
 
 

 

Nepal Investment Bank Limited: Ratings reaffirmed 
June 07, 2021 

 

Summary of rated facilities 

Facility/Instrument Rated Amount  Rating Action 

Issuer Rating NA [ICRANP-IR] A; reaffirmed 

Existing Subordinated Debentures*  NPR 6,750 million [ICRANP] LA; reaffirmed 
* Instrument details are attached as Annexure-1 

 

Rating action 
ICRA Nepal has reaffirmed the issuer rating of [ICRANP-IR] A (pronounced ICRA NP issuer rating A) assigned to Nepal 
Investment Bank Limited (NIBL), indicating adequate credit quality. The rated entity carries low credit risk. The rating is 
only an opinion on the general creditworthiness of the rated entity and not specific to any particular debt instrument. ICRA 
Nepal has also reaffirmed the rating of [ICRANP] LA (pronounced ICRA NP L A) assigned to NIBL’s existing subordinated 
debentures. Instruments with this rating are considered to have an adequate degree of safety regarding the timely 
servicing of financial obligations. Such instruments carry low credit risk. 

 

Rationale 
ICRA Nepal takes note of the likely enhancement in scale after the completion of the recently proposed merger with 
Himalayan Bank Limited (HBL)1. Upon completion, the merger will propel the bank in the industry as the largest player in 
terms of market share, net worth and asset base. 
 
The rating action mainly factors in NIBL’s relatively controlled credit growth after the start of the Covid-19 pandemic 
(growth of ~14% over the year ending mid-April 2021 against the high credit growth of ~28% in the industry) along with 
its strong capitalisation profile (capital to risk weighted assets ratio (CRAR) of 14.78% as of mid-April 2021 against 
regulatory minimum of 11%; Tier-I: 11.10%). Upon merger, the CRAR is expected to remain strong at 14.13% as of mid-
April 2021. While the lower growth has impacted NIBL’s industry positioning to an extent, its long track record (since 1986), 
the increase in its network (post-merger) and the experienced directors/senior management remain positives for 
controlled growth. The ratings further remain supported by NIBL’s competitive cost of funds among the top-tier banks, 
which is expected to remain competitive even upon merger. This has aided it in maintaining lending yields at relatively 
lower levels, thus enabling it to operate in the less-risky borrower segments.  
   
However, the ratings remain constrained by NIBL’s modest asset quality with gross non-performing loans (NPLs) of 2.32% 
(1.67% on merged basis) as of mid-April 2021 (1.41% for industry) despite some recent improvement. The short-to-medium 
term asset quality outlook for the banking sector is expected to remain under stress amid the evolving economic impact 
of the pandemic. The recently developed volatile political scenario in Nepal could further impact the operating 
environment and credit profile of the borrowers.  
 
The ratings are also impacted by the pandemic-induced decline in NIBL’s fee-based income, which, along with the 
constriction in the net interest margins (NIMs), impacted its earnings profile. While NIBL’s lean cost structure has provided 
support to its profitability so far, HBL’s slightly higher operating cost structure and recent reduction in NIMs accentuate 
concerns regarding the incremental profitability outlook. Furthermore, both NIBL and HBL are predominantly corporate 
portfolio heavy banks with a fairly concentrated credit portfolio. The asset quality and profitability of the banking sector 
in general have been supported to an extent by the regulatory forbearance introduced after Covid-19. Amid the elongation 
of the pandemic, the regulator’s stance in supporting large borrowers would remain critical for the banks’ asset quality 
and profitability profile. Going forward, the ability of the banks to garner synergies from the proposed merger while 
managing any externalities would remain critical. Further, the ability to grow the portfolio judiciously while maintaining a 
competitive deposit cost and improving the asset quality and profitability would remain a key rating driver. 

 
1 The memorandum of understanding for the merger was signed on May 13, 2021; the central bank has also already provided a letter of 
intent for the merger on May 31, 2021 



 
 

 

 
Key rating drivers 
 

Credit strengths  
Long track record; experienced directors/management team – NIBL has a long track record in the Nepalese banking 
industry as it is one of the oldest private sector banks and has been operating since 1986. The bank’s diversified branch 
network (82 branches as of mid-April 2021) across the country, along with the addition of 68 branches post the proposed 
merger with HBL, is expected to support its future growth plan. Both banks have experienced senior management teams 
and boards of directors, which remain a positive for controlled growth going forward. The proposed merger will further 
strengthen the bank’s position in the industry and provide it with sizeable economies of scale, which remains a positive. 
  
