
 
 

Bank of Kathmandu Limited 
 

ICRA Nepal assigns fresh debenture rating of [ICRANP] LBBB+; reaffirms the existing 
issuer rating of [ICRANP-IR] BBB+ and debenture rating of [ICRANP] LBBB+  

Facility/Instrument Amount Rating Action (January 2020) 

Subordinated Debenture Programme NPR 1,600 million [ICRANP] LBBB+ (Assigned) 

Issuer rating NA [ICRANP-IR] BBB+ (Reaffirmed) 

Subordinated Debenture Programme NPR 600 million [ICRANP] LBBB+ (Reaffirmed) 

 
ICRA Nepal has assigned [ICRANP] LBBB+ (pronounced ICRA NP L triple B plus) to the proposed NPR 

1,600 million subordinated bond programme of the Bank of Kathmandu Limited (BOK). Instruments with 

this rating are considered to have a moderate degree of safety regarding the timely servicing of financial 

obligations. Such instruments carry moderate credit risk. ICRA Nepal has also reaffirmed the existing rating 

of [ICRANP] LBBB+ for the NPR 600 million subordinated bond programme of BOK. 

 

ICRA Nepal has also reaffirmed the existing rating of [ICRANP-IR] BBB+ (pronounced ICRA NP issuer 

rating triple B plus) assigned to BOK. Issuers with this rating are considered to have a moderate degree 

of safety regarding timely servicing of financial obligations. Such issuers carry moderate credit risk. Issuer 

rating is only an opinion on the general creditworthiness of the rated entity and is not specific to any 

particular debt instrument. 

 
The assigned/reaffirmed ratings continue to draw comfort from BOK’s long track record in the industry and 

its experienced management team. The assigned ratings also draw comfort from the institutional 

shareholding in BOK (two government-owned entities holding ~18% equity stake as of mid-October 2019). 

The comfortable capitalisation profile (expected to strengthen further after debenture issuance) also 

remains a comfort against the near-term credit shocks, given the relatively moderate asset quality and 

delinquency level of the bank. It has also enabled the bank to maintain a good solvency profile despite the 

relatively high non-performing loans (NPLs). The rating also factors in the fair profitability profile for BOK, 

despite the limited economies of scale.  

 

The ratings are, however, curbed by its moderate asset quality with relatively high delinquencies. BOK’s 

portfolio concentration levels also remain high, which can be partly attributed to its relatively moderate 

franchise strength. This exposes the bank to the repricing and liquidity risk. A relatively higher proportion 

of overdraft loan also remains a rating concern as the bank’s ability to track the repayment capacity on 

such loans remains limited. BOK’s consistently lower-than-industry growth, amid volatile interest rate 

outlook, though, is a positive from the risk aversion perspective, and also limits the economies of scale 

available to the bank. This could supress its long-term ability to create internal capital. BOK’s deposit profile 

also remains moderate with a lower-than-industry CASA proportion resulting in a higher cost of funds, 

thereby affecting the bank’s competitive positioning and margins in the base-rate-plus lending regime being 

practised in the highly fragmented class A banking industry. This remains an impediment in building a good 

borrower profile and remains a credit negative. 

 

Rating action also factors in the recent regulation changes brought in by NRB, requiring banks to tag the 
repayment capacity of the borrowers against tax filings and set aside higher credit provision for borrowers 
in non-compliance. This is likely to create the impediment in the credit growth and increase the credit cost 
for banking sector players, especially the banks with moderate competitive strengths and borrower profile. 
Also, regulatory changes in the method of interest spread calculation (by disregarding the investment yield) 
are likely to squeeze the profit margins for the entire industry, especially the banks with lower scale. This 

could have an impact on the profitability and capitalisation for the bank and remains a rating concern.  



 
 

 
Going forward, BOK’s ability to improve its assets quality indicators, attain targeted business growth with 
commensurate risk mitigation approach and improve the deposit profile in terms of concentration and 
proportion of low-cost deposits also remains key monitorable. 
 
Credit strengths 

Long track record, experienced management team and institutional ownership  

Operating since 1995, BOK is among the oldest banks in the Class A banking universe. The adequate 

track record and traction in the industry remains a positive. The experience and knowledge of the bank’s 

senior management team also remains a comfort for its future outlook. The rating also positively factors in 

the ~18% equity stake by two Government-owned entities viz. Citizen Investment Trust (CIT) and 

Employees’ provident fund (EPF), including a representation in the BOK board. This comforts the 

governance aspect of the bank.  

 

Strong capitalisation and solvency profile 

BOK’s CRAR of 14.29% as of mid-October 2019 remains better than the industry average of 13.91% and 

well above the regulatory minimum of 11% as per the Basel III norms prescribed by the regulator (Nepal 

Rastra Bank - NRB). The bank’s capitalisation level has remained rangebound at 13-14% in the last two-

three years, a result of the slow growth in risk assets, coupled with a fair rate of internal capital generation. 

