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ICRA Nepal assigns [ICRANP] LBB to proposed subordinated debenture programme  
 

Facility/Instrument Amount Rating Action (November 2019) 

Subordinated Debenture Programme  NPR 250 Million  [ICRANP] LBB; Assigned  
 

ICRA Nepal has assigned [ICRANP] LBB, (pronounced ICRA NP L double B) to the proposed debenture 
programme of Goodwill Finance Limited (GFCL). Instruments with this rating are considered to have 
moderate risk of default regarding timely servicing of financial obligations. 
 
The rating action factors in the company’s adequate track record in banking operations (since 1995) with 
experienced senior management. Improving profitability profile with increased net interest margins (NIMs) 
during FY2019 also remains a positive for the assigned rating. The rating also factors in the relatively 
moderate deposit concentration risk (~14% in top 20 depositors as of jul-2019). GFCL’s healthy 
capitalisation (CRAR of 13.77% as of mid-Jul-2019) and adequate network1 along with its plans to expand 
over new geographies are expected to provide adequate growth opportunities, going forward. 
 
Nonetheless, the rating is constrained by the deterioration in deposit profile (declining share of current and 
savings accounts and increased cost of deposits) impacting the company’s competitive position. The 
assigned rating also factors in the subdued assets quality and underwriting norms though the reported 
assets quality has been improving over the years (0+ dpd reached to ~13% in mid-July-2019). ICRA Nepal 
also takes note of the aggressive credit growth in the last three fiscals at ~27% compared to ~20% growth 
in the banking industry, amid evolving internal control, systems and processes at the company with need of 
better monitoring of the portfolio.  

 

Additionally, the scope for improvement in the MIS and high credit concentration (~30% among top 20 
borrowers) also remains a rating concern. Lack of strong institutional promoters and its modest scalability 
also remain rating concerns. Going forward, GFCL’s ability to maintain the asset quality and attain requisite 
growth with adequately diversified portfolio towards various sectors/geographies would remain the key 
challenges. 

 
GFCL’s credit growth remained higher compared to the banking industry2 at ~27% in the last three years 
ending mid-July 2019 (~20% for the banking industry). Though the high growth benefitted its market 
positioning, seasoning of incremental growth could create some stress over the future asset quality. 
However, the growth has been aided by franchise expansion (16 branches as on mid-July 2019 compared 
to nine branches as of mid-July 2016) and high share of scheduled loans (~80%) provide some comfort. 
Nonetheless, the portfolio remains concentrated with top 20 borrowers accounting for ~30% of the portfolio 
as of mid-Jul-2019. With some improvement in FY2019, the company’s lending yields remained moderate 
among its peers and the industry average at 15.50% in FY2019 (15.44% for industry). The company’s 
ability to achieve the growth targets along with commensurate risk control measures would have a key 
bearing on its financial profile. 
 
On the asset quality front, the company’s reported NPLs have improved in recent periods to 1.23% as of 
mid-July 2019 (2.67% as of mid-July 2018), hence remaining low among its peers and the industry average 
of 8.80%. The improvement was aided by a dilution effect of portfolio growth, better recoveries as well as 
regulatory forbearance utilised. Nonetheless, deterioration noted in the overall asset quality as 0+ days 
delinquencies increased to ~13% as of mid-July 2019 (~7% a year ago) and softened in underwriting norms 
for business growth. With a provision cover of ~98%, the solvency (net NPA/net worth) profile of the 

 
1 Distribution network includes 16 branches and two ATMs as on mid July 2019. 
2 Industry growth data for finance companies is distorted due to mergers of various “C” class financial institutions with “A” and 
“B” class financial institutions. Hence, aggregate banking industry growth taken for comparison. 



 
 

 

company remains healthy at 0.12% as of mid-July 2019. Its ability to maintain a comfortable asset quality 
profile, as the incremental portfolio gets more seasoned, would remain critical. 
 
