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ratings removed from watch with negative implications; Rating for matured 

debenture withdrawn 
 

December 19, 2022 

Summary of rating action 
INSTRUMENT/FACILITY RATED AMOUNT RATING ACTION 

Issuer Rating NA 
[ICRANP-IR] BBB+; reaffirmed and removed 
from watch with negative implications 

Subordinated Debenture  NPR 2,500 million 
[ICRANP] LBBB+; reaffirmed and removed 
from watch with negative implications 

Subordinated Debenture  NPR 2,163 million 
[ICRANP] LBBB+; reaffirmed and removed 
from watch with negative implications 

Subordinated Debenture  NPR 500 million Rating withdrawn 

@ indicates rating watch with negative implications. 
 

Rating action 
ICRA Nepal has reaffirmed the issuer rating of [ICRANP-IR] BBB+ (pronounced ICRA NP issuer rating triple B plus) assigned 
to Siddhartha Bank Limited (SBL), indicating a moderate degree of safety regarding the timely servicing of financial 
obligations. Such issuers carry moderate credit risk. The sign of + (plus) or – (minus) appended to the rating symbol 
indicates the entity’s relative position within the rating categories concerned. 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) assigned to the 
subordinated debentures of Siddhartha Bank Limited (SBL), indicating a moderate degree of safety regarding the timely 
servicing of financial obligations. Such instruments carry moderate credit risk. The sign of + (plus) or – (minus) appended 
to the rating symbol indicates the entity’s relative position within the rating categories concerned. 
 
ICRA Nepal has withdrawn the rating assigned to NPR 500 million subordinated debentures (7.50% SBL Debenture 2078) 
of SBL, following the maturity of the instrument. 
 
The ratings have been removed from watch with negative implications. 
 

Rationale 
The removal of rating watch with negative implications factors in the improvement in SBL’s core-capitalisation profile 
(tier-I capital 9.13% as of mid-October 2022 from 8.52% as of mid-July 2021; last rating exercise) as against the sustained 
decline reported in the past 3-4 years. Although the increased delinquency in Q1FY2023 (partly attributed to industry 
seasonality) remains a concern, further decline in company’s tier I capitalization is expected to be mitigated through 
controlled growth in risk assets and retention of profit, going forward. 
 
The rating reaffirmation continues to derive comfort from SBL’s long track record (operating since December 2002), its 
stable management team and its strong presence across the country (193 branches as of mid-October 2022). Increased 
footprint of the bank has helped in a progressive diversification of its credit and deposit portfolio, which also remains a 
positive. The company reported good profitability in FY2022 (with return on assets-RoA of ~1.3% and return on net worth-
RoNW ~15.2% in FY2022 vs industry average ~1.3% and ~12.6% respectively) on the heels of a leveraged capital, good 
net interest margins (NIMs) and controlled operating expenses; notwithstanding the moderation in Q1FY2023 
profitability because increased credit cost amid a spike in delinquencies (including NPLs).  
 
The ratings remain constrained on account of asset quality concerns over the medium term amid the unfavourable 
operating environment created by economic and regulatory factors. The bank’s gross NPLs have increased to 2.15% as of 



 
 

mid-October 2022 from 1.03% as of mid-July 2022; while the 0+days delinquency has increased to ~15% from 6% during 
the same period. This has stretched the solvency profile of the bank (Net NPA/ net worth ~10%).  Spike in delinquencies 
immediately following the expiry of Covid-related moratorium in mid-July 2022, ongoing liquidity crunch in the banking 
industry, high-interest rate environment and regulatory changes such as recently implemented working capital 
guidelines, etc could pressurize the borrower’s credit profile and impact the bank’s asset quality, profitability, and 
capitalization. Although the capitalisation at tier-I levels have improved to an extent following the slowdown in the growth 
of risk assets, it continues to remain on the lower side compared to the industry average. Further, the capitalisation could 
moderate in the event of any asset quality stress over the medium term.  The low-cost CASA deposits for the bank have 
also declined to ~33% as of mid-October 2022 (vs industry average of 36%) resulting in a higher cost of deposits and 
relatively higher base rate among the established peers and could remain a competitive disadvantage in the current ‘base 
rate plus’ lending regime practiced in Nepalese banking industry. 
 
Going forward, SBL’s ability to control its asset quality via recovery of recent delinquencies/NPLs and formulate its growth 
and dividend plans commensurate with its capital cushion will remain a key rating monitorable and rating sensitivity.  
 