Comfortable capitalisation profile – NIBL’s capitalisation remains comfortable with a CRAR of 14.78% and a Tier-I capital 
of 11.10% as of mid-April 2021 (industry average of 13.52% and 10.86%, respectively) against the minimum regulatory 
requirement of 11% and 8.5%, respectively, as per the prevailing BASEL III norms implemented by the central bank. The 
capitalisation was mainly supported by the recently issued tier-II subordinated debentures amounting to NPR 4 billion. 
HBL also had a comfortable capital profile with a Tier-I of 10.55% and a CRAR of 13.19% as of mid-April 2021. Upon merger, 
NIBL’s capitalisation levels are expected to remain adequate with a Tier-I and CRAR of 10.87%and 14.13%, respectively, 
which will support its growth plans as well as absorb any potential slippages. Despite the high NPLs, NIBL’s solvency profile 
(net NPA/net worth) remained comfortable at 0.65% as of mid-April 2021, which remains a positive, while the solvency 
upon merger with HBL is estimated to be comfortable at 1.22%. 

 
Fair funding profile among top-tier banks – NIBL’s deposit mix has improved in recent periods with low-cost current and 
savings account (CASA) deposits of ~45% as of mid-April 2021 (similar for the industry) against ~39% as of mid-July 2019. 
Hence, the cost of deposits remains competitive among the top-tier peers (4.68% for 9M FY2021 against the industry 
average of 4.96%). HBL’s funding profile also remains good with its CASA proportion comparable to the industry average 
and a relatively lower cost of funds at 4.78% as of mid-April 2021. Hence, the merged entity is expected to have a 
competitive cost of funds of 4.72% as of mid-April 2021. In the current regime of the base rate plus lending model, the 
merged bank can offer competitive rates to its borrowers and hence maintain a comfortable credit profile among the low-
risk segments. The deposit concentration has also eased for NIBL with the top 20 depositors accounting for ~20% of the 
total deposits as of mid-April 2021 (~26% a year ago). After the merger, the banks’ ability to maintain/improve the deposit 
cost structure would remain crucial.  

 

Credit challenges  
Modest asset quality – NIBL witnessed two large slippages in FY2019, which sharply increased its NPL levels. Despite recent 
improvement, its asset quality remains modest with NPLs of 2.32% as of mid-April 2021, much higher than the industry 
average of 1.41%. In contrast, HBL had a relatively strong asset quality as reflected in the low NPLs of 0.81% as of mid-April 
2021. On a consolidated basis, the NPLs would remain high at 1.67% as of mid-April 2021. Further, NIBL’s concentration 
risks remain high with the top 20 borrower groups accounting for ~37% of its credit portfolio as of mid-April 2021. This 
remains a major rating concern. While some improvement is expected in the portfolio’s granularity post the merger, the 
merged entity’s ability to control fresh slippages amid the pandemic as well as the central bank’s stance in supporting the 
impacted units would remain crucial.  
 
Moderation in profitability – Both NIBL and HBL usually have a lower yield on advances compared to the industry, given 
their corporate-segment-dominated lending portfolio. Additionally, the regulatory constriction in the lending spreads to 
4.4% from FY2021 and the increased industry competition have pressurised the NIMs, which stood at 2.60% for NIBL and 
2.19% for HBL in 9M FY2021 (2.67% for industry). Given their portfolio orientation, both banks remain focused on the 
trade finance business, which has reported a drop after the pandemic. This led to a decline in the fee-based income to 
1.12% of average total assets (ATA) for NIBL and 0.80% for HBL in 9M FY2021 (1.58% for the industry) from 1.41% and 
1.32%, respectively, in FY2019.  
 



 
 

 

NIBL’s profitability remains supported by its low operating expense ratio of 1.23% of the ATA (1.64% for industry), mainly 
because of its presence in the wholesale segment. In 9M FY2021, NIBL’s incremental credit costs also remained nominal 
and hence its profitability remained satisfactory with a return on assets (RoA) of 1.72% and a return on net worth (RoNW) 
of ~13% (1.42% and ~13%, respectively, for the industry). These indicators are likely to witness a slight moderation upon 
the merger with an RoA of 1.43% and an RoNW of ~12% for 9M FY2021. This is mainly due to HBL’s relatively higher cost 
structure (both deposit cost and operating cost) and slightly lower NIMs in recent periods. Going forward, the ability of 
the banks to maintain adequate NIMs and control the asset quality would remain critical. 
 

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

 

Links to applicable criteria:  

Bank Rating Methodology 
Issuer Rating Methodology 
 

Bank profile - NIBL 
NIBL, previously Nepal Indosuez Bank Limited, was established in 1986 as a joint venture between Nepalese and French 
partners. The French partner, Credit Agricole Indosuez (holding 50%), sold its stake to a group of companies comprising 
Nepalese bankers, professionals, industrialists and businessmen in April 2002. The name was then changed to Nepal 
Investment Bank Limited. It is promoted by a large number of institutions with the largest stake held by Rastriya Beema 
Company Limited along with other insurance companies, retirement funds and investment companies. The bank’s shares 
are listed on the Nepal Stock Exchange. The registered office is in Durbarmarg, Kathmandu.  

