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RATING RATIONALE
The ratings of Pakistan Microfinance Investment Company Limited (PMIC) take into account implicit support of the three
sponsors, Pakistan Poverty Alleviation Fund (PPAF), Karandaaz Pakistan — funded by UK’s Department for International
Development (DFID) — and the KfW Development Bank, a German government-owned development bank. Considering the
vital role of microfinance sector in Pakistan in enhancing financial inclusion, PMIC was established to build on the work
undertaken by PPAF with lending operations of PPAF spun-off into PMIC. Licensed as a Non-Banking Financial Company by
SECP, PMIC can attract funding from diversified sources and leverage its capital to enhance the scale of its impact. In addition
to meeting the liquidity needs of the sector, which requires USD 3 bln to reach a target of 10 mln active clients by the year 2020,
PMIC has also introduced Microfinance Plus services which contribute to its mission of providing broad-based services to its
clients. Including the 20 MFIs, registered as NBMFIs under the SECP rules, and 11 MFBs currently licensed by SBP, PMIC’s
target market currently comprises 31 institutions. PMIC had a lending portfolio of ~ PKR 5.4bln disbursed among ~12
microfinance institutions as of Aug’17. Concentration of the portfolio would remain a key concern for credit management. The
strong equity base (Aug’17: ~PKR 5.9bln) provides comfort to the assigned ratings. In addition to capital contribution from the
sponsors, PMIC also has subordinate loans available from them, which reflects the sponsors’ commitment to the institution’s
mission. Over the next 4 years, PMIC plans to expand its micro-finance lending portfolio to ~PKR 40 bln, with a fund base of ~
PKR 45bln, including equity and tier-2 capital of ~PKR 22bln. The board has been able to engage a management team of
experienced professionals for the successful execution of the strategy, who have had lengthy association with the micro-finance
sector in general and PPAF in particular.
The performance of the company will be monitored vis-à-vis the planned goals. With expansion of the lending portfolio, the
company’s ability to sustain the credit quality will also be tracked; use of rigorous control mechanism remains central to the
company’s performance and hence the ratings. Given the initial stage of operations, stability of the management team is integral
for realization of business strategy.
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PAKISTAN MICROFINANCE INVESTMENT COMPANY (PMIC)
PROFILE
2016
Incorporated
Major business lines
Legal status
Head Office
OWNERSHIP

 Provide funding (and other services)
to microfinance providers, to promote
financial inclusion in Pakistan and
contribute to the sector’s development.
Un-Listed
Islamabad

INDUSTRY SNAPSHOT





MF sector crossed PKR 171 bln in loan portfolio with 5.2 mln
borrowers as of Jun'17. Plans are to reach 10 mln borrowers by
2020, which requires ~PKR 300bln additional funding
PMIC's target market currently comprises 20 MFIs, registered as
NBMFIs with SECP, and 11 MFBs currently licensed by SBP
The microfinance sector borrowing was ~PKR 54.7bln as of
Dec'16; PMIC's lending book was ~PKR 5.4bln as of Aug'17
STRONG



Created by the Pakistan Poverty Alleviation Fund (PPAF) (49%) and Karandaaz Pakistan (38%) - funded by UK's Department for
International Development (DFID) - and the KfW Development Bank (13%), a German government-owned development bank
 PPAF, in turn, is facilitated by support from the Government of Pakistan, The World Bank, International Fund for Agricultural Development
(IFAD), KfW and other statutory and corporate donors. The lending operations of PPAF were spun-off into PMIC, that is monitoring PPAF's
portfolio for a service fee during the transition, in addition to building its own lending operations
 Karandaaz Pakistan, established in August 2014, is supported by International development finance institutions, UK Department for
International Development (UKAid) and the Bill & Melinda Gates Foundation
 KfW Development Bank is a German government-owned development bank, based in Frankfurt
GOVERNANCE
GOOD



Seven members board, including two representatives of PPAF, one each of Kfw and Karandaaz and two Independent directors
Board Chairman is Mr. Zubyr Soomro, a leading banker, carrying more than 36 years of experience in senior positions spread across various
jurisdictions
 Board members carry vast experience in diversified sectors, providing adequate oversight to the company's operations
 Board has three sub-committees; i) Audit, ii) Human Resource and Remuneration and iii) Risk Committee, enabling effective oversight
 In-house Internal audit department developed and M/s KPMG Taseer Hadi & Co serves as external auditors
MANAGEMENT
GOOD



