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Issuer Rating NA IRN B+ (Is) Assigned

Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has assigned the issuer rating of IRN B+
(Is) [Single B Plus (Issuer)]. Issuers with this rating are considered to have high risk of default
regarding the timely servicing of financial obligations.

Detailed Rationale

The rating assigned to Madhya Tarakhola Hydropower Limited (MTHL) derives strength from its
experienced board of directors, presence of Power Purchase Agreement (PPA) covering the significant
life and low funding risk associated with the project as the debt has already been tied up. The rating
also factors in the moderate counter party risk, improving electricity demand and GoN! support for
the power sector.

However, the rating is mainly constrained by the execution risk associated with MTHL’s under
construction 2.2 MW Madhya Tarakhola Small Hydropower Project (MTKSHP) and hydrology risk
connected with run-of-river (ROR) power generation arrangement and vulnerability to natural
calamities. Also, the rating takes note of notable project delays from its Required Commercial
Operation Date (RCOD), which could lead to substantial penalties and may impact the company’s
financial profile. Going forward, the ability of the company to manage the timely completion of the
project without further time or cost overrun and receive the extension of RCOD from NEA will be key
rating sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Experienced Board of Directors

The company is managed under seven-member board of directors chaired by Mr. Prakash Acharya,
who is a director at Universal Investment Management and Partners Private Limited. Mr. Acharya
holds directorship in various companies including hydropower and construction. Similarly, other
directors have relevant experience in hydropower sector as well as other industries. M/s Universal
Investment Management and Partners Private Limited (UIMP) is an institutional shareholder holding
~41% of the MTHL's shareholding as of mid-July 2024. Also, M/s Pahadi Hydropower Private Limited
(PHPL) holds ~19% shareholding of the company.

Favorable government policies towards the power sector

The GoN has prioritized the development of the hydropower sector as a means of ensuring energy
security, lowering dependency on imported fossil fuels, and positioning Nepal as a significant exporter
of electricity in the region. These include attractive tax incentives like income tax holidays and
reduced indirect taxes on essential equipment, encouraging investments from the private sector.
Additionally, Nepal Rastra Bank (NRB) has designated it as a priority sector for lending and has
mandated banks to allocate a minimum share of their advances to the energy sector, ensuring that
sufficient financial support is available for the development of hydroelectric projects. This, coupled
with the government's strategic partnerships for the generation and export of power makes the long
term demand outlook for the Nepalese hydropower sector promising.

Key Rating Weaknesses

Project implementation risk

The company is constructing 2.2 MW Madhya Tarakhola Small Hydropower Project, which has
achieved ~71% financial progress till August 04, 2024. The total estimated cost of the project is NPR
595.16 Mn, equivalent to NPR 271 Mn per MW, which is proposed to be financed in the debt: equity
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mix of 70:30. As of August 04, 2024, promoters have infused ~52% of the total equity component
required for the project. The debt component of the project has been fully tied up. The construction
work of the project has been delayed from the RCOD (December 15, 2018 for 1.7 MW and January
30, 2023) mainly due to impact of the covid pandemic and delayed financial closure. The company
is exposed to the risks associated with project implementation within the envisaged time and cost
and its satisfactory operations thereafter.

Significant time overruns of the project

As per the PPA, the RCOD of the project was December 15, 2018 for 1.7 MW and January 30, 2023
for 0.5 MW. The company is currently in the process of seeking extension for the RCOD from NEA,
however, is yet to be confirmed. The inability to obtain RCOD extension until the expected commercial
operation date could result in significant penalty as well as escalation losses. The extension of the
RCOD is vital for the company’s financial outlook and also is also crucial to monitor from credit
perspective.

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

ROR projects are sensitive to seasonal variations in river flows, producing more electricity during the
wet season and less during the dry season as these projects have little or no capacity for water
storage and rely on the flow of river water for power generation. Prolonged low water levels resulting
from droughts or irregular rainfall can lead to operational strain and thus revenue loss. MTKSHP is
proposed to utilize discharge from Tara Khola, Chhedak Khola and Namilli Khola which are based on
perennial rivers. This exposes the project to risks associated with variations in water discharge from
these rivers.

Risk of natural calamities

Nepal lies in a seismically active region along the Himalayan belt, making the country vulnerable to
earthquakes, landslides, and floods, all of which pose significant threats to hydropower infrastructure.
In addition, the country’s rugged topography and monsoon rains make it prone to landslides and
floods, which can cause structural damage and disrupt project operations. These disasters not only
result in costly repairs and prolonged downtime but also affect the financial viability of hydropower
projects by reducing power generation, thereby impacting their financial performance.

Analytical Approach: Standalone

Applicable Criteria:
Issuer Rating Methodology & Power Projects Rating Methodology

About the Company:

Madhya Tarakhola Hydropower Limited (MTHL) was initially incorporated as a Private Limited
company on November 21, 2016 and later converted into Public Limited company on April 05, 2022.
The company was incorporated to build, own and operate 2.2 MW run-of-river Madhya Tarakhola
Small Hydropower Project (MTKSHP) in Tarakhola Rural Municipality, Baglung district of Nepal. The
project has total catchment area of 50.4 sq kms based on three Perennial River with design discharge
of the project 2.20 m3/s at exceedance flow of 40%. The major shareholder of the company is
Universal Investment Management and Partners Private Limited, holding ~41% of shareholding of
company as on August 04, 2024.
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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 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/
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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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