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Rating Action
[ICRANP-IR] BBB-; reaffirmed

Rating action
ICRA Nepal has reaffirmed the issuer rating of Kutheli Bukhari Small Hydropower Limited (KBSHL or the company) at [ICRANPIR] BBB- (pronounced ICRA NP Issuer Rating Triple B minus), indicating moderate degree of safety regarding timely servicing
of financial obligations. Such issuers carry moderate credit risk. The sign of + (plus) or – (minus) appended to the rating
symbol indicates their relative position within the rating categories concerned. The rating is only an opinion on the general
creditworthiness of the rated entity and not specific to any debt instrument.

Rationale
The rating reaffirmation factors in the continuation of good generation trend of the operational 998-kW Suspa Bukhari Khola
Small HPP (~93% of contract energy for FY2022; average of ~90% in the last five years ending FY2022). Aided by its good
generation over an adequate timeframe, KBSHL’s return indicators, capitalization profile and debt coverage ratios remain
comfortable. The debt coverage metrices and capitalization profile are expected to further improve after the downsizing of
bank loans from the proposed IPO proceeds 1 . The rating also takes comfort from the experienced promoters and
management team, which lower the operation and maintenance (O&M) risk. Further, the rating factors in the regulatory
benefits available to the projects, such as indefinite project life, tax holiday, exemption from royalty payment to the
Government and exemption from short supply energy penalty, which remains a positive. The assigned rating also takes note
of the low tariff and offtake risks amid already signed power purchase agreement (PPA) with the Nepal Electricity Authority
(NEA; the sole purchaser and distributor of electricity in Nepal) with pre-determined tariff rates and escalations. ICRA Nepal
also considers the positive demand outlook for the energy sector with the increasing energy consumption in the nation and
the outset of cross-border energy trade.
Nonetheless, the rating remains constrained by the project’s small scale of operation (998 kW) and operating income, which
reduces its financial resilience towards changes in project or financial parameters. Further, the rating also take note of
Interest rate volatility, natural calamities, and concentration risk for operations with only one operational project under the
company. The rating is also impacted by the absence of a deemed generation clause in the PPA, which exposes the project
to high hydrological risks, without receiving any compensation from NEA in case of any adverse flow in the river.
Going forward, issue and subscription of IPO and its utilization for loan repayment, interest rate volatility and ability of the
company to operate the project as per designed parameter will remain the key drivers for determining the project’s return
metrics and debt coverage indicators.

Key rating drivers
Credit strengths
Good operational performance of project – The 998-kW project was commissioned in September 2015 and has been in
operation for over seven years so far. The average annual generation of the project till FY2022 remained at around~90% of

1

KBSHL is proposing to come out with an IPO of ~NPR 24 million (243,735 numbers of equity shares of face value NPR
100) to be issued at par.
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the contract energy. For the year ending in FY2022, the project generated ~93% of the contracted energy. Going forward,
the ability of the company to continue/improve generations will remain key rating driver.
Healthy capitalization and coverage indicators – The 998-kW project was developed at a total cost of NPR 248 million, with
~60% debt funding. Following the accrual of reserves and debt repayments over the past years, KBSHL’s capitalization profile
remains comfortable with gearing of 0.6 times as of mid-July 2022. The company’s interest cover and DSCR also remained
healthy at 3.53 times and 1.40 times, respectively, while TD/OPBDITA remained comfortable at 3.11 times for the same
period. These indicators are likely to further improve with debt prepayments from the proposed IPO proceeds (assuming
full subscription).
Regulatory concessions for sub-1 MW project– Being a sub-1 MW project, KBSHL enjoys regulatory concessions. The project
has obtained generation license from the Department of Electricity Development (DoED) with infinite validity, while the PPA
with NEA has clause for extension (after the expiry of initial 30 years), which is expected to result in an infinite project
economic life. Similarly, being a sub-1 MW project, KBSHL has been granted waiver from royalty payments, and tax holiday
in its project’s income. The project is also not liable to pay short supply penalty as there is no requirement for availability
declaration for sub-1 MW project.
Strong promoter profile – The promoters and directors of KBSHL have prior experience in both under-construction and
operational hydropower projects. The promoters of this project were also involved in the operational 9.6- megawatt (MW)
Sagarmatha Jalbidhyut Co. P. Ltd. (rated at [ICRANP-IR] BBB-) and the operational 7.8-MW Super Mai Hydropower Ltd (rated
at [ICRANP-IR] BBB-). The promoters’ current/past association with other hydropower projects and the management team’s
experience provide comfort in terms of the project’s operational and maintenance aspects.
Low tariff and offtake risk– The tariff risk for the project is low as the company has a 30-year PPA with the NEA for its entire
project capacity of 998 kW. 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 for five times. The project has already availed all the
five tariff escalations; the fully escalated rates are NPR 5.52/unit and NPR 9.66/unit respectively for wet and dry season.

Credit challenges
Small scale of operations and concentration risk– The project being operated by KBSHL is of a small scale (only 998 kW).
Given the small scale of operation and low operating revenues, the project’s financial parameters remain less resilient to
any shocks that may arise from the change in operational and financial parameters. Any such events along with interest rate
volatility, natural calamities and concentration risk with only one operational project under the company might result in
deterioration of the company’s financial metrices, including the debt coverage indicators.
High hydrology risk due to lack of deemed generation clause in PPA – 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. Additionally, the source rivers are ungauged, which escalates the risk to some extent.
Link to previous rating rationale
Rationale_Kutheli-Bukhari-Small-Hydropower-Limited_May-2021
Analytical approach: For arriving at the rating, ICRA Nepal has applied its rating methodology as indicated below.
Links to applicable criteria:
Issuer Rating Methodology

About the company
Kutheli Bukhari Small Hydropower Limited (KBSHL), incorporated on August 11, 2011, as a private limited company was
converted to public limited company on January 28, 2015, to facilitate public participation. The paid-up capital of the
company as of mid-July 2022 is NPR 97.49 million, which is a 100% promoter held. As on same date, the major promoters
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are Mr. Kumar Kharel. (~10%), Mr. Mohan Bikram Karki (~10%), Mr. Santosh Mainali (~7%), Mr. Ratna Bahadur Newar (~3%)
and Ms. Suchitra Sijapati (~3%) while other 130 shareholder hold nominal shares, aggregating to ~67% of total paid-up capital
The company is operating a 0.998-MW Suspa Bukhari Khola Small HPP in Janakpur district, Madhesh Province of Nepal. It is
a run-of-the-river (R-o-R) type project at 40% probability of exceedance (Q40). The project started commercial operation
from September 20, 2015 and was developed at the total cost of ~NPR 248 million.

Key Financial Indicators
Amount in NPR million

Audited

Provisional

FY2018

FY2019

FY2020

33

31

36

37

36

OPBDITA/OI (%)

83%

79%

84%

67%

79%

ROCE (%)

16%

9%

11%

9%

11%

Total debt/Tangible net worth (TNW; times)

1.23

1.06

0.90

0.76

0.59

Total Outside Liability/TNW (times)

1.28

1.12

0.97

0.82

0.60

Total Debt/OPBDITA (times)

5.01

5.28

3.87

4.58

3.11

Interest coverage (times)

1.98

1.91

2.45

2.40

3.53

DSCR (times)

1.23

1.13

1.31

1.19

1.40

NWC/OI (%)

-3%

3%

8%

-4%

17%

Operating Income (OI)

FY2021

FY2022
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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
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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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