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FOFHBITDS| 9. IYTH] S, TPSC (India) |- Contract Agreement dated 21st day of

Raffg 92 | a4,§9,00000/-|  Pvt.Ltd. (A  [September, 2016.
Fa. 100% subsidiary |-  Contractor appointed for Design,
of Toshiba Manufacture, Packing, Supply,

Plant System |Transformation, Transit Insurance and
and Services |Services for Installation, Testing and
Corporation, |Commissioning  of  Electro-Mechanical
Japan) Equipments for 2x6 MW with 10% Continuous
overload capacity generating units of Upallo
Khimti Hydropower Project, Water to Wire
including Remote end Substation for Grid
Connection excluding Civil Works.
-Warranty period shall be the period for 24
months from the date of commissioning of
the equipments.
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QIR 1. TPSC (India) |- Contract Agreement dated 21st day of
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A, 100% subsidiary |- Contractor appointed for Design,
of Toshiba Manufacture, Packing, Supply,
Plant System |[Transformation, Transit Insurance and
and Services |Services for Installation, Testing and
Corporation, |Commissioning of Electro-Mechanical
Japan) Equipments for 2x3.5 MW with 10%
Continuous overload capacity generating
units of Upallo Khimti Hydropower Project,
Water to Wire including Remote end
Substation for Grid Connection excluding
Civil Works.
- Warranty period shall be the period for 24
months from the date of commissioning of
the equipments.”
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NABIL INVEST

Nobil Investment Banking Limited
3rd Floor, Central Ploza,Narayanchaur
Naxal, Kathmandu, Nepal

Tel +977-1-4411604
PT) & +977-1-4411733
(A Subsidiary of Nabil Bank Ltd.) Fox  : +977-1-4410554

E-mail : nobilinvest@nabilbank.com
Web  : www.nabilinvest.com.np
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G. Paudyal & Associates St Fior, Teva Tomer

Teku, Kathmandu

Chartered Accountants Tel: 01-4233709
ICAN Regd. No.:307 Website:www.gpa.com.np
PAN:602785567 Email:ca.ghanashyam@gmail.com

INDEPENDENT AUDITOR'S REPORTTO THE SHAREHOLDERS OF
HIMALAYA URJA BIKAS COMPANY LIMITED

We were ged to audit the panying financial of Himalaya Urja Bikas Company Ltd., which
comprise the Balance Sheet as at Ashadh 32, 2075, (July 16, 2018) and the related Income Statement. Statement of
Changes in Equity and Statement of Cash Flows for the year ended on that date.

> g *s Responsibility for the ial

Management of the company is responsible for the preparation and fair presentation of these financial Statements in
accordance with Nepal Financial Reporting Standards. This responsibility includes: designing, implementing and
maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and
making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on conducting the audit in accordance

with Nepal Standards on Auditing. Because of the marters described in the Basis for Disclaimer of Opinion
G paragraph, we were not able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion.

Basis of Disclaimer of Opinion
The financial statements of the company are not complied with Nepal Financial Reporting Standards (NFRS). As a
result, we were unable to determine whether any adjustments were necessary in respect of the financial statements.

Disclaimer of Opinion

Because of the significance of the matter described in the Basis for Disclaimer of Opinion paragraph, we have not
been able to obtain sufficient appropriate audit evidence to’provide a basis for an audit opinion. Accordingly. we do
not express an opinion on the financial statements.

Report on Other Legal & Regulatory Requirements and Relevant Matters
On the basis of our examination and explanations given to us, we would like to report that:
i.  We have obtained all the information and explanations. which were considered necessary for the purpose for
our audit. :
ii.  Company has kept proper books of accounts as required by law except as required by NFRS, in so far as it
appears from our examination of those books of account.
iii.  The Balance Sheet, Income Statement, Statement of Cash Flow, Statement of Changes in Equity dealt with by
this report are in agreement with the books of account maintained by the Company.
iv.  During our examination of the books of account of the Company, we have not come across the cases where
- the Board of Directors or any member thereof or any representative or any office holder or any employee of
the Company has acted contrary to the provisions of law or caused loss or damage to the Company, and
v.  We have not come across any fraudulence in the accounts.

For: G.Paudyal &
Place: Kathmandu Chartered

Date: Qs7574)23

CA Ghahsh
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Himalaya Urja Bikas Company Limited

ICRA Nepal assigns [ICRANP] IPO Grade 4 to the proposed Initial Public Offering (IPO)
of Himalaya Urja Bikas Company Limited

[ Instrument/Facility [ Issue Size [ Grading Action (June 2018) \
[ 1PO (equity) Grading | NPR 247.50 million | [ICRANP] IPO Grade 4 (Assigned) |

ICRA Nepal has assigned an “[ICRANP] IPO Grade 4", indicating below average fundamentals to the
proposed Initial Public Offering (IPO) of Himalaya Urja Bikas Company Limited (HUBCL). ICRA Nepal
assigns IPO grading on a scale of IPO Grade 1 through IPO Grade 5, with Grade 1 indicating strong
fundamentals and Grade 5 indicating poor fundamentals. For the grading categories 2, 3 and 4, the sign
of + (plus) appended to the grading symbols indicate their relative better position within the grading
categories concerned. HUBCL is proposing to come out with an IPO of 2,475,000 numbers of equity
shares of face value NPR 100 each at par. Of the total shares, 990,000 shares will be firstly issued to
project affected areas; the remaining 1,485,000 shares will be later issued to public and staffs of HUBCL.

