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Subordinated Debenture Programme NPR 2,500 million [ICRANP] LA (assigned) 

 
ICRA Nepal has assigned a rating of [ICRANP] LA (pronounced ICRA NP long-term debt rating A) to 
the proposed subordinated1 debenture programme worth NPR 2,500 million of Agricultural Development 
Bank Limited (ADBL). Instruments with this rating are considered to have an adequate degree of safety 
regarding timely servicing of financial obligations. Such instruments carry low credit risk. The proposed 
debenture will be a part of ADBL’s tier-II capital. The bank is issuing debentures to comply with the 
Nepal Rastra Bank’s (NRB) regulation requiring commercial banks to maintain tier-II debentures 
equivalent to 25% of their paid-up equity capital.  
 
The assigned rating factors in ADBL’s ownership profile with 51% equity stake held by the Government 
of Nepal (GoN), its long track record in the industry, diversified loan portfolio and strong capitalisation. 
The bank also remains among the strongest players in the industry in terms of branch strength, which 
coupled with strong traction developed by the bank across the country, especially in the semi-urban and 
rural areas of the country, remains a positive for its future growth and diversification. The rating also 
factors in the importance of ADBL for the GoN as a medium for agricultural financing. The rating further 
considers the bank’s good profitability profile with strong net interest margins, which in turn results from 
healthy yield on its granular retail lending portfolio.  
 
The rating is constrained by ADBL’s moderate deposit profile. The bank’s funding profile does not reflect 
the diversification of its credit portfolio, despite a large branch network. Its deposits are fairly 
concentrated among top depositors and the cost of deposits is marginally higher than the industry 
average. This is a concern for both liquidity and the bank’s competitiveness in the base-rate-plus lending 
model currently practised in the industry. ADBL also has a moderate asset quality profile with gross NPA 
of ~2.90% as of mid-July 2019, which despite a decline over the years, is higher than the industry 
average. Bank’s 0+ days delinquent loans also remain on the higher side at ~9% as of mid-July 2019. 
Relatively inferior borrower profile from agriculture and SME segments and banks’ underwriting 
practices, which give greater emphasis to the collateral rather than the borrower’s cash flow, could 
create asset quality concerns going forward, especially given the current high interest rate environment. 
However, asset quality concerns are partly mitigated by high granularity in the loan portfolio. Also, the 
bank’s strong capitalisation enables it to withstand any credit shocks over the near term. The bank, 
despite being an old player in the financial sector of Nepal, is a relatively new player in the modern 
banking arena with moderate credit control measures, technology and human resources. Given the large 
scale and expanded operations of the bank, this could invite operational risks, which also remain a rating 
concern.   
 
The assigned rating derives comfort from the 51% stake in common equity capital of ADBL by the GoN. 
The future stance of the GoN in maintaining a majority ownership in the bank could remain a rating 
sensitivity. 
 
ADBL’s credit has witnessed a moderate CAGR of 13% during the last five years ending FY2019 
(including a low growth of ~7% in FY2019 amid a shortage of lendable funds). This remains well below 
the industry average of 23% CAGR over the same period. Although the banks started as an agriculture 
financing body, its later progression into modern banking activities led to a growth in the non-agricultural 
lending segment. At present, the portfolio of ADBL is dominated by such lending, which accounts for 
~70% of the total portfolio while the agriculture and SME division accounts for the remaining 30%. The 
credit portfolio of ADBL exhibits high granularity with the top 20 borrower groups accounting for ~2.5% of 
the total credit of the bank. Very low proportion of large ticket loans and minimal proportion of loans 

 
1 Subordinated to deposits for principal repayment, in the event of liquidation. Subordinated debentures are eligible for 
inclusion in the calculation of tier II capital  



 
towards vulnerable sectors2 remain comfort factors to the bank’s incremental assets quality. However, a 
large proportion of borrowers under agriculture and SME segments have a moderate financial profile. 
Given the inherent risk in the agriculture and allied activity where the cashflow is not predictable, the risk 
of fresh slippages remains high. However, the impact of slippage on the bank’s overall NPA level is 
expected to remain low because of the high portfolio granularity. Moreover, strong capital cushion also 
allows the bank to withstand any credit shocks without a major impact on its solvency.  
 
In terms of assets quality, ADBL faced difficulty during the early years of its operation as a full-fledged 
commercial bank. At the time of its conversion into NRB regulated class A bank in FY2005 from its 
erstwhile autonomous status3, ADBL’s NPA stood at ~20%. Since then, the NPA level has moderated on 
account of the incremental credit growth and a rise in the proportion of non-agricultural loans where the 
NPA generation was relatively low. As of mid-July 2019, ADBL’s gross NPA stood at 2.90% after a 
continuous decline in the recent years. Still it is higher than the commercial bank’s average of ~1.4%. 
Delinquency of the bank of 0+ days also remains relatively higher at ~9% of total loans as of mid-July 
2019. However, the bank’s solvency ratio (net NPA/ net worth) remains moderate at ~4% because of the 
bank’s strong capitalisation and adequate NPA provision cover of ~67% as of mid-July 2019.  
 
