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Nepal Infrastructure Bank Limited: [ICRANP-IR] BBB assigned 
November 23, 2020 

 

Facility Rated Amount (NPR Million) Rating Action 

Issuer Rating NA [ICRANP-IR] BBB; assigned 

 

Rating action   
ICRA Nepal has assigned an issuer rating of [ICRANP-IR] BBB (pronounced ICRA NP issuer rating triple B) to Nepal 

Infrastructure Bank Limited (NIFRA or the bank).  

 

Rationale 
The assigned rating factors in the strong ownership profile of NIFRA (including equity participation from the Government of 

Nepal-[GoN]), its experienced management team and the strong capital fund.  NIFRA’s capitalisation level is expected to 

remain strong over the medium term given the likely slow growth in risk assets because of staggered nature of credit 

disbursement (especially in greenfield projects). This has also been factored into the rating action. The competitive 

positioning of NIFRA remains supported by its lean organisational set-up, which enables it to offer competitive lending rates 

(notwithstanding the funding constraints). The rating also factors in the positive demand outlook for infrastructure financing, 

given the large gap between the infrastructural needs and its supply in Nepal. The need to minimise interest rate fluctuation 

in long-term projects by minimising the asset-liability maturity mismatch could also offer growth scope for institutions such 

as NIFRA that collects long-term funds to finance such projects.  

 

The rating is, however, constrained by the limited track record of NIFRA, inherent risk associated with the infrastructure 

financing and relatively untested underwriting norms of NIFRA. Its credit portfolio is expected to remain concentrated to 

few infrastructure related sectors, thereby increasing the sectoral concentration. The portfolio granularity is also likely to 

remain low given the large ticket size involved in infrastructure financing. This could give rise to the asset quality concern 

and therefore NIFRA’s ability to maintain adequate capital cushion on an ongoing basis will be essential to maintain long-

term solvency. Scaling up of the credit portfolio will also remain a challenge for NIFRA over the medium term, given the 

staggered demand for credit in infrastructure projects. This is also likely to supress the revenue profile and profitability of 

NIFRA over the medium term, affecting the rate of internal accruals generation. 

 

The long-term outlook of NIFRA will depend on its ability to overcome the funding constraints. NIFRA’s ability to raise long-

term funds at competitive rates will be essential for its long-term growth, liquidity, and overall financial profile. Raising funds 

from the domestic market by competing with other banks and financial institutions (BFIs) with much larger depositor base 

will remain a key challenge. As per the current regulations, NIFRA can only raise long-term funds through term deposits 

and/or bonds (costlier vis-à-vis the average BFI’s deposit rates), which could result in higher lending rates vis-à-vis other 

BFIs, making NIFRA less competitive and attractive to the borrowers. Overcoming funding constraints will depend on 

favourable regulations and/or the ability of the management to develop traction with large-scale depositors. Although NIFRA 

plans to raise fund from the offshore market to take advantage of the interest rate differential between developing 

economies such as Nepal and developed economies, the ability of NIFRA to raise adequate funds remains to be seen.  

 

Going forward, NIFRA’s ability to seek and secure the sources of funds for its long-term growth and manage the asset quality 

on its lending portfolio will be the key rating sensitivities.  
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Key rating drivers  
 

Credit strengths 
Strong ownership and seasoned management team – NIFRA has been set up in the private-public partnership (PPP) model 

with equity participation from the GoN, private sector investors and public. The major promoters of NIFRA include the GoN, 

leading players in the banking sectors, insurance sectors and individuals and institutions related to large business houses in 

Nepal such as the Vishal Group, the IME Group, the Lucky Group etc. As of mid-October 2020, the paid-up capital1 of NIFRA 

has been distributed among class A banks (35%), life insurance companies (27%), the GoN (17%), individuals and private 

institutions (14%) and other public companies (7%). This blend of government, public limited companies and private sector 

investors remains a positive from the governance and growth aspects of NIFRA.   

