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Summary of rated instruments 
Facility/Instrument Amount Rating Action (May 2021) 

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

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

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

 
ICRA Nepal has reaffirmed an issuer rating of [ICRANP-IR] BBB+ (pronounced ICRA NP Issuer rating triple B plus) to Bank 

of Kathmandu Limited (BOK), indicating a moderate degree of safety regarding the timely servicing of financial 

obligations. Such issuers carry moderate 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 reaffirmed the rating of [ICRANP] LBBB+ (pronounced ICRA NP L triple B plus) to the subordinated 

debenture programs of BOK. Instruments with this rating are considered to have a moderate degree of safety regarding 

the timely servicing of the financial obligations. Such instruments carry moderate credit risk.  

 

Rationale 
The rating reaffirmation continues to factor in BOK’s comfortable capitalisation profile both at capital-to-risk-asset ratio 

(CRAR) level as well as tier I capital level and comfortable solvency profile; which coupled with the improvement in credit 

portfolio granularity provides cushion against near term credit shocks arising from the impact of Covid-19 pandemic. The 

rating reaffirmation continues to positively factor in BOK’s long track record in the industry, its seasoned senior 

management team and moderate and steady portfolio growth resulting in a more seasoned portfolio. The assigned 

ratings also draw comfort from the institutional shareholding in BOK (two government-owned entities holding ~18% 

equity stake as of mid-January 2021). Recent improvement in current and savings account (CASA) deposit proportion, 

reduction in deposit concentration and cost of deposits also remains a positive.  

 

The ratings are, however, constrained by steady loss in market share and erosion in return indicators of the bank amid 

the lack of scale economies. This could supress its long-term ability to create internal capital to support business growth 

and withstand credit shocks. The relatively higher NPLs and recent uptick in 0+ days delinquencies on account of Covid-

19 pandemic also remains a rating concern as sustained rise in delinquencies could trigger higher slippages which could 

in turn erode the solvency and capitalization profile of the bank.  

 

Over the near term, BOK’s ability to maintain its capitalization profile and check the increase in delinquencies or fresh 
slippages arising therefrom will remain key rating sensitivities.  

 

Key rating drivers  
 

Credit strengths 
Long track record, experienced management team and institutional ownership  

Operating since 1995, BOK is among the old 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 growth and longer-term 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’s board. This comforts the governance aspect of the bank.  

 

Comfortable capitalisation and solvency profile 

BOK’s CRAR of 14.26% and tier I capital of 12.02% as of mid-January 2021 (vs. 14.29% and 13.26% as of mid-October 

2019, when last rated)  remains well above the regulatory minimum of 11% and 7% as per the Basel III norms 

prescribed by the regulator (Nepal Rastra Bank - NRB). The bank’s CRAR has remained rangebound at ~14-15% in 

the last two-three years (with Tier I of ~12-13%) , a result of the slow growth in risk assets, coupled with a fair rate 

of internal capital generation. Although recent moderation in profitability (and therefore internal capital generation 

capacity) remains a concern, it is partly mitigated by moderate growth ambitions of the bank management. 

Comfortable capitalization offers a cushion against probable credit shocks, considering the relatively high-

delinquency levels of the bank in recent quarters. BOK also has a comfortable solvency profile (net NPA/net worth 

of ~2% as of mid-January 2021 vs. ~3% as of mid-October 2019, when last rated) because of the good capitalisation 

level and strong credit provision cover against the NPAs (~85% as of mid-January 2021 vs. 83% on mid-Oct 2019).  

 

Improvement in both deposit and credit portfolio mix 

The portfolio concentration of BOK has eased since last rating which remains a positive from the stability 

perspective. As of mid-January 2021, top 20 borrower groups accounted for ~19% of total credit (vs. ~21% of total 

credit in mid-Oct 2019, when last rated). This was contributed by the reduction in proportion of corporate lending1 

from ~43% in mid-Oct 2019 to ~40% as of mid-January 2021. Similarly, the top 20 deposit concentration has eased 

from ~28% in mid-October 2019 (when last rated) to ~24% as of mid-January 2021. This was also supported by the 

growth along CASA deposits from ~35% in mid-October 2019 (when last rated) to ~41% as of mid-January 2021, 

almost at par with the commercial bank average of ~42%. The improvement in overall portfolio mix and granularity, 

thus remain a positive for long-term stability and competitive positioning of the bank.  

 

 

Credit challenges 
Moderate asset quality profile– BOK’s gross NPLs continues to remain high at 2.42%2 as of mid-January 2021 (despite an 

improvement over 2.77%3 as of mid-October 2019, when last rated) vis-à-vis the industry average of 1.71% as of mid-

January 2021. Most of these NPLs are carry forwards from past years and are fully provided for, posing limited incremental 

concern. Nonetheless, BOK’s 0+ days delinquencies remain on the higher side (~14% as of mid-January 2021), which 

remains a concern given the ongoing Covid-19 pandemic and its expected impact on the borrower’s repayment capacity. 

The higher delinquencies are also contributed by the central bank’s blanket moratorium of 6, 9 and 12 months (starting 

mid-July 2020) to the borrowers in different sectors depending on the severity of Covid-19 impact on these sectors. 

Therefore, the impact on asset quality arising from the Covid-19 impact on the borrower profile can only be ascertained 

after the expiry of NRB-granted moratorium (latest by mid-July 2021). However, the strong capitalization profile of the 

bank remains a comfort against any near term credit shocks. Strong capitalization and adequate credit provision against 

reported NPAs also result in a relatively comfortable solvency profile for the bank. 

