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Nabil Bank Limited

ICRA Nepal reaffirms [ICRANP-IR] AA- rating to Nabil Bank Limited
Amount (NPR million) Rating Action (January 2019)
Issuer Rating NA [ICRANP-IR] AA- (Reaffirmed)

ICRA Nepal has reaffirmed the rating of [[ICRANP-IR] AA- (pronounced ICRA NP Issuer Rating Double A
minus) to Nabil Bank Limited (Nabil). The entities with [[ICRANP-IR] AA- rating are considered as high-
credit-quality ratings assigned by ICRA Nepal. The rated entity carries a 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.

The rating reaffirmation factors in Nabil's ability to maintain its competitive positioning in the industry; as
reflected in the steady performance indicators of the bank. The bank’s strong competitive positioning
coupled with its established track record and adequate presence across the country continues to support
business growth and profitability. Nabil's competitive strength arises from its ability to offer better lending
rates, which arises from its cost of funds, which is among the lowest in the industry. This is likely to help
the bank’s incremental credit growth, in the ‘Base Rate plus’ lending model made mandatory by the Nepal
Rastra Bank (NRB). The affirmation of assigned rating also takes into consideration the bank’s moderate
and steady rate of business growth, good assets quality and low delinquency level (with improvement in
recent years). The rating also factors in Nabil's adequate capitalisation profile and comfortable solvency
profile. Nabil’s rating also derives comfort from the financial strength of major promoters, seasoned
management team and established underwriting norms and control processes of the bank.

Nonetheless, the rating concerns arise from the recent liquidity challenges faced by the Nepalese
banking industry, including Nabil, because of higher growth in banking sector credit vis-a-vis deposit
during the past four to five years. As a result, Nabil's liquidity ratio has come down, with commensurate
increase in the credit-to-deposit ratio. A higher credit-to-deposit ratio has helped Nabil offset the impact of
the rising cost of fund, thereby stabilising net interest margin (NIMs) and supporting profitability. However,
given the high deposit concentration of the bank (31% of total deposits among top 20 depositors), it has
also lowered the liquidity cushion available to the bank. Rating concerns also take into consideration the
sharp decline in CASA deposit proportions of the bank. So far, Nabil continues to maintain its competitive
edge over most of the industry peers in terms of the low cost of fund (despite recent increase).
Nonetheless, its ability to maintain the position, given the growing competition among players for limited
deposit resources in the financial system, will be a key monitorable going forward. Nabil's rating also
remains constrained by a relatively higher credit concentration among top borrowers (~28% of total credit
among top 20 borrower groups vs. 25% in mid-April 2017). The rating also remains constrained by an
uncertain operating environment that banks in Nepal are currently facing because of high credit growth,
rise in interest rates on deposit and lending side, rising competition despite consolidation and tight
liguidity, which may impact asset quality in coming periods.

Nabil's average credit growth during the past three years, ending FY2018 stood at 19%, lower than the
industry average of 24% over the period. Nabil's credit growth has picked up during past 12-18 menths
(23% during FY2018 and 46% annualised during Q1 FY2019), leading to a marginal improvement in
market share. Nabil’s credit portfolio of ~NPR 125 billion as of mid-October 2018, accounted for ~4.8% of
Nepalese banking industry credit (vs. ~4.5% in mid-April 2017, when last rated). As on mid-October 2018,
its credit portfolio is divided into large corporate loans (~56%), retail and SME loans (~39%) and deprived
sector loans (5%)!. Higher credit growth in the past 12-18 months is propelled by the corporate segment,
resulting in increased share of corporate loans (vs. 53% in mid-April 2017 when last rated). Going
forward, the low cost of fund and consequent pricing advantage under the ‘Base Rate plus’ regime is
expected to support Nabil's plan to penetrate along the SME and the retail segment. However, its ability
to achieve the targeted SME and retail segment growth with relatively moderate franchise network across
the country remains to be seen. Nabil's credit concentration among top borrower groups has increased
during the past 12-18 months, in line with the rise in corporate loan proportions (top 20 borrower groups

! Corporate Loans: >100 million; SME loans: < 100million, towards a single borrower or related group of borrowers.
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accounting for 28% as on mid-October 2018 vs. 25% in mid-April 2017, when last rated). Concentration
risk has grown as the bank has achieved sizeable organic credit growth during the past two to three years
with moderate growth in geographical coverage and customer base.