 

Also, the senior management team and the department heads of NIFRA comprise seasoned players from the banking 

industry, which provides comfort to the management profile of the company. This also remains a positive from the 

underwriting control and future asset quality aspects of the bank.  

 

Positive demand outlook given the need to reduce interest rate volatility in long-term project financing – The demand for 

infrastructure financing in Nepal remains favourable given the gap in the current infrastructural funding needs and 

availability. This remains positive for the growth of NIFRA. At the same time, liquidity and interest rates in the Nepalese 

banking sector have remained volatile historically given the asset-liability maturity mismatch in the players’ balance sheet, 

exposing long-term projects to the risks arising from the same. NIFRA’s business model of using long-term funds to finance 

the long-term projects could help reduce such risks for the projects, which could further support the demand outlook for 

NIFRA.   

 

Lean organisation and lower operating cost could increase competitiveness in lending front – NIFRA’s organisational set-

up remains lean with focus mainly on the infrastructure related project financing (such as energy, roads and transportation, 

primary manufacturing etc). As a result, the operating cost of the bank remains low. In the intensely competitive banking 

sector, this is likely to help NIFRA to operate on a low margin, thereby increasing its competitiveness vis-à-vis its banking 

sector counterparts.  However, this will depend on its ability to raise adequate funds without the need for setting up an 

elaborate network for deposit/fund collection.  

 

Strong capitalisation remains a comfort against probable credit shocks – Against the minimum licensing capital of NPR 20 

billion, NIFRA currently has NPR 12 billion of equity from its promoters while NPR 8 billion is proposed to be raised through 

the IPO. As of mid-October 2020, NIFRA maintains a strong capitalisation ratio primarily because of low-risk assets and credit 

exposure, which are likely to be further strengthened post the IPO (assuming full subscription). Given the staggered nature 

of lending and an expected slower growth in risk assets, NIFRA is likely to maintain a low leverage and strong capitalisation 

over the medium term. This is likely to help it absorb any probable credit shocks over the medium term. However, 

maintaining adequate capital cushion on an ongoing basis will be essential for NIFRA’s long-term solvency, considering the 

risks of the infrastructure financing segment and high-ticket size exposure.  

 
 

Credit challenges 
Inherent risk in infrastructure financing and high concentration risk could lead to asset quality concern – Infrastructure 

financing remains relatively risky given the long gestation period of the underlying projects, risks related to their execution 

and offtake and high vulnerability to the general operating and business environment of the country. NIFRA has a mandate 

to invest only in the designated sectors related to the infrastructure, which limits the scope for portfolio diversification. In 

addition to limited sectoral diversification, the portfolio is also likely to remain concentrated among few large projects given 

the large-ticket nature of infrastructure loans. This may lead to a concentrated credit portfolio for NIFRA. High concentration 

 
1 The promoter holdings (currently at 100%) will dilute to 60% after the issuance of shares to public. 
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in an inherently risky sector could lead to asset quality concerns for the company, especially given the untested underwriting 

track record of the bank.  

 

Raising of long-term funds at competitive rates remains a challenge – As per the current regulations, NIFRA can only raise 

long-term funds in the form of term deposits and bonds with maturity of five years or more, either from the domestic or 

offshore markets. In the domestic market, these funds are likely to remain relatively expensive vis-à-vis the average cost of 

fund for BFIs, which poses a challenge for raising requisite funds at competitive rates. Besides, raising requisite funds from 

the domestic market by competing with other BFIs with a much wider depositor base will also remain a challenge, unless 

supported by regulations. Although regulations allow NIFRA to access the offshore market to raise requisite funds, NIFRA’s 

ability to do so remains to be seen. Therefore, the ability to identify the sources of funds and to raise it at competitive rates 

will have a major bearing on the long-term growth, liquidity, and overall financial profile of NIFRA.    

