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Rating action 
ICRA Nepal has assigned the issuer rating of [ICRANP-IR] BB- (pronounced ICRA NP Issuer Rating Double B minus) to 

Sarathi Nepal Laghubitta Bittiya Sanstha Limited (SNLB). Issuers with this rating are considered to have moderate risk 

of default regarding timely servicing of financial obligations. The sign of + (plus) or – (minus) appended to the rating 

symbol indicates their relative position within the rating categories concerned. The rating is only an opinion on the 

general creditworthiness of the rated entity and not specific to any debt instrument.  
 

Rationale 
The assigned rating factors in the adequate capitalisation profile (11.03% as of mid-April 2021 against the regulatory 

minimum requirement of 8%) which is expected to improve after the proposed further public offer (FPO; assuming full 

subscription); thereby offering a cushion against the near-term credit risk that may arise because of the ongoing 

Covid-19 pandemic. The rating also considers the good and diversified growth prospects of SNLB, following the recent 

merger of the erstwhile Naya Nepal Laghubitta Bittiya Sanstha Limited (NNLB) and Sarathi Laghubitta Bittiya Sanstha 

Limited (SLBSL), thereby expanding its branch network (77 branches as of mid-April 2021) across the country. The 

assigned ratings also factor in the adequate profitability profile reported by the company. The adequate track record 

of operations (operating since 2009 as NNLB) and strong management and board profile with long experience in 

banking and financial sectors also remain a rating positive. The adequate credit insurance mechanism to cushion 

credit shocks also remains a rating positive and partly offsets the risk arising from the company’s relatively moderate 

asset quality indicators. Further, a large below-the-poverty-line population in Nepal, the target group for microfinance 

institutions (MFIs), remains rating positive. 

 

Nonetheless, the rating is constrained by the incremental concerns on the company’s asset quality, given the impact 

of Covid-19 on the repayment capacity of the borrowers. Amid the ongoing pandemic, the company’s NPLs have 

increased to 4.11% as of mid-April 2021 from 1.87% as of mid-July 20201 while the zero plus (0+) day delinquency also 

remains elevated at ~22% of total credit as of mid-April 2021. The incremental asset quality could deteriorate further 

if the pandemic persists, given the marginal borrower profile of MFI institutions and, therefore, remains a key rating 

concern. ICRA Nepal also notes the regulatory changes capping the MFI’s lending rate at 15% and fees at 1.5% for 

FY2021. This could impair the company’s profitability profile in the event of increased borrowing cost, which currently 

remains low, benefitted by comfortable liquidity in the banking sector. This risk is accentuated by SNLB’s higher 

reliance on bank borrowings (~77% of total external fund), which is higher than the MFI industry average of ~54% as 

of mid-January 2021. The recent regulatory restriction in collecting recurring pension deposits could mute the future 

deposit growth and further deteriorate the deposit-to-loan ratio.  

 
Going forward, SNLB’s ability to manage its delinquencies and incremental asset quality, raise fresh equity as per the 

plans and strengthen the capitalisation profile and generate post-merger synergy will have a bearing on its overall 

financial profile and will remain among the key rating monitorables.  

 
1 Unless otherwise stated, figures for FY2020 and before represents combined data for NNLB and SLBSL 



 
 

 

Credit strengths 
 

Adequate track record of operations, experienced board and management team – SNLB has adequate track record 

of operations as Naya Nepal Laghubitta (one of the merged entities) was in operation since 2009 and the 

management team from the company continued under SNLB. SNLB has a good ownership profile comprising a 15% 

stake from NCC Bank (class A commercial bank rated BBB+ by ICRA Nepal) and multiple individual promoters with 

extensive experience in the banking and financial sector. This, coupled with the experienced senior management, is 

expected to support the growth and control aspect of the business. 
 

 

Geographical diversification through merger – SLBSL and NNLB - the two entities that merged to form SNLB, were 

both a 10-district-player with no overlapping in terms of the area of operation. As a result, the merged entity has a 

much wider geographical presence and member base, which remains a positive from the diversification aspect. The 

erstwhile SLBSL had its operational area stretching from Kapilvastu to Sarlahi district, whereas the erstwhile NNLB had 

its operational area stretching from Mahottari to Jhapa district along the southern belt of Nepal. Nonetheless, the 

concentration of ~43% of the credit portfolio in the top three districts as of mid-April 2021 remains a concern. 
 

