«0s  Infomerics Credit Rating Nepal 1 imited

oo o
Infomerics Ratings
Nepdl
PRESS RELEASE
S.K. ENERGY DEVELOPMENT LIMITED
September 2023
Ratings

Facilities Amount (NPR. Mn) Ratings Rating Action
Long Term Bank Facilities (Proposed) 956.00 IRN B Assigned
Short Term Bank Facilities (Proposed) 30.00 IRN A4 Assigned
Total 986.00

Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has assigned the long term rating of IRN B (Single
B) to the long term bank facilities of NPR 956.00 Mn and short term rating of IRN A4 (A Four) to the short
term bank facilities of NPR 30.00 Mn.

Detailed Rationale

The bank loan rating assigned to S.K. Energy Development Limited (SKED) derives its strengths from the
experienced and resourceful promoters and management team, along with a Power Purchase Agreement
(PPA) covering the majority of the project's lifespan at predetermined rates. The rating also factors in
moderate counter party risk, improving demand for electricity and GoN! support for the power sector.
However, these rating strengths are partially offset by the company's pending financial closure and the risks
associated with project implementation due to the tight construction timeline set for the Required Commercial
Operation Date (RCOD) of May 12, 2025. Additionally, there is a power evacuation and hydrology risk
associated with the Peaking run-of-river (PRoR) project that needs to be taken into account. Going forward,
the company's ability to secure loans from banks and successfully acquire additional upfront equity to fund
the project's construction, along with ensuring the project’s commissioning within the budgeted time and cost,
will be key rating sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Experienced and resourceful promoters and management

SKED boats a team of seven professionals, each with extensive expertise in various sectors. The board is
chaired by Mr. Bir Bahadur Rai with nearly three decades of hands-on involvement in surveying, designing,
managing contracts, and overseeing the construction of hydropower projects both nationally and
internationally. Additionally, Mr. Bishwo Shrestha and Mr. Dawa Jangmu Shrestha Lama, Directors, bring
over two decades of experience in designing and constructing diverse hydropower projects. Meanwhile, Mr.
Ang Dorje Lama and Mr. Sanukaji Chun Shrestha, Directors, have extensive experience as 'A' class
contractors, specializing in construction and development works. Under the leadership of Chairman, with
experienced directors and management team, the business risk profile of SKED is expected to remain
supported.

Power Purchase Agreement covering the majority of the project’s lifespan, at predetermined rates

SKED had entered into a PPA with NEA as on November 03, 2022 for sale of 7.20 MW power to be generated
from the project. The period of the PPA is 30 years from commercial operation date (COD) or till validity of
Generation License (expires on Baisakh 11, 2115 BS), whichever is earlier. However, PPA period may be
extended with mutual consensus during the last six month of validity. The tariff rates outlined in the Power
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Purchase Agreement (PPA) differ depending on the season. During the wet season (June - November), the
rate is NPR 4.80 per kWh. In the dry season (December - May), the rate is divided into two categories based
on peaking hours, at NPR 8.40 per kWh during non-peak hours and NPR 9.40 per kWh during peak hours.
These PPA rates allow for an annual escalation of 3% on the base tariff, with a maximum of eight escalations
permitted after the Commercial Operation Date (COD).

Improving market demand with Government support for the power sector

According to the NEA's Annual Report the total available energy in the system increased by ~25% to 11,180
GWh, out of which NEA and its subsidiaries contributed ~45% whereas import from India and purchase from
domestic IPP accounted for 14% and 38% respectively. Hence, the contribution of the internal generation to
the total energy consumption remained higher at ~86% in FY?22 vis-a-vis 68% in FY21. Similarly, the total
energy consumption shown an increment of ~22% over FY21. The total export to India soared to 493 GWh
in FY22 against 38 GWh in FY21. With this the net import of electricity reduced to 1,050 GWh representing
~9.5% of total electricity available. Further, NEA has earned ~NPR 10.43 Bn from exporting electricity to
India in FY23. Hence, the prospects remain positive in view of improving generation, growing demand with
scope of export. Also, GoN considers hydropower generation as priority sector and intends to maximize
private sector participation in the generation of hydroelectricity by offering different exemptions and facilities.
Individuals or entities commencing commercial operations, transmission, and distribution of electricity before
Mid-April 2027 are eligible for a 100% income-tax exemption for the first 10 years followed a 50% exemption
for the next five years.

Key Rating Weaknesses

Project implementation risk

The Shyam Khola Hydropower Project (SKHP), a PRoR project with a capacity of 7.2 MW, is currently in
the early stage of construction. The total estimated project cost is NPR 1,367 Mn (i.e. ~NPR 190 Mn per MW).
As of August 2023, the overall financial progress achieved was ~13%, with minimal progress (~1%) in civil
construction works. The majority of the work is yet to be awarded, indicating a significant project
implementation risk. The required commercial operation date for the project is set for 20 months from now,
and thus, the timely completion and implementation of the project remains uncertain. The number of allowable
escalations is contingent upon the actual COD. In the event of a delay in commissioning by more than six
months from the RCOD, the company could potentially lose one tariff escalation. Additionally, each
subsequent year of delay in COD might result in further tariff escalation losses. Furthermore, an extended
COD could potentially limit the project's economic lifespan, given that its generation license remains valid
only until Baisakh 2115.