ADBL’s deposit portfolio remains fairly concentrated despite a wide franchise network and customer 
base of the bank. As of mid-July 2019, top 20 depositors of ADBL accounted for ~26% of its total 
deposits. Similarly, the banks’ cost of deposits also remains higher than the industry average though its 
CASA proportion is higher than the industry average. This is because ADBL’s deposit portfolio had a 
mere 1% of call deposits as of mid-July 2019 against the industry average of ~12%. As per prevailing 
regulations, call deposits must be priced lower than the savings deposit rates, which makes the same a 
cheaper source of deposits. ADBL’s reliance on costlier term deposits has increased because of minimal 
call deposit proportion, which has pushed up the cost of funds for the bank. As of mid-July 2019, ADBL’s 
total deposit base of NPR 119 billion mainly comprises CASA deposits (~46%) and term deposits 
(~53%). Going forward, a change in the deposit portfolio mix of ADBL in favour of call deposits, is likely 
to bring down its cost of deposits and enhance ADBL’s competitive positioning in the industry. However, 
the increase in call deposit during the interest rate volatility could also have an impact on the liquidity 
profile of the bank.  
 
Strong yield on highly granular portfolio of ADBL supports the healthy NIMs of ADBL, which stood at 
above 5% level during the last three years ending FY2019. Strong yield has helped the bank offset the 
impact of relatively high cost of fund. The rate of credit mobilisation of ADBL also remains healthy with 
an average CCD4 ratio above 75% during each of the last three years ending FY2019. Strong NIMs 
(~5.2% of ATA in FY2019) helped the bank maintain good profitability despite a moderate non-interest 
income level of ~1.2% of average total assets (ATA) and a high operating expense ratio (~2.8% of ATA) 
during the year. With the improvement in assets quality indicators in the recent years and writeback of 
provision from recovered NPAs, credit provision cost has remained modest in the last two years, helping 
the profitability indicators. The bank has reported a healthy return on assets (ROA) level of 2.5-3% 
during the last two years with the return on net worth of ~14-16%. The incremental profitability outlook of 
ADBL is likely to be determined by its ability to arrest further NPA slippage, recover from existing NPAs, 
attain operational efficiencies, boost the non-interest income level and improve its deposit mix to lower 
the cost of deposits.   
 

As of mid-April 2019, ADBL’s capital to risk assets ratio (CRAR) stood at ~20.3% (against 19.7% as of 
mid-July 2018). The strong capitalisation of ADBL emanates from the recently concluded equity infusion 
in FY2018, a sizeable preference share investment by the GoN in ADBL (~NPR 5.3 billion), the bank’s 
strong earnings profile and its low cash dividend payout in the recent years. The current capitalisation 
profile of ADBL remains very strong compared to the regulatory minimum CRAR of 11% under the 
prevailing Basel-III norms. ADBL’s tier I capital of ~19.3% as of mid-July 2019 and mid-July 2018 is also 
well above the regulatory minimum of ~8.50% to be maintained under the Basel-III norms prescribed by 

 
2 Includes real estate, hire purchase, mining and margin loans 
3 ADBL was established under “Agricultural Development Bank Act 1967” which was repealed by Banks and Financial 

Institutions Act in 2015.  
4 Credit to deposit ratio adjusted for capital (net worth) 



 
the Nepal Rastra Bank (NRB). ADBL’s current capitalisation ratio is likely to strengthen further after the 
proposed debenture issuance, assuming full subscription. Accordingly, the capitalisation levels are 
expected to remain comfortable to support the bank’s growth as well as provide cushion to absorb 
losses arising from credit and operational risks.  
 
Links to applicable criteria 

Corporate Credit Rating Methodology  

Bank Rating Methodology 
 
 
Bank Profile 
Agricultural Development Bank Limited (ADBL) was established in 1968 as an autonomous institution to 
function as a financing vehicle for the agriculture and allied sector. It was set up under the provisions of 
the then Agricultural Development Bank Nepal (ADBN) Act, 1967 and functioned under a not-for-profit 
development agency model until 1985. After that, the bank also started limited commercial banking 
operations. The bank was converted into a public limited company in July 14, 2005 and was brought 
under the domain of Banks & Financial Institutions Act (BAFIA), which repealed the ADBN Act. Since 
then, ADBL has been functioning as a class A commercial bank licensed by the Nepal Rastra Bank.  
 
ADBL is one of the three class A commercial banks with majority holding by the Government of Nepal. 
ADBL has a 51% shareholding by the Government, the only promoter of the bank, while the rest of the 
stake is held by general public. The bank’s equity share is listed on the Nepal Stock Exchange and its 
market capitalisation stood at ~NPR 39 billion as of mid-August 2019.    
 
As on mid-July 2019, ADBL had pan-Nepal presence with 240 branches including a head office in 
Kathmandu. As of mid-July 2019, the bank had a share of 3.8% in the credit portfolio and 3.6% in the 
deposit base of the Nepalese banking industry (4.5% and 4.2% share, respectively in the commercial 
bank industry). ADBL reported a profit after tax of NPR 4,353 million in FY2019 over an asset base of 
NPR 152,990 million as of mid-July 2019 vis-à-vis its profit after tax of NPR 3,442 million in FY2018 over 
an asset base of NPR 135,420 million as of mid-July 2018. ADBL’s CRAR was 20.33% and gross NPL 
was 2.90% as of mid-July 2019.   
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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 
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Companies. The international credit rating agency, Moody’s Investors Service, is ICRA’s largest 

shareholder.  
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