As of mid-April 2021, NIBL had 82 branches and 125 ATMs. As on the same date, NIBL had a market share of 4.21% in terms 
of the deposit base and 4.51% of the total advances in the commercial banking industry. The bank reported a profit after 
tax (PAT) of NPR 2,423 million in FY2020 (~27% YoY degrowth) on an asset base of NPR 203,024 million as of mid-July 2020. 
For 9M FY2021, it reported a PAT of NPR 2,847 million on an asset base of NPR 216,267 million as of mid-April 2021. As on 
the same date, NIBL’s CRAR was 14.78% and gross NPLs were 2.32%. In terms of the technology platform, NIBL has 

implemented Finacle across its branches. 

 
Himalayan Bank Limited  
Himalayan Bank Limited (HBL) was incorporated in 1992 by a few individuals of Nepal in partnership with the Employees 
Provident Fund, Nepal (14% share) and Habib Bank Limited of Pakistan (20% share). The bank started its commercial 
operations from January 1993. Its head office is in Kamaladi, Kathmandu. The shareholding pattern constitutes promoters’ 
holding (~65%), foreign holding (20%) and public holding (15%). The bank’s shares are listed on the Nepal Stock Exchange. 
Mr. Ashoke SJB Rana is the Chief Executive Officer of the bank. 
 
HBL has a presence across the country through 68 branches as of mid-April 2021. It had a market share of 3.35% in terms 
of the deposit base and 3.56% in terms of the credit portfolio of commercial banks as of mid-April 2021. HBL reported a 
PAT of NPR 2,587 million in FY2020 (~6% YoY degrowth) on an asset base of NPR 155,885 million as of mid-July 2020. For 
9M FY2021, the bank reported a profit of NPR 1,287 million on an asset base of NPR 171,572 million as of mid-April 2021. 
The reported CRAR was 13.19% and gross NPLs were 0.81% as of mid-April 2021. It uses Temenos Globus (T24) as the core 
banking software across all its branches.  
 

Key financial indicators  

Year Ended  

Mid-July 2018 
(Audited) 

Mid-July 2019 
(Audited) 

Mid-July 2020 
(Audited) 

Mid-April 2021 
(Provisional) 

Mid-April 2021 
(Provisional) 

 Standalone for NIBL  Consolidated* 

Operating ratios         

Yield on average advances 11.23% 11.24% 10.40% 8.48% 8.24% 

Cost of deposits 5.66% 5.95% 5.71% 4.68% 4.72% 

Net interest margin/ATA 3.63% 3.45% 2.81% 2.60% 2.43% 

https://www.icranepal.com/wp-content/uploads/2019/11/BankRatingMethodology08292018.pdf
https://www.icranepal.com/wp-content/uploads/2019/11/IssuerRatingMethodology15042019.pdf


 
 

 

Year Ended  

Mid-July 2018 
(Audited) 

Mid-July 2019 
(Audited) 

Mid-July 2020 
(Audited) 

Mid-April 2021 
(Provisional) 

Mid-April 2021 
(Provisional) 

 Standalone for NIBL  Consolidated* 

Non-interest income/ATA 1.29% 1.41% 1.12% 1.12% 0.98% 

Operating expenses/ATA 1.43% 1.46% 1.24% 1.23% 1.37% 

Credit provisions/ATA 0.42% 0.89% 0.92% 0.02% -0.01% 

PAT/ATA 2.27% 1.86% 1.26% 1.72% 1.43% 

PAT/net worth 16.79% 13.18% 9.72% 13.16% 11.87% 

Gross NPLs 1.35% 2.77% 2.91% 2.32% 1.67% 

0+ days delinquencies 2.22% 4.44% 0.29% NA NA 

Capitalisation ratios      

Capital adequacy ratio 12.66% 13.26% 13.54% 14.78% 14.13% 

Tier-I capital 11.58% 11.39% 11.77% 11.10% 10.87% 

Net NPLs/net worth 2.92% 4.17% 1.54% 0.65% 1.22% 

Liquidity ratios      

Total liquid assets/total liability 26% 27% 25% 23% 23% 

Total advances/total deposits 87% 85% 86% 97% 97% 
* Consolidated with HBL (for a comparative perspective) based on available data as per its published highlights 

 

Annexure-1: Instrument details  

Instrument  Amount (NPR million) Expiry Rating Action 

8% NIBL Debenture 2078 750 July 26, 2021 

[ICRANP] LA; Reaffirmed 10.5% NIBL Debenture 2083 2,000 June 17, 2026 

8.5% NIBL Debenture 2084  4,000 February 20, 2028 

Total 6,750   
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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, 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.  

mailto:rajib@icranepal.com
mailto:sajjan@icranepal.com
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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 
 

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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