The assigned grading considers the moderate return potential from the hydro-electric projects (HEPs)
being developed by HUBCL mainly due to low tariff rates for the 12 MW project (out of total project
capacity of 19 MW including semi-cascade project of 7 MW). The grading also remains constrained by
the evacuation risk arising out of possible delay in construction of proposed 132 kV Garjyang-Khimti
transmission line by NEA which can potentially delay the commercial operation date (COD) of the project.
Any delays in COD could result in cost escalations through incremental IDC and hence could further
impact project earnings. Absence of deemed generation clause in Power Purchase Agreement (PPA)
exposes the potential earnings to hydrological risks. Grading concerns also emanate from the interest
rate volatility in the market that can have a bearing over the project return indicators. The project is also
exposed to counterparty credit risks arising out of exposure to loss-making Nepal Electricity Authority
(NEA) for the energy supplied, although the same is partly mitigated by the fact that NEA is fully owned
by the Government and has been making timely payments to Independent Power Producers (IPPs) so far
which provides some comfort.

Nonetheless, the grading considers relatively moderate project costs (~NPR 166 million per MW) and the
construction progress achieved in the projects so far (~55-60% complete as of mid-Apr-18). The projects
are being planned to be in operation from the Required Commercial Operation Date (RCOD) which
however would remain contingent upon the timely completion of evacuation structure of NEA. With a firm
PPA in place with pre-determined tariff rates and positive demand outlook owing to supply-demand gap
in the power sector, the tariff and off-take risks are minimal. Going forward, ability of the company to
commission the projects at current cost and timeline estimates and the ability to achieve its design
operating parameters will be key driver for project returns.

HUBCL is developing two run of river (RoR) hydropower projects of aggregate capacity 19 MW based on
Khimti River in Chuchure VDC of Ramechhap district in Central Nepal. The 12 MW Upallo Khimti HEP
has catchment area of ~62 sq. km that is expected to support the design discharge of 5.16 cumecs at
43% exceedance flow with gross head of ~286 metres. Its semi-cascade’ 7 MW Upper Khimti-Il HEP has
catchment area of ~99 sq. km for design discharge of 6.45 cumecs at 41% exceedance flow and gross
head of ~135 metres. The power generated from the projects is to be evacuated through 2.5 km and 3
km long, 132 kV transmission line from their respective switchyards to proposed Garjyang Substation.
This substation lies under proposed Garjyang-Khimti transmission line project (31 km, 132 kV double
circuit) of NEA. Construction of the same is in initial stages so far including land acquisition, excavation,
material transport stages and hence this could potentially delay the commercial operation of the projects.

The PPAs were signed with NEA on 23 January 2011 and 22" March 2013 respectively. As per the
terms of PPA for 12 MW project, the base tariff for wet season? is NPR 4 per kWh and for dry season is
NPR 7 per kWh with 3% escalation on base tariff for nine times. For the 7 MW project, tariff is slightly
higher at NPR 4.8 per kWh for wet season and NPR 8.4 per kWh for dry season with 3% escalation on

! Utilizes tailrace of 12 MW project as well as discharge of incremental streams in Khimti River
2 Mid-December to mid-April are dry season period; rest being wet season.
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base tariff for five times. Any delays of more than 6 months beyond RCOD will result in loss of
escalations in case of 7 MW project; 1 escalation will be lost for successive 12 months delay thereafter.
RCOD of the projects as of now is 16" July 2018 and 15" March 2019 respectively; coordination
committee formed as per PPA has agreed to recommend NEA to further extend RCOD of 12 MW project
to mid-Mar-19. The contract Plant Load Factor (PLF) of the projects are ~70% and ~69% with total
annual production capacity of ~116 GWh of energy. The power generation licenses were obtained from
the Ministry of Energy on 18" December 2012 and 27" March 2015, valid for 35 years or 30 years from
the date of COD, whichever is earlier. The project is being developed on Build Own Operate Transfer
(BOOT) basis.

Budgeted at a total cost of NPR 3,146 million (~NPR 166 million/MW), the project is being funded in debt:
equity of 75:25 with sanctioned loan of NPR 2,359 million; rest to be financed from equity. The promoters
have already infused equity of NPR 742.50 million representing 75% of post IPO capital. Post the
proposed IPO, total equity (NPR 990 million) would be in excess of project equity requirements (NPR 787
million) and hence sanctioned loan limit might not be fully utilised. Of the NPR 1,538 million cost incurred
till mid-Apr-2018, NPR 819 million has been funded through external bank borrowings and balance from
promoters’ equity. The project is also entitled for capital subsidy of NPR 5 million per MW upon
connection to national grid.

As of mid-Apr-2018, ~55-60% physical progress has been achieved in the projects commensurate to
~50% financial progress. Although management plans to commission the projects within RCOD, there
could be some delays in project commissioning on account of uncertainties on completion timeline of the
NEA’s evacuation structures. Additionally, some of components in projects could also remain critical
considering the short time frame remaining in project implementation (~9 months) and bulk of activities
remaining to be completed (~40%).

Company Profile

Incorporated in 1999 as a private limited company, Himalaya Urja Bikas Company Limited (HUBCL) was
converted to public limited company in November 2014 to facilitate public participation. The paid-up
capital of the company as of mid-April 2018 was NPR 742.5 million. Major promoters of HUBCL include
Arun Valley Hydropower Development Co. Ltd (5.85%)% Ms. Tulsa Pandey (5.40%), Mr. Shree Ram
Pandey (4.16%), Mr. Hari Prasad Pandey (2.84%) and Mr. Saroj Kumar Upadhyay (1.77%), among
others. The promoter holding after proposed IPO is expected to dilute to 75% assuming full subscription.
The shares of the company are proposed to be listed in the stock exchange post proposed IPO.

June 2018

For further details please contact:

Analyst Contacts:
Mr. Kishor Prasad Bimali, (Tel No. +977-1-4419910/20)

kishor@icranepal.com
Mr. Rajib Maharjan, (Tel No. +977-1-4419910/20)
rajib@icranepal.com
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