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Summary of rated facilities 

Facility Rated Amount  Rating Action 

Issuer Rating NA [ICRANP-IR] BB; assigned 
 

Rating action 
ICRA Nepal has assigned the issuer rating of [ICRANP-IR] BB (pronounced ICRA NP issuer rating double B) to Mirmire 
Laghubitta Bittiya Sanstha Limited (MMFDB). Issuers with this rating are considered to have a moderate risk of default 
regarding the 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. 
 

Rationale 
The assigned rating factors in the company’s adequate track record in microfinance activities (since 2010) along with its 
experienced board and management profile. The rating also considers the scale up in MMFDB’s operations after the 
acquisition of two microfinance institutions (MFIs), viz. Cweda Laghubitta Bittiya Sanstha Limited (Cweda) and Nagbeli 
Laghubitta Bittiya Sanstha Limited (NBBL), in August 2020 (early FY2021). The acquisitions have helped expand the 
company’s reach across multiple new districts, which is likely to remain a positive from a geographically-balanced growth 
perspective. The rating also factors in MMFDB’s satisfactory capitalisation profile (10.25% as of mid-April 2021 against 
the minimum regulatory requirement of 8%), thereby offering a cushion to absorb any near-term credit shocks amid the 
ongoing Covid-19 pandemic. The rating also takes comfort from the company’s healthy profitability profile with a return 
on assets (RoA) of 3.84% and a return on net worth (RoNW) of ~42% in 9M FY2021, supported by healthy net interest 
margins (NIMs; 7.64%), high non-interest income (3.15%) along with the reversal of the high credit provisions created in 
FY2020.  
 
The rating is mainly constrained by the asset quality concerns of the MFI sector, given the likely impact of the pandemic 
on the repayment capacity of the marginal borrower profile. This risk is further accentuated by MMFDB’s aggressive 
credit growth trend in recent periods (annualised standalone growth of ~124% in 9M FY2021), which has lowered the 
portfolio seasoning. Rating concerns also arise from the company’s focus on high-ticket loans (average ticket size of NPR 
116,000 as of mid-April 2021), which could have higher asset quality impact. Although the 0+ days delinquencies remained 
satisfactory at ~6%, the reported non-performing loans (NPLs) remain high among peers at 2.26% as of mid-April 2021 
(0.53% as of mid-July 2019). The asset quality could witness further deterioration with the seasoning of the recent credit 
growth along with the seasoning of the portfolio added from the acquired MFIs.  
 
ICRA Nepal also notes that the regulatory changes capping the lending rates of MFIs at 15% and fees at 1.5% could impair 
the profitability profile in the event of increased borrowing cost, which currently remains low amid the comfortable 
liquidity in the banking sector. This risk is accentuated by MMFDB’s higher reliance on bank borrowings (~69% of total 
external funds; above the industry average of ~54% as of mid-January 2021). Rating concerns also arise on account of the 
fragmented MFI industry (coupled with comparatively weak regulated cooperatives), high competition, high ticket sizes 
permitted by regulations, and the lack of a fully functional credit information bureau. These factors raise concerns 
regarding the overleveraging of borrowers and the long-term asset quality of the industry. Going forward, MMFDB’s 
ability to maintain its asset quality indicators on a growing scale of operations and keep adequate capital cushions to 
absorb credit shocks will remain a key rating monitorable.  
 
 

Key rating drivers 
 

Rating strengths 
Adequate track record, experienced management and diversified borrowings – MMFDB has an adequate track record 
in the microfinance business (operating since 2010) and the senior management team remains seasoned in the sector. 



 
 

 

The company also has diversified borrowings, which are the major source of funding for credit growth. Around 69% of 
MMFDB’s total funding requirement was met through borrowings from 34 banks and financial institutions (Class A - 22, 
Class B - 6, Class C – 3 and Class D - 3), indicating access to diverse institutions for incremental funding requirements. 
However, the recent regulatory restriction in collecting recurring pension deposits could mute future deposit growth and 
further deteriorate the deposit-to-loan ratio. Going forward, the company’s ability to maintain a competitive cost of funds 
through diversified borrowings would remain a key monitoring factor. 
 
