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Executive Summary 
 
To promote MHP in rural areas, Government of Nepal through Alternative Energy Promotion Centre (AEPC) 

has been providing technical support and subsidy. The percentage of subsidy is higher in remote areas 

where transportation of goods and materials are difficult and expensive. Local equity participation for MHP 

is mandatory to access subsidy from AEPC. However, due to high incidence of poverty in remote areas, local 

people do face difficulties in managing cash for equity contribution. Thus, credit support is inevitably 

required. The AEPC with support from Renewable Energy for Rural Livelihoods Program (RERL) and Centre 

for Renewable Energy Fund (CREF) is trying to mobilize financial institutions in providing credit facility for 

MHP installation. Two commercial banks provided loan to install 26 MHPs, but loan recovery performance 

was unfortunately below satisfactory level. AEPC is hence looking for alternative means for credit delivery 

through Local Financial Institutions (LFIs). This study was therefore undertaken with the key objective of 

developing a viable and sustainable business model for financing community-based MHPs by using network 

and strength of LFIs. 

To conduct the study, desk review, individual interviews and focus group discussion were held. Both primary 

and secondary information were used for the assessment purpose. MHP sites in Myagdi and Baglung 

districts were visited in May-June 2017. The key findings from the study were:  i) unlike bank financed loans, 

performance of loan recovery from LFI was satisfactory, ii) LFIs had no specific MHP loan product to offer, iii) 

lack of awareness at both MHP management and the community at large was the key hindrance for 

successful operation of MHP, iv) linking solely tariff income for loan repayment was found to be  ineffective, 

v) insurance for MHP is a must but was not working to satisfactory level, vi) current regulatory provisions do 

not hinder MHP financing through banks and LFIs, vii) management capacity of the Management Committee 

(MC) of MHP is poor and seriously affecting sustainable operation of MHPs, viii) institutionalization of MHP is 

lacking with  multiple flaws, ix)  MHPs by nature possess high risks and as a result leading to non-functioning 

stage thereby resulting into loan default situation, x) provision of loan guarantee mechanism to increase 

credit support through banks is found to be not  functioning effectively.   

Based on the findings, recommendations are made to promote MHP financing. The key recommendations 
are: 

 To boost confidence level of banks and financial institutions (BFIs)1 it will be necessary to address their 
risks and costs. Under project financing modality management committee was made responsible for 
loan repayment but it did not work effectively. Thus apart from project collateral personal collateral 
from management committee  members is also required to make them accountable for timely 
repayment 

 Financing MHP through LFI should be mainly for equity participation from beneficiary households. 
However, suitable loan product to be designed and costs of operation of LFI to be covered through 
deficit financing modality. If further loan required beyond equity contribution then it can be offered to 
MHP management but with additional collateral from management committee members as mentioned 
above 

 BFIs do not have presence in local area for regular follow up thus they have to rely fully on 
management committee of the MHP concerned. But loan recovery performance was far below 
satisfactory level. Therefore, outsourcing such role to some external party will help better ensure timely 
loan collection 

 End use diversification is crucial to increase tariff income thereby contributing to timely loan 
repayment. But due to lack of awareness among the MHP beneficiaries it is not happening. Thus 
provision for financial/ business literacy to them will be helpful 

                                                           
1
 Unless otherwise stated BFIs in this report refers specifically to commercial and development banks. 
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 Insurance plays vital role in mitigating risks, it is therefore recommended that provision for 
comprehensive insurance mechanism be made to cover not only MHP but staff and loan clients as well  

 Lack of awareness among the community and MHP management is the most critical issue hindering 
successful operation of the MHP. It is therefore recommended that social mobilization activities be 
undertaken mainly for bringing awareness on importance and need for equity contribution, 
institutionalization of MHP, tariff management, and end use diversification. To make the social 
mobilization effective, outsourcing the activity to some expert organization is recommended 

 To run the MHP sustainably, it is important to give it a legal status. Therefore, it is recommended that 
institutionalization process (company or cooperative model) be initiated right from the beginning with 
the consent of the community during social mobilization. Different capacity building support will 
certainly be needed for institutional development. It is also recommended that delivery of approved 
subsidy be strictly linked to the progress made  on institutional development process of MHP 
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1 Background 
 
Nepal's economic growth has been hampered by a variety of factors including its landlocked geographical 
setting, persistent power shortage, underdeveloped transportation infrastructure, prone to natural disaster 
and a lack of political consensus since 2006. These factors have ultimately contributed to less government 
expenditure thereby resulting into less economic development. Situated between the two fast growing 
economies - China and India - Nepal has great potential for its social and economic development if 
conducive environment is created for investment from both domestic and foreign investors. Growing areas 
of interest for foreign investment include hydropower, tourism, agriculture and forestry. Because of 
availability of several small and big rivers in Nepal, there is great potential for Micro Hydropower Project 
(MHP)2 in different parts of the country especially in hill and mountain regions where national grid is less 
likely to reach in next 5-10 years.  
 
The Alternative Energy Promotion Centre (AEPC), a government institution, is actively involved in developing 
and promoting renewable/alternative energy technologies in Nepal. To further help promote renewable 
energy technologies (RETs), executed by AEPC Renewable Energy for Rural Livelihood (RERL) programme 
funded by United Nations Development Programme/Global Environment Facility (UNDP/GEF) is under 
implementation since July 2014. RERL particularly supports for scaling up of less disseminated larger RETs 
such as mini hydro, micro hydro3 and large scale solar Photo Voltaic (PV) system. Under the broader 
umbrella of AEPC, the Central Renewable Energy Fund (CREF) has been established with financial 
intermediation role to promote RE sector through effective delivery of subsidies and credit facilities. Besides, 
the United Nations Capital Development Fund (UNCDF) has been implementing CleanStart Programme that 
focuses on improving access to modern energy and contribute to the reduction of greenhouse gas emissions 
by assisting poor households and micro -entrepreneurs to obtain access to sustainable low-cost, clean 
energy solutions through microfinance services.  
 
The AEPC has been providing subsidy for MHPs ranging from 40 to 55 percent depending upon remoteness 
of the area4, power generation and distribution capacity and number of beneficiary households (HHs) 
served. Besides, grant from local organizations like Village Development Committee (VDC) and District 
Development Committee (DDC) can also be accessed5 by the community. Beyond subsidy and grant support 
equity contribution (both cash and in-kind) from beneficiary families is mandatory mainly from the 
perspective of creating ownership to the project by the community.  
 
In Nepal, about a quarter of the total population with ethnic and religious diversity including caste system 
lives below the poverty line and are less likely to afford required equity investment despite the fact that 
hydropower generates good return to the investors6. Thus cash contribution by rural communities, majority 
representing poor families, is a challenging task. Provision of credit facility plays instrumental role in 
promoting MHP in rural areas. However, access to credit services particularly in remote areas is constrained 
mainly due to lack of credit supplier on one hand and inability of rural families to provide required collateral 
on the other. As a result, higher dependency on subsidy and grant associated with lack of access to credit 
facility from formal financial institutions, renewable energy has not been harnessed to its potential.  
 

                                                           
2
  Hydro power generating electricity less than one megawatt is considered as Micro Hydro in Nepal 

3
  As per AEPC source, mini hydro refers to those with <1 MW and micro hydro <100 kW  

4
  Based on remoteness Government of Nepal has categorized districts/VDCs into 'Ka', 'Kha' and 'Ga' districts, with highest 

percentage of subsidy to 'Ka' and lowest to 'Ga' category districts/VDcs 
5
   With the new promulgation of the New Constitution of Nepal, VDCs and DDCs are replaced by Village Development Councils and 

District Coordination Committees 
6  This can be substantiated with oversubscription of Initial Public Offering (IPO) of hydropower companies observed in Nepal  
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Looking at the history of MHP financing, Agriculture Development Bank Nepal7 was the sole financial 
institution in early 1980's. However, with its changed perception from development oriented to commercial 
banking prospect for lending in MHP also got constrained. As a result, scope for MHP installation with credit 
support got restricted mainly due to lack of interest of BFIs perceiving it as a risky business. 
 
