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

Manakamana Smart Laghubitta Bittiya Sanstha Limited (MSLBSL). Issuers with this rating are considered to have moderate 

risk of default regarding timely servicing of financial obligations. The rating is only an opinion on the general 

creditworthiness of the rated entity and not specific to any debt instrument. The sign of + (plus) or – (minus) appended to 

the rating symbol indicates their relative position within the rating categories concerned. 
 

Rationale 
The assigned rating factors in MSLBSL’s adequate capitalisation profile (12.3% as of mid-January 2021 against the 

regulatory minimum requirement of 8%), which is expected to improve after the proposed initial public offer (IPO) 

(assuming full subscription). This is likely to improve the company’s ability to withstand credit shocks in the post-pandemic 

period. The rating also considers its adequate branch network, despite its short operational history (26 branches in seven 

districts of Province 5, the licensed area of operation). This coupled with further branch expansion plans (10 new branches 

to start operations shortly) is likely to increase the customer base and support diversified business growth. The adequate 

credit insurance mechanism to cushion credit shocks also remains a rating positive and partly offsets the risk arising from 

the company’s relatively moderate asset quality indicators. Further, a large below-the-poverty-line population in Nepal, 

the target group for microfinance institutions (MFIs), and experienced management team remain rating positives. 

 

Nonetheless, the rating is constrained by the company’s limited track record of operations along with the higher average 

ticket size in the initial cycles of lending among the peers (~NPR 102,000 on outstanding loans as of mid-January 2021). 

Though the high ticket size is within the regulatory permissible limits, presence of a large number of players operating in 

microfinance segment and absence of robust credit information bureau for MFIs raise concerns of overleveraging by 

borrowers. These could give rise to asset quality concerns in future. The company’s non-performing loans (NPLs) remain 

high (3.79% as of mid-January 2021) despite its limited track record (approximately three years), which along with the high 

delinquencies (30+ days overdue of ~17%, including NPLs as on mid-January 2021), remains a rating concern. ICRA Nepal 

also notes the regulatory changes capping the MFI’s lending rate at 15% and fees at 1.5% for FY2021. This could impair the 

company’s profitability profile in the event of increased borrowing cost, which currently remains low because of 

comfortable liquidity in the banking sector. The company currently has a relatively low deposit-to-loan ratio, the recent 

regulatory restriction in collecting recurring pension deposits could further mute the future deposit growth and increase 

the MFI’s reliance on other borrowings.  

 

Going forward, MSLBSL’s ability to scale up its operation with commensurate control mechanism and improve asset 

quality indicators will have a bearing on its profitability and overall financial profile. The company’s ability to build 

adequate capital cushion to withstand probable credit shocks will also remain a key rating sensitivity.  

 

Credit strengths 
Adequate capitalisation profile – The company’s capitalisation ratio (capital to risk weighted assets ratio; CRAR) of 12.3% 

as of mid-January 2021 remains adequate against the 8% regulatory minimum. Proceeds from the proposed IPO are 

expected to further improve the capitalisation profile (assuming full subscription). MSLBSL’s gearing remains moderate at 



 
 

~7 times as on mid-January 2021, much lower than the regulatory maximum of 30 times. Gearing is expected to further 

improve with capitalisation of the proposed IPO.  
 

Credit growth supported by branch expansion and merger – MSLBSL’s credit portfolio registered annualised growth of 

~60% in H1 FY2021 to reach NPR 857 million as of mid-January 2021. This was aided by rapid branch expansion, increasing 

ticket size as well as merger with 10-district level MFIs (erstwhile Smart Laghubitta Bittiya Sanstha) in July 2020. MSLBSL’s 

average ticket size of ~NPR 102,000 as of mid-January 2021 is relatively higher among peers and hence remains a rating 

concern, given the company’s short track record, largely unsecured loans (non-collateral loans of ~82% as of mid-January 

2021) and marginal borrower profile. The recent regulatory restrictions prohibiting MFIs from extending both collateral 

and non-collateral loans to a same borrower might hinder the growth plans going forward. The company’s ability to scale-

up its operations while maintaining healthy asset quality would remain critical for business sustainability and profitability. 
 