Sizeable franchise aids geographical diversification – As of mid-April 2021, MMFDB had a diverse presence in 62 districts 
of Nepal through 151 branches, reflecting a member base of approximately 109,354. The sizeable franchise base was 
partly aided by the acquisition of two other MFIs, viz. CWEDA and NBBL, operating in two different geographies of Nepal 

(CWEDA in the central districts and NBBL in the eastern regions). Though the current high portfolio concentration of ~20% 
in two districts (Morang and Jhapa) remains a concern, the company’s diversified network base and expansion plans for 
new geographies are expected to provide adequate room for geographically-balanced growth going forward. 
 
Healthy profitability profile and adequate capitalisation – After the dip in profitability in FY2020 due to the impact of 
the pandemic, the company has been able to sharply improve its return indicators in 9M FY2021 with NIMs of 7.64%, RoA 
of 3.84% and RoNW of ~42% (6.80%, 1.21% and ~12%, respectively, in FY2020). The improvement was supported by the 
addition of a sizeable portfolio through acquisitions, lower borrowing rates in the market due to excess liquidity, high 
non-interest income (3.15% for 9M FY2021, partly aided by share trading income though this avenue has dried up recently 
after revised regulations) and the reversal of the high credit provisions made in FY2020. However, MMFDB’s ability to 
maintain adequate profitability in a rising interest rate scenario, amid the lending rate cap at 15% and fee at 1.5%, remains 
to be seen.  
 
The improved profitability, along with the strong capitalisation of the acquired entities (mainly NBBL with a capital to risk 
weighted assets ratio (CRAR) of 21.47% as of mid-July 2020), has helped improve MMFDB’s CRAR to 10.25% as of mid-
April 2021 (9.54% as of mid-July 2020). This is expected to be further supported by the proposed further public offering 
(FPO) and high dividend payout restrictions for the sector.  
 

Rating challenges 
Aggressive credit growth amid difficult economic conditions raises asset quality concerns – MMFDB has sharply 
increased its credit growth in recent periods with standalone annualised growth of ~124% in 9M FY2021 against a 
compound annual growth rate (CAGR) of ~23% in the previous two fiscals. Accordingly, the average ticket size has also 
increased to ~NPR 125,000 as of mid-April 2021 (~NPR 90,000 as of mid-July 2020). Further, portfolio addition through 
recent acquisitions was sizeable compared to MMFDB’s scale of operations, with the two entities having a consolidated 
portfolio equivalent to ~49% of MMFDB’s portfolio as of mid-July 2020. Although the 0+ delinquency remains moderate 
at ~6%, the reported NPLs remain high among peers at 2.26% as of mid-April 2021 (0.53% as of mid-July 2019) due to the 
impact of the pandemic as well as the poor asset quality of one of the acquired entities viz. Cweda (NPLs of ~5% as of 
mid-July 2020).  
 
The company’s ability to maintain comfortable asset quality with portfolio seasoning (for organic as well as inorganic 
growth) while controlling fresh slippages due to the pandemic would remain crucial. The near-term asset quality of the 
MFI sector would remain dependent on the stance of the regulator in extending support to pandemic-impacted 
borrowers. However, the insurance of the loan portfolio with Deposit and Credit Guarantee Corporation (DCGC), the 
state-owned entity, provides comfort.  
 
Low penetration of credit bureaus in Nepalese MFI sector; risk of overleveraged borrowers remains high – The presence 
of several MFI players and microlending by some Class A and Class B banks as well as cooperatives in the same geography 
as MMFDB has led to stiff competition and the risk of multiple financing to MFI sector borrowers. This risk is accentuated 
by the lack of a fully operational and functional Centralised Credit Information Bureau for the MFI sector and the relatively 
weak credit profile of the borrowers in general. Coupled with the high regulatory lending ceiling, this raises concerns of 
overleveraging, which could give rise to long-term asset quality concerns.  
 