Well-defined organizational structure, with four major department heads reporting to CEO
Mr. Yasir Ashfaq, CEO of the company, carries an overall experience of more than 20 years at senior level positions. He previously served as
the Group Head Financial Services Group at PPAF
 Key management personnel are qualified having diversified experience. Some of the senior management team members have had lengthy
association with the micro-finance sector in general and PPAF in particular, which has provided stability to the organization. Given the initial
stage of the company itself, continued stability and performance of the management team is integral for realization of business strategy
 Three management committees, i) Asset and Liability (ALCO), ii) Management Committee (MANCOM), and iii) Risk Committee, in place.
Performance monitored and evaluated through periodic reports
RISK MANAGEMENT
GOOD





Risk policies implemented in-line with the requirements of the SBP and SECP including criteria to measure, monitor and mitigate risk factors
Cautious approach for lending with a multi-stage approval process. Internal Risk Rating System in place with ~40 indicators
Considering risk profile and characteristics shared by the industry participants, it is classified into 6 categories; 2 for MFBs and 6 for MFIs
Net lending to financial institutions amounts to total PKR 5.3 bln as at end-Aug'17. Exposures have been taken in line with Board approved
policy for the institution's risk appetite, high concentration risk is emanating from 80% of lending portfolio deployed with five major
institutions.
 Treasury will operate as a profit center, maintaining a portfolio of PKR 2-3bln. Funds would largely be invested in Commercial Banks rated
"AAA" or in "AA" category and PIBs, and T-Bills
PERFORMANCE
GOOD



Growing business led revenue to reach PKR 250mln in half year ended Jun'17 from only PKR 17mln in period ended Dec'16
Service fee for handling PPAF's portfolio accounted for ~25% of gross revenues in half year ended Jun'17; this source of income is gradually
being replaced by revenues on PMIC's own portfolio which the management has continued to build
 As PMIC is in start-up phase, administrative expenses are on the higher end (cost to revenue ratio of 47% for half year ended Jun'17).
However, net income of PKR 64mln generated in half year ended Jun'17 relative to a loss of PKR 67mln in period ended Dec'16.
 Going forward, other operating income is expected to increase, providing additional cushion to bottom-line. PMIC plans to expand its portfolio
to ~PKR 40bln by 2020
 A comprehensive business plan for 2017-2020 has been approved, entailing detailed timeline for rollout of planned initiatives
FINANCIAL RISK
GOOD




Liquid assets (Jun17: PKR 3.4bln) provide comfortable cushion to the borrowings. With expansion in funding base, maintaining liquidity level
remains central. Company intends to maintain 9-10% of its funds (equity plus borrowings) in liquid assets at all time.
PMIC has available to it subordinate loans from sponsors, (PPAF: ~PKR 11.8bln, DFID / Karandaaz: ~ GBP 25 mln). As funding requirement
increases, other commercial sources of funding will also be explored, including from commercial banks and Term Finance Certificate
Current equity stands at PKR 5.9bln; the subordinate loan from PPAF (up to PKR 11.8bln) will contribute to Tier II capital. Internal capital
generation is expected to improve as the business expands

The Pakistan Credit Rating Agency Limited
Pakistan Microfinance Investment Company Limited
BALANCE SHEET
Assets
Lending to Financial Institutions
1. Microfinance Institutions
2. Repurchase Agreement Lendings (Reverse REPO)
3. Others
Other Earning Assets
Fixed Assets
Non-Earning Assets
1. Cash and Bank Balances
2. Non-Performing Advances
3. Others

Borrowings
Other Liabilities (Non-Interest Bearing)

30-Jun-17
6M

Development
Financial Institution
PKR mln
Aug'16-Dec'16
5M

31-Mar-17
3M

4,159
997
5,156

1,350
3,295
4,645

3,260
3,260

2,326

1,010

2,350

26

11

3

104
126

122
82

257
35

7,737

5,870

5,905

1,818

-

-

39

14

88

Equity

5,881

5,856

5,817

Total Liabilities & Equity

7,737

5,870

5,905

245
7
252

116
2
118

17
17
34

(118)

(48)

(100)

Pre-provision Profit

133

70

(66)

Provisions

(42)

(14)

Pre-tax Profit

91

57

(66)

Net Income

64

40

(67)

INCOME STATEMENT
Net Interest / Mark Up Revenue
Other Operating Income/Loss
Total Revenue
Administrative and General Expenses

Ratio Analysis
Performance
Cost-to-Total Revenue
ROE
NIMR (Net Interest/Mark-up Revenue) / Total Assets
Liquidity & Funding
Liquid Assets / Deposits and Borrowings
Finances / Total Assets
Capital
Equity / Total Assets
Capital formation rate [Net Profit-dividends / Opening Equity] * 100
Pakistan Microfinance Investment Company Limited
Oct-17

-

47.0%
2.2%
3.2%

40.5%
2.7%
2.0%

295.8%
-1.2%
0.3%

188.5%
66.1%

78.9%

55.2%

76.0%
1.1%

99.8%
0.7%

98.5%
-1.1%
www.pacra.com
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CREDIT RATING
SCALE & DEFINITIONS

Credit rating reflects forward-looking opinion on credit worthiness of underlying entity or instrument; more specifically it covers
relative ability to honor financial obligations. The primary factor being captured on the rating scale is relative likelihood of default.