Nabil’'s asset quality indicators have improved during the past 12-18 months, aided by interim credit
growth, low fresh NPA generation rate and steady NPA recovery rate. As on mid-October 2018, Nabil's
gross NPA stood at 0.58% as on mid-October 2018 (0.55% on mid-July 2018) improving from 0.95% in
mid-April 2017 (when last rated). Nabil's 0+ days delinquency has also improved in recent years and
stands at ~5% as on mid-October 2018 (~3% as on mid-July 2018) as compared to ~9% in mid-April
2017 when last rated. Healthy credit provision covers of ~80% in mid-Oct 2018 (~91% on mid-July 2018)
resulted in a comfortable solvency indicator (net NPA/ net worth) of 0.70% on mid-Oct 2018 (0.33% on
mid-July 2018).

Nabil's deposit profile has been affected by the liquidity shortage seen in the banking system since
January 2017. The deposit price-war among the industry players (especially in the term deposits) has led
to the decline in the CASA deposits for Nabil (from ~60% in mid-July 2017 to ~48% in mid-July 2018) with
a corresponding increase in higher priced term deposits. As a result, Nabil's cost of deposits has
increased from ~2% in FY2017 to ~4% in FY2018 and ~5% in Q1 FY2019. As on mid-October 2018,
Nabil's deposit base of NPR 143 billion comprised ~46% CASA deposits (vs. commercial bank average
of 43%). Overall, Nabil continues to maintain its cost competitiveness because of a higher-than-industry
average CASA proportion and lower-to-industry average cost of deposits (by ~150 bps during Q1
FY2019); despite an unfavourable liquidity scenario. However, the bank’s ability to maintain its
competitive edge over the longer term, given the increasingly competitive deposit landscape will be a key.

Nabil’s liquidity position has moderated during the past one to two years because of the ongoing shortage
of lendable funds. Nabil's liquid assets as a percentage of total liabilities stood at ~22% on mid-October
2018 vs. ~26% in mid-July 2018 and ~33% on mid-July 2017. Although, the current liquidity position
remains adequate vis-a-vis the regulatory requirement, the liquidity buffer available in case of a large
withdrawal has declined over the years. Nabil's ability to improve upon its deposit mix, liquidity buffer and
lower the deposit concentration risk will have a bearing on its ability to withstand any incremental liquidity
shocks.

Nabil’s capitalisation level increased till FY2017 due to increased retention of profit accruals to ensure
NPR 8 billion paid up capital and moderate pace of credit growth. Nabil’'s capital-to-risk assets ratio
(CRAR) stood at 12.62% as on mid-October 2018 (vs. 13.17% on mid-July 2018?), comfortable vis-a-vis
regulatory minimum of 11% under prevailing Basel Il norm. Nabil's tier | capital (11.46% as on mid-
October 2018) remains well above 8.50% to be maintained by mid-July 2019 under the Basel Il norms
prescribed by NRB. Although the current capital cushion remains slim, Nabil has maintained a healthy
rate of profitability, which can be retained in case of business growth requirement.

Nabil's profitability indicators continue to remain strong because of healthy NIMs (~4% during past 12-18
months). The increase in credit to deposit ratio of the bank has helped maintain stable NIMs, offsetting
the impact of rising cost of fund. Nabil's return on assets during FY2018 stood at ~2.7% (similar to
FY2017) with a return on net worth of ~25% and ~28% during those periods. Nabil’'s profitability also
remains supported by a healthy non-interest income level (~1.35% of ATA during FY2018), low operating
expense ratio and low credit cost.

Links to applicable criteria:
Bank Rating Methodology

Company Profile

Nabil Bank Limited (Nabil), the first private sector class A commercial bank in Nepal, started its
commercial operations from July 1984 as Nepal Arab Bank Limited. The name was changed to Nabil
Bank, following the withdrawal of its joint venture partner Emirates Bank International in 1997.

