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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 

Upakar Laghubitta Bittiya Sanstha Limited (ULBSL). Issuers with this rating are considered to have a 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 track record of ULBSL in the microfinance institution (MFI) sector 

(between 2006 and 2019 under the aegis of the promoter, Mahila Upakar Manch (MUM), and since 2019 as an NRB 

licensed class-D MFI). The current capitalisation of ~10.31% as of mid-April 2021 remains adequate against the 

regulatory minimum of 8%, which is expected to improve after the proposed initial public offering (IPO) of equity 

shares. The rating also takes comfort from the company’s ability to generate internal capital, given its healthy 

profitability profile with return on net worth (RoNW) of ~49.3% and return on assets (RoA) of ~4.4% in 9M FY2021 on 

the back of healthy net interest margins (NIMs) and lower credit provisions. Further, the large below-poverty-line 

population in Nepal, the target group for microfinance institutions (MFIs), and experienced management team remain 

rating positives. 

 

Nonetheless, the rating is constrained by ULBSL’s small scale of operation and its geographically concentrated 

business. Although the company has expanded into newer geographies in Province 5 of Nepal, its business remains 

largely concentrated in the Banke district (~87% of the credit portfolio and ~97% of the deposit portfolio concentrated 

to Banke district as of mid-April 2021). ULBSL’s ability to successfully expand into new areas and scale up operations 

remains a challenge. The rating also remains supressed on account of the incremental concerns on the company’s 

asset quality, given the marginal borrow profile of microfinance institutions and higher impact of Covid-19 on the 

repayment capacity of those borrowers. ULSBL has maintained moderate asset quality indicators with gross NPLs of 

2.65% and 30+ days delinquency of ~4% as of mid-April 2021; the asset quality could further deteriorate if the 

pandemic persists and, therefore, remains a key rating concern. The rating is also constrained by the higher 

concentration of unsecured loans (~99% of the total credit portfolio against the industry average of ~76% for FY2020) 

exposing the company to higher risk in case of default. 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 ULBSL’s growing reliance on bank borrowings (~50% of the total external fund as of 

mid-April 2021 against 28% as of mid-July 2020) to fund its fast-growing credit portfolio. The recent regulatory 

restriction in raising certain mandatory deposits (including pension deposits, etc) could mute the future deposit 

growth and further increase the company’s reliance on external borrowings.  

 

Going forward, ULBSL’s ability to scale up its operations and expand geographically, manage delinquencies and 

incremental asset quality, raise fresh equity as per the plans and strengthen the capitalisation will have a bearing on 

its overall financial profile and will remain among the key rating monitorables.  

 



 
 

Key rating drivers 

Credit strengths 
 

Adequate track record of operations and experienced management team – ULBSL started operations in March 2019 

by taking over the microcredit operation of MUM (the promoter NGO). MUM started MFI activities in 2006 as a 

financial intermediary and had a portfolio base of ~NPR 843 million in credit and NPR 446 million in deposit on the 

date of transfer to ULBSL (March 2019). ULBSL’s board and senior management team comprise experienced officials 

with a long track record in microfinance activities under MUM, which remains a positive.  
 

 

Healthy profitability profile supported by lower credit cost and reversal of credit provisions – ULBSL was able to 

maintain healthy profitability with RoNW of ~49.32% and RoA of 4.36% in 9M FY2021. The profits for FY2020 

remained subdued with RoNW of ~2.24% and RoA of ~0.22% owing to higher credit provision expenses (credit 

provision/average total asset) of 2.56%. The higher credit provision in FY2020 was maintained to comply with the 

provision requiring MFIs to maintain 2% provision against the loans for which details were not submitted with credit 

information bureau. A major portion of these provisions were reversed in 9M FY2021, which coupled with increased 

interest margins on account of lower cost of fund (borrowings) cost has helped the company maintain healthy 

profitability for the period. However, the company’s long-term profitability will depend on its ability to scale up the 

operations while keeping the asset quality in check. 
 

 

Adequate capitalisation profile – ULBSL’s capitalisation ratio (capital to risk-weighted assets ratio; CRAR) of ~10.31% 

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

expected to further improve the capitalisation profile (assuming full subscription). The company’s gearing remains 

moderate at ~9.6 times as of mid-April 2021, much lower than the regulatory maximum of 30 times. The gearing is 

expected to further improve with the capitalisation of the proposed IPO. 
 

 

Credit Challenges 
 

Moderate asset quality – ULBSL’s asset quality is moderate with gross non-performing loans (NPLs) of ~2.65% as of 

mid-April 2021. The company recorded a spike in delinquency during the Covid-19 lockdowns with 30+ days 

delinquency increased to 4.15% as of mid-April 2021 from 2.81% as of mid-July 2020. The asset quality remains 

vulnerable to the impact of the pandemic, given the marginal profile of the borrowers and higher concentration of 

non-collateral based lending (~99% as of mid-April 2021). The recent increase in the average ticket size (~NPR 96,591 

in mid-April 2021 against ~NPR 69,606 in mid-July 2020) also remains a concern to the incremental asset quality. 