 

Adequate capitalisation profile – The company’s capitalisation ratio (capital to risk weighted assets ratio; CRAR) of 

~11.03% as of mid-April 2021 remains adequate against the 8% regulatory minimum. Proceeds from the proposed 

FPO issue at premium is expected to further improve the capitalisation profile (assuming full subscription). SNLB’s 

gearing remains moderate at ~8.75 times as of mid-April 2021, much lower than the regulatory maximum of 30 times. 

Gearing is expected to further improve with capitalisation of the proposed FPO. 
 

 

Credit Challenges 
 

Moderate asset quality – SNLB’s asset quality has deteriorated in the recent period with gross non-performing loans 

(NPLs) of 4.16% as of mid-April 2021 (1.87% as of mid-July 2020) with the ongoing pandemic impairing the repayment 

capacity of the marginalised borrowers. The asset quality vulnerability also arises with higher concentration of non-

collateral-based lending (~82% as of mid-April 2021) in its credit portfolio. The recent increase in the average ticket 

size (~NPR 93,944 in mid-April 2021 against ~NPR 77,453 in mid-July 2020) also remains a concern to the incremental 

asset quality and profitability in the event of increased slippages caused by Covid-19 pandemic. Although this risk is 

partly mitigated by the insurance provision against the loan defaults from the Deposit and Credit Guarantee 

Corporation and through the term life insurance arrangements from third party life insurance companies; increased 

slippages will nonetheless stretch the capitalisation profile of the company until the recoveries against insurance 

policies are made. Moreover, given the limited track record of the company, the track record of recovery against the 

insurance remains limited.  
 

Low share of deposits in funding mix – SNLB maintains a lower-than-industry average deposit-to-loan ratio despite its 

long track record of operation. Therefore, its funding profile is more dependent on bank borrowings. As of mid-April 

2021, the bank borrowing accounted for ~77% of total interest-bearing liabilities (against industry average ~54%). 

SNLB’s reliance on bank borrowings is likely to increase further with the recent regulatory restrictions on collection of 

compulsory deposits and recurring deposits (~26% of total deposits as of mid-April 2021) from its members. Although 

the increased share of bank borrowings could lead to a lower cost of fund during the period of comfortable banking 

sector liquidity, it could also result in a less stable funding profile. Furthermore, the profitability might get eroded in 

the event of a higher interest rate environment in the banking industry. The company’s borrowing profile remains 

fairly diversified across over 20 banks and financial institutions.   
 

Profitability profile could remain subdued by elevated credit cost and cap on lending rate – SNLB’s Profitability for 

FY2020 remained subdued on account of high credit costs amid the deterioration in asset quality. Although the same 



 
 

has improved in 9mFY2021 because of the sharp decline in borrowing cost, the high credit cost continues to remain a 

drag to profitability. The company reported a return on net worth (RoNW) of ~17% and return on assets (RoA) of ~2% 

in FY2020 which has increased to ~24% and ~2.5% respectively during 9mFY2021. SNLB’s yield on advances has 

declined sharply from FY2020 to conform with the new regulatory lending cap of 15%. Although the interest margins 

at present continue to benefit from low borrowing cost, it could moderate in the event of a higher interest rate 

regime in the banking industry.  
 

Low penetration of credit bureau in Nepalese MFI sector; risk of overleveraged borrowers remains high – Many MFI 

players and micro lending by some class-A and class-B banks as well as cooperatives in the same geography as SNLB 

has led to stiff competition and risk of multiple financing to MFI borrowers. This risk is accentuated by the lack of fully 

operational and functional Centralised Credit Information Bureau for the MFI sector and relatively weak credit profile 

of the borrowers in general. Coupled with a high regulatory lending ceiling, this raises concerns of overleveraging, 

which could give rise to long-term asset quality concerns.   
 

