from private hydropower construction to governmental projects 

relating to the road segment, although in a small proportion, remains a positive. Nonetheless, the proportion of non-

hydropower projects with 3HC remains relatively modest as of now and the company’s ability to further improve the 

diversification in the competitive industry landscape remains to be seen.  

 

Credit Challenges 
Concentrated order book and project execution risk 

3HC’s order book remains highly concentrated towards hydropower construction, exposing it to sectoral concentration 

risk. As of November 2020, the hydropower segment’s concentration remains high at ~97% of the total contract value 

while the remaining share is contributed by the road segment. Although 3HC is among the major players in the 

hydropower segment, any change in the dynamics of the sector could have a significant bearing on its future revenue 

potential. 

 

Similarly, a large portion of 3HC’s work in hand remains at a nascent stage of development, which raises a project 

execution risk. Moreover, the company has bagged large projects in the last 12 months, which is likely to necessitate a 

sizeable investment in capex and execution capacity. Nonetheless, 3HC’s long experience in the construction of 

hydroelectricity projects and presence of a joint venture partner for new projects (which lowers the execution burden 

on 3HC to some extent) partially offsets such a risk.  

 

 
1 Commercial banks’ current allocation to energy sector remains at ~5% of their total loan portfolio as per central bank’s 7MFY2021 
data. 
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Weak financial profile and poor coverage indicators 

3HC’s operating income remains rangebound between NPR 600-1000 million in the last 4-5 years ending FY2020 with 

alternate years of high and low revenue, resulting from unpredictability in client billing and realisation. Further, the 

operating income in FY2020 registered a decline of ~38% amid the Covid-19 induced lockdown and its impact on business 

operations. 3HC’s financial profile remains moderate with a high gearing level of ~3 times and TOL/TNW of ~9 times in 

FY2020. Retained earnings of the company continues to remain negative (till FY2020 end) due to one-off disallowed 

expenses of ~NPR 94 million by the tax authority in FY2017 and moderate net profits in the later years. This also 

contributes to the high gearing level of 3HC. However, the gearing levels are expected to improve in FY2021 with a 

proposed equity infusion from the promoters. Apart from high gearing, the relatively moderate revenue profile (due to 

moderate scale of operation) also subdues 3HC’s financial profile by offsetting the advantage arising from a healthy 

operating margin.  Moreover, debt coverage indicators for 3HC also remain moderate. The interest coverage declined 

from 2.3 times in FY2019 to 1.8 times in FY2020 while DSCR declined from 1.2 times in FY2019 to ~1 time in FY2020.   

 

Liquidity risk accentuated by recent delays in bank loan repayment; near-term default risk masked by central bank 

moratorium  

Increase in working capital intensity (NWC/OI) from ~17% in FY2019 to ~42% in FY2020 due to slower realization of 

inventory raises liquidity concerns for 3HC. Moreover, continuous capex investments made over the years amid low cash 

accruals, further affected its liquidity position, resulting in increased reliance on bank borrowings. This increased bank 

borrowings put pressure on its current ratio, which has declined from 1.3 times in FY2016 to 1 time in FY2020. A poor 

cash cushion in the recent years have affected 3HC’s ability to timely service its debt obligations, as is evident from the 

delays observed in Q3 FY2020 as well as during 8M FY2021 (between mid-July 2020 and mid-March 2021). Although the 

construction sector is under a moratorium till mid-April 2021, in line with NRB’s Covid-19 relief measures, the company’s 

ability to build an adequate cash cushion and streamline its cash flow and working capital position to make timely 

payments of its bank obligations in future remain a key rating concern. 

 

Reliance on private sector investment and high counterparty risk  

3HC focuses largely on private hydropower construction, making its business growth and revenue profile highly 

dependent upon private sector capex investment. This in turn, exposes 3HC to future revenue uncertainty, unlike public 

sector construction activities, which are relatively predictable. Moreover, being a private sector player exposes 3HC to 

higher counterparty risk than its public-sector-contract-focussed peers. 

 

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 2009, High Himalaya Hydro Construction Private Limited (3HC) is a class-A contractor as classified by the 

Government of Nepal. The company is involved in design and construction services related to civil structures with 

specialization in in the civil works related to hydroelectricity projects. The company largely deals in private sector 

hydropower construction/repair contracts with recent diversification along public sector contracts (in non-hydro 

segment) which remains a comfort for its incremental diversification outlook. The works are handled either solely or 

through joint venture partner. 3HC employs over 200 employees who are stationed in its head office at Kathmandu and 

across different project locations in Nepal. 

3HC’s equity capital of NPR 150 million is held by its 26 shareholders with highest shareholding of ~20% by Jupiter 

Hydropower and Construction Private Limited, a Class C contractor owned by 3HC’s promoters. Other key shareholders 

of the company include Mr. Kadam K.C., Mr. Ganesh Bikram Shahi and Mr. Kiran Malla with ~18%, ~12% and 9% stake, 

respectively. 

  

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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Key financial indicators  

 
FY2019   

(Audited) 

FY2020   

(Audited)  

Operating income-OI (sales in NPR million) 1,041.1 645.3 

OPBDITA/OI (%)   14.2% 17.9% 

Total debt/Tangible net worth (TNW; times)  3.3 3.0 

Total outside liabilities/TNW (times) 9.6 8.6 

Total debt/OPBDITA (times)  2.8 3.4 

Interest coverage (times)  2.3 1.8 

DSCR (times) 1.2 1.0 

NWC/OI (%) 17% 42% 

Current ratio 0.9 1.0 
Source: Company data 

 

Annexure-1: Instrument Details  

Instrument  
Current Rated Amount 

(NPR Million) 
Rating Action 

Long Term Limits   

Long term, Fund based (Term loan) 149.90 [ICRANP] LB+; assigned 

Total long term, fund based (A) 149.90  

   

Short Term Limits   

Fund based (Demand loan/ Overdraft) 205.00 
[ICRANP] A4; assigned 

 
Non-fund based (LC/ Bank guarantee/ Credit Commitment) 1,875.49 

Total short term, fund based/non-fund based (B) 2080.49 

Grand total (A+B) 2,230.39  

 

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

 
Mr. Manish Sigdel, (Tel No. +977-1-4419910/20) 
manish@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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