Hulas Fin Serve Limited1: Ratings reaffirmed
November 07, 2022

Summary of rating action:
Instrument (Amount in NPR Million)
Long-term loans; Fund based (Revolving hire
purchase term loans)
Short-term loans; Fund based (Short term adhoc
loans and overdraft)
Total

Previous rated
amount

Current rated
Amount

3,100

2,730

[ICRANP] LBB+; reaffirmed

880

520

[ICRANP] A4+; reaffirmed

3,980

3,250

Rating Action

Rating action
ICRA Nepal has reaffirmed the long-term rating of [ICRANP] LBB+ (pronounced ICRA NP L double B plus) to the reduced
long-term loan limits of Hulas Fin Serve Limited (HFSL). ICRA Nepal has also reaffirmed the short-term rating of [ICRANP]
A4+ (pronounced ICRA NP A four plus) to the company’s reduced short term loan limits.

Rationale
The ratings reaffirmation mainly factors in HFSL’s comfortable capital structure with gearing of ~2.1 times as of mid-July
2022 as against the regulatory cap of 10 times. The ratings also take comfort from the company’s largely secured lending
model with ~89% of its portfolio being originated from dealers of its key promoter i.e., Hansraj Hulaschand and Company
Private Limited (HH2) and covered by bank guarantees by dealers against the default risks. The ratings also continue to
factor in the strengths derived by the company being a part of the established Golchha Organization, which has had a
long presence (>eight decades) in the Nepalese manufacturing and trading sectors, with the group’s flagship company
HH holding 85% stake in HFSL and extending guarantees to its bank debts. The ratings also take comfort from HFSL’s fair
track record of operations (since 2012), its high portfolio granularity along with presence of experienced
board/management team. Its geographically diversified presence (through ~150 dealer outlets of HH) and the good
demand outlook for Bajaj two wheelers (2Ws) along with entry into the used private vehicle (PV) financing, could provide
adequate growth avenues.
Nonetheless, the ratings remain constrained by the moderation in the company’s profitability indicators during FY2022,
mainly on account of sizeable chunk of portfolio (~87%) being disbursed under subvention scheme, where HFSL gets
fixed yield of 10%, while the cost of bank borrowings have increased steadily in recent times. This has pressurised the
company’s net interest margins (NIMs of 5.0% for FY2022 against 9.5% for FY2021) and hence overall profitability
indicators. While the recent discontinuation of this scheme could provide gradual support to profitability, HFSL’s
weakening asset quality indicators add up to the rating concerns. Its gross non-performing asset (GNPAs) has increased
to 2.2% as of mid-July 2022 (0.47% as of mid-January 2021, when last rated), while the 90+ days past due (dpd) continues
to remain high at ~21%. Additionally, the company’s modest scale of operation (asset base of ~NPR 3.6 billion as of midJuly 2022) and the resultant high operating expenses (~3.6% of average total assets (ATA) for FY2022) also remains a
credit challenge. Further, the limited regulatory oversight for the sector along with lenient credit provisioning
requirements also remain the rating concerns. While the company is gradually improving its liquidity analysis and
management practices, the same remains modest as compared to other central bank regulated financial intermediaries
and hence further improvements in this regard remains monitorable. The competition has also been increasing with
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rapid franchise expansion by banks over the last few years, which could be adding up to challenges in the business growth
as evident from portfolio degrowth in FY2022. The hire purchase financing sector’s relatively modest borrower profile,
along with regulatory challenges on account of lower interest spread cap compared to banks and restriction on fee-based
income, also remain the rating concerns. Going forward, HFSL’s ability to attain sustainable credit growth while improving
the asset quality profile and improving profitability would remain key rating sensitivities.

Key rating drivers
Credit strengths
Improved capitalisation – As per the current regulatory provisions, HFSL can borrow up to 10 times of its net worth.
HFSL’s actual gearing is well within this regulatory cap and stood at 2.1 times as of mid-July 2022, improved from 2.7
times as of mid-July 2021. The moderation in gearing has been driven by the company’s internal accruals and lowered
debt requirements amid portfolio degrowth (~5%). The company’s incremental capital raising plans are expected to
control the gearing levels over the near to medium term.
Granular portfolio at low loan to value – HFSL’s portfolio mix is dominated by Bajaj 2Ws, with gradual increment in its
share in recent years. As of mid-July 2022, Bajaj 2Ws accounted for ~61% of the portfolio (~54% as of mid-July 2021),
followed by Bajaj 3Ws at ~36% (~46% as of mid-July 2021). Further, the company has started financing of used PVs from
Q4FY2022 and this segment contributed to ~2% of the portfolio as of mid-July 2022. HFSL’s portfolio is highly granular
(average ticket size of NPR 0.12 million and 0.26% concentration in its top-20 accounts as of mid-July 2022) and the
average loan to value (LTV) was low in the range of ~55–65%.
Part of the Golchha Organization with fair track record – The company has been operating since 2012 and is a part of
the Golchha Organization, which has an eight decade-old presence in the Nepalese manufacturing and trading sectors.
85% stake in HFSL is held by HH, a unit of the Group and the sole authorised dealer of Bajaj 2Ws/3Ws and KTM Duke
bikes for Nepal. HH has also provided a corporate guarantee for lines of credit of HFSL. So far, HFSL’s almost entire
portfolio has been originated through financing of the vehicles sold by HH. Further, it follows largely secured lending
model, with the credit portfolio originating from dealers of HH (~89% of portfolio as of mid-July 2022), secured by bank
guarantees from them, covering the default risks. Additionally, its association with the Group also provides HFSL with
financial flexibility, mainly through timely equity injections/ funding support as per business growth requirements. The
board and management team also have adequate experience in the sector, which is a positive.