Thus, to promote MHPs with credit facility, AEPC with support from GIZ/EnDev created Micro Hydro Debt 
Fund (MHDF) in 2011. Two partner banks - NMB Bank Limited (then the Clean Energy Development Bank 
Limited) and Himalayan Bank Limited (HBL) provided credit for 26 MHPs in 12 districts through project 
financing modality8 with 50 percent loan guarantee scheme from AEPC/MHDF. But unfortunately, loan 
recovery performance from those MHPs has been highly discouraging. Thus, besides credit support made 
available from the two banks, AEPC has also been mobilizing Local Financial Institutions (LFIs)9 like 
cooperatives and Microfinance Institutions (MFIs) to promote MHPs in rural areas. In Myagdi district a local 
MFI - Dhaulagiri Community Resource Development Centre (DCRDC) a financial intermediary NGO (FINGO) - 
provided loans to rural people for equity contribution to install MHP. In contrary to loan recovery 
performance of the banks, all loans disbursed by DCRDC branch office in Durbang, Myagdi district were 
recovered as per schedule.  
 
In such mix scenario, AEPC/RERL felt that establishing a sustainable model for Financing Community-based 
Micro hydro Projects through LFIs would be helpful in promoting MHPs in rural areas. Hence, AEPC/RERL 
entrusted the responsibility to Livelihood Improvement through Inclusive Finance and Technology Private 
Limited Nepal (LIIFT Nepal). 

2 Objective and Scope of Work 
 

2.1 Objectives 
 
The primary objective of the assignment is to develop a viable and sustainable business model for financing 
community-based Micro-hydro Projects by using network and strength of the Local Financial Institutions. 
Whereas, the secondary objectives are to: 
 

 Study a successful case of DCRDC initiative where the LFI has financed MHP with good track record 
in loan repayment, particularly focusing on: 

o assessing financial products offered (loan size, eligibility, EMI & its determination process, 
repayment plan and collateral) 

o finding linkage between electricity tariff system and loan payment 
o looking at potential for replication to other areas/districts 
o exploring possibility for accessing wholesale loan from commercial banks under deprived 

sector direct lending including loan guarantee mechanism 
o interacting with the DCRDC about their motivation on financing MHP, benefits, issues and 

challenges, legal barriers, along with mechanism, process and lessons learnt 

 Identify other LFIs including cooperatives that have financed for MHPs and their lessons learnt  

 Review the policy level support and barriers in financing community-based MHPs and large scale 
solar technologies through LFIs  

 Assess risks, risk mitigation tools, documentations required, cost effectiveness, benefits etc. to LFI 
on end consumer financing for the MHP 

                                                           
7
  Currently it is known as Agricultural Development Bank Limited 

8
   In project financing, project (land and machinery) as such is mortgaged as collateral and no personal collateral taken  

9
  Unless otherwise stated specifically LFI in this report refers to cooperatives and microfinance institutions (MFIs) 
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 Recommend necessary legal and financial arrangement for channeling loan for MHPs through LFIs 
such as Microfinance Institutions or Cooperatives.  

 Explore potential for using MFI/Coops as an agent to disburse individual loans from commercial 
banks including loan guarantee mechanism in a situation where wholesale loans to MFI/Coops is not 
feasible. 

 Present the final report and its findings to CREF, AEPC, RERL, and UNCDF team. 
 
2.2 Scope of work  
 
The purpose of this study is to identify potential financing model for MHPs that are affordable and 
sustainable in the local community. Therefore, the scope of this study was to: 
 

 Interact with RERL, UNCDF and CREF team and develop  major content of the assignment 

 Meet with  microfinance institutions (wholesale and retail lending) and commercial/ development 
banks on the possibility of financing MHPs through local financial institutions 

 Visit DCRDC, Baglung and the micro-hydro site, which was financed through the MFI to interact on 
their experience, challenges, lessons and opportunities on financing MHP 

 Review the policy level supports and barriers in practicing LFI-led Financing Model for MHPs 

 Interact with Nepal Rastra Bank, Nepal Microfinance Banker’s Association, Department of 
Cooperative and other organizations regarding policy related issues, challenges, support and 
changes required 

 Develop business model, incentive package and tools for the LFIs under LFI associated MHP 
financing practice based on the feedback from interaction with the LFIs/MFIs. 

 Develop necessary forms and formats required to materialize the agreement between LFI and 
members, LFI and MHP developer, members and MHP developer. 

 Identify major risk profile and risk mitigation tools for both end-consumers and LFIs 

 List  major technical support and capacity building activities required for LFIs in financing these 
technologies 

 
The Terms of Reference (TOR) for the assignment is attached as Annex-1. 
 
2.3 Limitation of the study 
 

 Due to transport constraint visit to MHP site at Ruma VDC in Myagdi district was not feasible, as  a 
result FGD with MHP beneficiaries could not be held, but meeting with the MHP Management 
Committee Chair helped in gathering the required information 

 Since there was only one MHP under operation through LFI's credit support scope for analysis of 
information got limited and had to rely also on secondary information of previous studies - Winrock 
2012 and GIZ/EnDev 2016 

 Due to limited data available for the assessment, analysis had to be based more on qualitative 
information 

 Since book of accounts related to tariff income at MHP sites visited could not be verified, the data 
presented are based on verbal information provided by management committee10 members of the 
concerned MHPs 

 As LFIs use different forms and formats as per their policy and procedures for MHP lending, using 
blanket approach for such documents might not make sense. Thus this aspect could not be covered     

 
 

                                                           
10

 Unless otherwise specifically mentioned, management committee and Users' Committee are used  interchangeably in this report 
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3 Study Methodology 
 
This chapter presents about the methods of collecting data/information, and assessment tools used that 
helped to identify a sustainable financing model to MHPs through LFIs. Both primary and secondary 
information were collected using the following processes: 
 

 Literature review 

 Meeting with stakeholders 

 Interview and focused group discussion (FGD) with management committee members 
 
3.1 Literature review 
 
Documents related to previous studies on MHP assessment were reviewed to draw knowledge on 
performance of MHPs, particularly related to loan recovery status. Also a Detailed Feasibility Study (DFS) 
report for Tarakhola MHP in Baglung district was reviewed to have better understanding about different 
aspects covered during the feasibility study. Other literatures, reports, and relevant documents were also 
reviewed to devise a framework for the assessment. Questionnaires and checklists were developed based 
on those literatures, reports, documents and past experience in the area concerned. List of documents 
reviewed are presented in the Reference section. 
 
3.2 Meeting with stakeholders 
 
For the policy and legal issues related to MHP financing, Nepal Rastra Bank and Department of Cooperatives 
of Government of Nepal were consulted. To learn about the possible financing and insurance services to 
MHPs as well as users/consumers, commercial banks, microfinance institutions, insurance companies, 
cooperative and technology provider were also consulted. Similarly, as implementing agencies AEPC/RERL, 
CREF and UNCDF were consulted to have better understanding about MHP financing status with lessons 
learnt and challenges faced. The list of people met from different institutions is presented in Annex-2. 
 
3.3 Interviews and focus group discussion  
 
Interviews were held with MFI board and officials, management committee members of MHPs, and 
beneficiary members of MHPs concerned. Focus group discussion was held with potential users of MHP who 
had borrowed loans from LFI for MHP installation. Interviews were also held with leaders of User’s 
Committees, branch manager of DCRDC from where the loans were provided for MHP investment, Executive 
Chairperson of DCRDC, Chairperson of Chartare Yuwa Club (CYC) Cooperative, Senior staff of CYC FINGO and 
investors of Daramkhola MHP in Womi Taxar, Gulmi. The checklists used for conducting interview and FGDs 
are presented in Annex 3. Visit to different MHP sites and meeting with MHP beneficiaries and management 
committee members were made from May 30 to June 3, 2017. The detail field visit schedule is attached as 
Annex-4. 
 
3.4 Assessment matrix 
 
In order to make a comprehensive assessment during the study, an assessment matrix was developed during 
inception phase as a guiding tool for the study team to assess and analyze the findings. The key content of 
the matrix included identification of problems/issues in respective areas with possible solution measures. 
The details of the matrix are presented for reference in Annex 5. 
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4 Study Findings 
 
Based on available documents, meetings and interaction with stakeholders, the following section analyses 

and summarizes key findings of the study: 

4.1 MHP Lending through Banks and Financial Institutions 

As per AEPC, total 40 MHPs have been installed with credit support from different banks and financial 

institutions. Agriculture Development Bank Nepal played lead role in promoting MHPs in the past. However, 

currently its involvement in financing MHPs is almost nil. Thus, to meet the gap the Micro-hydro Debt Fund 

(MHDF) has been instrumental in providing credit fund to selected commercial banks. Total 26 MHPs were 

financed through the two banks: NMB Bank11 and HBL with provision of 50 percent loan guarantee 

mechanism from AEPC/MHDF. NMB Bank provided NPR 36,682,000 to install 18 MHPs while HBL provided 

NPR 17,150,000 to 8 MHPs, with cumulative capacity of 966 KW. However, the performance of most of the 

MHPs is far below satisfactory level as only one MHP has been operating successfully with timely repayment 

of the loan. Details about loan recovery status are described below under the section 'Repayment 

Performance'. 