Project funding risk

As per the PPA, financial closure requires at least 20% of the total project cost be injected as equity investment,
with the remaining portion to be approved/ shared among the consortium of lead and participating banks.
Currently, neither of these conditions has been met. Only 10.78% of the funds have been invested as equity,
and while the lead bank has been selected, the participation of other banks has not yet been confirmed.
Consequently, this increases exposure to funding risk as the majority of the cost is yet to be secured.

Power evacuation risk

SKED is approved to supply electricity to the national grid through Sitalpati substation, which is currently
under construction. The electricity generated will be converted using a 25.5MVA power transformer and
transmitted through a 220kV double circuit transmission line located 10 km away from the switchyard. If the
project is completed before the Sitalpati substation becomes operational, SKHP will need to evacuate
electricity from the Tumlingtar substation, incurring additional costs. However, this remains contingent upon
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approval from the concerned authority. This contingency may result in the project falling under a contingent
plan giving rise to power evacuation risk.

Hydrology risk associated with run-of-the-river power generation

PRoOR projects are directly exposed to risk associated with variation in discharge of water from the river.
SKHP is expected to utilize discharge from Shyam Khola located at the Bhojpur District. Further, the lack of
a deemed generation clause in the PPA exposes the project to hydrology risk in case of adverse river flow
scenarios without receiving any compensation for such losses. Nonetheless, after every five years from COD,
contract energy can be modified within the limit of installed capacity, considering the fluctuation in hydrology.

Analytical Approach: Standalone

Applicable Criteria:
Power Projects Rating Methodology

About the Company:

Incorporated on November 10, 2017, as a Private Limited, the company was subsequently converted into S.K.
Energy Development Limited (SKED) on July 16, 2023. Currently, the company is promoted by 81 individual
promoters representing diverse business groups. The company has been set up to build, own and operate the
Shyam Khola Hydropower Project (SKHP), a Peaking-Run-Of-River (PRoR) project, with a capacity of 7.2
MW. The project is located in the Bhojpur district of Nepal. SKHP encompasses a catchment area of 16.5
km?, a design discharge of 0.986 m®/s at 44% PoE?, and a gross head of 865.4m. As of March 30, 2023, the
major stake is held by Mr. Santosh Shrestha (18.46%), Mr. Bir Bahadur Rai (9.22%), Mr. Bishwo Shrestha
(8.23%) and Mr. Nimnuru Sherpa (8.13%) including share application of NPR 100.63 Mn.
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Relationship Contact

Mr. Rabin Pudasaini
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About Infomerics Credit Rating Nepal Limited:

Infomerics Credit Rating Nepal Ltd. is Nepal’s third Credit Rating Agency licensed by the Securities Board
of Nepal (SEBON) on March, 2022. Infomerics Nepal is a subsidiary of Infomerics Valuation and Rating
Private Limited (Infomerics India) which is a SEBI registered and RBI accredited Credit Rating Agency
licensed in 2015. Infomerics Nepal aims to provide investors with objective analysis and evaluation of credit
worthiness of Banks, NBFCs, Large Corporates and Small and Medium Scale Units (SMUS) via its rating and
grading services. Thus, it is playing a key role in serving the financial markets by reducing the information
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asymmetry among varied lenders and investors and facilitating borrowers/issuers to various fundraising
opportunities/avenues. Infomerics observes and maintains ethical standards in its activities. For more
information, visit https://infomericsnepal.com/

Infomerics Credit Rating Nepal Limited

Tanka Prasad Marga, Baneshwor Height, Kathmandu
Phone: +977-1-4483304/4485906

Email: info@infomericsnepal.com

Web: www.infomericsnepal.com

Disclaimer: Ratings assigned by Infomerics Nepal are an opinion on the credit risk of the issue / issuer and not a
recommendation to buy, hold or sell securities. Infomerics Nepal reserves the right to change, suspend or withdraw the
credit ratings at any point in time. Ratings assigned by Infomerics Nepal are opinions on financial statements based on
information provided by the management and information obtained from sources believed by it to be accurate and
reliable. The credit quality ratings are not recommendations to sanction, renew, disburse or recall the concerned bank
facilities or to buy, sell or hold any security. We, however, do not guarantee the accuracy, adequacy or completeness of
any information, which we accepted and presumed to be free from misstatement, whether due to error or fraud. We are
not responsible for any errors or omissions or for the results obtained from the use of such information. Most entities
whose bank facilities/instruments are rated by us have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. In case of partnership/proprietary concerns/Association of Persons (AOPs), the rating assigned
by Infomerics Nepal is based on the capital deployed by the partners/proprietor/ AOPs and the financial strength of the
firm at present. The rating may undergo change in case of withdrawal of capital or the unsecured loans brought in by
the partners/proprietor/ AOPs in addition to the financial performance and other relevant factors
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