LONG TERM RATINGS
AAA Highest credit quality. Lowest expectation of credit risk.
AA+
AA

AAA+
A

A-

SHORT TERM RATINGS

Indicate exceptionally strong capacity for timely payment of financial
commitments.

Very high credit quality. Very low expectation of credit risk.
Indicate very strong capacity for timely payment of financial commitments.
This capacity is not significantly vulnerable to foreseeable events.
High credit quality. Low expectation of credit risk.
The capacity for timely payment of financial commitments is considered
strong. This capacity may, nevertheless, be vulnerable to changes in
circumstances or in economic conditions.

BBB+ Good credit quality. Currently a low expectation of credit risk.
BBB

BBBBB+

BB

BBB+

B

BCCC

CC
C

D

The capacity for timely payment of financial commitments is considered
adequate, but adverse changes in circumstances and in economic conditions
are more likely to impair this capacity.

Moderate risk. Possibility of credit risk developing.
There is a possibility of credit risk developing, particularly as a result of
adverse economic or business changes over time; however, business or
financial alternatives may be available to allow financial commitments to be
met.
High credit risk.
A limited margin of safety remains against credit risk. Financial commitments
are currently being met; however, capacity for continued payment is
contingent upon a sustained, favorable business and economic environment.
Very high credit risk. Substantial credit risk
“CCC” Default is a real possibility. Capacity for meeting financial
commitments is solely reliant upon sustained, favorable business or economic
developments. “CC” Rating indicates that default of some kind appears
probable. “C” Ratings signal imminent default.

A1+: The highest capacity for timely
repayment.

A1:.

A strong capacity for timely
repayment.

A2: A satisfactory capacity for timely
repayment. This may be susceptible to
adverse
changes
in
business,
economic, or financial conditions.

A3: An adequate capacity for timely

repayment.
Such capacity is
susceptible to adverse changes in
business, economic, or financial
conditions.

B:

The capacity for timely
repayment is more susceptible to
adverse
changes
in
business,
economic, or financial conditions.

C: An inadequate capacity to ensure
timely repayment.

Obligations are currently in default.

Outlook (Stable, Positive, Negative,
Developing)

Indicates the potential and direction of a
rating over the intermediate term in
response to trends in economic and/or
fundamental business/financial conditions.
It is not necessarily a precursor to a rating
change. ‘Stable’ outlook means a rating is
not likely to change. ‘Positive’ means it
may be raised. ‘Negative’ means it may be
lowered. Where the trends have
conflicting elements, the outlook may be
described as ‘Developing’.

Rating Watch

Alerts to the possibility of a rating
change subsequent to, or in
anticipation of, a) some material
identifiable event and/or b) deviation
from expected trend. But it does not
mean that a rating change is
inevitable. A watch should be
resolved within foreseeable future,
but may continue if underlying
circumstances are not settled. Rating
Watch may accompany Outlook of
the respective opinion.

Suspension

It is not possible to
update an opinion due
to lack of requisite
information. Opinion
should be resumed in
foreseeable
future.
However, if this does
not happen within six
(6) months, the rating
should be considered
withdrawn.

Withdrawn

A rating is withdrawn on a)
termination
of
rating
mandate, b) cessation of
underlying entity, c) the debt
instrument is redeemed, d)
the rating remains suspended
for six months, e) the
entity/issuer defaults., or/and
f)
PACRA
finds
it
impractical to surveill the
opinion due to lack of
requisite information

Disclaimer: PACRA's ratings are an assessment of the credit standing of entities/issue in Pakistan. They do not take into account the potential transfer /
convertibility risk that may exist for foreign currency creditors. PACRA's opinion is not a recommendation to purchase, sell or hold a security, in as much
as it does not comment on the security’s market price or suitability for a particular investor.