 

Discussions with different commercial banks revealed that lending in MHP sector is in fact not a viable 

business, mainly due to high risks and costs associated with monitoring and follow up for site visits and 

collection of past due installments. Only the plus point driving the banks for MHP lending is to meet required 

portfolio under the Deprived Sector Lending (DSL) as per NRB directives12 as MHP loan up to NPR 30,000,000 

is considered under DSL. Another lucrative aspect for  the above mentioned banks is the 'Loan Guarantee 

Fund' made available through AEPC/MHDF with 50:50 loss bearing mechanism between AEPC/MHDF and 

the bank concerned for the loans not recovered ultimately. Despite such guarantee provision, banks are 

however not fully clear about further action to be taken on default loans as auction of the project collateral 

may likely spread negative message in the community about MHP initiative. Moreover due to low price of 

land and project equipment on auction, it is less likely that full past due amount could be recovered. Thus, 

the banks are holding the loan portfolio with 100 percent loan loss provisioning as per NRB Unified 

Directives 2073 (pp 86).  It is therefore necessary to avoid such situation in future by providing support to 

banks for minimizing risks and meeting operation costs.  

4.2 Involvement of LFIs in MHP financing 
 
From the field visit it was noted that the two LFIs - DCRDC and CYC Savings and Credit Cooperatives - had 

provided loan for MHP installation in Myagdi and Baglung districts respectively. DCRDC had extended loans 

to 20 poor households with NPR 25,000 each in Chherbang Patlekhola MHP. Among total 110 beneficiary 

households under Chherbang Patlekhola MHP, 50 households were not able to contribute cash NPR 10,000 

each for equity participation. Thus, to make the lending process simple and as per agreement of the 

concerned families, DCRDC formed groups of only 20 women and extended required loans of NPR 25,000 

per borrower.  

Though the purpose of the loans was for MHP equity participation, due to lack of product for MHP financing 

DCRDC provided loan under its regular product (General Loan). Further details about MHP lending through 

DCRDC is presented in the box below.  

                                                           
11

  The loans were in fact disbursed from the then Clean Energy Development Bank, which was later merged with NMB Bank 
12

  Earlier it was up to NPR 10,000,000 only, which was recently updated by NRB 
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Like DCRDC, CYC Savings & Credit Cooperative in Baglung also extended loans ranging from NPR 0.5 million 

to 2.5 million per borrower to 7 User Committee members of Tarakhola MHP. Unlike in the case of DCRDC, 

the borrowers had to mortgage their personal property (land) to access these loans from CYC. The 

repayment so far is managed by the borrowers from alternative source, though the MHP is still in progress 

of installation.   

Apart from these two LFIs, Centre for Rural Technology Nepal (CRT/N) under the Innovative Finance 

Programme developed two Improved Water Mills (IWM)13 in SIndhulai district with credit support from 

Kalinchok Development Bank Limited (KDB) and an MFI - Chimmek Laghubitta Bikas Bank Limited (CLBBL). 

KDB had provided NPR 300,000 for five years with personal collateral and CLBBL provided NPR 235,000 for 

one year without collateral. All loan installments are being repaid on timely manner. This indicates that, 

unless some extra effort is put in place for project financed loans, loans backed up by personal collateral or 

even without collateral but with regular monitoring will have higher chances for recovery than loans 

disbursed through project financing modality.  

Sources of Loan Fund to LFIs for MHP Lending 

Since LFIs have limited resources collected mainly through members' savings, external fund for MHP lending 

is inevitably required. There are two main sources for external fund for MHP available in the market either 

through either commercial banks or wholesale lending microfinance institutions mainly Rural Microfinance 

Development Centre (RMDC) and First Microfinance Development Bank (FMDB). For commercial banks, as 

they mobilize public deposits, fund availability as such will not be critical, but their concern mainly remains 

about risks associated with MHP lending and operation costs involved. But wholesale lending institutions like 

RMDC and FMDB have expressed their concern that provision for loan fund will put them into comfort zone 

to extend MHP loans to LFIs in rural areas.     

Interest of LFIs for agent modality 

When enquired about LFI's interest to serve as an agent of BFI for monitoring and collection of loan 
installments on commission basis, it was out-rightly rejected by them. The study team also strongly feels 
that for well-established and matured LFIs, it does not make sense to them as there will be lack of ownership 
to the portfolio. As a result, accountability and commitment level of LFI will naturally be less to manage such 
portfolio thus posing great risks to BFIs.  But for new LFIs (mainly cooperatives) there will  be some 
possibility to generate additional income from fee/commission but their capacity to manage such task  may 
remain questionable.  
  

                                                           
13

 IWMs are improved version of traditional 'Ghatta' used for grain processing in rural areas. IWMs can generate power up to 5 KW  
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DCRDC and MHP Lending - A New Experience 

Dhaulagiri Community Resource Development Centre (DCRDC) started its microfinance programme from 2001 

under Financial Intermediary NGO (FINGO) status licensed by NRB. It currently operates in six hilly districts of 

Western Nepal: Baglung, Parbat, Myagdi, Kaski, Arghakhanchi and Gulmi. As of mid-May 2017, over 25,000 

clients were served through 20 branch network with total loan portfolio of NPR 470 million. DCRDC normally 

extends loan for income earning purposes, thus MHP lending was completely a new experience to the 

organization. DCRDC was motivated to provide loan for MHP mainly to pilot a new product thereby looking for  

business expansion prospect with increased outreach.     

To help meet the funding gap of equity contribution at Cherbang Patlekhola MHP in Ruma VDC of Myagdi 

district, DCRDC through its Durbang branch provided loan  NPR 500,000 to 20 clients (NPR 25,000 each)*. 

Since DCRDC had no separate loan product for MHP, these loans were provided under its 'General Loan' 

category. DCRDC policy allows only women to join the MF group thus loan for MHP was also provided to 

woman representing the MHP beneficiary households. These loans were for one year duration with monthly 

installments. The interest rate was 20 percent per annum plus one percent up-front service fee. All the loans 

were repaid on time prior to completion of the project. Since repayment plan was not based on tariff income 

of MHP, the clients repaid from their own sources mainly through income from labour work or remittance. 

When asked about the key factors contributing to timely recovery, DCRDC branch manager said that it was 

regular follow up through monthly meetings with the clients and small loan size. With timely recovery of the 

loan DCRDC extended another loan to 11 KW MHP in Malkabang VDC. The total loan amount disbursed was 

NPR 460,000 to 19 clients ranging from NPR 5,000 to NPR 50,000. Considering total loan portfolio of NPR 62.8 

million of the branch by mid-May 2017, the MHP loan amount is insignificant. However, piloting a new product 

and managing it successfully has not only boosted confidence level of DCRDC but also got opportunity for 

learning.     

The support from DCRDC to the MHP beneficiary households is not only for MHP loan, but the clients can also 

benefit from long term perspective with different financial services offered by DCRDC  like loans for income 

generation activities, savings and micro-insurance as well. The clients borrowed about NPR 300,000 for 

different income earning purposes from DCRDC branch office. In terms of savings, in the first MHP the clients 

had saved NPR 305,597 (15,280 per client) while in the second MHP they saved only NPR 24,290 as it started 

few months back only. Had there been no such savings opportunity to the MHP beneficiary households, the 

saved amount would have been spent otherwise. 

As per DCRDC policy, loan without collateral is made available up to NPR 150,000 per borrower in rural areas 

and NPR 200,000 in urban areas with one year loan duration and 20 percent interest rate plus one percent 

service fee for both the categories. The maximum limit for collateral based loan is NPR 500,000 per borrower 

with the payment period up to three years and interest rate of 15 percent per annum plus one percent service 

fee. This indicates that loan for MHP can be made available through LFIs too, as the loan need per family falls 

under the limit given above. In fact, the estimated loan amount per beneficiary family will be within maximum 

NPR 50,000.  

Based on discussion with the board and management of DCRDC, they are happy with the progress and 

therefore greatly looking forward to extending their business in MHP sector in other areas as well. But 

designing a suitable loan product for MHP would add much value to their effort.  