Key rating drivers 

Credit strengths 
Adequate track record and wide branch network – Operating since 2002, SBL has an adequate track record of operations 
and a wide branch network (193 branches across the country as of mid-October 2022). The expansion of the network has 
enabled the bank to achieve deposit and credit portfolio growth in a diversified manner, which is reflected in the gradual 
decline in portfolio concentration among the top accounts.   
 
Lower credit and deposit concentration – SBL is among the banks with granular credit portfolio with ~13% of its loan 
concentrated among the top-20 borrower group as of mid-July 2022 (~11% as of mid-July 2021), indicating a diversified 
portfolio which remains a credit positive. Further the deposit concentration has also decreased with ~15% exposure 
among the top-20 customers as of mid-July 2022 (~21% as of mid-July 2021) which remains a positive for the stability of 
funding profile. 
 
Adequate profitability profile – The bank’s profitability has remained adequate and supported by its scale growth, good 
interest margins, low operating expense ratio. The leveraged capital structure has also helped the bank to report higher 
return on equity (RoE ~15.2% for FY2022 vs industry average of ~12.6%). Further the net interest margins have improved 
to 3.25% in 3MFY2022 with improving interest spreads and yield on investments which remains a positive. However, the 
deteriorated asset quality has impacted the profitability for the bank in Q1FY2023, with an increase in credit cost. 
Incremental profitability of the bank will depend on its ability to manage its asset quality. 
 

Credit challenges 
Deteriorating asset quality – The asset quality for the bank deteriorated in Q1FY2023 with an increase in gross NPLs to 
2.15% as of mid-October 2022 from 1.03% as of mid-July 2022 (~1.00% as of mid-July 2021). Further the 0+ days 
delinquency spiked to ~15% from ~6% during the same period. Although the spike in delinquency during the first quarters 
can be partly attributed to the industry seasonality, the higher slippage for the bank compared to corresponding quarter 
in previous year, the ongoing challenges created by high interest rate, credit crunch and regulatory changes like 
introduction of working capital guidelines, etc raises concern on the bank’s ability to control its delinquency level in 
subsequent quarters of FY2023. The recovery concern is heightened given the thin buffer on the capitalization profile vis-
à-vis regulatory minimum requirement, which leaves limited headroom to absorb any major incremental NPLs for the 
bank. The solvency profile (net NPA/Net worth) has also deteriorated to ~10% as of mid-October 2022 due to the higher 
fresh slippage and lower provision coverage. Sustained high NPLs could further increase the provisioning levels and could 
impact the incremental profitability and capitalisation for the bank. 
 
Moderate tier I capitalisation –The tier-I capital for the bank has improved to 9.13% as of mid-October 2022 from 8.52% 
as of mid-July 2021 (last rating exercise) owing to the lower growth on risk assets and retention of internal accruals. 
However, this continues to remain among the lowest in the industry and well below the industry average tier-I of 10.59% 
as of mid-October 2022. Additionally, overall CRAR has also declined to 12.51% as of mid-October 2022 from 13.36% as 



 
 

of mid-July 2021 (13.13% as of mid-July 2022). The lower capital cushion continues to remain a rating concern from the 
standpoint of the bank’s ability to absorb the near-term credit and liquidity shocks considering the elevated 
delinquency/NPLs. This also makes the bank less prepared for probable implementation of countercyclical capital buffer 
from FY2023/24 onwards. 
 
Relatively higher base rate affecting the competitive positioning – SBL’s cost of fund remains relatively higher (~6.49% 
in FY2022 vs 6.00% for the industry), leading to a relatively higher base rate. The CASA deposit for the bank remains lower 
(~33% as of mid-October 2022 vs industry average of 36%) and has contributed to relatively higher cost of fund and base 
rate. SBL’s base rate, while being comparable to new-age players, is higher than the established players. This is a 
competitive disadvantage in the ‘base rate plus’ lending regime currently in practice in the Nepalese banking industry. 
The bank’s ability to improve the deposit profile will have a bearing on its competitive positioning as well. 
 
Uncertain economic environment amid the stressed market liquidity – The banking industry has faced stress with the 
general weakening in the country’s macroeconomic outlook in the recent periods. The expiry of all Covid-related 
relaxations/ liquidity support/ moratorium from mid-July 2022 could result in gradual unravelling of asset quality concerns 
in the banking industry. Additionally, the stress on the market liquidity in the recent periods with widening trade deficit, 
pressure on foreign reserves and consequently lower deposit formation has led to the shortage of loanable funds and 
increased the banking sector interest rates. The countermeasures applied by regulatory such as import curb, higher 
margin requirement for letter of credit (LCs), etc has affected the business profile of borrowers across the spectrum to a 
varying degree. The increasing repayment liability of the borrowers and the inability of the banks to extend the credit 
facilities amid tight liquidity as well as recently introduced stringent working capital guidelines by the regulator, could 
create asset quality stress and remains a rating concern across the industry. 
 