 
 

 

High regulatory risks – Regulatory risks are high for the sector as any changes in the regulations may impact the funding 
sources and interest spreads. The regulatory changes capping the lending rates of MFIs at 15% and fees at 1.5% are 
expected to strain the profitability of the entire microfinance industry, especially if the current low interest rate scenario 
reverses. Also, a high loan ceiling for MFI lending by Nepal Rastra Bank (NRB; unsecured loans of NPR 300,000 and secured 
loans of NPR 700,000 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 concerns from the standpoint of the company’s ability to absorb credit shocks. 
  
Analytical approach: For arriving at the rating, ICRA Nepal has applied its rating methodology as indicated below.  

 

Links to applicable criteria:  

Issuer Rating Methodology 
Credit Rating Methodology for Non-Banking Finance Companies 
 

Company Profile 
Mirmire Laghubitta Bittiya Sanstha Limited (MMFDB) started commercial operations as a 10-district level Class D 
microfinance institution in October 2010. Through geographical expansion, MMFDB currently has approval from the 
regulator to operate at the national level and had operations in 62 districts (out of 77 districts) as of mid-April 2021. As 
on the same date, its shareholding structure consisted of promotors (70.66%) and public (29.34%). The company’s shares 
are held by a diverse range of individuals with the largest holding by one individual at 2.37% as of mid-April 2021.  
 
MMFDB’s registered and corporate office is in Banepa, Kavrepalanchowk, Nepal. It reported a net profit of ~NPR 34 
million in FY2020 (YoY degrowth of ~52%) on an asset base of ~NPR 2,924 million as of mid-July 2020. Further, it reported 
a net profit of ~NPR 148 million in 9M FY2021 on an asset base of ~NPR 7,317 million as of mid-April 2021. As on the same 
date, MMFDB’s gross NPLs stood at 2.26% and CRAR at 10.25%.  

 

Key financial indicators 

Year ended 
Mid-July 2019 

(Audited) 

Mid-July 2020 

(Audited) 

Mid-April 2021 

(Provisional) 

Number of members  57,617   64,136   109,354  

Credit portfolio (NPR million)  2,442   2,702   6,505  

Number of borrowers  30,604   30,093   52,244  

Average ticket size (NPR)  79,796   89,796   124,508  

Number of branches  57   65   151  

Deposits (NPR million)  775   989   1,877  

Deposit-to-loan ratio 32% 37% 29% 

Gross NPLs 0.53% 2.32% 2.26% 

Operating ratios    

Yield on average loans 20.08% 17.50% 14.93% 

Cost of average interest-bearing funds 11.29% 10.47% 6.80% 

Net interest margin/ATA 7.60% 6.80% 7.64% 

Non-interest income/ ATA 3.83% 1.94% 3.15% 

Operating expenses / ATA 5.63% 4.88% 5.72% 

Credit provision and write-offs /ATA 1.23% 2.16% -0.41% 

Return on ATA 3.22% 1.21% 3.84% 

Return on average net worth 35.41% 12.45% 41.71% 

Capitalisation ratios    

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-April 2021 

(Provisional) 

Capital adequacy ratio 9.30% 9.54% 10.25% 

Gearing [(deposits+ borrowing)/net worth]; times 9.23 8.88 9.31 

Borrowing/net worth (times) 6.30 5.45 6.45 
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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.  
 

For more information, visit www.icranepal.com   
 

ICRA Nepal Limited 

Sunrise Bizz Park, 6th Floor, Dillibazar, Kathmandu, Nepal. 

Phone: + 977 1 4419910/20 

Email: info@icranepal.com 

Web: www.icranepal.com 
 

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 Nepal ratings outstanding. All information 

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

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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