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Issuer Rating NA IRN BB (Is) Assigned

Infomerics Credit Rating Nepal Limited (Infomerics Nepal) has assigned the issuer rating of IRN BB
(Is) [Double B (Issuer)]. Issuers with this rating are considered to have the moderate risk of default
regarding timely servicing of financial obligations.

Detailed Rationale

The rating assigned to Nepal Payment Solution Limited (NPS) derives strength from its experienced
promoters and management team. The rating also factors in moderate track record of the company
operating as Payment System Operator (PSO), improving financial performance during FY23 and
FY24, good business growth prospects, given the increasing digital penetration coupled with
institutional client base.

These rating strengths are however constrained by the regulatory risks for the PSOs in addition to
the technology related risk requiring company to upgrade infrastructure in line with the developments
in technology and financial services sector. Moreover, the rating also notes the eroding tangible net
worth base of the company and high competition within the industry. Going forward, the ability of
the company to improve its operational and financial profile and its ability to improve capitalization
along with improving its profitability margins will be key rating sensitivities.

Detailed Description of Key Rating Drivers
Key Rating Strengths

Experienced promoters and management team

The company is led under the overall guidance of four-members board of directors chaired by Mr.
Gouri Raj Joshi. Mr. Joshi is an IT entrepreneur and general secretary of Non-Resident Nepali
Association (NRNA) with relevant experience in IT sector. Also, other board members have relevant
experience in the related fields. Furthermore, the board is supported by an experienced and qualified
management team across various functions of the organization.

Institutional client base and increasing albeit small scale of operations

NPS’s clientele includes institutions like banks, financial institutions, remittance companies and
payment service provider (PSP) that operate in a regulated environment alleviating credit risk to
some extent. The performance of the company has shown improvement marked by increase in total
income and transaction volume. In FY23, the company reported ~173% increase in total income,
reaching ~NPR 40 Mn from ~NPR 15 Mn in FY22. This growth continued in FY24 with a further
increase of ~52%, bringing total income to ~NPR 53 Mn. The primary drivers of this improvement
include a rise in transaction volume and an increase in the number of merchants. The volume of
transactions settled by the company grew by ~187% in FY23 compared to FY22, and by ~67% in
FY24 over FY23. The number of transactions increased from ~1.20 Mn in FY22 to ~3.46 Mn in FY23
and reached ~5.61 Mn in FY24. Furthermore, the company achieved operational breakeven in FY24,
with an EBITDA of approximately NPR 10 Mn, a notable turnaround from a negative EBITDA of ~NPR
11 Mn in FY23. Gross Cash Accruals (GCA) also showed remarkable growth, with a 415% increase in
FY24 over FY23. Despite these gains, the company continued to report net losses in FY24.
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Key Rating Weaknesses

Need to continuously upgrade IT systems

NPS enables domestic clearing and settlement, cross-border settlement and provides aggregated
payment gateway thereby playing a prominent role within Nepal’s digital payment landscape. Given
the nature of industry, it's imperative that NPS maintain cutting-edge IT infrastructure and risk
management systems. The company requires regular capex to continuously upgrade its services,
keep up with technological advancements and changes in the financial landscape also ensuring
adequate data safety.

Regulatory risk and eroding tangible net worth base

The company faces regulatory risk from the changes in Nepal Rastra Bank (NRB) regulations, which
can significantly impact its operations, financial performance and competitive position. This
uncertainty surrounding regulatory compliance may introduce complexities, increase operational
costs, and potentially hinder the company's ability to compete effectively within the market. Thus, it
is necessary for the company to closely monitor and adapt to these regulatory changes to mitigate
the adverse impacts on its business operations and maintain compliance with NRB regulations. Also,
through the regulation/ directive dated July 09, 2023, NRB has mandated the PSOs to increase the
capital base to NPR 400 Mn by the end of FY28. Thus, the timely infusion of funds will remain crucial
from the regulatory perspective as any delays may result in regulatory actions. Also, the tangible
net worth base has been eroding year-on-year on account of accumulation of losses. However, the
company has not availed any long term debt in past two years. Also, Total outside liabilities to tangible
net worth of the company stood low at 2.98x in FY24 indicating lower reliance on external funds.

High competition within the industry

The PSO sector in Nepal is highly competitive with presence of government-owned and international
PSO dominating in the market. The arrival of new players could affect the company’s market share
and profitability. However, various regulatory approvals, capital requirement and necessity of
sophisticated IT and risk management systems limits competition to some extent.

Analytical Approach: Standalone

Applicable Criteria:
Issuer Rating Methodology

About the Company:

Nepal Payment Solution Limited (NPS), incorporated on December 23, 2018, is an Automated
Clearing House (ACH) licensed and regulated by the Payment Systems Department (PSD) of Nepal
Rastra Bank (NRB) for domestic clearing and settlement. It obtained license of Payment System
Operator (PSO) from Nepal Rastra Bank (NRB) on November 05, 2019 to operate the technological,
physical, financial and human resource infrastructure for payment processing, clearing and
settlement in accordance to Payment and Settlement Act, 2075 BS and Licensing Policy 2073 BS for
Payment Related Institutions.

Financial Indicators (Standalone):

For the year ended* As on FY.21 FY.ZZ FY.23 FY.24
Audited Audited Audited | Audited
Total Operating Income (NPR Mn) 2 8 34 53
EBITDA Margin (%) Negative Negative Negative 18.68
Total Outside Liabilities/Tangible Net Worth (x) 0.15 0.23 0.19 2.98
Current Ratio (x) 4.20 4.90 5.27 1.18
Operating cycle (days) Negative Negative 18 19
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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/

Infomerics Credit Rating Nepal Limited
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Web: www.infomericsnepal.com

Disclaimer: 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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