The key concern the DCRDC had is about the cost factor due to MHP sites being located in remote areas 

where the possibility for branch viability is less likely to happen within 2-3 years. Therefore some sort of 

external support to help meet operational cost would motivate DCRDC to expand its services even in interior 

VDCs of the districts with its presence. The study team however felt that the interest rate for MHP loan is on 

higher side.  

_________________________________________________________________________________ 
* Though loan was provided in the name of 20 clients, it was however meant for 50 beneficiaries HHs @ NPR 10,000 each. Due to technical 

reason such provision was made with guarantee for repayment from the management committee of the MHP. 
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4.3 Loan products 
 
Some of the LFIs like Nirdhan Utthan Bank Limited (NUBL) and Chimmek Laghubitta Bikas Bank Limited 

(CLBBL) have designed loan products for renewable energy, particularly targeting solar home system. Since 

MHP lending is completely a new experience for MFIs, there are not yet specified loan products designed for 

MHP financing14. Thus, all MHP loans disbursed through MFIs including DCRDC were under their regular 

'General Loan' category with loan term maximum one year which in fact does not match with the nature of 

MHP loan. But CYC Cooperative extended loans to Tarakhola User Committee members for five years as they 

have flexible system for loan disbursement compared to MFIs. On the other hand, commercial banks do 

have MHP loan product where they use project as collateral under project financing modality15. Synopsis of 

loan products offered by different BFIs and LFIs is given in the table below: 

Table 1: Renewable energy loan product offered by BFIs/LFIs 

BFI/LFI Loan amount Interest rate 
Loan term and 

collateral needed 
Payment 

frequency 

NMB Bank* Up to 30,000,000 
12% + 1% 
service fee 

Up to 7 Years, with 
project collateral 

Monthly 

Himalayan Bank* Up to 30,000,000 
10 % + 1 % 
service fee 

Up to 5 Years, with 
project collateral 

Monthly 

DCRDC 
Up to 150,000 
under General Loan 

20%+1 % 
service fee 

1 Year, without 
collateral 

Monthly 

CYC Cooperative No Limit 
14.5% + 2% 
service fee 

Up to 5 Years, with 
individual collateral 

Monthly 

CLBBL Up to 40,000 
20% but no 
service fee 

1- 2.5 Years, without 
collateral 

Monthly 

NUBL 60,000 
16% + 1% 
service fee 

2 Years, without 
collateral 
5 Years, with collateral 

Monthly 

* These banks do provide grace period up to one year depending upon construction time needed for MHP. But interest 

is to be paid during grace period. 

4.4 Repayment performance of MHP loans 
 
With regard to repayment performance of MHP loans financed through BFIs and LFIs, mixed results were 

noted. Most of the loans disbursed through BFIs are suffering with recovery problem while the loans 

disbursed through LFIs are performing satisfactorily. The key differences between BFI and LFI loans were: i) 

repayment plan linked with tariff income vs household income; ii) project as such considered as collateral for 

loans from BFIs vs  without collateral or with personal collateral for loan from LFIs; and iii) off-site 

monitoring from BFIs vs on-site monitoring from LFIs.  

 

Though, it is difficult to judge at this moment if these indicators are the key factors contributing to the 

success or failure of loan recovery, it can however be inferred that if MHP management is not functioning 

properly and tariff income also not collected and managed prudently chances for failure in the case of 

project financing loans will be high, as individual member of User's Committee is not held accountable in 

project financing modality. Whereas in the case of personal collateral, the borrower is bound to be 

accountable for timely loan repayment. 

                                                           
14

 NUBL and CLBBL do have loan product for RE/IWM 
15

 Project financing was a part of agreement between AEPC/MHDF without any additional collateral from individual members 
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As per GIZ/EnDEV Study 2016 covering 15 MHPs, only one MHP was running satisfactorily with timely 

repayment of loan. Nine MHPs were not in a position to pay back loan to the banks. This is verified from the 

latest update of bank details received from both NMB and HBL. NMB report shows that out of 18 MHPs 

financed, 15 are still suffering with past due loan installments ranging from 2 to 20 monthly installments. 

Similarly in the case of HBL out of 8 MHP financed, 7 are facing problem with loan recovery issue, ranging 

from 3 months to more than 3 years past due monthly installments. Details are presented in Annex-6.  As 

per HBL source Thulokhola MHP in Okhaldhunga district is the most successful case for timely loan 

repayment as it has not only paid back entire loan amount but also has more than NPR 600,000 balance in 

its savings account at HBL. It would have been helpful to get detailed reasons on such success for better 

understanding, which however was not feasible due to beyond the scope of this assignment.   

 

The GIZ/EnDev 2016 study also revealed that among the MHPs with recovery issue the key reasons 

mentioned were management problem of User’s Committee which is responsible for repaying loan 

installments to the bank through better management of tariff income. Based on discussion with NMB Bank it 

was noted that the Users’ Committees do not have proper vision for institutionalization to sustain the MHP 

beyond construction phase. All those loans that are performing well have some vision for institutionalization 

along with commitment for sustaining the MHP management during its regular operation phase. HBL also 

feels that wherever clear vision for institutionalization is in place irrespective of the Company or Cooperative 

modality for MHP operation along with the post construction sustainability plan has brought a greater sense 

of ownership and such MHPs have a good track record in loan repayment. This indicates that lack of 

awareness among the beneficiary members and User's Committee members with regard to 

institutionalization process and mechanism, and lack of ownership feeling has resulted into poor 

performance of MHP operation thereby leading to loan default. Though 2015 earthquake was one of the 

major setbacks for MHP to non-function, had MHP management been accountable timely insurance claim 

could have been made to rehabilitate the projects thereby minimizing outage period.  

4.5 Linkage of tariff income with loan repayment 
 
Income from electricity tariff is the only source of fund to MHP for paying monthly salary to operator, 

repayment of loan installments to BFIs, meeting costs for operation, repair & maintenance and other 

miscellaneous expenses. If the tariff rate is not set appropriately and proper system to collect the tariff is not 

established, monthly tariff will not be collected from the beneficiary households in time ultimately affecting 

loan repayment. Chhetri (2016) study also clearly states that if tariff rate is not set adequately, it will be 

difficult for MHP to repay loan and interest. Less tariff income means fewer funds available for repair and 

maintenance meaning the MHP to suffer with outage issue due to lack of timely repair and maintenance or 

other reasons. Similarly, if electricity is not used efficiently during day time through diversified end uses then 

income through tariff is significantly affected that ultimately results into delay in payment of loan 

installments. Findings from Winrock 2012 study also validates this finding as end use applications were not 

well established in the majority of the sites of the study (details given below). The communities in the 

majority of the sites were found to be uninterested in productive end uses of electricity with focus on 

lighting only (Winrock 2012). Thus MHP management has to be watchful throughout to run the MHP 

successfully.  

The loans provided by commercial banks through project financing approach were fully linked with tariff 

income for loan repayments. Due to lack of proper tariff setting, inefficiency in tariff collection and 

mismanagement of the Users' Committee and losses caused by natural calamities particularly by 2015 

earthquake loan installments could not be repaid thereby resulting into loan defaults.  
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Normally, at the community level there is a tendency of either setting low tariff rate or reducing tariff rate. 

As a result, fund for even a small repair and maintenance is not available leading to outage issue. In such 

scenario timely payment of loan installments is less likely to happen. This is mainly due to lack of good 

leadership on one hand and of less knowledge about benefit of institutionalization of MHP  among the 

families concerned and MHP management committee members as well on the other.  

Diversification of end uses is crucial for raising tariff income. Wherever end uses are diversified tariff income 

is also significant as it was noted in the case of Daramkhola MHP in Womi Taxar, Gulmi. On the other hand, 

at Chherbang Patlekhola MHP in Myagdi district, families who could easily afford to use rice cookers were 

also not using mainly due to lack of awareness/education about the benefits of using electricity for cooking 

which would not only save time in collecting firewood but also possess health benefits. The electricity was 

used only for lighting purpose as the management committee does not have idea of diversifying the use of 

electricity during off hours.  

