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Myagdi Hydropower Limited: Ratings reaffirmed 
 

January 16, 2023 

 

Summary of rating action: 

Instrument* (Limits in NPR million) Last rated limits Current rated limits Rating Action 

Long-term loan limits 1,690 1,980 [ICRANP] LBB-; reaffirmed 

Short-term loan limits (1,046) 80 [ICRANP] A4; reaffirmed 

Total 1,690 2,060  

* Instrument details are provided in Annexure-1. 

 

Rating Action 
ICRA Nepal has reaffirmed the long-term rating of [ICRANP] LBB- (pronounced ICRA NP L double B minus) to the long-
term loan limits of Myagdi Hydropower Limited (MHL/the company) and also reaffirmed the short-term rating of 
[ICRANP] A4 (pronounced ICRA NP A four) to its short-term loan limits. 

 

Rationale  
The ratings reaffirmation factors in the reducing project execution risk for the 14-MW Ghar Khola hydropower project 
(HPP) given its advanced stage of commissioning (financial progress of ~84% till mid-October 2022 as against 57% till 
July 2021, when last rated). The ratings also consider the reduced funding risk for the project as compared to last rating, 
with ~91% of equity requirement already infused and required debt component also fully tied up now. ICRA Nepal also 
considers the realignment of debt to equity mix to 69:31 from previous target of 75:25, which is expected to comfort 
the coverage indicators to an extent. The ratings continue to remain comforted by the promoters/management team’s 
experience in the development and operation of hydropower projects. The rating action also positively notes the 
reduced power evacuation risks as the Nepal Electricity Authority (NEA) has commissioned the Dana and Kushma 
substations as well as the interlinking transmission line. The ratings also consider the low tariff and offtake risks, amid 
the already signed Power Purchase Agreement (PPA) with the NEA, the sole purchaser and distributor of electricity in 
Nepal, at pre-determined tariff rates and escalations under the take or pay modality. The relatively high dry energy mix 
of 30% and eight annual tariff escalations for the incremental project capacity (5.7 MW was added to initial project 
capacity of 8.3 MW) are expected to support MHL’s revenue profile to some extent. 

 

The ratings, however, remain constrained by the relatively high project cost (NPR 205 million/MW) which can impact 
the company’s return indicators amid the fixed tariff and escalation regime. Any unanticipated delays/cost escalations 
towards project completion would further deteriorate the return indicators and thus, completion of the project within 
the budgeted cost and timeline will remain the key monitorable. Similarly, the completion of the project within the 
expected extended required commercial operation date (RCOD, assuming that the same is provided by the NEA) would 
remain crucial in determining the late COD penalty as well as the number of tariff escalations that the project can avail. 
The ratings also remain constrained by the hydrological risks, given the absence of a deemed generation clause in the 
PPA for which no compensation is payable to the company by NEA, in case of adverse flow in the river. Going forward, 
MHL’s ability to complete the project within the current budgeted cost and estimated timeline, infuse the balance 
equity, secure the RCOD extension as applied and achieve the design operating parameters would be the key drivers 
for determining the project’s return/coverage indicators and hence the key rating sensitivities. 

 
 

Key Rating Drivers  
 

Credit Strengths 
Lowering project execution risks and reduced funding risks – The 14 MW project is in the advanced stage of 
construction with ~84% of financial progress achieved till mid-October 2022. The civil construction works and 
hydromechanical works are almost completed while the electromechanical works and transmission line works are at 
advanced stage of completion. Going forward, the company’s ability to complete the project development within the 
current budgeted cost and targeted timeline remains to be seen. On the funding part, the promoters have already 
injected ~91% of total equity requirement of NPR 890 million till mid-November 2022 and have also been able to secure 
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the entire required debt component (NPR 1,980 million), which remains a comfort. However, the ability of the company 
to infuse additional equity/additional loans in case of cost escalations (if any) remains to be seen.  
 
Experienced promoters in the hydropower sector – The company’s board and senior management have adequate 
experience and technical expertise in the hydropower/engineering sector, having been involved in development and 
operation of various projects in the past (including operational 5 MW Ru Ru Jalbidhyut Pariyojana Limited rated at 
[ICRANP-IR] BBB+, among others). The promoters’ experiences in the hydropower sector (both constructional and 
operational projects) remain a comfort from the perspective of constructional, operational and maintenance support 
at times of need. 
 
Low evacuation risk – The power generated from the project is to be evacuated through NEA’s operational Dana 
substation to Kushma substation and then to the New Butwal substation. As of mid-July 2022, both Dana and Kushma 
substations have been commissioned. Though the New Butwal substation and Kushma-New Butwal transmission line 
are still in the development stage, the project has identified 132 kV, double-circuit Modi-Lekhnath transmission as an 
alternative evacuation route. This has lowered the evacuation risks to an extent. 
 