Absolute gross NPLs increased in 9M FY2021 compared to FY2020-end; but the NPA percentage is diluted because of 

the credit growth.  
 

Decreasing share of deposits in funding mix – ULBSL maintained a healthy share of deposits in the funding profile at 

the time of conversion from the NGO into class D MFI. The trend, however, has been decreasing in the recent years 

with the growing proportion of bank borrowings to support the high credit growth. The bank borrowing accounted for 

~28% of the total interest-bearing liabilities as of mid-July 2020, which has increased to ~50% as of mid-April 2021 

(against the industry average of ~54%). ULBSL’s reliance on bank borrowings is likely to increase further with the 

recent regulatory restrictions on the collection of compulsory deposits and recurring deposits from its members. 

Although the increased share of bank borrowings could lead to a lower cost of funds 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 higher interest rate environment in the banking industry, given the prevailing cap on the 

lending rate of MFIs (at 15%). 
 

High geographical concentration – MUM started its microfinance activities from the Banke district and its business 

were limited to the district until its conversion into ULSBL. Following the conversion, the company has expanded its 



 
 

operation to six districts through a network of 21 branches. However, the business is still largely concentrated in 

Banke district (~87% of the credit portfolio and ~97% of the deposit portfolio as of mid-April 2021). Given the high 

geographical concentration, any impact on the economic or operating environment in the region could have a serious 

impact on the asset quality of the company.  
 

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 ULBSL 

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

of a fully operational and functional Centralised Credit Information Bureau for the MFI sector and the 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. However, the credit information bureau is 

working towards the creation of fully functional centralised credit information system for MFI institutions, which 

remains a positive.  
 

Regulatory risk – Regulatory risks remain high for the MFI 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 
Upakar Laghubitta Bittiya Sanstha Limited (ULBSL) was incorporated in August 2018 to take over the microfinance 

business of its forerunner NGO Mahile Upakar Munch (MUM). MUM was established in March 1993 and was 

functioning as financial intermediary since December 2006. After taking over the MUM’s MFI operations, ULBSL 

started its operation in March 2019 as NRB-licensed class D microfinance institution with an operational area in 

Lumbini province. As of mid-April 2021, the company is operating through a network of 21 branches across six districts 

in Province 5 of Nepal. As of mid-April 2021, the major shareholders of ULBSL include MUM, NGO (~67%) and Prabhu 

Bank Limited (~14%); the remaining stake is held by 22 different individuals. The registered and corporate office of 

ULBSL is located at Kohalpur-11, Banke. 

 

ULBSL reported a net profit of ~NPR 2.5 million in FY2020 over an asset base of ~NPR 1,186 million as of mid-Jul-2020 

against a net profit of ~NPR 14 million over an asset base of ~NPR 1,052 million as of mid-July 2019. Further, it 

reported1 profit after tax of ~NPR 50 million in 9M FY2021 over an asset base of ~NPR 1,945 million as of mid-April 

2021. ULBSL’s gross NPLs stood at 2.65% and CRAR at 10.31% as of mid-April 2021 (2.82% and 10.68%, respectively as 

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

across all its branches. 

 
1 Based on published quarterly financial statement 

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


 
 

Key financial indicators 
 

Year Ended 
Mid-July 2019 

(Audited) 
Mid-July 2020 

(Audited) 
Mid-April 20212 

(Provisional) 

Number of members 25,826 26,867 29,891 

Credit portfolio (NPR million) 954 1,072 1,572 

Number of borrowers  14,843 15,394 16,277 

Average ticket size (NPR) 64,290 69,606 96,591 

No of branches 13 15 21 

Deposits (NPR million) 517 689 774 

Deposit to loan ratio 54% 64% 49% 

Gross NPLs 2.64% 2.82% 2.65% 

Operating ratios    

Yield on Average Loans  16.90% 15.63% 

Cost of Avg. Int. Bearing Funds  9.81% 6.39% 

Net Interest Margin / Average Total Assets  7.40% 7.87% 

Non- interest income/ Average Total Assets  1.10% 2.61% 

Operating expenses / Average Total Assets  5.59% 5.10% 

Credit Prov. & Write-offs / Average Total Assets  2.56% -0.85% 

Profit After Tax / Average Total Assets  0.22% 4.36% 

Profit After Tax / Average Net worth  2.24% 49.32% 

Capitalisation ratios    

Capital adequacy ratio 11.57% 10.68% 10.31% 

Gearing [(deposits+ borrowing)/ net-worth] times 7.63 8.53 9.63 

Borrowing/ net worth (times) 2.92 2.36 4.82 

 
For further details please contact: 
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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    
 

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.  
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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.  
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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) 
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