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Summary of rated instruments 
Facility/Instrument Amount Rating Action (March 2020) 

Issuer Rating NA [ICRANP-IR] A; Assigned 

Subordinated Debenture Programme NPR 2,500 million [ICRANP] LA; Assigned 

 

Rating action 
ICRA Nepal has assigned a rating of [ICRANP-IR] A (pronounced ICRA NP issuer rating A) to Nepal Bank Limited (NBL), 
indicating an adequate degree of safety regarding the timely servicing of the financial obligations. Such issuers carry a 
low credit risk. The rating is only an opinion on the general creditworthiness of the rated entity and is not specific to any 
debt instrument.  
 
ICRA Nepal has also assigned a rating of [ICRANP] LA (pronounced ICRA NP long-term debt rating A) to NBL’s proposed 

subordinated1 debenture programme worth NPR 2,500 million. Instruments with this rating are considered to have an 

adequate degree of safety regarding the timely servicing of the financial obligations. Such instruments carry a low credit 

risk.  

 

Rationale 
The assigned ratings factor in NBL’s ownership profile with the Government of Nepal (GoN) holding a 51% equity stake. 
The ratings also factor in NBL’s long track record in the industry. This, along with the strong branch network and the 
traction achieved by the bank across the country, especially in the semi-urban and rural areas of the country, remains a 
positive for its diversified liability profile and assets. NBL’s low cost of funds (notwithstanding the recent increase) has 
helped it maintain one of the lowest base rates in the industry, which remains a positive for its competitive positioning 
going forward. The assigned ratings also take comfort from NBL’s strong CASA deposit proportion (~65% as of mid-
January 2020), its strong capitalisation profile (~17% as of mid-January 2020) supported by sizeable equity infusions in 
the last two-three years, and its granular credit and deposit portfolio. The bank has also been able to improve its 
profitability in the last three to four years, supported by adequate net interest margins (NIMs), which have also been 
factored in while assigning the ratings. 
 
The ratings are, however, constrained by NBL’s relatively high level of gross NPLs and delinquency levels. Although the 
NPLs have been on a declining trend over the years, the bank continues to witness a high 0+ days delinquency level. 
This could create asset quality concerns over the medium term, considering the uncertain operating environment at 
present and its expected impact on the repayment capacity of the borrowers. The Nepal Rastra Bank (NRB) has recently 
instructed banks to adopt tighter measures to ascertain the credit repayment capacity of the borrowers against their 
tax-paid income sources, with the banks required to set aside a higher credit provision for borrowers in non-
compliance. This is likely to create an impediment in credit growth and pose a challenge for the scalability of banks like 
NBL which have sizeable retail/SME lending portfolios. The scalability issue, coupled with a high operating expense 
ratio, could suppress NBL’s profitability profile over the longer term. NBL’s relatively low non-interest income 
proportion also limits the scope for revenue diversification and could impact profitability, considering the gradual 
reduction in the interest spread cap imposed by the regulator over the years. 
 
Despite its long track record, NBL has reported an improvement in growth and profitability only since FY2015 with a 
sizeable portion of the business growth taking place during the low interest rate regime and profitability supported by 
the disposal of investments in FY2016 and FY2017. The bank’s ability to maintain its growth and profitability amid the 

 
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  



 
 

competitive deposit landscape and high interest rate environment, while maintaining its asset quality, remains to be 
seen.   
 
Going forward, NBL’s ability to maintain a good deposit profile with a strong CASA proportion and a low cost of deposits 
will determine its competitive edge. Its ability to improve the asset quality and profitability profile will also remain a key 
rating sensitivity. As the ratings draw comfort from the GoN’s 51% stake in NBL’s common equity capital, the GoN’s 
future stance in maintaining its majority ownership in the bank could also be a rating sensitivity.  

 

Key rating drivers  

Credit strengths 
Long track record, strong branch network and majority ownership by GoN – Operating since 1937, NBL is the oldest 

commercial bank in Nepal. It is one of the three public sector banks in Nepal with the GoN holding a majority stake. As 

of mid-January 2020, the GoN, NBL’s only promoter, had a 51% stake with public shareholders, including individuals and 

institutions, holding the balance. Government ownership and representation on NBL’s board provide comfort regarding 

the bank’s governance aspect. With 177 branches as of mid-January 2020, NBL has one of the strongest branch 

networks in the industry. This has helped it maintain a low portfolio concentration with the top 20 borrower groups and 

depositors accounting for ~13% of the total credit and ~16% of the total deposits of mid-January 2020. Coupled with an 

experienced management team and a strong capitalisation profile, NBL’s strong branch network remains a positive for 

its diversified liability profile and assets.  