Low tariff and off-take risks – The tariff risks for the project are low, as the company has 30-year PPAs with NEA at 
predetermined tariffs and escalations for the initial 8.3 MW as well as for the additional 5.7 MW. The pre-defined, base 
tariff rates are NPR 4.8 per kWh for the wet season and NPR 8.4 per kWh for the dry season (i.e., mid-December to mid-
April for 8.3 MW and December to May for 5.7 MW: rest being the wet months). For these base tariffs, there are 3% 
annual escalation clauses for five and eight times, for initial and additional capacities, respectively. While the offtake 
risk for the initial 8.3 MW capacity is low given the “take or pay” clauses in PPA, the additional 5.7 MW capacity would 
be subject to a 10% reserve margin clause for five wet months (mid-June to mid-November) till FY2028. This empowers 
the NEA to offtake only 90% energy during this period, based on its requirements, without any compensation to MHL. 
Nonetheless, this risk is somewhat reduced, considering the increasing energy demand in the country as well as 
increasing prospects of cross-border energy trade. 
 
 

Credit Challenges  
Relatively high project cost to impact return indicators – The latest revised budgeted project cost is NPR 2,870 million, 
which remains on a relatively higher side (NPR 205 million per MW). The relatively higher budgeted cost and further 
cost overrun (if any) would have adverse effect on the project’s return indicators and coverage ratios amid the fixed 
tariff and escalation structure, along with a rising interest rate outlook. Thus, completing the project within the 
budgeted cost and time will remain crucial.  
 
Susceptibility to late COD penalty and tariff escalations loss – The project’s current RCOD is October 22, 2022 ((earlier 
till December 4, 2020, for 8.3MW and January 31, 2022, for additional 5.7MW), which has already expired. However, 
the company has applied for further RCOD extension (till mid-June 2023) based on the Covid-19 second wave impacts. 
Since the current RCOD has already expired, further extension of RCOD by NEA as applied by the company remains 
crucial in determining the levelized tariff of the project. If the same is not extended for, the company would be 
susceptible to late COD penalty (5% of the contracted revenue during the delayed period) as well as loss of tariff 
escalation (one tariff escalation loss for every year of delay after expiry of six months of RCOD). Thus, the ability of the 
project to secure the RCOD as applied would remain crucial in determining the financial profile of the company. 

 
High hydrological risk amid lack of deemed generation clause and stringent PPA terms – Lack of a deemed generation 
clause in the PPA exposes the project to high hydrological risks in case of any adverse river flow scenarios without 
receiving any compensation for such losses. Hydrological risks have further increased as the PPA for the 5.7 MW 
capacity has been done under the 6-6 months dry and wet energy modality, which requires supply of at least 30% dry 
energy per annum. In case the 5.7 MW capacity fails to supply the minimum 30% dry energy, 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. Nonetheless, the catchment area of the river, which lies in the Annapurna conservation area, has a 
relatively good precipitation record as well as temporary snowfall support, which reduces the hydrology risks to some 
extent. 

 

Link to the previous rating rationale: 

Rationale_Myagdi-Hydropower-Limited_BLR-Surveillance_Aug-2021 
 

http://www.icranepal.com/
https://www.icranepal.com/wp-content/uploads/2021/08/Rationale_Myagdi-Hydropower-Limited_BLR-Surveillance_Aug-2021.pdf
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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 April 2017, Myagdi Hydropower Limited (MHL) is developing the 14-MW Ghar Khola HPP in Myagdi 
district, Gandaki Province of Nepal. The latest revised budgeted cost of the project is NPR 2,870 million, to be financed 
at a D:E ratio of 69:31. The project is a run-of-the-river (R-o-R) type and is being developed at a 40% probability of 
exceedance (Q40). The project was initially designed for 8.3 MW and was later upgraded to 14 MW and hence has two 
PPAs (one PPA each for initial and incremental capacity). The plant load factor (PLF) of the project is ~65% with an 
annual production capacity of ~80 GWh of energy. The dry energy mix in the overall annual energy is expected at ~17% 
for 8.3 MW and ~30% for additional 5.7 MW as per the PPAs. As of mid-November 2022, the company’s paid-up capital 
(including advances for share capital) was ~NPR 808 million (out of the required equity of NPR 890 million), which was 
100% promoter held. Its major promoter includes M/s. Nagarik Urja Butwal Limited (97%), an SPV established for the 
development of this project. 

 

Annexure-1: Instrument details  
Instrument (Amounts in NPR Million) Last Rated Limits Current Rated Limits Rating Action 

Long-term loan limits (A) 1,690 1,980 [ICRANP] LBB-; 
reaffirmed Fund-based facilities; Term Loan (TL) 1,690 1,980 

    

Short-term loan limits (B) - 80 

[ICRANP] A4; 
reaffirmed  

Fund-based; Overdraft - 80 

Fund-based; Bridge gap loan (within TL) (200) (200) 

Non-fund-based; Letter of credit (within TL) (838) (838) 

Non-fund-based; Bank guarantee (within TL) (8) (9) 

    

Total (A+B) 1,690 2,060  
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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.  
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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 a 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 the 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, 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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