Regulatory risk – Regulatory risks are high for the sector as any changes in the regulations may impact funding 

sources and interest spreads. The regulatory changes capping the MFI’s lending rate at 15% and fees at 1.5% are 

expected to strain the profitability of the entire microfinance industry. Also, a high loan ceiling for MFI lending by NRB 

(unsecured loan of NPR 300,000 and secured loans of NPR 700,000 for new borrowers) might lead to aggressive 

growth and affect the industry’s asset quality. Low regulatory capital requirements (8%) and higher permissible 

gearing levels (30 times), despite lending to risky segments, remain concerns from the standpoint of the company’s 

ability to absorb credit shocks. 
 

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

Links to applicable criteria:  

Issuer Rating Methodology 
Credit Rating Methodologies for Non-banking Finance Companies 
 

Company Profile 
SNLB started operations as a new entity from September 2020 (following the merger of two regional level MFIs viz. 

Naya Nepal Laghubitta Bittiya Sanstha Limited (NNLB) operating since March 2009 and Sarathi Laghubitta Bittiya 

Sanstha Limited (SLBSL) operating since February 2018.) As of mid-April 2021, SNLB had a network of 77 branches 

spread across 28 districts. The registered and corporate office of the company is in Dhulikhel-3, Kavrepalanchowk, 

Nepal. The major promoter of SNLB includes Nepal Credit and Commerce Bank Limited with ~15% stake while the 

remaining stake is diversified across multiple individuals comprising former staffs from the banking and the financial 

sector. Mr. Ram Bahadur Khadka is the CEO of the company.  
 

SNLB reported a net profit of ~NPR 65 million during FY2020, on an asset base of ~NPR 2,888 million as of mid-July 

2020 as against net profit of ~NPR 46 million over an asset base of ~NPR 1,758 million as of mid-July 2019. Further, it 

reported a profit after tax of ~NPR 98 million during 9mFY2021 over an asset base of ~NPR 4,170 million as of mid-

April 2021. SNLB’s gross NPLs stood at 4.16% and CRAR at 11.03% as of mid-April (1.87% and 12.08% respectively as of 

mid-July 2020). On the technology front, SNLB uses Uranus, a web-based online software which is centralised across 

all its branches. 
 

 

Key financial indicators 
 

Year Ended 
Mid-July 2019 

(Audited)* 
Mid-July 2020 

(Audited)* 
Mid-April 2021 

(Audited) 

Number of members 32,001 48,278 58,300 

Credit portfolio (NPR million) 1,577 2,560 3,504 

https://www.icranepal.com/wp-content/uploads/2019/11/IssuerRatingMethodology15042019.pdf
https://www.icranepal.com/wp-content/uploads/2019/11/NBFC-Rating-Methodology_March-2019_Final.pdf
https://www.icranepal.com/wp-content/uploads/2019/11/NBFC-Rating-Methodology_March-2019_Final.pdf


 
 

No. of borrowers  23,134 33,057 37,300 

Avg. ticket size (NPR) 68,164 77,453 93,944 

No of branches 49 57 77 

Deposits (NPR million) 337 579 820 

Deposit to loan ratio 21% 23% 23% 

Gross NPLs 0.66% 1.87% 4.16% 

Operating ratios    

Yield on Average Loans 16.27% 18.59% 14.57% 

Cost of Avg. Int. Bearing Funds 10.44% 11.48% 7.10% 

Net Interest Margin/ATA 5.71% 6.63% 6.41% 

Non- interest income/ ATA 4.58% 2.57% 2.19% 

Operating expenses / ATA 6.37% 5.63% 4.45% 

Credit Prov. & Write-offs /ATA 0.11% 0.78% 0.43% 

PAT/ATA 2.73% 1.95% 2.48% 

PAT/Average Net worth 20.75% 17.16% 24.14% 

Capitalisation ratios    

Capital adequacy ratio 12.62% 12.08% 11.03% 

Gearing [(deposits+ borrowing)/ net-worth] times 7.29 7.86 8.75 

Borrowing/ net worth (times) 5.67 6.05 6.73 

*combined figures of the erstwhile two companies 
 
For further details please contact: 
 

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

Mr. Bipin Timilsina (Tel No. +977-1-4419910/20) 
bipin@icranepal.com    
 

Relationship Contacts   
Ms. Barsha Shrestha (Tel No. +977-1-4419910/20) 
barsha@icranepal.com    
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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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