 

Strong CASA proportion and low deposit cost support competitive positioning; deposit granularity and low call 

deposit proportion support deposit stability – As of mid-January 2020, NBL’s deposit base of ~NPR 118 billion 

comprised ~65% CASA deposits (~23% current deposits and ~42% savings deposits) against the industry average CASA 

of ~40%. Strong CASA deposits have helped NBL maintain a lower cost of deposits (~5% for H1 FY2020, well below the 

commercial banking average of ~6.25%) despite an increase in the last 12-18 months. This has enabled the bank to 

maintain one of the lowest base rates in the industry, thereby aiding its competitive positioning in the prevailing base-

rate-plus lending regime2. In addition to the strong CASA, the share of volatile and price-sensitive institutional call 

deposits remains low (~6% as of January 2020) compared to the industry average (~12%). This cushions the bank from 

liquidity shocks arising from the sudden withdrawal of interest-sensitive deposits. This, coupled with a moderate 

concentration of deposits (~16% of total deposits among the top 20 depositors), supports the stability of the deposit 

profile.  

 

Strong capitalisation and solvency profile – With a net worth of ~NPR 21.45 billion as of mid-January 20203, NBL is one 

of the largest banks in terms of capital base. Its capitalisation ratio also remains strong with a CRAR of 17.41% as of mid- 

January 2020 and 16.80% as of mid-July 2019, well above the minimum regulatory requirement of 11% as per the 

prevailing Basel III norms implemented by the NRB. NBL’s CRAR, which was well below the regulatory requirement at 

7.5% till mid-July 2015, benefitted from the general improvement in the profits in subsequent years, including the 

profits arising from the sale of assets and investments in FY2016 and FY2017, as well as fresh equity infusions in FY2017 

(rights issue) and FY2019 (further public issue). The currently strong capitalisation profile remains a positive to support 

the incremental growth as well as to enable the bank to withstand the shocks arising from operational and credit risks. 

Based on the strong capitalisation, NBL maintains a good solvency profile (net NPA/net worth of ~4% as of mid-January 

2020) despite a relatively higher NPL level. 

 

Adequate profitability profile despite high operating costs – NBL’s NIMs have been under pressure due to the 

regulatory curtailment of interest spreads over the last few years, which has led to a sharp decline in the net interest 

 
2 The NRB has introduced a regulation whereby banks should incrementally quote their lending rates based on their base rate (base 
rate plus premium); therefore, the base rate will be a key determinant of the bank’s competitive position 
3 Excluding ~NPR 7.7-billion revaluation reserves 



 
 

income (NII). The NII further came under pressure in FY2020 after the NRB changed its method of interest spread 

calculation, making it more stringent for banks. Although NBL has been increasing its non-interest income in the last 

few years, it remains on the lower side and offers limited diversification to its revenue profile. At the same time, NBL’s 

operating expense ratio remains on the higher side, given the sizeable branch network and relatively lower scale of 

operations. Nonetheless, adequate NIMs and a low credit cost provide support to the bank’s profitability profile. 

Overall, NBL’s profitability remains good with a return on assets (RoA) of ~1.8% in FY2019 and 1.76% in H1 FY2020 with 

a corresponding return on net worth (RoNW) of ~14% and ~12.5% despite the dilution caused by a sizeable equity 

infusion in FY2019.  

 

 

Credit challenges 
Moderate asset quality with high delinquency level – NBL’s gross NPL of ~2.66% as of mid-January 2020 (~2.64% as of 

mid-July 2019), though declining, was well above the commercial bank industry average of 1.41%. However, most of the 

problematic accounts (NPLs) are carry forwards from past years and are fully provided for, posing limited incremental 

concern. Nonetheless, NBL’s 0+ days delinquencies remain on the higher side (~12% as of mid-January 2020 vs. ~9% as 

of mid-July 2019). This, along with the prevailing high interest rate environment and uncertain operating environment, 

could create asset quality concerns. However, the bank’s better competitive position with a lower base rate has been 

attracting borrowers with a sound financial profile. This is expected to improve its asset quality going forward.  

 

Changing regulatory landscape could affect growth and economies of scale – In a recent regulatory change to support 

the GoN’s measures to strengthen the 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). It has 

mandated banks to maintain additional provisions for non-compliance with the norms. The 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 unorganised 

sectors such as agriculture and medium and small enterprises (MSMEs), which form the major credit segment for NBL. 