This, along with the proposed tier-II debenture issue plans, offers a cushion against probable credit shocks, 

considering the relatively high-delinquency levels of the bank. It also has a comfortable solvency profile 

(net NPA/net worth of ~3% as of mid-October 2019) because of the good capitalisation level and adequate 

credit provision cover against the NPAs (83% on mid-Oct 2019).  

 

Fair profitability indicators supported by decent NIMs despite relatively high operating costs.  

The bank has reported healthy NIMs of ~3.5-4% during the last two years which has supported its 

profitability profile, despite the low scale of operations and consequently lower economies of scale. 

Profitability also remains supported by a decline in the credit cost of the bank in recent years, following a 

gradual improvement in the asset quality. Lower level of non-interest income and relatively higher operating 

expense ratio, however, remains the drag to the profitability profile. With the recent regulation change 

requiring the banks to lower their interest spreads, BOK’s future profitability will depend on its ability to 

scale up its asset base and improve and maintain its asset quality.  

 

Credit challenges 

NPA level remains high despite recent improvements.  

BOK’s reported gross NPL stood at 1.73%1 as of mid-October 2019 vs. the commercial bank average NPA 

of ~1.61% during the same period. 0+ days delinquencies stood at on the higher side at ~8% as of mid-

October 2019, similar to the levels during the last rating. Nonetheless, the impact of the high-interest 

regime on the repayment capacity of the borrowers cannot be negated and the bank’s delinquency level 

could increase in FY2020 as compared to FY2019, in line with the past trend. The bank also has a relatively 

higher proportion of overdraft loans (~29% as of mid-October 2019 vs class A bank average of 15%), 

wherein its ability to track the repayment capacity of the borrowers is limited and could lead to an increased 

slippage in the recent high-interest rate environment.  Recent regulatory changes requiring banks to tag 

the repayment capacity of borrowers with the tax filings and maintaining a higher provision in case of non-

compliance, is also likely to add to the credit cost of the banks, in addition to impeding the growth rate of 

fresh credit. 

 
1 2.77% including the slippage related to the counter guarantee exposure related to the Melamchi water supply project. 
The single slippage accounts for ~39% of total NPA as of mid-October 2019. 



 
 

 

High level of portfolio concentration  

BOK’s concentration of credit and deposit portfolio among the top accounts remains relatively high, which 

can be attributed to its relatively lesser footprint across the country. As of mid-October 2019, top 20 

borrower groups accounted for ~21% of total credit, indicating a relatively higher concentration risk. 

Corporate lending2 comprises a significant chunk of the credit portfolio with ~43% share of corporate loans 

as of mid-Oct 2019. Coupled with the relatively high delinquency levels, this creates future asset quality 

concerns for the bank. BOK’s deposit concentration among top depositors also remains on the higher side 

(top 20 depositors accounted for ~28% of total deposits as of mid-October 2019), which leads to increased 

liquidity and repricing risks in the event of a deposit price war. 

 
Moderate funding profile with low CASA proportion and higher cost of fund  
BOK’s CASA proportion stood at ~35% as of mid-October 2019, which is lower than the commercial bank 

average of ~40%. This results in a marginally higher-than-industry average cost of deposits, which coupled 

with the bank’s higher operating expense ratio, results in a higher base rate for BOK, which is a competitive 

disadvantage in the Base Rate Plus lending model being practised in the industry. Nonetheless, on the 

positive side, the CASA proportion of the bank has remained stable in the last three to four-year period 

despite a decline in the industry average CASA. The bank has a very low call deposit portfolio, which 

reduces the deposit volatility to some extent. Its ability to increase its depositors’ base and increase 

diversification is expected to have a positive impact on the cost of fund and the bank’s competitive 

positioning in the industry.  

 

Changing regulatory landscape could affect growth and scale economies 
In a recent regulation change to support the GoN’s measures to strengthen tax administration, the NRB 
has required banks to closely monitor the loans where the borrower’s repayment capacity is not supported 
by their income (as reflected in their tax filings) and has mandated banks to maintain additional provisions 
for non-compliance with the norms. Misutilisation of loans and instances of dual financials (separate set of 
financials for bank loan and tax filing purposes) are also being classified as non-performing, even if the 
debt-servicing is regular. These issues are largely related to personal loans and to unorganised sectors 
such as agriculture and medium and small enterprises (MSME), which form a sizeable portion of BOK’s 

credit portfolio. This could impede the credit growth of BOK over the short-to-medium term, which could 
limit the bank’s ability to generate scale economies. The NRB’s recent change in the method of calculating 
interest rate spreads (by disregarding the investment yield) and gradual lowering of the interest spread 
ceiling is also likely to lower the profitability prospect of the smaller banks with lower economies of scale. 