? Unaudited and before cash dividend



Headquartered at Kathmandu, Nabil is the third largest commercial bank in terms of its assets base and
the second largest in terms of its net worth as of mid-Oct-2018.

The major promoters of the bank are NB International, Ireland (50%) and Rastriya Beema Sansthan
(9.67%). Including NB International, family members of Chaudh Group own majority (~53%) stake in
1 1,

o
2
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on mid-December 2018

Nabil has its presence throughout the country through its 74 branches, two extension counters and 126
ATMs. It has a market share of 5.65% in terms of deposit base and 5.54% of its total advances is in the
Nepalese commercial banking industry, as on mid-Oct-2018. Nabil reported a profit after tax of ~NPR
4,055 million during 2017-18 over an asset base of NPR 157,486 million as of mid-July-2018. During Q1

CWoN4a Wahil ramAartad o DAT ~AFf ANDD Q78 millinn var an maceate haca ~F RNIDD 47N 227 millinm Ae ~AF
I iT&aW i, INAdI TV a Tl Wi NE 279 Mo OVer an asscis vase o Nir i IV TN, M2 W

Q1 FY2019, Nabil's CRAR was 12.62% with CET 12 of 11.46% and gross NPAs was at 0.58%. In terms
of technology platform, Nabkil has implemented Finacle across all its branches.
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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 the rating process and methodologies, analytical software,
research, training, and technical and analytical skill augmentation.

Qur 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. The international credit rating agency, Moody's Investors Service, is ICRA’s largest
shareholder.

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

3 Common Equity Tier I Capital under Basel III norms. Currently banks are reporting capital adequacy norms under Basel
I1I in parallel with existing capital adequacy norms. Banks have been reporting capital adequacy norms under Basel III
starting mid-July 2016 (FY'16-17 onwards).
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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 MNepal ratings outstanding. All

information contained herein has been obtained by ICRA Nepal from sources believed by it to be accurate and reliable.
Al

ugh reasonable care has been taken to ensure that the information herein is true, such informat|
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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 soiely as statements of opinion and ICRA Nepal shall not be liable for any iosses incurred by users from any
use of this publication or its contents.
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Nabil Investment Banking Limited
ICRA Nepal reaffirms [ICRANP] AMC Quality 3+ (AMC 3+) rating to Nabil Investment
Banking Limited

Amount (NPR million) Rating Action (April 2018)
Fund Management Quality Rating NA [ICRANP] AMC Quality 3+ (AMC 3+)
(FMQR) (Reaffirmed)

ICRA Nepal has reaffirmed “[ICRANP] AMC Quality 3+ (AMC3+)” (pronounced ICRA NP Asset
Management Company Quality Three Plus) fund management quality rating (FMQR) assigned to
Nabil Investment Banking Limited (Nabil Invest), indicating adequate assurance on management
quality. ICRA Nepal assigns FMQR on a scale of AMC1 through AMC5, with AMC1 indicating highest
assurance on management quality and AMCS5 indicating poor assurance on management quality. For
the FMQR categories 2, 3 and 4, the sign of + (plus) appended to the symbols indicate their relative
position within the FMQR categories concerned. Thus, the FMQR of 2+, 3+ and 4+ are one notch
higher than 2, 3, and 4, respectively.

The adequate assurance on management quality factors in the ownership and continued technical
support of Nabil Bank Limited, a Class ‘A’ commercial bank in Nepal (rated [ICRANP-IR] AA- for
issuer rating) along with established organisational structure, system and processes for current level
of operations. The FMQR also factors in satisfactory investor service practices of Nabil Invest & the
processes followed by it in generating healthy returns for first scheme managed by it while the second
scheme has remained impacted by significant downturn in market index since its launch. The rating
action also derives comfort from experienced senior management and fund supervisors involved in
the management and supervision of the current mutual fund schemes under the company. However,
the requisite extent of involvement of supervisors in managing the schemes is not clearly mandated
by strong legal framework and hence remains a rating concern.