Regulatory and Supplementary Disclosure

Name of Issuer
Sector
Type of Relationship

Pakistan Microfinance Investment Company Limited
Microfinance
Solicited

Purpose of the Rating

Independent Risk Assessment

Rating History

Dissemination
Date
24-Oct-17

Long Term

Short Term

Outlook

Action

AA

A1+

Stable

Initial

Related Criteria and Research
Rating Methodology

Methodology | Non-Banking Finance Companies (Jan 17)
Methodology | MicroFinance Institutions (Jun 17)
Methodology | Bank Rating (Jun 17)

Sector Research

Sector Study | DFIs | Oct-17

Rating Analysts

Mahina Majid
mahina.majid@pacra.com
(92-42-35869504)

Rating Team Statement

Rating Procedure
Rating is an opinion on relative credit worthiness of an entity or debt instrument. It does not constitute recommendation to buy, hold or sell any security. The rating team for
this assignment does not have any beneficial interest, direct or indirect in the rated entity/instrument.

Disclaimer

Rating Shopping
PACRA maintains principle of integrity in seeking rating business.
PACRA has used due care in preparation of this document. Our information has been obtained directly from the underlying entity and public sources we consider to be reliable
but its accuracy or completeness is not guaranteed. PACRA shall owe no liability whatsoever to any loss or damage caused by or resulting from any error in such information.
Conflict of Interest
PACRA, the analysts involved in the rating process, and members of its rating committee do not have any conflict of interest relating to the credit rating done by them
The analysts involved in the rating process do not have any interest in a credit rating or any of its family members has any such interest
The analysts and members of the rating committees including the external members have disclosed all the conflict of interest, including those of their family members, if any, to
the Compliance Officer PACRA
The analysts or any of its family members do not buy or sell or engage in any transaction in any security which falls in the analyst's area of primary analytical responsibility. This
is, however, not applicable on investment in securities through collective investment schemes. PACRA has established appropriate policies governing investments and trading in
securities by its employees
PACRA may provide consultancy/advisory services or other services to any of its clients or to any of its clients' associated companies and associated undertakings that is being
rated or has been rated by it. In such cases, PACRA has adequate mechanism in place ensuring that provision of such services does not lead to a conflict of interest situation
with its rating activities
PACRA receives compensation from the entity being rated or any third party for the rating services it offers. The receipt of this compensation has no influence on PACRA's
opinions or other analytical processes. In all instances, PACRA is committed to preserving the objectivity, integrity and independence of its ratings. Our relationship is governed
by two distinct mandates i) rating mandate - signed with the entity being rated or issuer of the debt instrument, and ii) fee mandate - signed with the payer, which can be
different from the entity
PACRA ensures that the credit rating assigned to an entity or instrument should not be affected by the existence of a business relationship between PACRA and the entity or any
other party, or the non-existence of such a relationship
Surveillance
PACRA monitors all the outstanding ratings continuously and any potential change therein due to any event associated with the rated entity/ issuer, the security arrangement,
the industry etc, is disseminated to the market, in a timely and effective manner, after appropriate consultation with the entity/issuer
PACRA reviews all the outstanding ratings on annual basis or as and when required by any stakeholder (including creditor) or upon the occurrence of such an event which
requires to do so
PACRA initiates immediate review of the outstanding rating(s) upon becoming aware of any information that may be reasonable be expected to result in any change (including
downgrade) in the rating
Reporting of Misconduct
PACRA has framed and implemented whistle-blower policy encouraging all employees to intimate the compliance officer any unethical practice or misconduct relating to the
credit rating by another employees of the company that came to his/her knowledge. The Compliance Officer reports to the BoD and SECP
Confidentiality
PACRA has framed a confidentiality policy to prevent abuse of the non-public information by its employees and other persons involved in the rating process, sharing and
dissemination of the non-public information by such persons to outside parties
Where feasible and appropriate, prior to issuing or revising a rating, PACRA informs the issuer of the critical information and principal considerations upon which a rating will
be based and provide the opportunity to clarify any likely factual misperception or other matter that PACRA would wish to be made aware of in order to produce a fair rating.
PACRA duly evaluates the response. Where in a particular circumstance PACRA has not informed the entity/issuer prior to issuing or revising a rating, it informs the
entity/issuer as soon as practical thereafter
Prohibition
None of the information in this document may be copied or otherwise reproduced, stored or disseminated in whole or in part in any form or by any means whatsoever by any
person without PACRA’s written consent. PACRA reports and ratings constitute opinions, not recommendations to buy or to sell

Probability of Default (PD)

PACRA's Rating Scale reflects the expectation of credit risk. The highest rating has the lowest relative likelihood of default (i.e, probability). PACRA's transition studies capture
the historical performance behavior of a specific rating notch. Transition behavior of the assigned rating can be obtained from PACRA's Transition Study available at our
website. (www.pacra.com). However, actual transition of rating may not follow the pattern observed in the past
www.pacra.com