This could impede NBL’s credit growth over the short to medium term and limit its ability to generate economies of 

scale. 

 

Limited track record of improvement in financial indicators; sustainability of the same on a higher scale of operations 

remains to be seen – Despite NBL’s long existence in the banking industry, its track record of improved performance is 

limited. The improvement in the capitalisation profile and profitability materialised mainly after FY2015 when the 

restructuring programme came to an end and the management and control of the bank were transferred to its 

management team and board of directors (BoD). The improvement in profitability after FY2015 was partly aided by the 

sale of assets in FY2016 and FY2017 and the high interest spreads enjoyed by NBL till FY2018. However, the pressure on 

NIMs since FY2019, on account of the rising cost of deposits and the NRB-imposed ceiling on the interest rate spread, 

has supressed NBL’s profitability profile. The cost of deposits continues to rise for NBL, which could erode its 

competitive positioning and create challenges for the management’s growth targets. NBL’s ability to maintain its 

financial indicators on a higher scale of operations remains to be seen.  

 

 

Links to applicable criteria:  
Bank Rating Methodology 

 

Bank profile 
Nepal Bank Limited (NBL), operating since November 1937, is the oldest bank in Nepal. It was established as a joint 

venture between the GoN and the general public under the public-private partnership (PPP) model. Established before 

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


 
 

the Nepal Rastra Bank (NRB; the banking sector regulator), NBL was subsequently converted into a public company in 

July 2005 and has since been functioning as a class A commercial bank licensed by the NRB.  

 

NBL is one of three class A commercial banks with majority holding by the GoN. Once burdened by very high NPA levels 

and negative capitalisation, NBL underwent a series of restructuring programmes, first under a management team from 

Royal Bank of Scotland (between 2002 and 2007) and then under a management team from the NRB (between 2007 

and 2014). The bank has made significant improvement in its asset base and credit quality on the back of the 

restructuring programmes, recoveries, and subsequent growth.  

 

As of mid-January 2020, the Government (the only promoter of the bank) had a 51% stake in NBL with the rest held by 

the general public. The bank’s equity shares are listed on the Nepal Stock Exchange and its market capitalisation was 

~NPR 30 billion as of mid-March 2020.  

 

As of mid-January 2020, NBL had a footprint across Nepal with 177 branches including its head office in Kathmandu. As 

of mid-January 2019, the bank had a share of 3.28% in the credit portfolio and 3.32% in the deposit base of the 

Nepalese banking industry (3.8% and 3.86% share, respectively, in the commercial bank industry). NBL reported a profit 

after tax (PAT) of NPR 2,597 million in FY2019 on an asset base of NPR 158,268 million as of mid-July 2019 vis-à-vis PAT 

of NPR 3,216 million in FY2018 on an asset base of NPR 125,673 million as of mid-July 2018. NBL reported PAT of ~NPR 

1,352 million in H1 FY2020 on an asset base of NPR 149,376 million. NBL’s CRAR was 17.41% and gross NPLs were 2.66% 

as of mid-January 2020. 
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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-Jan 20204 
(Provisional) 

OPERATING RATIOS         

Net Interest Margin/Avg. Tot Assets 4.80% 5.38% 5.37% 4.36% 3.57% 

Non-Interest Income/Avg. Tot Assets 0.88% 0.99% 1.21% 1.13% 1.12% 

Operating Expenses/Avg. Total Assets 3.38% 3.13% 2.35% 1.94% 1.96% 

Credit provisions/Avg. Total Assets -0.21% 0.39% -0.07% 0.34% 0.19% 

PAT/Average Total Assets 3.01% 2.89% 2.71% 1.83% 1.76% 

PAT/Net worth 54.68% 34.33% 24.15% 14.15% 12.58% 

Gross NPAs 3.11% 3.32% 2.96% 2.64% 2.66% 

CAPITALISATION RATIOS      

Capital Adequacy Ratio 10.20% 14.47% 11.27% 16.80% 17.41% 

Net NPAs/Net worth 6.70% 5.76% 4.47% 3.20% 3.85% 

COVERAGE & LIQUIDITY RATIOS      

Total Liquid Assets/Total Liability 32.24% 27.71% 24.89% 26.82% 21.05% 

Total Advances/Total Deposits 68.50% 76.37% 78.66% 81.68% 86.84% 
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4 Annualised 
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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 

 

ICRA Nepal Limited,  

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

Phone: +977 1 4419910/20  

Email: info@icranepal.com  

Web: www.icranepal.com 
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