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Sirs~. 

In compliance to Regulation 30 of SEBI (Listing Obligations and Disclosure Requirements) 
Regulations, 2015, it is to inform that International Credit Rating Agency S&P Global Ratings vide its 
rating report dated 22.10.2020 has revised its outlook on NHPC to Negative from Stable and at the 
same time affirmed the long term issuer rating 'BBB-' on NHPC. The published report by S&P Global 
Ratings is enclosed at Annexure-1. The response of Company on above revision in oulook is enclosed 
at Annexure-11. 
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Rating Action Overview 

- India-based NHPC Ltd.'s leverage will likely remain high over the next two years as the 

hydropower company enters a peak capex phase amid working capital pressures. 

- We, however, see reducing project execution r isks with construction beginning on the 

long-stranded Subansir i project and stronger financial ratios from fiscal 2024. 

- On Oct. 22, 2020, S&r Global rlatings revised its outlook on NHPC to negative from stable. At 

the same t ime, we affirmed our 'BBB-' long-term issuer credit rating on t he company. 

- The negative outlook reflects our view t hat NH PC's FFO-to-debt ratio could remain below 15% 

for t he next 12-24 months if its receivables collection does not improve. 

·Rating Action Rationale 

NH PC's financial ratios are likely to remain weak over the next two fiscal years. We forecast 

the company's leverage will stay high, with a rat io of funds from operations (FFO) to debt of 

14%-15% over the two f iscal years ending March 2022. That's because NHPC is entering the peak · 

construction phase for its key under-construction developments--the 2,000-megawatt (MW) 

capacity Subansiri project and 800 MW capacity Parbat i-11 project . We estimate its capital 

expenditure (capex) will be high at Indian rupee (INR) 36 bi ll ion-INR40 billion annually over the 

next t hree to four fiscal years, given typically long capitalization periods for hydropower assets. 

Because returns are only assured post commissioning, spending will significantly outpace EBITDA 

growth over the period, leading to a temporary drag on financial ratios. 

Continued working capital outflows could delay the recovery in financial performance. We 

believe NHPC needs to manage its working capita l requirements over t he next 12-1 8 months by 

collecting overdue receivables from distribution companies (discoms). The company should have 

net positive working cqpital of INR5 billion in fiscal 2021 as it receives some overdue rece ivab~es 

from disco ms. Working capital outflows ace likely to be smaller at about INR5 billion annually after 

that. Larger-than-anticipated working capital req uirements will likely add to the strain on NH PC's 

credit ratios and stall deleveraging. 

www.spgloba l.com/ ratingsdirect 

PRIMARY CREDIT ANALYST 

Cheng Jia Ong 

Singapore 

(65) 6239-6302 

chengj ia .ong 
@spgloba l.com 

SECON DARY CONTACT 

Abhishek Dangra, FRM 

Singapore 

(65) 6216-11 21 

abhi shek.dangra 
@spglobal.com 

October 22, 2020 



Research Update: NHPC Ltd. Outlook Revised To Negative; 'BBB-' Rating Affirmed 

The working capital drag should reduce as NHPC receives overdue payments from discoms. which 

will benefit from the liquidity package announced by the Indian government in May 2020. Under 

the package, state-owned power sector lenders Power Finance Corp. Ltd. and REC Ltd. will extend 

INR900 billion (approximately US$12 billion) in state-guaranteed loans to government-owned 

discoms. NHPC has faced working capital outflows of INR1 2 billion-INR20 billion annually over the 

past two years. This was due to the company's exposure to weak discoms in states such as 

Jammu and Kashmir and Uttar Pradesh, where payment delays were prolonged and receivables 

steadily built up. The COVID-19 outbreak has further exacerbated the weak liquidity position of 

discoms. and we anticipate payment delays to continue given the situation has yet to stabilize and 

partial lockdown measures in India are still in place. 