4.6 Repayment performance and damage by Earthquake 
 
Based on information available from GIZ/EnDev (2016) study, attempt has been made to assess if there was 

significant linkage between the 2015 earthquake and the repayment performance of the MHPs covered in 

the study. It was noted that total nine MHPs were affected by the earthquake, which definitely had direct or 

indirect impact on MHP operation thereby on loan recovery. Nevertheless, among the nine, only four had 

major setback with either completely shutdown of the plant or not in proper functioning condition or HHs 

been heavily affected leading to migration to other areas. Thus, more important to the earthquake setback 

affecting the loan recovery performance was either the tariff issue or the management of MHP or 

combination of the both. In general, as noted earlier, there was a tendency of setting the tariff rate to cover 

operation and maintenance cost overlooking EMI of bank loan. For example Khani Khola MHP had set 

monthly tariff income of NPR 31,200 while its bank loan EMI was NPR 38,244. In such case, timely loan 

recovery from that MHP will always be difficult. Thus out of total 15 MHPs covered under the study 11 had 

set back from low tariff income due to poor tariff management and/or MHP management issues. Besides, it 

was also observed that EMI payment to bank had least priority with first focusing on loan payment from 

other sources or the available fund was used for repair and maintenance. Details on loan status of 15 MHPs 

covered by GIZ/EnDev study are presented in Annex 7.   

4.7 Insurance for MHP 
 
MHPs by nature are prone to high risks mainly due to natural calamities like landslide, flood and earthquake. 

Thus, insurance for MHP is mandatorily required to access bank loan and subsidy from AEPC to cover risks 

from unforeseen circumstances. In fact, without insurance not only the MHP suffers but also workers and 

staff will be at risk. Therefore, insurance is vital for successful operation of MHP. Based on discussion held 

with Shikhar Insurance Company and Himalayan General Insurance Company, without tying up insurance 

with MHP lending it is less likely to work due to multiple risks involved. Both the companies have 

experiences of insuring MHPs and are willing to expand their business. Himalayan General Insurance 

Company alone has insured over 29 MHPs and solar home system supported through AEPC, thus has ample 

experience and lessons learnt in the area.  

Despite high potential, compared to premium amount the insurance companies receive MHP insurance is a 

nonviable business due to high costs incurred during site visits as most of the MHPs are located in remote 

areas. Himalayan General Insurance received premium ranging from NPR 10, 000 to NPR 70,000 per MHP 

which, however, is not adequate to continue the business successfully due to high site visits cost. Moreover, 

due to lack of awareness among the communities about insurance policy as well as terms and conditions, 
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insurance mechanism is not functioning effectively. Due to lack of awareness among the community, 

tendency of contractor for higher profit results into poor quality work in civil construction thereby increasing 

vulnerability of the project to natural calamities. This ultimately gives set back to insurance companies. 

Moreover, lack of understanding about insurance claim system to MHP management, claim process also 

gets complicated resulting into delay in settlement of claims thereby prolonging rehabilitation of the MHPs.  

As per insurance companies, it would be beneficial for MHP if a comprehensive insurance package is done 

including: i) For construction phase - covering both civil and machinery works, ii) For operation phase - 

covering risk associated with flood, earthquake, landslide and major problem with machinery breakdown 

and; iii) For workers - during construction and staff during operation through personal insurance. In such 

case, on an average premium cost will be about one percent of the total sum insured. Since AEPC borne the 

premium cost for insurance, MHP managements were not found serious enough to continue the insurance 

they had.  

4.8 Regulatory and policy issues 
 
As per Unified Directives - 2073 issued by NRB and discussion held with NRB official, there are no policy 
barriers for BFIs to extend loans to MHPs and large scale solar technologies under deprived sector lending. 
However, if the loan for MHPs and large scale solar technologies to be counted into deprived sector lending, 
size of the loan should not exceed NPR 30 million which is a favorable condition for small scale rural 
renewable energy projects in Nepal. Also, according to Department of Cooperatives, there is no policy 
barrier for cooperatives to extend loans for MHPs and large scale solar technologies. 
 
An issue has been noted about the NRB policy for MHP/solar technology lending through cooperatives under 
deprived sector lending. NRB has directed commercial banks that the use of deprived sector lending for 
MHP/solar technology through cooperative shall be done specifically through subject specific cooperative 
only i.e., electricity cooperative.  As capacity of electricity cooperatives, in general, is limited, this provision 
might affect optimum use of deprived sector lending for MHP/solar technology through commercial banks. 
     
4.9 Management and capacity for MHP operations  
 
Management was one of the key issues noted among most of the MHPs financed through the two 

commercial banks resulting into poor loan recovery. In fact, proper management of a MHP is crucial as it 

helps ensure the project to sustain while meeting its financial obligation as well as maintaining its 

continuous growth (Giz/EnDev 2016). Findings from Winrock 2012 study also reported 'good management 

practices' as the key element for not only leading MHP towards its success but making it sustainable as well.   

It was noted that User's Committee is set up to initiate start up activities for MHP. In most of the cases those 

Users' Committees continue during operation phase as well whereas in some cases, User's Committee after 

completion of all preliminary activities heads toward setting up either a company or a cooperative. But 

company and cooperative models both do have pros and cons. Thus, it is difficult to judge out-rightly at this 

stage that which works better as it depends on multiple factors. Some of the pros and cons of the company 

and cooperative model are given in the Table below: 
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Table 2: Pros and cons of Company vs Cooperative model 

Types of 
Institution for 

MHP 

Pros Cons 

Company to be 
registered in  
the Office of 
Company 
Registrar, 
Government of 
Nepal 

 Equity contribution will be easy 

 Profit can be maximized for 
distribution to the shareholders as per 
rule 

 Formation of board members is based 
on amount of investment where 
chances of electing committed person 
as board members will be high 

 Board member puts his/her best 
effort to ensure adequate return from 
the investment 

 Transparency in income and tax 

 Efficient tariff collection to maximize 
profit 

 Only rich people dominate the institution 
due to their bigger investments and poor 
people’s voice may not be heard 

 Beneficiary communities may not 
cooperate with the board of directors as 
per need  

 

Electricity 
Cooperative 

 One member one vote-all has equal 
right irrespective of their shareholding 

 No need to follow complicated tax 
procedure 

 Even members with less investment can 
be elected as board member 

 One member one vote system might not 
be helpful in managing the MHP properly  

 Dividend distribution is limited up-to 15%  

 
Whichever modality to follow, it should strongly lead towards sustainable operation of the MHP with 
transparency in every step. It was noted that if the committee members do have higher contribution either 
through cash equity or through loan (with personal collateral) it is likely to be more successful as such 
members become more accountable to make the MHP a success. This was noted in the case of Daramkhola 
MHP at Womi Taxar where only two investors took the initiative throughout with beneficiaries as 'Use and 
Pay' role only. Whereas, if equity participation is equal among all beneficiary families then possibility of 
getting good leadership for long term is less likely to happen as noted from Chherbang Patlekhola MHP in 
Ruma VDC and Rumakhola MHP, Niskot VDC in Myagdi district  running under one man leadership. Definitely 
management crisis will appear as one person cannot manage MHP forever. Also, gradually personal interests 
start emerging sooner or later thereby leading to mismanagement of the MHP. 

Two types of institutional set up were noted in managing MHPs. The MHP managed by the key individual 
investors such as in the case of Daramkhola MHP in Womi Taxar, Gulmi has clear vision and proper 
institutional set up to manage day to day operations. Whereas the other MHPs like Chherbang Patlekhola, 
Rumakhola in Myagdi and Tarakhola in Baglung are not yet sure about institutional structure to manage the 
MHPs. In most of the cases, they remain as Users’ Committee during construction phase and continue 
during operation phase as well. 
 
Regarding capacity to manage MHP, based on discussions held with different stakeholders it was found that 

capacity of the Users’ Committee members and other beneficiary members at large is feeble. Most of the 

User’s Committees are weak in terms of their understanding about clear picture of the project and its proper 

management for sustainability. They are fully relying on the contractors for construction work with no 

adequate supervision to ensure quality. In this regard, approved subsidy delivery mechanism 2073 clearly 

highlights that the contractor and supplier must train people related to the project such as Users' 

Committee members, manager/operator, and local electrician to make a proper mechanism for repair and 
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maintenance of the project beyond construction phase. Similarly, the contractor also must make 

arrangement for necessary manpower, tools and equipment to the management committee to manage and 

repair the project at least for one year after handing over the project16. But such system has not found to be 

effectively implemented apart from some follow up support from the supplier of machineries. Likewise, local 

communities do not have adequate knowledge about long term benefits of equity participation in these 

MHPs and making possible best use of available electricity. Lack of awareness/education about the policy 

and required system among the committee members and the community at large is therefore the most 

critical issue noted for successful operation of the MHP.   

