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Summary of rating action 

Facility/Instrument Rated Amount (NPR Million) Rating Action 

Issuer Rating NA [ICRANP-IR] BB-; reaffirmed 

 

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

assigned 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 rating reaffirmation continues to derive comfort from 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 rating factors in the company’s improved capitalisation profile (CRAR 

~11.15% as of mid-October 2022) following the IPO issue in FY2022, retention of profits and moderation in credit 

growth. The rating also derives comfort from the higher proportion of low-cost member deposits in its funding profile 

(~55% as of mid-October 2022) that has helped ULBSL better withstand margin pressure amid the lending rate cap and 

rising interest rates on borrowings. The rating also derives some comfort from the recent regulatory change by the 

Central Bank, limiting the risk premium (over base rate) on wholesale lending to microfinance by the banks at 2%, 

which is likely to cushion the interest margin of microfinance institutions (MFIs) to some extent. Further, a large 

below-the-poverty-line population in Nepal, the target group for MFIs, and an experienced management team remain 

rating positives. 

 

Nonetheless, the rating is constrained by the margin pressure faced by MFIs amid the cap on lending rate (at 15%) and 

the elevated bank borrowing rates in the recent quarters. The average cost of fund for the company has increased to 

9.95% in 3MFY2023 from 9.41% in FY2022 (6.82% in FY2021) impacted by the increased banking sector lending rates.  

Given the inherently high operating expense ratio of microfinance institutions, the declining interest margins has been 

a major challenge across the microfinance industry including ULBSL. The net interest margins have declined to 6.13% 

in FY2022 from 8.09% in FY2021. Further, the moderation in asset quality and increased credit cost in Q1FY2023 

alongside the stress on interest margins have significantly eroded the profitability in Q1FY2023. The gross NPLs have 

increased to 2.79% as of mid-October 2022 from 1.76% as of mid-July 2022 and the 0+ days delinquency has also 

increased to ~8.9% from ~3.5% in the same period. Further the solvency (Net NPA/net worth) has slipped to ~12% as 

of mid-October 2022 and could impact the profitability and capitalisation unless the company is able to improve its 

asset quality. The regulation capping the risk premium to 2% on the banks for their wholesale lending to MFIs could 

discourage banks to lend to them (beyond the regulatory minimum requirement), which could result in the reduction 

of fund availability to the MFI sector, going forward. This could be further exacerbated by the ongoing credit crunch in 

the banking industry. Rating concerns also arise from the higher composition of non-collateral-based lending (~98% as 

of mid-October 2022) and its small scale of operation with high geographical concentration. The rating remains 

constrained by the fragmented microfinance industry (coupled with comparatively weak regulated co-operatives) 

resulting in intense competition, high ticket sizes permitted by regulations and marginal borrower profile that could 



 
 

lead to overleveraging of borrowers and give rise to asset quality and solvency concerns for the company as well as 

the overall industry. 

 

Going forward, ULBSL’s ability to maintain adequate profitability amid the margin pressure with increasing cost of 

borrowings and deteriorating asset quality remain key rating sensitivities. Further, the company’s ability to maintain 

an adequate capitalisation and improve the asset quality will remain key 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) that operated microfinance activities as a 

financial intermediary since 2006. ULBSL’s board and senior management team comprise experienced officials with a 

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

 

Adequate capitalisation profile – ULBSL’s capitalisation ratio (capital to risk-weighted assets ratio; CRAR) of ~11.15% 

as of mid-October 2022 remained adequate against the regulatory minimum requirement of 8%. Despite the higher 

credit growth in FY2021 and FY2022, the capitalisation profile remained supported by the equity infusion of ~NPR 24 

million through IPO in FY2022 and the company’s retention of profits. The current capitalisation provides adequate 

cushion to absorb near-term credit shocks; the company’s ability to maintain adequate buffer over the regulatory 

minimum considering the stress on the profitability and asset quality remains key monitorables. 

 

Decent proportion of member deposits supporting the funding profile – ULBSL’s microlending activities remained 

funded through a decent portion of member deposits (~55% of total external fund as of mid-October 2022). In the 

current environment of high interest rate of borrowings, sizeable low-cost member deposits have helped ULBSL to 

maintain its interest margins, enabling the company to better withstand the margin pressure. The share of member 

deposits, in addition to being cheaper source of funds, act as a collateral for the loans given to members with some 

withdrawal restrictions and, hence, contributes to a stable funding profile. However, the company’s ability to maintain 

the lower interest on deposits, amid the rise in interest rates across the banking system remains to be seen. 

 

Credit Challenges 
Increased cost of fund and stretched interest margins; increased credit cost impacting the profitability indicators – 

ULBSL reported an increased cost of fund of 9.95% in 3MFY2023 from 6.82% in FY2021 (9.41% in FY2022), which 

coupled with the lending cap at 15% led to the decline in interest margins to 5.95% in 3MFY2023 from 8.09% in 

FY2021 (6.13% in FY2022). The company reported a major spike in cost of bank borrowings with average cost of 

13.50% in 3MFY2023 from 7.15% in FY2021 (12.53% in FY2022). Further the recent deterioration in asset quality and 

increased credit cost have impacted the profitability with return on assets (RoA) of 0.72% and return on net worth 

(RoNW) of 7.19% in 3MFY2023. Any incremental asset quality concern and/or sustained stress on the interest margins 

could further impair the profitability and overall financial profile going forward; warranting rating action. 