Link to previous rating rationale: 
Issuer and Debenture rating surveillance – November 2021 
 
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 
 

Company profile 
Siddhartha Bank Limited (SBL), 18th Class A Commercial Bank to be licensed by NRB, started its operation in December 

2002. As of mid-October 2022, SBL’s had 193 branches across the country. As of mid-July 2022, SBL has a market share of 

about ~3.8% in terms of deposit base and ~3.9% in terms of total advances in the Nepalese banking industry (~4.3% share 

in commercial bank industry deposits and ~4.4% share in commercial bank industry advances).  

 

As of mid-July 2022, SBL’s shareholding is divided among the promoter and the public shareholders in the ratio of 51:49. 

The bank is promoted by individuals and private institutions related to the different business houses of Nepal, mainly the 

Kedia Group.  

 

SBL reported a profit after tax of NPR 3,220 million in FY2022 over an asset base of NPR 264,358 million as of mid-July 

2022 vis-à-vis profit after tax of NPR 2,855 million in FY2021 over an asset base of NPR 228,942 million as of mid-July 

2021. Further, the bank reported profit after tax of NPR 498 million in 3MFY2022 over an asset base of NPR 258,830 

million as of mid-October 2022. As of mid-July 2022, SBL’s CRAR was 12.51% (tier I capital of 9.13%) and gross NPLs was 

2.15%. 

 

  

https://www.icranepal.com/wp-content/uploads/2021/12/79.Rationale_Siddhartha-Bank-Limited_Surveillance_-November-2021.pdf
https://www.icranepal.com/wp-content/uploads/2019/11/BankRatingMethodology08292018.pdf
https://www.icranepal.com/wp-content/uploads/2019/11/IssuerRatingMethodology15042019.pdf


 
 

Key financial indicators 

YEAR ENDED 
Mid July 

2019 
(Audited) 

Mid July 
2020 

(Audited) 

Mid July 
2021 

(Audited) 

Mid July 
2022 

(Provisional) 

Mid October 
2022 

(Provisional) 

Net Interest Income – NPR million 12,973 15,432 14,949 21,009 6,858 

Profit before tax – NPR million 3,299 3,129 4,167 4,707 721 

Profit after tax – NPR million 2,258 2,144 2,855 3,220 498 

Loan and advances – NPR million 108,613 127,496 165,646 186,051 187,181 

Total assets – NPR million 144,406 170,606 228,942 264,358 258,830 

      

OPERATING RATIOS      

Yield on average advances 12.47% 12.08% 9.26% 10.82% 12.81% 

Cost of deposits 7.62% 7.12% 5.20% 6.49% 8.06% 

Net Interest Margin/ATA 3.53% 3.54% 2.76% 2.85% 3.25% 

Non-interest Income/ATA 1.08% 0.95% 0.96% 0.89% 0.78% 

Operating Expenses/ATA 1.98% 2.11% 1.75% 1.66% 1.56% 

Credit Provisions / ATA 0.14% 0.44% 0.40% 0.18% 1.37% 

PAT / ATA 1.71% 1.36% 1.43% 1.31% 0.76% 

PAT / Net Worth 15.71% 13.81% 15.68% 15.22% 9.04% 

Gross NPAs 0.75% 1.38% 1.00% 1.03% 2.15% 

0+ days delinquencies 5.39% 21.08% 5.64% 5.82% 14.94% 

      

CAPITALISATION RATIOS      

Capital Adequacy Ratio 12.77% 12.97% 13.36% 13.13% 12.51% 

Tier I capital 10.19% 9.06% 8.52% 9.17% 9.13% 

Net NPAs/Net Worth 1.90% 4.27% 4.19% 4.18% 10.48% 

      

COVERAGE & LIQUIDITY RATIOS      

Total Liquid Assets/Total Liability 22.76% 22.97% 25.71% 26.98% 25.40% 

Total Advances/Total Deposits 94.11% 87.41% 88.88% 94.24% 94.57% 

 
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  

 
 

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 
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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-33, Nepal.  

Phone: +977 1 4419910/20  

Email: info@icranepal.com  

Web: www.icranepal.com 
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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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