Adequate presence in target geography and experienced management team – The company is present in seven districts 

of Province 5, Nepal with 26 branches and a member base of approximately 18,000 as of mid-January 2021. The company 

is in process of starting operations through 10 new branches reaching a total of nine districts, out of its 12 licensed 

operating districts. Adequate penetration in the target geography of the company is expected to aid in gaining operational 

efficiency going forward. Also, presence of experienced senior management provides comfort. 
 

 

Credit Challenges 
Limited track record of operation – The company started operations from February 2018 as a 10-district level MFI and was 

later upgraded to province level post the merger with the then Smart Laghubitta Bittiya Sanstha Limited (merged 

operations from July 26, 2020). The company’s limited track record, its relatively unseasoned borrower profile as well as 

untested underwriting norms and control practices remain rating concerns.  

 

Moderate asset quality – MSLBSL’s asset quality remains moderate with gross NPLs of 3.79% as of mid-January 2021 and 

30+ days overdue of ~17% (including NPLs). Future asset quality and solvency concerns also emanate from the company’s 

high credit growth and relatively higher average ticket size of loans. Further, the marginal profile of borrowers, who are 

prone to income shocks and have limited ability to repay overdue amounts in case of missed instalments as well as the 

potential high loss in case of default, given the unsecured nature of credit, are credit negatives. However, this risk is partly 

mitigated by the adequate insurance provision against the loan defaults from Deposit and Credit Guarantee Corporation 

(DCGC; ~78% of credit insured as of mid-January 2021). DCGC covers ~75% of the outstanding loans, including interest in 

the event of default for over two years. Additionally, MSLBSL secures its credit against the death of the borrower through 

term life insurance arrangements. These mechanisms provide fallback option for the company in the event of slippages. 

Nonetheless, its ability to improve asset quality indicators controlling fresh slippage while increasing its scale of operations 

would remain key monitorables. 

 

Profitability profile subdued by limited economies of scale and lending rate ceiling – The regulator has capped the 

lending rate of MFIs at 15% and fees at 1.5%, scrapping the erstwhile interest rate spread cap of 9%. Although the current 

profitability of MFIs in general is benefitted by lower borrowing cost, the provision of lending rate cap could erode the 

profitability in the event of higher borrowing cost and higher operating expenses, typical to retail MFIs like MSLBSL. 

Profitability for FY2020 remained subdued on account of high credit costs amid deterioration in asset quality profile. The 

company reported return on equity (RoE) of 0.55% in FY2020 (on an aggregate basis, including the merged entity), which 

improved sharply to ~40% in H1 FY2021 (return on assets (RoA) of 4.97% in H1 FY2021). The improvement in H1 FY2021 

was largely supported by the recent reduction in cost of funds, healthy non-interest income, improved operating efficiency 

and lowering of credit costs.  

 

Low penetration of credit bureau in Nepalese MFI sector – A large number of MFI players and micro lending by some 

class-A and class-B banks as well as cooperatives in the same geography has led to stiff competition and risk of multiple 



 
 

financing to MFI borrowers. This risk is accentuated by the lack of fully operational and functional Centralized Credit 

Information Bureau for the MFI sector. Coupled with a high regulatory lending celling, this raises concerns of 

overleveraging and assets quality. 
 

Low share of deposits in funding mix – MSLBSL maintains a lower-than-industry average deposit-to-loan ratio, given its 

short track record. Therefore, its funding profile is more dependent on bank borrowings. As of mid-January 2021, bank 

borrowing accounted for ~61% of total interest-bearing liabilities, with the remaining 39% comprising member’s deposit 

(compared to ~47% for the industry). Recurring deposits comprise ~39% share of the total deposits, which carry slightly 

higher rate of interest. Recent regulatory restrictions on collecting recurring deposits from members might impact the 

growth of deposits, going forward. Although the increased share of bank borrowings could lead to a lower cost of fund 

during the period of comfortable banking sector liquidity, it could also result in a less stable funding profile. Furthermore, 

the profitability might get eroded in the event of higher interest rate environment in the banking industry. The company 

has availed loans from 11 banks and financial institutions (BFIs), including five class-A banks, with a sound fund 

mobilisation ratio (credit/total available fund of 97% as of mid-January 2021). 
 