GFCL remains relatively weaker among its peers in terms of its deposit profile with a low share of stable 
and low-cost CASA deposits (29% as on mid-July 2019 against ~32% for the Industry). This leads to a 
higher cost of funds (10.40% in FY2019 against 9.25% for the industry) impacting the company’s 
competitiveness in the base rate-based lending regime. In line with the credit growth trend, GFCL’s 
deposits have also grown in the last three years ending mid-Jul-2019 at ~26% compared to the banking 
industry growth of ~17% over the same period. This was possible with focus on the term deposits, amidst 
the general stress in deposit growth for the banking industry and hence the share of term deposits 
increased to ~62% as of mid-July 2019 compared to ~41% in mid-July 2016. Therefore, the ongoing 
volatility in interest rates could impact its cost of funds over the near-to-medium term. Nonetheless, the 
deposit concentration remained moderate at ~14% among top 20 depositors as of mid-July 2019, which 
remains a positive. Going forward, the company’s ability to improve its deposit mix and cost would have a 
bearing over its competitive positioning. 
 
As for capitalisation, GFCL reported a CRAR of 13.77% as of mid-July 2019, compared to the regulatory 
minimum of 11%. Capitalisation would be further supported after the proposed tier-II debenture issue and 
hence is expected to remain adequate to support the company’s growth plans as well as to absorb any 
near-term stress in asset quality. The company’s ability to grow its portfolio judiciously and ensure 
profitable utilisation proposed borrowing would remain crucial. 
 
GFCL’s profitability indicators remain moderate so far supported by improving net interest margins (NIMs) 
in an increasing asset base, healthy fee-based incomes and low credit costs. GFCL’s NIMs improved to 
3.19% in FY2019 (2.54% in FY2018) which was reflected in the RoA of 1.94% (1.02% in FY2018) and the 
RoNW of ~14% (~8% in FY2018). The improved NIMs were mainly due to the increase in yields along with 
the improvement in its asset quality despite an increase in the cost of deposits. Stress in asset quality 
indicators with seasoning of the portfolio grown amidst tighter liquidity scenario might impact the company’s 
profitability prospect going forward. However, the increasing scalability could provide some support. 
GFCL’s earnings profile going forward will largely depend on its ability to expand its scale of operations with 
commensurate risk mitigation to maintain healthy asset quality while improving its deposits profile. 
 
Analytical approach: For arriving at the ratings, ICRA Nepal has applied its rating methodology as 

indicated below.  

 

Links to applicable criteria:  

Bank Rating Methodology 

 
Company Profile 
Incorporated in September 1994, Goodwill Finance Limited (GFCL) started its commercial operation from 
May 1995. The company is now operating as a national level finance company and is promoted by a 
diversified range of promoters involved in different professions. The share capital of the company is 
distributed among the promoter and the public in the ratio of 51:49. The company’s equity share is listed in 
the Nepal Stock Exchange and its corporate office is located at Hattisar, Kathmandu, Nepal. Mr. Saroj Kaji 
Tuladhar is the Chief Executive Officer of the company. 
 
GFCL has its presence in 13 districts of Nepal through its 16 branches and two ATMs as of mid-July 2019. 
Its GFCL has a market share of about 9.07% of deposits and 8.59% in terms of the credit portfolio of 
Nepalese finance companies’ industry as on mid-July 2019. GFCL has reported a net profit of ~NPR 152 
million (~133% YoY growth) during 2018-19 over an asset base of NPR 8,718 million as of mid-July 2019. 
GFCL’s CRAR was 13.77% and gross NPLs were 1.23% as on mid-July 2019. In terms of technology 
platform, GFCL uses FinMAN as the software across all its branches. 
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https://icranepal.com/methodologyPDF/BankRatingMethodology08292018.pdf


 
 

 

  
For further details please contact: 
 

Analyst Contacts:  
Mr. Kishor Prasad Bimali (Tel No. +977-1-4419910/20) 
kishor@icranepal.com  
 

Ms. Kushum Bhattarai (Tel No. +977-1-4419910/20) 
kushum@icranepal.com 
 

Relationship Contacts: 
Ms. Barsha Shrestha (Tel. No. +977-1-4419910/20) 
barsha@icranepal.com  

 

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 the rating process and methodologies, analytical software, research, training, and 

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. The international credit rating agency, Moody’s Investors Service, is ICRA’s largest 

shareholder.  

 

For more information, visit www.icranepal.com 
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