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Instrument Amount (NPR. Mn) Rating Rating Action
Fund Management Quality Rating NA IRN AMC Quality 3 Assigned

Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has assigned the fund management quality rating
of IRN AMC Quality 3 [IRN Asset Management Company Quality Three]. Fund managers with this rating
are considered to have an adequate ability to achieve fund objectives.

Detailed Rationale

The fund management quality rating assigned to Global IME Capital Limited (GICL) derives strength from
parentage of Global IME Bank Limited, and IME Group especially in terms of technical and management
assistance. GICL also benefits from experience of its board of directors, fund supervisors and management
team, as well as its established track record in merchant/investment banking. The fair track record in fund
management and satisfactory fund performance of managed schemes thus far also remain a rating positive.
These rating strengths, however, are partially offset by GICL’s operations in a volatile environment and
limited avenues for investment diversification, leading to a concentrated portfolio. The rating also recognizes
the evolving nature of mutual fund industry and moderate level of interest from investors. Going forward,
GICL’s ability to continue to meet fund objectives, liquidate Global IME Samunnat Scheme-1(GIMES1) in a
timely manner while safeguarding the scheme’s NAV, and navigate the financial market amidst the volatile
operating environment while maintaining adequate risk-reward ratios will remain a key rating sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Parentage of IME Group and long track record of operations

GICL is a subsidiary of Global IME Bank Limited (GIBL), holding 75% of its share, and also acts as the fund
sponsor for the mutual funds schemes managed by GICL. The remaining shares are held by
individuals/institutions affiliated with IME Group, which has a diversified presence across multiple sectors,
including banking, insurance, remittance, hospitality, among others. Moreover, the fund sponsor’s
commitment to its subsidiary is demonstrated by sharing the brand name and providing the seed investment
in mutual fund schemes managed by GICL, which enhances the rating confidence. Additionally, GICL has a
long track record of more than a decade in the field of merchant banking and investment banking sector, which
provides an additional comfort.

Experienced Board of directors, fund supervisors and management team

GICL is managed under the overall guidance of the company’s Board of Directors (BoD), which possesses
extensive experience in management, banking and finance sectors. The current board of GICL comprises five
members and is led by Mr. Prem Raj Joshi, Chairman, who has over three decades of experience in various
governmental offices and retired as Joint Secretary of the Government of Nepal (GoN). Furthermore, the
company has appointed a team of experienced fund supervisors to provide oversight of GICL’s mutual fund
operations. The pooling of such expert resources, along with the experienced management team, remains a
positive for sound fund management practices.
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Fair track record in fund management with satisfactory fund performance

GICL has managed two close-ended mutual fund schemes so far, namely, Global IME Samunnat Scheme 1
(GIMES1) and Global IME Balance Fund 1 (GIBF1). GIMES1 was launched in March 2016 and has a tenure
of seven years, while GIBF1 was launched in July 2022 and has a tenure of ten years. As of March 10, 2023,
GIMESL has reported a NAV of NPR 9.98 per unit, and GIBF1 has reported a NAV of NPR 9.94 per unit.
The performance of GIMES1 as of March 10, 2023, is satisfactory, as reflected in the annualized return of
~11% including distributed dividends of 104% over the scheme’s tenure. The performance of GIMESI is
satisfactory with respect to the targeted rate of return for the scheme and the performance of the Benchmark
Index (NEPSE Index), which has an annualized return of ~5%, resulting in an alpha of ~6%. This is
comparable with other similarly aged schemes. However, the performance of GIBF1’s has been modest so
far, with an annualized return of ~ -3%. Nevertheless, the performance of the scheme is better with respect to
NEPSE Index, which has an annualized return of ~-9% during the same period. Going forward the ability of
the fund manager to continue navigating the stock market, attain the targeted rate of return and adopt prudent
investment practices remain a key rating sensitivities.

Regulatory support for development of mutual fund industry and financial markets

The regulatory body for the capital market has introduced new regulations and multiple reform measures in
recent years, which have supported the growth of the financial markets along with the mutual fund industry.
The planned reforms for the industry by regulatory bodies, such as participation of Non-Resident Nepalese in
the secondary market, are expected to further support the growth and maturity of the financial markets. The
mandatory regulatory allocation to mutual fund schemes in initial public offerings (IPOs), along with tax
exemption on their income, has supported the performance of these schemes. Moreover, the Budget for
FY2023 has made a provision that requires companies with capital of NPR 1 Billion or above, turnover of
NPR 5 Billion or above, or those that mobilize natural resources to be listed in the stock exchange. The entry
of established companies from the non-financial sector, especially through book building process or IPO with
premium, is likely to increase the scope of investment diversification for mutual funds beyond the banking,
insurance, and hydropower sectors. Hence, any moderation in such regulatory support would impact
incremental fund performance.

Key Rating Weaknesses

Volatile operating environment

The income and profitability of GICL and its managed schemes are closely tied to the movement of the stock
market, which has remained volatile over the years. Furthermore, the stock market is closely-linked with
macroeconomic factors, liquidity, market sentiment, interest rates on fixed income securities, along with
various other external factors that are subject to change. Additionally, the stock market is highly cyclical and
seasonal in nature, further aggravating the already volatile operating environment of GICL and its managed
schemes. Also, compared to its peers, GICL has a higher risk appetite as reflected by a higher exposure in
equity for both schemes (~90% for GIMES1 and ~79% for GIBF1 as on March 10, 2023) and a higher portfolio
beta (1 for GIMES1 and 0.36 for GIBF1) with respect to other similarly aged schemes. Moreover, the lack of
a separate risk management function remains a concern. Nevertheless, to date, the fund manager has been able
to maintain adequate risk-reward ratios! as reflected in Sharpe ratio ~1.42 and Treynor ratio ~0.07 for
GIMES1, which was slightly better in comparison with other similarly aged schemes. Given the close-ended
nature of the managed schemes and the maturity of GIMES1 on March 25, 2023, with over 90% of its exposure
in equity, the fund manager's ability to timely liquidate the scheme while safeguarding GIMES1’s NAV
remains a key rating sensitivity.