 

Steady erosion in market share and profitability because of lack of economies of scale   

BOK has been steadily losing its market share in Nepalese banking industry since FY2016, when the merger between 

erstwhile Bank of Kathmandu Limited and Lumbini Bank Limited increased its market share in the industry. BOK’s 

 
1 Exposures above NPR 100 million towards a single borrower or related group of borrowers. 
2 Excluding Melamchi counterguarantee case, BOK’s NPA stood at ~1.52%, which is better than the commercial bank average. 
3 ~1.73% excluding Melamchi counterguarantee case 



 
 

portfolio growth during the last five years has remained below industry average growth resulting in a steady 

reduction of its share in industry deposit and credit. While moderate growth remains a positive from the aspect of 

portfolio seasoning and asset quality, consistent erosion in market share and limited scale/ presence could erode 

the bank’s competitive positioning which could invite a longer term concern on the bank’s credit profile. BOK’s 

profitability indicators have trailed behind the industry average in most of the years post FY2015 which limits its 

ability to generate adequate capital to support longer-term growth. Steady decline in net interest margins since 

FY2018 has created pressure on the profitability profile which has been exacerbated by the low growth and limited 

economies of scale. BOK also trails behind the industry leaders in operating expense ratio and non-interest income 

sources which remains a drag to its profitability.  

 

Links to applicable criteria:  
Bank Rating Methodology 
Issuer Rating Methodology 

Last rating rationale 

 
 

Bank Profile 
Bank of Kathmandu Limited (BOK), is a class A commercial bank, operating since March 1995.  The bank is promoted 
by individual promoters related to business and industrial houses and is managed by a team of experienced bankers 
and professionals. As of mid-July 2020, BOK’s major shareholders include Employees Provident Fund Nepal (~15%), 
Mangal Kalash Investment Pvt Ltd (~4%),Citizen Investment Trust Nepal (~3%), Mr. Ran Bahadur Shah (~2.5%), Mr. 
Dambar Bahadur Malla (~2%) among others. Mr. Shovan Dev Panta is the Chief Executive Officer of the bank. The 
bank’s equity share is listed in Nepal stock exchange and its market capitalization was ~NPR 30 billion as of Mid-
May 2021.    
 
As on mid-January 2021, BOK has presence across the country through its 91 branches including Head office in 
Kathmandu. As on mid-January 2021, BOK has market share of 2.50% in credit portfolio and 2.27% in deposit base 
of Nepalese banking industry (2.82% and 2.52% share respectively in commercial bank industry). BOK reported 
profit after tax (PAT) of NPR 1,461 million during FY2020 over an asset base of ~NPR 109 billion as of mid-July 2020 
vis-à-vis PAT of NPR 1,897 million during FY2019 over an asset base of ~NPR 100 billion as of mid-July 2019. During 
H1FY2020, BOK has reported PAT of NPR 709 million. BOK’s capital to risk asset ratio (CRAR) was 14.26% (tier I of 
12.02%) and gross NPLs were 2.42%4 as on mid-January 2021.   
   

 
  

  

  

 
4 1.52% excluding Melamchi account; released NPA number of BOK excludes Melamchi account. 

https://icranepal.com/methodologyPDF/BankRatingMethodology08292018.pdf
https://www.icranepal.com/wp-content/uploads/2019/11/IssuerRatingMethodology15042019.pdf
https://www.icranepal.com/wp-content/uploads/2020/02/52.-Rationale_BOK_Fresh-Debenture-Rating-and-Issuer-Rating-surveillance_January-2020.pdf


 
 

Key Financial Indicators 
KEY FINANCIAL RATIOS 
YEAR ENDED 

Mid-Jul-17 
(Audited) 

Mid-Jul-18 
(Audited) 

Mid-Jul-19 
(Audited) 

Mid-Jul-20 
(Provisional) 

Mid-Jan-215 
(Provisional) 

OPERATING RATIOS         

Net Interest Margin/Avg. Tot Assets 3.16% 3.50% 3.93% 3.40% 2.73% 

Non-Interest Income/Avg. Tot Assets 0.86% 1.00% 0.97% 0.83% 0.84% 

Operating Expenses/Avg Total Assets 1.86% 1.80% 1.99% 1.69% 1.85% 

Credit provisions / Avg Total Assets -0.01% 0.53% 0.07% 0.54% -0.09% 

PAT / Average Total Assets 1.61% 1.51% 1.97% 1.39% 1.25% 

PAT / Net worth 15.61% 12.29% 14.35% 10.34% 9.69% 

Gross NPAs 2.63% 3.04% 2.64% 3.39% 2.42% 

CAPITALISATION RATIOS      

Capital Adequacy Ratio 13.97% 14.88% 14.58% 14.16% 14.26% 

Tier I capital 11.77% 13.39% 13.47% 13.27% 12.02% 

Net NPAs/Net worth 3.03% 2.33% 1.69% 4.82% 2.16% 

COVERAGE & LIQUIDITY RATIOS      

Total Liquid Assets/Total Liability 25.45% 24.21% 24.13% 25.83% 22.16% 

Total Advances/Total Deposits 83.82% 87.92% 88.50% 85.12% 94.09% 

 
For further details please contact: 
 

Analyst Contacts:  
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.  

 

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 

 
All Rights Reserved.   

Contents may be used freely with due acknowledgement to ICRA Nepal.   
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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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