The FMQR is nonetheless constrained by the divestment of a chunk of stake by Nabil Bank (from
~74% earlier to 52% as of now with concomitant increase in stake of CG Finco); however, extent of
support from the sponsor has remained similar which provides some comfort. The rating is also
constrained by the company’s moderate track record in Nepalese Capital market as merchant banker,
portfolio manager and fund manager along with uncertain operating environment amidst volatility in
the market, evolving risk management framework with respect to fund management, absence of
separate risk management committee, unviability of hedging tools for investment in the market,
evolving nature of mutual fund industry and low awareness about the mutual fund among general
investor.

The first scheme under the company i.e. Nabil Balance Fund-I amounting NPR 750 million was
issued in April 2013 and is set to mature in mid-Apr-18. The balance scheme of Nabil Invest
registered healthy growth in Net Assets Value (NAV) till mid-Mar-18 (NAV of NPR 17.80 as of mid-
Mar-18 i.e. growth of ~80% since its launch with an average of ~20% cash dividend during last five
years) compared to the growth in stock market index (around 150% over the same period) while
adhering to regulatory guidelines and investment policies which reflects positively on the investment
strategy of Nabil Invest.

The second scheme under the company ie. Nabil Equity Fund is an equity-oriented scheme
amounting to NPR 1,250 million which was issued in November 2016 with timeline of 7 years. NAV of
this scheme has however been impacted by significant decline in equity index since its launch (~26%
decline till mid-Mar-18) with NAV of 8.66 as of mid-Mar-18 (against face value of NPR 10). Given the
substantial correction in market index in recent periods and the room left for further equity investment
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(~54% invested in equity as of mid-Jan-18 vs. ~86% cap as stated in prospectus). Considering the
volatility of evolving Nepalese stock market and its effect on the underlying equity investments of the
scheme, ability of the AMC in maintaining good growth trend in NAV after upside in equity index
would remain a key rating driver.

The mutual fund industry in Nepal is in developing stage so far. Only fifteen mutual fund schemes
have been launched in Nepalese market (one of these having matured already) with overall industry’s
Assets under Management (AUM) less than NPR 15 billion as of mid-Mar-18. Schemes so far are
mostly composed of equity investments through primary & secondary market, predominantly across
banks and financial institutions. There is a limited scope for investment and risk diversification (both
industry wise and instrument wise) as market is shallow for bond & other fixed income securities.
However, recent regulatory changes are expected to facilitate the entry of real sector companies in
secondary market hence providing increased diversification avenues going forward. As of now, the
schemes are mostly subscribed by institutional investors like banks, insurance companies, retirement
funds, investment companies, etc while the participation of retail investors is gradually increasing.
Although awareness among the investor is low, the institutional investors who are aware about the
mutual fund industry are attracted to invest in it. Nevertheless, industry’s ability to attract human as
well as financial capital seems average compared to banking industry and hence remains a challenge
for the industry as a whole.

ICRA also takes comfort from sponsor’s (Nabil Bank Limited rated [ICRANP-IR] AA- for issuer rating)
commitment in the subsidiary AMC as demonstrated by 52% shareholding in Nabil Invest and 14%
seed investment in the mutual fund schemes of Nabil Invest. The long track record and experienced
management of sponsor reflects positively on the operation of AMC, with the latter benefitting from
the support of the former in the form of technical support, human resource support and oversight
related functions.

The rating should, however, not be construed as an indication of the prospective performance of the
mutual fund schemes or of volatility in its returns.

Company Profile

Incorporated in February 2010, Nabil Investment Banking Limited (Nabil Invest) commenced its
operations from April 2010. Nabil Invest is licensed by Securities Board of Nepal (SEBON) as a
merchant banker (issue management, registrar to shares, underwriter, depository participants and
portfolio manager). Nabil Invest is a subsidiary of Nabil Bank Limited with 52% stake of the bank;
balance capital being held by CG Finco Pvt. Ltd. Nabil Invest has obtained mutual fund depository’s
license in addition to fund manager’s license from SEBON (as per Mutual Fund Regulation, 2010),
and is currently acting in both capacities for its two close ended schemes viz. “Nabil Balanced Fund-I"
launched in April 2013 and “Nabil Equity Fund” launched in October 2016.