NHPC's busi ness position is improving and financials will strengthen post commissioning of 

under-construction projects. In our view, earnings contribution upon the commissioning of the 

Parbati-11 and Subansiri projects in fiscal 2022 and 2024, respect ively, should help drive a 

recovery in leverage ratios. NH PC's FFO-to-debt ratio could recover to about 15.5% in fiscal 2023 

and improve to 19% in fiscal 2024 . 

We believe execution risk related to the Subansiri project has reduced as NHPC has obtained the 

environmental clearance from the National Green Tribunal after prolonged project delays since 

2011. Active construction has resumed in October 2019 and we understand that there have been 

no major delays to date, barring a one-month disruption due to COVID-19 lockdown. Moreover, 

power purchase agreements have been signed with state discoms and the total capital cost 

(including cost-overruns) is likely to be fully recovered under the eventual tariff rate. 

NHPC will continue to benefit from an established regulatory framework that supports cash 

flow stability. Strong cash flows from regulated operational assets will support NHPC through 

the heavy project construction phase. They should also enable the company to withstand the 

impact of lower power demand in India resulting f rom COVID-19, as well as working capital 

outflows. We expect NHPC to manage execution risk on under-construction projects and recover 

cost over- runs under the tariff mechanism. NH PC's operating cash flow (OCF)--after change in 

working capital- - is healthy, indicating the company's ability to service its debt. The OCF-to-debt 

ratio is l ikely to be about 19% in fiscal 2021 and 14%-15.5% over fiscals 2022 and 2023. 

Outlook 

The negative outlook on NHPC reflects our expectation that the com pany's FFO-to-debt rat io 

could remain below 15% for the next 12-24 months. We see downside risk if the company's 

receivables position remains stretched and working capital outflows are materially higher than we 

anticipated. 

Downside scenario 

We may lower the rating on NHPC if the company's FFO-to-debt ratio remains below 15% and the 

OCF-to-debt ratio falls below 13% for a sustained period. This could happen if working capital 

outflows, shareholder payouts, and capex are significantly higher than we expect. 

We may also lower the rating on NHPC if we lower t he sovereign credit rating on India. 
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Upside scenario 

We may revise the outlook to stable if NHPC adequately manages its working capital requirements 

and shareholder payouts, such t hat its FFO-to-debt ratio remains above 15% on a sustainable 

basis. 

A stable outlook would also be dependent on NHPC effectively managing the construction of the 

Subansiri and Parbati-11 projects within budget and t ime. 

Company Description 

NHPC generates and distributes hydroelectric power in Ind ia. Wit h 24 operational power plants, 

the company has an aggregate installed capacity of about 7 ,071 MW--15% of the country's total 

installed hydro capacity. 

NHPC is majority-owned by the government of India, with 70.95% shareholding. 

Our Base-Case Scenario 

- India's GDP to contract 9% in 2020, then recover by 10% in 2021, affecting overall power 

demand. 

- NH PC's stand -alone regulated equity base will remain INR129 bi llion in fiscal 2021, absent any 

significant commissioning. This will increase to INR158 billion in fiscal 2022 and INR220 billion 

in fiscal 2024 on commissioning of the Parbati - 11 and Subansiri projects, respectively. 

- Moderate revenue growth of 4.5%-8% over fiscals 2021 and 2022. Revenues will likely spi ke up 

to a high 11 %-18% over fiscals 2023 and 2024 due to increase in the regulated equity base. 

- Stable reported EBITDA margin of about 56%, supported by an established regulatory 

framework and low marginal cost of hydropower. 

- High capex of INR36 bi llion-INR40 billion annually over the 0ext three years. This excludes 

capita lized interest for under-construction projects. 

- Dividends of about INR20 billion annually. 

- Cost of funding of 7.5%-8%. 

Based on these assumptions. we arrive at the following adj usted credit measures: 

- FFO-to-debt ratio of 14%-15% over f iscals 2021 and 2022. recovering to about 15.5% in fiscal 

2023 and 19% in fiscal 2024. 