At the LFI level also, though they are capable in managing their regular business, lack of appropriate loan 
product for MHP lending is the key aspect noted.   
 
4.10 Institutionalization of MHP 
 
There was no institutionalization process initiated during the construction phase of MHP. All the works for 
construction including, receiving subsidy from AEPC/RERL, obtaining loans from banks/LFIs, collecting equity 
from beneficiaries, negotiating with contractors, acquiring necessary equipment and machinery from 
suppliers etc. are done by User's Committee. However, most of the committee members did not have clear 
vision for institutionalization. This leads to the situation that the Committee's role is mainly to make 
arrangement for financial resources and completion of the project. But if institutional process is not initiated 
in time, management issues are more likely to occur as noted from MHPs financed by NMB and HBL. 
 
4.11 Risks associated with MHP financing 
 
MHPs by nature are prone to natural calamities such as landslide, flood, earthquake thereby posing high 

risks. Moreover lack of timely repair and maintenance services may result into outage problem of the MHP 

ultimately lowering tariff income. On top of these, as mentioned above, management issue is the most 

critical factor leading to success or failure of the MHP. These all directly or indirectly affect loan repayment 

capacity of MHPS to financial institutions. Risks perceived at different levels like: i) BFIs and LFIs ii) Insurance 

companies; and iii) MHP management are assessed and also possible mitigation measures identified along 

with responsible agency to mitigate the risks and proper timing to address the risks are presented in the 

table below.   

Table 3: Potential risks and mitigation measures to introduce appropriate financial products for MHPs 

Risks Possible causes 
Possible mitigation 

measures 
Responsibility Timing 

Risks to BFIs and LFIs 

Credit risk 
(poor 
repayment) 

Natural calamities 
(earthquake, landslide, flood) 

Insurance (civil work, 
machinery and personal 
insurance) 

Non-life Insurance 
company 

From 
construction 
phase 

Lack of proper management 
of MHP 

 Institutionalization of 
MHP 

 capacity building of MHP 
management 

AEPC/RERL 
When process 
for subsidy 
starts 

Inefficient tariff 
management system 

Education through social 
mobilization and capacity 
building training 

AEPC/RERL 
Before power 
generation  

                                                           
16 Nepal Government Approved Renewable Energy Subsidy Delivery Mechanism, 2073 
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Risks Possible causes 
Possible mitigation 

measures 
Responsibility Timing 

Business risk 
(MHP lending 
non-profit 
business) 

Monitoring and follow up 
cost is higher than interest 
income due to remote 
location of MHP 

Outsourcing to external 
party for monitoring and 
follow up to ensure timely 
repayment  

AEPC/RERL Loan approval 

Risks to insurance companies 

Construction 
risk (lack of 
quality work 
for civil 
construction)  

 Use of less skilled 
technicians for civil work 

 and MHP installation 

 No appropriate 
mechanism for quality 
control 

 Provisioning for adequate 
wages for skilled 
technician 

 Involvement of MHP 
management while 
selecting skilled 
technicians for MHP 

 Train MHP management 
on quality control 

MHP 
management, 
Contractor & 
AEPC/RERL 

Prior to start 
of construction 
work 

Business risk 
(MHP 
insurance - non  
viable 
business) 

Site supervision cost and 
claim processing cost higher 
than the premium 

 Support initial site visit 
basic cost (travel, lodging 
and food) 

 Outsource claim 
processing 
documentation  

AEPC/RERL During the 
time of 
insurance 
processing and 
claim 
management 

Risks related to MHP management 

Liquidity risk   

 Overrunning estimated 
cost due to delay in 
construction and/or 
underestimation during  
detail feasibility study  

 External borrowing to 
meet additional cost 

 Performance based 
incentive mechanism for 
timely construction 

 Cost estimation should 
be accurate to the extent 
possible 

 

MHP 
management 
 
 
AEPC/RERL 
 

DFS and 
construction 
phase 

Sustainability 
risk 

 Central grid connection 
possibility 

 No timely repair and 
maintenance resulting into 
long outage  

 DFS to be based on 
future grid connectivity 

 To focus on larger sized 
MHP (>100 kw) to the 
best feasible 

 Create maintenance 
fund from tariff income 
or subsidy 

 Train operator on basic 
repair and maintenance 

AEPC/RERL 
 
MHP 
management 
 
 
Supplier and MHP 
management 

DFS and 
construction 
period 
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Management 
risk 

 Natural calamities such as 
flood, landslide, 
earthquake 

 Poor management 
committee  

 Inefficient tariff 
management 

 Lack of vision for 
institutionalization 

 Lack of adequate 
cooperation from 
community for equity 
participation and 
borrowing 

 

 Comprehensive 
insurance mechanism 

 Train management 
committee based on 
their TOR 

 Use technology for tariff 
collection such as smart 
meter, computer 
software for billing 
system 

 Develop 
institutionalization 
process from the 
beginning 

 Create awareness/ 

 educate local community 
not only about electricity 
but also on possible end 
uses for income 
generation through 
social mobilization 

 

Insurance 
company 
 
AEPC/RERL 
 
 
MHP 
management 
 
AEPC/RERL and  
 
MHP 
management 
 
AEPC/RERL 
 

Beginning of 
construction 
period 
 
After MHP 
approval 
 
 
Construction 
period 
 
After MHP 
approval 
 
After DFS 

 
4.12 Loan Guarantee Mechanism 
 
Considering multiple risks and high costs involved in follow up for loan collection, BFIs normally do not show 

interest in MHP lending. Therefore, to attract commercial banks, provision for loan guarantee mechanism is 

definitely helpful. Such mechanism in fact motivated the two commercial banks to provide MHP loans.   

As per loan guarantee arrangement made between AEPC/MHDF and the commercial banks, 50 percent of 

the total loan loss to be covered from the guarantee fund. In fact, the essence of loan guarantee fund is that 

there may be chances for nonpayment of some loans at the end due to unforeseen circumstances which will 

help the banks to recover their losses from the guarantee fund. But from the GIZ/EnDev study most of the 

MHPs were poorly performing indicating that banks can recover 50 percent of the losses from the fund. This 

will however not boost confidence level of the bank for further lending on MHP. In fact, it should be the 

other way round where banks should be able to recover all the loans on their own and move forward with 

other new MHP loans. Only in case of unforeseen circumstances such guarantee fund can be made use of.  

There is some confusion at the bank level regarding the use of guarantee fund, as to when they can claim 

such 50 percent of the bad loans since some loans are already past due for more than three years. Banks 

perceived that project auction itself may not be a good idea to recover bad debt loan amount as it will not 

recover significant amount of loan losses. Rather it may spread negative message among the community 

about the MHP financing.  

Thus, the study team strongly feels that the provision of guarantee fund itself is questionable. Since loan 

fund is not an issue to commercial banks, ensuring risk coverage along with support to help minimize their 

costs for follow up would be a better idea.  

Based on the performance of the loans disbursed under the current loan guarantee scheme, it can be 

inferred that an alternative mechanism may be required to promote MHP financing. Through such 

alternative means, efforts should be made to minimize risks and to ensure timely loan repayment that can 

help boost confidence level of commercial banks to expand MHP financing further. 
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5 Recommendation 
 
Based on the study findings, we present below the broader recommendations to develop a sustainable 
model for financing community-based Micro-hydro Projects through Local Financial Institutions. 
 
5.1 Financing from banks and financial institutions 
 
Access to credit services is crucial for promoting MHPs in rural areas. Credit also helps in gradually reducing 
dependency level on subsidy and grant. However, due to limited availability of credit providers in rural areas 
particularly of BFIs, MHP financing could not happen. Due to multiple risks involved in MHP financing 
associated with high costs of operations, particularly for past due loans, BFIs are not too keen to expand 
their portfolio in MHP sector. Therefore, it has been a challenging task as well as necessity to motivate BFIs 
for their involvement in MHP lending by addressing their concerns.  
 
Effective linkage between loan and insurance could be instrumental in this regard. Insurance should 
therefore be mandatorily continued at least till the period loan remains due. To help minimize cost of 
operations of BFIs, it is recommended that follow up activities for loan recovery be outsourced to third 
party. Such arrangement can also be used to take care of some concerns related to insurance companies as 
well.  
 
