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

Issuer Rating NA [ICRANP-IR] A-; reaffirmed  

Subordinated debentures (7% NMB Debenture 2077)  NPR 500 million [ICRANP] LA-; reaffirmed 

Subordinated debentures (10% NMB Debenture 2085) NPR 1,684.505 million1 [ICRANP] LA-; reaffirmed 

 

Rating action 
ICRA Nepal has assigned a rating of [ICRANP-IR] A- (pronounced ICRA NP issuer rating A minus) to NMB Bank Limited 
(NMB), indicating adequate degree of safety regarding the timely servicing of financial obligations. Such issuers carry 
low credit risk. This 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 minus) to NMB’s 

existing subordinated2 debenture programme worth ~NPR 2,184 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 continue to derive comfort from NMB’s good ownership profile and its adequate track record in 
the industry. The ratings also factor in the bank’s growth in the scale of operation and its adequate market share3 in the 
industry, which is backed by the bank’s increasing footprint across the country (through 163 branch networks as of mid-
January 2020). Mergers/acquisition with retail-focussed regional BFIs has increased the granularity of NMB’s credit 
portfolio, mitigating asset quality concerns arising from simultaneous slippages from large accounts. NMB’s ability to 
withstand near-term credit shocks is also increased by its strong capitalisation profile, which in turn stems from the 
sizeable fresh equity raised by the bank in FY2018 and FY2019. Strong capitalisation and post-merger synergies with 
regional BFIs also remain a positive for future growth of the bank. NMB’s good profitability profile (ROA of 1.95%) which 
results from adequate NIMs on an increasing scale of operation as well as good non-interest income levels, also remains 
a positive.  
 
However, the ratings remain constrained by post-merger deterioration in NMB’s asset quality. The bank has added a 
sizeable credit portfolio through acquisition of a class B development bank in H1 FY2020. NMB’s post-merger gross 
NPAs increased to 1.96% in mid-January 2020 compared to 0.82% in mid-July 2019, while 0+ days’ delinquency 
increased to ~7% as of mid-January 2020 (~3% in mid-July 2019). Given the moderate underwriting norms of a class B 
bank vis-à-vis a commercial bank and the generally volatile interest-rate regime in the industry, NMB could witness 
asset quality pressure over the near term. Rating concerns also emanate from NMB’s high depositor concentration 
towards few depositors, indicating increased reliance on large depositors to support its fast-growing credit portfolio. 
While NMB’s credit concentration has declined sharply in recent years, its deposit concentration continues to remain 
high, which could drive liquidity pressures or spike NMB’s cost of deposits in the event of deposit withdrawals by these 
top depositors. NMB’s CASA deposits also trail below the industry average, resulting in a higher cost of deposits. This 
could reduce the bank’s competitive positioning in the industry in the “base rate plus” lending regime which could be 
an impediment to attracting good borrower profile, going forward. Recent regulatory changes such as reduction in 

 
1 Out of NPR 3,000 million total issue size floated 
2 Subordinated to deposits for principal repayment in the event of liquidation; subordinated debentures are eligible for inclusion in the 
calculation of tier II capital  
3 4.13% of deposits and 4.38% of advances of commercial bank industry as of mid-January 2020 



 
 

regulatory interest spread ceiling, introduction of stringent credit assessment measures4 etc is also expected to create 
some challenges in future growth, profitability and credit cost of the bank. The unfavourable externalities created by 
the recent pandemic also remains a rating concern.  
 
Going forward, NMB’s ability to improve/maintain its asset quality, given the effect of the recent pandemic and 
improve its funding profile by increasing granularity, improving CASA proportion and reducing costs, are likely to remain 
the key rating sensitivities.  
 

Key rating drivers  

 

Credit strengths 
Long track record, adequate scale and diversified geographical presence 
NMB started its operations in 1996 as a class C finance company. The bank has been operating as a commercial bank 
following its upgradation from Class C to Class A in May 2008. The long track record of the bank has been factored as a 
positive in the rating exercise. The bank’s scale of operation and its geographical presence has also increased 
significantly in the last three to four years, aided by the strategic acquisition of the regional BFIs. All these contributed 
to a healthy pace of business growth (CAGR 22% growth in credit portfolio between FY2016 and FY2019) while 
increasing the granularity of its credit portfolio (~19% of total credit portfolio among the top 20 borrower group as of 
mid-January 2020).  
 

Good ownership profile including institutional shareholding and experienced management team  

Almost ~17% of NMB’s stake is held by FMO5 (Netherlands) and ~6% is held by the state-owned Employees’ Provident 

Fund (EPF, Nepal). Both these institutions have a representative on the board of directors of NMB, which adds to the 

governance profile of the bank. NMB’s management team comprises seasoned bankers experienced in the Nepalese 

banking industry. Moreover, the team remains relatively stable at the senior management level, which also remains a 

positive.  

 

Strong capitalisation profile 

The capitalisation profile of NMB is among the strongest in the industry, supported by sizeable equity raising made by 

the bank during FY2018 and FY2019. NMB’s CRAR of ~16% as of mid-January 2020 (tier I capital of ~14%) remains well 

above the minimum regulatory requirement of 11% under the Basel III requirement. In addition to the equity infusion, 

the bank’s capitalisation profile also remains supported by a good rate of internal capital generation (profitability). The 

strong capitalisation profile serves as a cushion against the near-term credit shocks and provides a support for future 

business growth.  