Nabil Invest reported net profit of ~NPR 92 million for FY17 over an asset base of NPR 364 million as
of mid-Jul-17 as against profit of ~NPR 38 million for FY16 over an asset base of NPR 293 million as
of mid-Jul-16. As on mid-Jan-2018, capital of the company was NPR 200 million, while its net worth
was NPR 294 million on same date.

ICRA Nepal Fund Management Quality Ratings: Scale and Definitions

[ICRANP] AMC Quality 1 (AMC1): Entities rated AMC1 are adjudged to provide the highest
assurance on management quality. ICRA Nepal’s opinion is not a comment on statutory compliance,
financial performance or future performance of schemes managed by the Asset Management
Company.
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[ICRANP] AMC Quality 2 (AMC2): Entities rated AMC2 are adjudged to provide high assurance on
management quality. ICRA Nepal's opinion is not a comment on statutory compliance, financial
performance or future performance of schemes managed by the Asset Management Company.

[ICRANP] AMC Quality 3 (AMC3): Entities rated AMC3 are adjudged to provide adequate assurance
on management quality. ICRA Nepal’s opinion is not a comment on statutory compliance, financial
performance or future performance of schemes managed by the Asset Management Company.

[ICRANP] AMC Quality 4 (AMC4): Entities rated AMC4 are adjudged to provide inadequate
assurance on management quality. ICRA Nepal's opinion is not a comment on statutory compliance,
financial performance or future performance of schemes managed by the Asset Management
Company.

[ICRANP] AMC Quality 5 (AMCS5): Entities rated AMCS are adjudged to provide poor assurance on
management quality. ICRA Nepal's opinion is not a comment on statutory compliance, financial
performance or future performance of schemes managed by the Asset Management Company.

Note:

For the Quality Rating categories 2, 3 and 4, the sign of + (plus) may be appended to the Rating
symbols to indicate their relative better position within the Rating categories concerned.
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ICRA Nspal ratings should not be treated as recommendation to buy, sell or hold the rated debt instrumsnts. The
ICRA Nepal ratings ars subject to a process of surveillance which may lead to a revision in ratings. Flease 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 reasenable 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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Report of examination of prospective financial Infarmation of Nabil Balonced Fund If

We have enamined the projection ot Mabil Balanced Fund 1l a proposed scheme under Mabil nutual
rund for the period from ¥ear-1 o Year-10 |naccordance with Nepal Standards on Assurance
Lrgagement 1400 The examinaLicn of Prospeclive Financial Intorrmation’

The pregaration and presentation af the Projection including underlying assumprions sat oul In the
major assumption for prajection 15 the respansibility of mzragement, Our responsibility is 1o axamine
Lhe evidence supperting the assumptians and the hypothetical assumptior, Our responsibitity does nol
include verfication of projertions. Thersfore we do not vauch for the aocuracy B the same. This
projaction has bean prepared for the purpoze of launch ot third scheme under Mabil Mutual Pund  Mabil
Ralanced Fund Il . The prajection has been prepared using a set of assumptians that incheds hypothetical
assumption abaut future events and management’s aclicn that are not necessarily expected 10 ooour.
Consequently, users are caulioned that this prajection may not be appropriate for purposes other than
that describad above.

We have carried out our exsminatian at the prospective financial intarmation on a test basis based on
aur examination of the evidence supporting the assumptions, Nathing has come to our allention which
causes us to belleve that these assutrptions da nol provide reasonable basis for the grbjectian.

In wut opinion the projection is properly prepared on the basis of the assumptions as sel oul in Majar
Assumptions for Projection’ and on a consistent basis with the historical financial statement using
appropriate accounting principles. Even if the events anticipated under the hypothelical assumptions
descritivd aliove ooour, actual results are still likely to be different from the projections since ather
anticipaled evants trequently do not occur as expected and the varialion may be material.
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