Regulatory risk – Regulatory risks remain high for the sector as any change in regulations may impact funding sources and 

interest spreads. Also, a high loan ceiling for MFI lending by NRB (NPR 300,000 for new borrowers) might lead to 

aggressive growth and affect the industry’s asset quality. Low regulatory capital requirements (8%) and higher permissible 

gearing levels (30 times), despite lending to risky segments, remain a concern 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 
 

Company Profile 
Incorporated in January 2018, as Manakamana Laghubitta Bittiya Sanstha Limited, the company started its operation from 

February 2018 as a licenced 10-district level class D microfinance institution. Later, the company merged with Smart 

Laghubitta Bittiya Sanstha and started joint operations from July 26, 2020 as a province level (licenced to operate in 

Province 5) regional MFI in the name of Manakama Smart Laghubitta Bittiya Sanstha Ltd (MSLBSL). MSLBSL is promoted by 

69 individual promoters engaged in different professions. Mr. Dev Singh Bista is the Chief Executive Officer of the 

company. The registered and corporate office of MSLBSL is in Siddharthanagar-5 Rupandehi, Nepal.  

 

MSLBSL reported1 a net profit of ~NPR 0.5 million in FY2020 over an asset base of ~NPR 687 million as of mid-July 2020 

against a net profit of ~NPR 4.4 million in FY2019 over an asset base of ~NPR 620 million as of mid-Jul-2019. Further, it 

reported profit after tax of ~NPR 20 million in H1 FY2021 over as asset base of ~NPR 901 million as of mid-January 2021. 

MSLBSL’s gross NPLs stood at 3.79% and CRAR of 12.30% as of mid-January 2021. On the technology front, MSLBSL uses 

Uranus Tech software, which is centralised across all its branches. 

 

Key financial indicators 

Year Ended  
Mid-July 2019 

(Audited)* 
Mid-July 2020 

(Audited)* 
Mid-January 2021 

(Provisional) 

Credit portfolio (NPR million) 591 658 857 

No. of borrowers  8,546 9,052 8,431 

Avg. ticket size (NPR) 69,109 72,728 101,666 

No of branches 23 25 26 

 
1 Combined figures taken for the periods/ dates prior to merger. 

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


 
 

Year Ended  
Mid-July 2019 

(Audited)* 
Mid-July 2020 

(Audited)* 
Mid-January 2021 

(Provisional) 

Deposits (NPR million) 174 246 302 

Deposit to loan ratio 30% 37% 35% 

Gross NPLs 0.51% 4.29% 3.79% 

Operating ratios    

Yield on Average Loans 17.49% 17.16% 15.50% 

Cost of Avg. Int. Bearing Funds 10.85% 10.01% 6.50% 

Net Interest Margin/ATA 7.26% 7.62% 8.81% 

Non- interest income/ ATA 3.88% 1.93% 3.64% 

Operating expenses / ATA 8.86% 7.06% 6.59% 

Credit Prov. & Write-offs /ATA 0.93% 2.14% 0.89% 

PAT/ATA 1.14% 0.07% 4.97% 

PAT/Average Net worth 6.74% 0.55% 39.69% 

Capitalisation ratios    

Capital adequacy ratio 14.47% 13.17% 12.30% 

Gearing [(deposits+ borrowing)/ net-worth] times 6.05 6.76 7.00 

Borrowing/ net worth (times) 4.05 3.96 4.29 

*Combined figures of erstwhile two companies. 
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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 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.  
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