The current modality through project financing where a management committee takes responsibility to 

repay the loans seems to be ineffective. Therefore, apart from seeking project as collateral it is 

recommended that personal guarantee from the board of directors of MHP (company/cooperative) be also 

taken to make them accountable for timely loan repayment. In the beginning it might seem difficult, but 

with regular mentoring to MHP directors it should not be problematic if they are really committed to 

successful operation of MHP. For smooth transaction of the loan, it is also recommended that the loan 

should be provided and collected to district level branch office of the bank concerned. With this at least 

monitoring and follow up activities of the loans will likely to be more effective. To improve MHP loan 

product offered by BFIs following product features are recommended:  

 Purpose: MHP installation 

 Target Group: MHP (Company/Cooperative) 

 Loan Size: As per requirement of MHP 

 Collateral: Project along with personnel collateral from board of directors 

 Insurance: Mandatory for comprehensive insurance covering both pre and post construction 

 Loan Period: At least 5 years 

 Interest Rate: As per bank policy but preferably similar to wholesale loan to MFIs/Cooperative 

 Grace Period: Until electricity  tariff income generate 

 Interest Rebate: 5% of total interest collected if all installments are paid as per agreed repayment 
schedule. Such rebate amount is to be adjusted/provided in the last installment (EMI) 

 
5.2 Financing from local financial institutions 
 
Mobilizing LFIs for MHP financing will be helpful not only for MHP installation but also for promoting 
different income earning activities in the long run. This will help in diversifying end uses of electricity during 
off hours. Since loan size from LFI will be small, it will cater the need of individual beneficiary families for 
equity participation. If branch network of LFI is not available in the area, new branch can also be set up 
provided sufficient number of HHs (>2000) are present in the area for viable operation17. Thus branch 

                                                           
17

 Not necessarily only beneficiary HHs but other nearby areas can also be considered for required number of HHs 
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expansion in local area will be possible for larger MHPs (at least 100 KW). Considering their capacity and 
interest, LFIs may need support in the following areas to ensure effective services to MHP households:  
 
 Product design: Since MHP lending by L/MFIs is a new business, they do not have defined loan product. 

Therefore, it is recommended that capacity development support be provided to LFIs for designing and 

launching suitable MHP loan  and savings products with the help of AEPC/RERL  

 Branch expansion through deficit financing modality: MHPs are located mostly in remote areas with 

scattered households. In such context operation cost of LFIs will be high. Thus to attract LFIs for branch 

set up it is recommended that provision of grant be made through deficit financing modality where 

deficit cost is met through external source until the branch operation reaches to  breakeven point. 

Since interest rate from MFIs is high (about 20%), considering nature of MHP product it is 

recommended that the interest rate be subsidized by MFIs around 5-6 percent which can be 

compensated to LFIs through deficit financing mechanism 

 Promotion of income generating activities: Since access to electricity creates economic opportunities in 

the area, LFI should put emphasis on loans for income generating activities. For this potential income 

earning areas need to be explored beforehand, preferably during DFS, otherwise relying on MHP loan 

only branch viability will take much longer period.  

Proposed MHP loan product features:  

o Purpose: Equity contribution to MHP 
o Target Group: Individual beneficiary household of MHP 
o Loan Size: As per requirement for equity contribution in MHP 
o Collateral: Group guarantee; Additional guarantee from MHP Users’ Committee 
o Insurance: Credit life insurance preferable 
o Loan Period: 2-3 years since loan size is small (NPR 15,000-20,00018) 
o Interest Rate: Subsidized rate (5-6 percent lower than MFI’s prevailing rate) 
o Interest Rebate: 5 percent of total interest collected if all loan installments are paid as per 

agreed repayment schedule. Rebate amount to be provided/adjusted in the last installment 
 
5.3 Financing modality  
 
Two prominent modalities are suggested for channeling loans to MHPs through LFIs: i) Financing to MHP 

beneficiaries for equity contribution; and ii) Financing to MHP Company/Cooperative for MHP installation. 

However, considering economic situation of rural people the borrowing amount (including loan for equity 

participation) should not exceed 30 percent of total project cost. 

i. Financing to MHP beneficiaries for equity contribution 
 
In this modality, LFIs will borrow loan from wholesale lending institutions like BFIs (commercial banks), 

RMDC and FMDB. AEPC should make provision of subsidy/grant to outsource activities related to social 

mobilization, and institutional development at the community level. Once awareness activities are carried 

out, LFIs should start their regular group lending process to provide loans to beneficiary households who 

cannot contribute cash directly to MHP equity. Loans provided from LFIs to beneficiary households should 

be used for equity participation in MHP (Cooperative/Company). 

As mentioned earlier, to channel loan through LFIs deficit financing model will be required which will 
encourage LFIs to expand their loan portfolio in rural and remote areas through branch expansion. Those 
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branches in difficult areas need at least three years to reach breakeven point. Since loan portfolio, the 
income earning asset of LFIs, increases gradually starting from tiny loan size will have to bear loss for 2-3 
years. Thus, AEPC's support to meet operational deficit and some fixed assets like computers and furniture 
to LFIs for a period of 2-3 years will be required. The graphical presentation of the modality is given below: 

 

 

An example of estimated profit & loss of LFI branch and deficit support needed from AEPC is presented 
below: 
  



19  

Table 4: LFI breakeven and deficit financing need 
Amount in NPR 

Particular Year 1 Year 2 Year 3 

Number of beneficiary households 2,200  2,200  2,200  

Needy households for borrowing loan 1,320  1,430  1,540  

Average loan disbursement per household 20,000  30,000  40,000  

Total loan disbursement  26,400,000   42,900,000   61,600,000  

Loan repayment  3,300,000   19,525,000   38,500,000  

Loan portfolio outstanding  23,100,000   46,475,000   69,575,000  

Interest rate on loan 15% 18% 18% 

Service fee on loan (up-front) 1% 1% 1% 

Interest rate paid on wholesale loan from BFIs 10% 10% 10% 

Loan loss provision rate 1% 1% 1% 

    LFI Income  1,996,500   5,568,750   9,747,375  

Salary & benefit for LFI staff  1,320,000   1,534,500   1,597,200  

Interest expenses on Wholesale loan  1,155,000   3,478,750   5,802,500  

Loan loss provision expenses  231,000   233,750   231,000  

Administrative expenses  396,000   460,350   479,160  

Total expenses  3,102,000   5,707,350   8,109,860  

Operating profit (loss)  (1,105,500)  (138,600)  1,637,515  

Computer, printer and furniture support  (290,000) 0 0 

Total operational deficit support needed from 
AEPC 

1,395,500 138,600 0 

Cumulative support needed from AEPC 1,395,500 1,534,100 1,534,100 

Assumptions: 
1) Fifty percent of total households will borrow MHP loan in the first year and the other 10 percent will 

borrow for other income generation activities 
2) MHP loan will be for 3 years and the other loans will be for 2 years 
3) From year 2 and onward, LFI will focus more on loans for income generation activities which is its 

regular business 
4) Industry average salary has been estimated for LFI staff 
5) Three Loan Officers, 1 Branch Manager and 1 Cleaner will be involved from LFI 
6) One computer, 1 printer and some office furniture need to be supported 

 
Conditions for subsidy disbursement to LFI  

1) Identify total number of MHP loans to be disbursed 
2) Calculate average grant required (operational deficit) per loan 
3) Tie up subsidy release with number of MHP loans disbursed 
4) Make tripartite agreement among the borrowers, User Committee and LFI that MHP loan will 

directly be deposited to User Committee’s account so that misuse of loan could be avoided. 
 
For MHP loan repayment, it is not recommended to collect installment from tariff income. Since the size of 
loan is very small and loan period is for up to three years, the monthly loan installment could be paid from 
other sources of household income e.g. if loan size is NPR 20,000, the monthly loan installment will be NPR 
693.31 (calculated based on 15% per annum interest rate) which could be paid from household 
income/remittance etc. As per experience of DCRDC in Myagdi district, MHP clients were able to repay their 
loans within one year even before completion of MHP installation. Because of longer period of MHP 
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construction phase, MFIs and Cooperatives normally do not provide long term loan with grace period 
provision. Thus, linking the EMI with tariff income is generally not practical in the case of LFI loans. However, 
to compensate the households that put their equity contribution, a provision of offering small dividend to 
them every year from the tariff income is recommended. In general, 2/3 of the total income from tariff to be 
set aside for operations and repair & maintenance of MHP and remaining 1/3 can be distributed as dividend. 
 