This also remains a rating concern.  
 

 
Links to applicable criteria:  

Bank Rating Methodology 
 
Bank Profile 
Bank of Kathmandu Limited (BOK), is a class A commercial bank, operating since March 1995. The bank 
has individual promoters related to business and industrial houses and is managed by a team of 
experienced bankers and professionals. Mr. Shovan Dev Panta is the Chief Executive Officer of the bank. 
Its equity share is listed in the Nepal Stock Exchange and its market capitalisation was ~NPR 19 billion by 
mid-October 2019.   
 

BOK merged with Lumbini Bank (LuBL) with effect from July 14, 2016. LuBL, a class A bank, was operating 
since July 1998, before merging with BOK. The merged entity ran briefly under the brand name of Bank of 

 
2 Exposures above NPR 100 million towards a single borrower or related group of borrowers. 

https://icranepal.com/methodologyPDF/BankRatingMethodology08292018.pdf


 
 

Kathmandu-Lumbini (BOKL), before the name was changed back to Bank of Kathmandu Limited (BOK) 
by the Annual General Meeting of the merged entity for FY2016.  
 
As on mid-October 2019, BOKhas been present across the country through its 89 branches including the 
head office in Kathmandu and 78 ATMs across the country. As on mid-October 2019, BOK has had a 
market share of 2.59% in credit portfolio and 2.49% in deposit base of the Nepalese banking industry 
(2.99% and 2.88% share respectively in commercial bank industry). BOK reported a profit after tax of NPR 

1,897 million during FY2019 over an asset base of NPR 100,919 million and an NPR as of mid-July 2019 
vis-à-vis a profit after tax of NPR 1,321 million during FY2018 over an asset base of NPR 91,207 million 
as on July 2018. During Q1 FY2020, BOK reported a PAT of NPR 384 million over an asset base of 
103,185 million. BOK’s CRAR was 14.29% and gross NPLs were 2.77% as of mid-October 2019.  
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Key Financial Indicators 

KEY FINANCIAL RATIOS 

YEAR ENDED 

Mid-Jul-16 

(Audited) 
Mid-Jul-17 

(Audited) 

Mid-Jul-18 

(Audited) 

Mid-Jul-19 

(Audited) 

Mid-Oct 

20203 

(Provisional) 

OPERATING RATIOS         

Net Interest Margin/Avg. Tot Assets 2.50% 3.16% 3.50% 3.93% 3.83% 

Non-Interest Income/Avg. Tot Assets 0.87% 0.86% 1.00% 0.97% 0.91% 

Operating Expenses/Avg Total Assets 1.49% 1.86% 1.80% 1.99% 2.20% 

Credit provisions / Avg Total Assets 0.35% -0.01% 0.53% 0.07% 0.39% 

PAT / Average Total Assets 1.05% 1.61% 1.51% 1.97% 1.50% 

PAT / Net worth 11.27% 15.61% 12.29% 14.35% 11.00% 

Gross NPAs 2.51% 2.63% 3.04% 2.64% 2.77% 

CAPITALISATION RATIOS      

Capital Adequacy Ratio 13.01% 13.97% 14.88% 14.58% 14.29% 

Net NPAs/Net worth 1.31% 3.03% 2.33% 1.69% 2.71% 

COVERAGE & LIQUIDITY RATIOS      

Total Liquid Assets/Total Liability 24.76% 25.45% 24.21% 24.13% 24.39% 

Total Advances/Total Deposits 85.83% 83.82% 87.92% 88.50% 88.22% 

 
For further details please contact: 
 

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

Mr. Sailesh Subedi (Tel No. +977-1-4419910/20) 
sailesh@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.  
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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 

 

ICRA Nepal Limited,  

Sunrise Bizz Park, 6th Floor, Dillibazar, Kathmandu-33, Nepal.  

Phone: +977 1 4419910/20  

Email: info@icranepal.com  

Web: www.icranepal.com 

 

All Rights Reserved.   

Contents may be used freely with due acknowledgement to ICRA Nepal.   
ICRA Nepal ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. The ICRA 

Nepal ratings are subject to a process of surveillance which may lead to a revision in ratings. Please visit our website 

(www.icranepal.com) or contact ICRA Nepal office for the latest information on ICRA Nepal ratings outstanding. All 

information contained herein has been obtained by ICRA Nepal from sources believed by it to be accurate and reliable. 

Although reasonable care has been taken to ensure that the information herein is true, such information is provided ‘as 

is’ without any warranty of any kind, and ICRA Nepal in particular, makes no representation or warranty, express or 

implied, as to the accuracy, timeliness or completeness of any such information. All information contained herein must 

be construed solely as statements of opinion and ICRA Nepal shall not be liable for any losses incurred by users from 

any use of this publication or its contents. 
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