! Risk free rate based on averages of 364 days T-bill for the relevant time frame
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Limited investment diversification avenues resulting in concentrated stock portfolio

The mutual fund schemes launched so far have mostly made equity investments through the primary and
secondary markets, predominantly in banks, financial institutions and the hydro sector. Further, limited
secondary transactions for bonds, debentures and other fixed income securities have created limitations in
scope for investment and risk diversification. As a result, the equity investments of GICL’s operational
schemes have remained concentrated towards hydropower, insurance, commercial banks which represent
~49% of the stock holding for GIMES1 and ~59% of the stock holding for GIBF1 as of March 10, 2023.
Going forward, the ability of the fund manager to maintain adequate risk-reward ratios and moderation in
sectoral concentration remains crucial.

Evolving mutual fund industry with moderate attraction amongst investors

The mutual fund industry of Nepal is in its development phase with a track record of just over a decade and
represents ~1% of the Gross Domestic Products (GDP)? of Nepal. A total of 44 mutual fund schemes have
been launched till date in Nepal, with 6 schemes having liquidated after maturity. Currently, there are 32 close-
ended mutual funds and 6 open-ended mutual funds with total asset under management (AUM) of ~NPR 35
Billion. Furthermore, 2 mutual fund schemes have received approval from SEBON and are in the process of
raising NPR 2.2 Billion, while 8 other mutual fund schemes are awaiting approval from the Securities Board
of Nepal (SEBON) to raise NPR 7.4 Billion. Despite the development of the mutual fund industry, the
attraction among investors in mutual fund schemes remains moderate as reflected in the recent subscription
rates (comparatively lower) for mutual fund schemes. Additionally, the development and retention of skilled
and qualified human resources considering the current status of the industry remain challenges for
investment/merchant bankers like GICL. Nonetheless, there is still room for growth and potential to attract
more investors in mutual fund industry.

Analytical Approach: Infomerics Nepal has applied its fund management quality rating methodology as
indicated below.

Applicable Criteria:
Fund Management Quality Rating Methodology

About the Company:

Global IME Capital Limited (GICL, formerly Elite Capital Limited) is a 75% subsidiary of Global IME Bank
Limited and GICL was established in May 2008. GICL is licensed by SEBON to provide investment banking
services like mutual fund management, private placement, portfolio management and merchant banking
services like issue management, depository participant, registrar to share (RTS) and underwriting services.
GICL is the fund manager and depository for two of its close-ended scheme, i.e. GIMES1 and GIBF1.
GIMESL1 was launched in March 2016 which matured in March 25, 2023 and is in process of being liquidated.
Similarly, GIBF1 was launched in July 2022 with a tenure of ten years. The AUM of GICL was ~NPR 2.5
Billion (inclusive of GIMESL1) as on mid-March, 2023.
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2 Figure based on NRB’s report (Nominal GDP of Nepal for FY22(P) is ~NPR 4,851 Billion)
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About Infomerics Credit Rating Nepal Limited:

Infomerics Credit Rating Nepal Ltd. is Nepal’s third Credit Rating Agency licensed by the Securities Board
of Nepal (SEBON) on March, 2022. Infomerics Nepal is a subsidiary of Infomerics Valuation and Rating
Private Limited (Infomerics India) which is a SEBI registered and RBI accredited Credit Rating Agency
licensed in 2015. Infomerics Nepal aims to provide investors with objective analysis and evaluation of credit
worthiness of Banks, NBFCs, Large Corporates and Small and Medium Scale Units (SMUS) via its rating and
grading services. Thus, it is playing a key role in serving the financial markets by reducing the information
asymmetry among varied lenders and investors and facilitating borrowers/issuers to various fundraising
opportunities/avenues. Infomerics observes and maintains ethical standards in its activities. For more
information, visit https://infomericsnepal.com/
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Disclaimer: Infomerics Nepal’s Fund Management Quality Rating is not a comment on statutory compliance, financial
performance or future performance of schemes managed by the AMC. Ratings assigned by Infomerics Nepal are an
opinion on the credit risk of the issue / issuer and not a recommendation to buy, hold or sell securities. Infomerics Nepal
reserves the right to change, suspend or withdraw the credit ratings at any point in time. Ratings assigned by Infomerics
Nepal are opinions on financial statements based on information provided by the management and information obtained
from sources believed by it to be accurate and reliable. The credit quality ratings are not recommendations to sanction,
renew, disburse or recall the concerned bank facilities or to buy, sell or hold any security. We, however, do not guarantee
the accuracy, adequacy or completeness of any information, which we accepted and presumed to be free from
misstatement, whether due to error or fraud. We are not responsible for any errors or omissions or for the results obtained
from the use of such information. Most entities whose bank facilities/instruments are rated by us have paid a credit
rating fee, based on the amount and type of bank facilities/instruments. In case of partnership/proprietary
concerns/Association of Persons (AOPs), the rating assigned by Infomerics Nepal is based on the capital deployed by
the partners/proprietor/ AOPs and the financial strength of the firm at present. The rating may undergo change in case
of withdrawal of capital or the unsecured loans brought in by the partners/proprietor/ AOPs in addition to the financial
performance and other relevant factors
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