- OCF-to -debt ratio to be about 19% in fiscal 2021 and 14%- 15.5% over fiscals 2022 and 2023. 

Liquidity 

We view NH PC's liquidity as adequate. We expect the company's sources of liquidity to exceed its 

uses by more than 1.1 x over the 12 months to March 31, 2021. We also expect net sources of 

liquidit y to cover uses if EBITDA declines by 10% from our base case. 

We believe NH PC's healthy cash flow generation, good track record of prudent risk management. 
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and demonstrated access to capital support its ability to absorb high-impact, low-probability 

events. In addition. the company benefits from solid banking relationships and good access to the 

domestic capital market, which enables it to raise debt for funding its projects when required. We 

believe the company will pre-fund any significant capex on new projects. 

Principal liquidity sources include: 

- Cash and short-term liquid investments of about INR1 7 billion as of March 31. 2020. 

- Cash flow from operations of about INR40 billion over the 12 months ending March 31, 2021. 

- Working capital inflows of about INR5 billion over the same period, supported by the 

government's liquidity package availed to discoms. 

Principal liquidity uses include: 

- Debt maturities of INR16 billion over the 12 months ending March 31, 2021 . 

- Maintenance and committed capex of about INR15 billion (40% of base case) over the period. 

- Dividend payment of about INR20 billion over the same period. 

Ratings Score Snapshot 

Issuer Credit Rating: BBB-/Negat ive/--

Business risk: Satisfactory 

- Country risk: Moderately high 

- Industry risk: Very low 

- Competitive position: Satisfactory 

Financial risk: Significant 

- Cash flow/Leverage: Significant 

Anchor: bbb-

Modifiers 

Diversification/Portfolio effect: Neutral (no impact) 

- Capital structure: Neutral (no impact) 

- Liquidity: Adequate (no impact) 

- Financial policy: Neutral (no impact) 

- Management and governance: Satisfactory (no impact) 

- Comparable rating analysis: Neutral (no impact) 

Stand-alone credit profile: bbb­

- Sovereign rating: BBB-

- Likelihood of government s~pport: High (no impact) 
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Related Criteria 

- General Criteria: Group Rating Methodology. July 1, 2019 

- Criteria I Corporates I General: Corporate Methodology: Ratios And Adjustments, April 1, 2019 

- General Criteria: Rating Government-Related Entities: Methodology And Assumptions. March 

25,2015 

- Criteria I Corporates I General: Methodology And Assumptions: Liquidity Descriptors For Global 
Corporate Issuers, Dec. 16.2014 

- General Criteria: Methodology: Industry Risk, Nov. 19, 2013 

- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013 

- Criteria I Corporates I Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 

2013 

- Criteria I Corporates I General: Corporate Methodology, Nov. 19, 2013 

- General Criteria: Methodology: Management And Governance Credit Factors For Corporate 

Entities, Nov. 13. 2012 

- General Criteria: Principles Of Credit Rat ings. Feb. 16, 2011 

- General Criteria: Stand-Alone Credit Profiles: One Component Of A Rating, Oct. 1, 2010 

Ratings List 

Ratings Affirmed/Outlook Action 

To From 

NHPC Ltd. 

Issuer Credit Rating 888-/Negative/NR 888-/StableiNR 

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, 
have specific meanings ascribed to them in our criteria. and should therefore be read in coniunction with such 
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete rat ings 
information is available to subscribers of Ratings Direct at www.capitaliq.com. All ratings affected by this rating 
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search 
box located in the left column. 
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Response from the Company 

Regarding the revision of credit rating qutlook from stable to negative, it is submitted that 

NHPC Ltd. has already communicated its disagreement to S&P on their credit outcome in 

view of the reduced execution risk and better collection from Discerns. As such, future 

outlook of the company whether it is ·capacity addition or liquidation of receivables, is quite 

robust and we do.n't find any reason for the downward revision of credit rating outlook of 

the Company. 
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