 

Liquidity and asset quality concerns – ULBSL’s asset quality has moderated with gross NPLs of 2.79% and zero plus 

(0+) days delinquency of ~8.9% (vs 1.76% and ~3.5% as of mid-July 2022). The expected tight liquidity situation in the 

MFI industry (following bank’s reluctance to lend to MFIs after the capping of risk premium over the base rate) and 

probable disruption/curtailment of MFI lending activities could lead to stress on the asset quality and remains a rating 

concern across the industry. Owing to the fresh slippage, the solvency ratio has increased to ~12% as of mid-October 

2022 and could have a bearing on the capitalisation and profitability. Further, the asset quality concern arises from 

the higher composition of non-collateral-based lending (~98% of total credit portfolio as of mid-October 2022). The 



 
 

marginal borrower profile of the microfinance industry also remains a long-term credit negative for the sector. The 

company’s ability to improve the asset quality while controlling the fresh slippage will remail essential for its 

incremental financial profile. 

 

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

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

operation to 10 districts in Lumbini Province through a network of 33 branches. Despite the geographical expansion, 

the business is still largely concentrated in Banke district (~71% of the credit portfolio and ~88% of deposit portfolio as 

of mid-October 2022; ~87% and ~97% respectively as of mid-April 2021; last rating exercise). 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. 

 

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% 

has strained the profitability of the entire microfinance industry. The recent regulatory changes on the borrowing 

rates for MFIs restricted to a maximum premium of 2% over the base rate for wholesale lending to microfinance from 

the banks and financial institutions could lower the borrowing cost to some extent, however this raises concern on the 

availability of funds for the industry in the present scenario with liquidity crunch and higher credit demand across the 

banking industry at higher premium rates. 

 

Also, a high loan ceiling for MFI lending by NRB (unsecured loan of NPR 5 lakh and secured loans of NPR 7 lakh, as well 

as pass loans with two years’ track record under the pass category at NPR 7 lakh and NPR 15 lakh, respectively) could 

lead to aggressive growth and affect the industry’s asset quality. Low regulatory capital requirements (8%) despite 

lending to risky segments also 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 
 
Link to previous detailed rating rationale:  

Rating rationale – June 21, 2021 

 

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-October 2022, the company is operating through a network of 33 branches across ten 

districts in Lumbini province. The shareholding structure of ULBSL consists of MUM, NGO as a promoter (~43%) along 

with Prabhu Bank Limited (~9%) as major promoters. The registered and corporate office of ULBSL is located at 

Kohalpur-11, Banke. The registered and corporate office of ULBSL is located at Kohalpur-11, Banke. 

 

ULBSL reported a net profit of ~NPR 45 million in FY2022 over an asset base of ~NPR 2,412 million as of mid-Jul-2020 

against a net profit of ~NPR 59 million in FY2021 over an asset base of ~NPR 1,918 million as of mid-July 2021. Further, 

it reported profit after tax of ~NPR 4 million in 3M FY2023 over an asset base of ~NPR 2,369 million as of mid-October 

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
https://www.icranepal.com/wp-content/uploads/2021/06/192.-Rationale_Issuer-Rating_Upakar-Laghubitta-Bittiya-Sanstha_June-2021.pdf


 
 

2022. ULBSL’s gross NPLs stood at 2.79% and CRAR at 11.15% as of mid-October 2022 (1.76% and 11.11%, respectively 

as of mid-July 2022). 

 

Key financial indicators 

Year Ended 
Mid-July 2020 

(Audited) 
Mid-July 2021 

(Audited) 
Mid-July 2022 
(Provisional) 

Mid-October 
2022 

(Provisional)1 

Number of members 26,867 31,035 38,925 39,395 

Credit portfolio (NPR million) 1,072 1,690 2,272 2,256 

Number of borrowers  15,394 17,138 22,516 23,055 

Average ticket size (NPR) 69,606 98,604 100,904 97,856 

No of branches 15 32 32 33 

Deposits (NPR million) 689 800 1,037 1,057 

Deposit to loan ratio 64% 47% 46% 47% 

Gross NPLs 2.82% 2.70% 1.76% 2.79% 

Operating ratios     

Yield on Average Loans 16.90% 15.55% 15.35% 15.03% 

Cost of Avg. Int. Bearing Funds 9.81% 6.82% 9.41% 9.95% 

Net Interest Margin / Average Total Assets 7.40% 8.09% 6.13% 5.95% 

Non-interest income/ Average Total Assets 1.10% 2.46% 2.49% 1.35% 

Operating expenses / Average Total Assets 5.59% 5.01% 5.54% 4.86% 

Credit Prov. & Write-offs / Average Total Assets 2.56% -0.04% 0.11% 1.42% 

Profit After Tax / Average Total Assets 0.22% 3.79% 2.06% 0.72% 

Profit After Tax / Average Net worth 2.24% 41.85% 22.03% 7.19% 

Capitalisation ratios     

Capital adequacy ratio 10.52% 10.36% 11.11% 11.15% 

Gearing [(deposits+ borrowing)/ net-worth] times 8.53 9.24 8.29 7.96 

Borrowing/ net worth (times) 2.36 4.52 3.89 3.59 
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