 

Good profitability profile and diversified earnings 

The average ROA of NMB was ~1.94% during FY2018 and FY2019 and 2.26% in H1 FY2020, indicating a good profitability 

profile. It is supported by the stable NIMs of the bank on a rising asset base as well as a good level of non-interest 

income, despite being challenged by NMB’s relatively higher operating expense ratio. Except for the occasional post-

merger spike, the credit cost of the bank has also remained low, thereby supporting the bank’s profitability profile. The 

bank’s RONW, however, remains relatively moderate because of the dilution caused by significant equity infusion 

during FY2017 and FY2018.  

 

 

 

 
4 such as assessment of borrower’s repayment capacity against their tax filings and maintaining additional credit provision in case of 
non-compliance, 
5Nederlandse Financierings-Maatschappij voor Ontwikkelingslanden N.V. (FMO) is a bilateral development bank based in the 
Netherlands with the Dutch state holding a 51% stake 



 
 

Credit challenges 
Recent moderation in asset quality  

NMB’s gross NPA has increased from 0.82% in FY2019 to 1.96% in Q2 FY2020 after the inclusion of stressed accounts of 

Om Development Bank Limited (ODBL), the BFI acquired by NMB in September 2019. Further, the provision cover has 

decreased from ~51% in FY2019 to ~46% in Q2 FY2020, causing a decline in the solvency profile with Net NPA/Net 

worth of ~6% in Q2 FY2020 as against ~2% in FY2019. The 0+ days delinquency level of NMB has increased post the 

merger from 2.54% in FY2019 to 6.58% in Q2 FY2020, indicating a possibility of stressed asset quality over the near 

term. Nonetheless, the NMB management’s prior experience in managing similar mergers and established underwriting 

control and risk assessment procedures of NMB remains a comfort. A strong capitalisation profile of the bank also 

remains a cushion against any near-term credit shocks.   

 

Moderate funding profile with high concentration risk and low CASA    

NMB’s deposit concentration among top accounts remains on the higher side with top-20 depositors accounting for 

~30% of deposits as of mid-Jan 2020. The concentration risk has not eased despite a marked decline in the credit 

portfolio concentration following the mergers with retail dominated regional BFIs. Coupled with tight liquidity in the 

banking industry, NMB’s high deposit concentration could raise liquidity concerns, going forward.  

 

NMB’s CASA proportion has been trailing behind the industry average in the last two to three years, resulting in a 

higher cost of fund vis-à-vis the industry average as well as other large and established players. This could be a 

competitive disadvantage in the current “base rate plus” lending regime.  

 

Changing regulatory landscape and externalities could affect growth and economies of scale 

In a recent regulatory change to support the Government of Nepal’s (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 the small and medium enterprises (SMEs), which form a major credit 

segment for NMB. This could impede NMB’s credit growth over the short to medium term and could also increase the 

credit cost. The cross-cutting impact on the general business environment caused by the recent pandemic (Covid-19) 

also remains a rating concern.  

 

Links to applicable criteria:  
Bank Rating Methodology 

 

Bank profile 
NMB Bank Ltd started its operation from December 26, 1996 as a Class C Finance Company. It has been operating as a 

commercial bank following its upgradation from Class C to Class A in May 2008. It is a joint venture company with 

foreign promoters FMO (Netherlands) holding ~17% & M/s Young Leon Realty, Malaysia holding ~5% stake. 

 

As on mid-Jan 2020, the promoter-public shareholding of NMB stood at ~51:49.  The current major promoter group of 

the bank includes FMO Netherlands, the Employees’ Provident Fund, Young Leon Realty SDNBHD, Malaysia and other 

individual shareholders from business houses of Nepal. The bank is headquartered in Babar Mahal, Kathmandu. Mr 

Sunil KC is the CEO of the bank.  

 

As on mid-January 2020, NMB has market share of about 4.13% in terms of deposit base and 4.38% of total advances of 

commercial banks as on mid-January 2020 (3.55% and 3.79% share respectively in the banking industry). With its 163 

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


 
 

branches, NMB has presence throughout the country as of mid-October 2019. The bank reported a profit after tax of 

NPR 2,257 million during FY2019 over an asset base of NPR 135,470 million as at mid-July 2019 against profit after tax 

of NPR 1,854 million during FY2018 over an asset base of NPR 112,391 million as of mid-July 2018. Till mid-Jan 2020 (Q2 

FY2020), NMB has reported a net profit of NPR 1,636 million over an asset base of NPR 174,190 million. As of mid-

January 2020, NMB’s CRAR was 16.05% (tier I CRAR 13.79%) and gross NPLs were 1.96%. 

 

April 2020 
  

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 20206 
(Provisional) 

OPERATING RATIOS         

Net Interest Margin/Avg. Tot Assets 3.47% 3.18% 3.03% 3.66% 3.78% 

Non-Interest Income/Avg. Tot Assets 1.02% 1.24% 1.29% 1.26% 2.06% 

Operating Expenses/Avg. Total Assets 1.93% 1.82% 1.87% 2.08% 2.10% 

Credit Provisions/Avg. Total Assets -0.13% 0.03% -0.22% 0.13% 0.78% 

PAT/Average Total Assets 1.92% 1.82% 1.93% 1.95% 2.26% 

PAT/Net Worth 21.96% 16.78% 13.67% 13.32% 16.72% 

Gross NPAs 1.83% 1.70% 0.92% 0.82% 1.96% 

CAPITALISATION RATIOS      

Capital Adequacy Ratio 10.98% 13.61% 15.75% 15.43% 16.05% 

Net NPAs/Net Worth 1.73% 2.36% 1.57% 2.12% 5.84% 

COVERAGE & LIQUIDITY RATIOS      

Total Liquid Assets/Total Liability 25.79% 26.82% 28.59% 29.86% 29.13% 

Total Advances/Total Deposits 81.85% 83.52% 86.04% 93.78% 94.00% 

 
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.  

 

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.  

 
6 Annualised 
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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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