Credit challenges
Moderation in profitability indicators – HFSL has reported sharp moderation in NIMs to 5.0% in FY2022 from 9.5% in
FY2021. This was on account of the decreased yield on advances (amid ~87% of fresh disbursements being under
subvention scheme run by HH, with fixed yields of 10% for HFSL), while the cost of funds increased sharply with liquidity
pressures in the banking sector. However, the company’s net profitability was partly benefitted by reversal of major
chunk of credit costs in FY2022, due to change in its provisioning norms towards the regulatory minimum requirements.
With reduced net interest income and increased operating expenses, HFSL’s cost to income ratio has drastically increased
to ~58% in FY2022, which used to remain largely steady at ~30% in the past and hence remains a major rating concern.
Pressure over asset quality – Given the relatively short loan tenure (18-24 months) for most cases, ~96% of HFSL’s
portfolio as of mid-July 2022 were from disbursements made during FY2022. Despite such limited portfolio seasoning,
HFSL witnessed a sharp build-up in overall delinquencies with the 0+ dpd increasing to ~60% in mid-July 2022 from ~50%
in mid-July 2021, while 90+ dpd also continues to remain steadily high at ~21%. Similarly, Gross NPAs have also
deteriorated to ~2.2% in mid-July 2022 (~0.5% in mid-January 2021; when last rated). Though HFSL can recover the dues
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from dealers of HH once the DPD crosses 120+ in case of 2Ws and 150+ in case of 3Ws, the company has taken lenient
approach towards recovering such dues through enforcement of bank guarantees. This was mainly due to the impact of
ongoing liquidity constraints on dealers of HH as well and thus this has led to spike in DPDs and NPLs. While ~50% of the
reported NPAs can be ultimately recovered from dealers, portion of the balance NPAs (i.e., ~1% as of mid-July 2022)
remain high in relation to the portfolio originated solely through underwriting of HFSL (~11%). The steadily high
delinquencies despite limited seasoning of major chunk of portfolio is indicative of a weak borrower profile and hence
raises concern over adequacy of underwriting controls. HFSL’s ability to recover from the overdue accounts and keep
incremental slippages under control would remain crucial.
Modest scalability with high operating expenses – Despite having fair track record of operation, HFSL’s scale of
operations remains modest (asset base of ~NPR 3.6 billion as of mid-July 2022). Its operating expenses continue to remain
high at ~3.6% of average total assets for FY2022. Further, HFSL could face some challenges from the rising number of
bank branches, especially given its higher interest rates compared to banking. The resultant increase in financial access
has impacted the competition for companies like HFSL. The portfolio degrowth of 5% in FY2022 for HFSL remains in
contrast to its peers, which also remains an area of concern. However, its diversified presence over ~150 dealers of HH,
through representative officers, remains a positive.
Limited regulatory oversight along with modest liquidity and risk management practices – The regulatory controls for
the sector are much lower compared to the banking sector, mainly with the lenient NPA recognition and provisioning
norms, despite lending entirely to the riskier borrower segment. Though these norms were somewhat tightened in the
recent regulatory revisions (in January 2022) along with increase in interest spread cap to 4% (earlier 3%), the regulations
still remain much lenient compared to the banking sector. ICRA Nepal further notes that the company’s risk management
framework is also moderate in relation to the overall business risk profile and there is scope for strengthening it in areas
like the liquidity management practices (including assessment of asset liability maturity profiles and gap analysis).
Link to previous rating rationale
Rationale_Hulas-Investment-P.-Ltd._BLR-Survelliance_March-2021
Analytical approach: For arriving at the ratings, ICRA Nepal has applied its rating methodology as indicated below.
Links to applicable criteria:
Credit Rating Methodology for Non-banking Finance Companies

About the company
Established in 2012 as ‘Hulas Investment Private Limited’, the company changed its name to Hulas Fin Serve Limited
(HFSL) and was converted to public limited company on July 12, 2021. It is a hire purchase financing institution which
operates in line with broad guidelines of Nepal Rastra Bank, the central bank. The company is a part of the Golchha
Organization, which has presence of more than eight decades across various manufacturing and trading sectors in Nepal.
HFSL is promoted by Hansraj Hulaschand and Company Private Limited with 85% share (a unit of Golchha Organization
and authorised dealer of Bajaj Bikes for Nepal), while the remaining 15% stake is held by six shareholders including Hulas
Auto Craft Private Limited (assembling unit of Bajaj brand two wheelers and three wheelers) and Him Electronics Private
Limited (authorised importer and distributor of Samsung mobiles, Samsung home appliances and consumer electronics).
Mr. Shekhar Golchha is the Managing Director of the company.
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Key financial indicators
Total income (NPR million)
Net worth (NPR million)
Total managed portfolio (NPR million)
Total managed assets (NPR million)
Return on average managed assets
Gross NPA
Net NPA
Net NPA/Net worth
Gearing (times)

FY2019
(Audited)
449
778
2,798
3,051
5.66%
0.18%
0.01%
0.05%
2.21

FY2020
(Audited)
547
896
3,268
3,513
3.66%
1.93%
0.29%
1.05%
2.54

FY2021
(Audited)
613
1,048
3,812
4,255
3.98%
2.58%
-0.53%
-1.86%
2.67

FY2022
(Provisional)
493
1,182
3,622
3,942
3.35%
2.21%
0.62%
1.88%
2.05

Source: Company data
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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 licenced
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.
For more information, visit www.icranepal.com
ICRA Nepal Limited,
Sunrise Bizz Park, 6th Floor, Dillibazar, Kathmandu, Nepal
Phone: +977 1 4419910/20
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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
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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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