 

Challenges in scaling up credit portfolio could supress medium-term profitability outlook – As of mid-October 2020, NIFRA 

had outstanding loans and advances of ~NPR 91 million (on a total approved loan limit of ~NPR 8,600 million). This forms a 

small portion of NIFRA’s total asset base of over NPR 13 billion. Nonetheless, the surplus fund of NIFRA is generating good 

revenue in terms of investment earnings, supporting the immediate revenue profile. Scaling up of NIFRA’s asset base 

through credit expansion is likely to remain a slow process, given the process of identifying projects and then deploying the 

funds to these projects as the drawdowns are often stretched across multiple tranches. Although NIFRA plans to invest in 

brownfield projects through gap financing and loan purchase/takeover to mobilise the available funds, it has met with 

limited success given the intense competition in the industry. All these are likely to result in a moderate return outlook for 

equity holders over the medium term, notwithstanding any asset quality concerns that could erode the return potential 

significantly. 

 
Analytical approach: For arriving at the ratings, ICRA Nepal has applied its rating methodologies as indicated below.  

Links to applicable criteria:    

Issuer Rating Methodology 

 

About the entity 

Operating since March 2019, Nepal Infrastructure Bank Limited (NIFRA) is a special category financial institution licensed by 
the Nepal Rastra Bank (NRB). NIFRA focuses on infrastructure financing by raising resources from domestic and international 
markets through equity, debt, mezzanine and sector fund structures, issuing on-shore and off-shore bonds and debenture 
etc. NRB applies such funds on infrastructure projects through financing models like public private partnership (BOOT/BOT), 
viability gap funding (VGF), hybrid annuity models (HAM) and securitising assets. 
 
NIFRA has been incorporated under a public-private partnership (PPP) model. As of mid-October 2020, the entire stake was 
held by 41 promoters comprising the Government of Nepal (~17%), NRB-licensed private sector BFIs (~35%), life insurance 
companies (~27%), Nepal Reinsurance Company Ltd. (~4%) and private institutions and individuals related to leading private 
business houses of Nepal such as the Vishal Group (major promoter of NIC Asia Bank), the IME Group (major promoter of 
Global IME Bank), the Lucky Group (related to Shivam Cement Group), etc.   
 
NIFRA reported a profit after tax (PAT) of NPR 847 million in FY2020 over an asset base of NPR 13,968 million as of mid-July 
2020 compared to ~NPR 669 million in FY2019 (audited) over an asset base of ~NPR 13,151 million as of July 2019. In Q1 
FY2021, NIFRA reported a PAT of ~NPR 180 million over an asset base of ~NPR 14,230 million. The major revenue source 
was interest earned by the bank from the deposit of capital in other banks and financial institutions.  
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Key financial indicators  
KEY FINANCIAL RATIOS 

YEAR ENDED 

FY2019 

(Audited) 

FY2020 

(Audited) 

Q1FY20212 

(Provisional) 

OPERATING RATIOS    

Net Interest Margin/Avg. Total Assets 9.22% 9.08% 8.05% 

Non-interest Income/Avg. Total Assets 0.34% 0.80% 0.00% 

Operating Expenses/Avg. Total Assets 0.87% 0.92% 0.88% 

Credit Provisions / Avg. Total Assets 0.07% 0.04% -0.14% 

PAT / Avg. Total Assets 6.02% 6.25% 5.11% 

PAT / Net Worth 6.18% 6.41% 5.25% 

Gross NPAs    

CAPITALISATION RATIOS     

Capital Adequacy Ratio 319.56% 323.97% 344.24% 

Tier I capital 319.56% 323.85% 344.24% 

Net NPAs/Net Worth 0.00% 0.00% 0.00% 

COVERAGE & LIQUIDITY RATIOS    

Total Liquid Assets/Total Liability 94.90% 95.21% 98.71% 

Total Advances/Total Deposits 233.08% 229.74% 36.34% 
Source: Company data 

 

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    

 
Mr. Akendra Joshi (Tel No. +977-1-4419910/20) 
akendra@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 rating process and methodologies, 

analytical software, research, training, 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.  
 

For more information, visit www.icranepal.com   

 
2 Annualized 
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ICRA Nepal Limited, 

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