AEPC/RERL need to introduce deficit financing system to encourage LFIs to expand their services in the MHP 
area where apart from MHP loans to individual households LFIs can also avail regular microfinance services. 
It is recommended that the amount needed for this deficit financing for LFI can be part of the subsidy 
contribution to the MHP and this amount should not exceed 2 percent of the total subsidy amount approved 
for the MHP. 
 
Alternatively, this deficit financing cost can also be covered from the interest subsidy on the wholesale loan 
to be provided to LFI that wants to expand its services in the MHP areas. For example, in the case of 
Tarakhola MHP, they need around NPR 30 million loans for 2,200 households and if AEPC/RERL extends 
wholesale loan of such amount with 5% interest subsidy that meets the total deficit financing cost required 
as highlighted in the table above. 
 
Subsidy comparison with operational deficit 
AEPC approved grant for Tarakhola MHP   NPR 91,200,000 
Operational deficit of LFI:    NPR   1,534,100 
Percentage of deficit against AEPC grant:  NPR      1.68% 
 
The above figure shows that operational deficit amount is not significant in comparison to AEPC subsidy. In 
such case, AEPC could easily accommodate deficit amount within its total subsidy approved for the MHP. 
Based on AEPC grant amount, it is recommended to allocate 1 to 2 percent for LFI operational deficit 
financing. 

 
Possibility for early breakeven of MFI operation 
Experiences show that covering over 1,000 loan clients in an LFI/MFI branch takes more than a year and 
reaching breakeven point in rural and remote area needs at least three years for MFIs. However, in the case 
of MHP clients, this number could reach within the 2nd quarter of the operation with the help of AEPC. The 
LFI can focus on other loans from third quarter that will help reach their breakeven earlier than the time an 
LFI/MFI requires in normal situation. 
 

ii. Financing to MHP Company/Cooperative for MHP installation  
 
In this modality, after social mobilization and institutional development process, a legal entity either a 

Company or an Electricity Cooperative should have already been registered and management committee be 

formed. Similarly, cash equity contribution part of beneficiaries should have already been collected and 

deposited in the account of MHP (Company/Cooperative). BFI or LFI then assesses MHP and provides loan 

for construction work and procurement of machineries for MHP. Under this modality, based on regulatory 

provision, MFIs cannot lend more than NPR 700,000 to an individual borrower (MHP Company/Cooperative), 

which will not be sufficient to meet the need for MHP. Hence only through cooperatives (savings and credit 

cooperatives in particular) can lend the amount needed based on its funding resources.  

In case of BFIs, they can lend the required loan for MHPs whereas in the case of saving & credit cooperative 

it is recommended that total MHP loan should not exceed 30 percent of its total loan portfolio to minimize 

chances for collapse due to failure of MHP loan because of the other varied reasons. 

The pictorial look of the modality is presented below: 
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5.4 Ensuring timely recovery of MHP loans 
 

Timely recovery of loans remains always as a prime concern to BFIs and LFIs. Therefore, whenever loan 

component comes into picture, all possible means for timely recovery of loans need to be assessed 

beforehand. Since BFIs will not have their presence in local area for regular follow up, it has to rely on 

management committee of the MHP concerned. But due to lack of understanding among the board 

members, and other reasons mainly mismanagement of the committee itself loan recovery has been the 

most critical issue in MHP lending. Therefore, outsourcing such role to some external party with expertise on 

such matter will help better ensure timely loan collection. For LFIs, they can mobilize staff from branch 

office.  Nevertheless, with outsourcing it will be helpful in creating awareness among the community, setting 

effective tariff management practices, providing financial/business literacy to beneficiary household 

members, guiding them for undertaking different income generating activities including diversification of 

end uses to ensure timely loan repayments.      

 

5.5 Linkage of tariff income with loan repayment 
 
Since management problem has been one of the most critical issues for successful MHP operations, it is less 
likely that loan collection solely from tariff income will happen. Thus for loan disbursed to MHP, full effort 
need to be put with all capacity building support for making the management committee run effectively and 
transparently. Diversifying end uses and efficiently using the electricity will help generate additional income 
to MHP, which will ease the loan repayment process in timely manner. But all the beneficiary households 
need to be made aware about efficient use of electricity and timely payment of tariff, which can happen 
through regular financial/business literacy activities.  

5.6 Insurance for MHP 
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As already mentioned above, multiple risks are associated with MHP as such. Therefore, without insurance 
MHP is less likely to succeed in the long run because of day to day risks involved. However, due to lack of 
awareness/education about importance of insurance among the community it is not being perceived 
positively. Therefore, it will be good to provide support for initial years by bearing premium from AEPC 
subsidy, but once the MHP starts generating income effort should be made to pay the premium from the 
MHP itself. MHP management should be educated in this line from the start. Insurance should not be 
perceived as it is done for the bank; instead it is for good cause of the MHP ultimately benefitting beneficiary 
communities. Thus it is recommended that awareness creation activities be provided to the community and 
management committee members regarding importance of insurance and its need for MHP to help 
minimize risks. 

5.7 Documenting successful cases 
 
Out of total 26 MHPs developed with credit support from the two commercial banks, it was noted that one 
MHP - Thulokhola MHP in Okhaldhunga district - has been operating with great success. It has paid back all 
the loans and also has surplus savings in its bank account with the HBL. It would always be good to have 
better understanding about the factors contributing to such success and lessons learnt to other MHPs as 
well. Therefore, it is recommended that a case study of such successful MHP be carried out and documented 
for future reference. It will be helpful not only to AEPC/RERL but other stakeholders concerned as well. It 
may also serve as a guiding tool to set up other MHPs in future.  
 
5.8 Capacity development 
 
Considering existing capacity of the MHP management, beneficiary families, BFIs and LFIs, it is felt that MHP 
loan be strongly tied up with capacity building support at different levels. The needs for different capacity 
building interventions at different levels are presented in the table below:  
 

Table-5: Need for different capacity building interventions 

Target Group Type of capacity building required Process Support required 
from19 

Beneficiaries 

Awareness creation Social mobilization AEPC/RERL 

Financial/business literacy Literacy 
sessions/training 

AEPC/RERL 

Tariff payment Group discussion AEPC/RERL 

End use possibilities Group discussion AEPC/RERL 

MHP 
Management 

Management of the institution (MHP) Training AEPC/RERL 

Tariff management Training AEPC/RERL 

Public auditing Open seminar AEPC/RERL 

Financial management Training AEPC/RERL 

End use diversification Local survey AEPC/RERL 

Insurance policy and procedures, claim 
process 

Orientation/training Insurance 
company 

Operators Basic operations and maintenance On-site training MHP supplier 

LFIs 

Product development Market research AEPC/RERL 

Branch viability Training AEPC/RERL 

Business diversification Market research AEPC/RERL 
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 Here support from AEPC/RERL also refers to outsourcing some of the activities to external party depending upon need 
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5.9 Social Mobilization 
 
Considering lack of awareness of the MHP community on different fronts and capacity of MHP management, 

it is strongly felt that social mobilization is greatly required. Social mobilization should cover key areas like 

importance and need for equity contribution, its long term benefit, MHP operation modality (Company vs 

Cooperative) along with its pros and cons, tariff rate and its management, timely payment of tariff, efficient 

use of electricity during off hours to promote potential enterprises in the areas and role of community in 

making the MHP successful in the long run. Moreover, issues related to loan management with focus on 

timely repayment need also to be covered.  

From gender perspective, to the extent possible it is recommended that awareness session be given both to 

male and female representing the family. Social mobilization process should start once DFS is completed and 

subsidy approval process for the MHP started so that when subsidy approval takes place community is 

knowledgeable about their responsibility toward MHP management. To make the social mobilization 

effective, provision for outsourcing the activity to external agency is recommended.     

5.10 Financial and business literacy  
 
Financial and business literacy plays instrumental role in making MHP successful. Since most of the MHPs 

are located in rural and remote areas where people have low literacy level, it will be necessary to provide 

them with financial and business literacy skills using appropriate tools and technology. It is therefore 

recommended that financial literacy campaign using technologies like video documentary, audio messages 

through Interactive Voice Recording (IVR) system, and necessary training sessions be conducted prior to 

start or during MHP construction. 

5.11 Establishment of legal institution and institutional development 
 
Since management plays crucial role in making MHP successful, it is important to give MHP a legal identity 

for its better functioning. If management does not function properly then possibility of setback to loan 

recovery performance will also be high. Hence, timely action on giving MHP a legal status is required. Once 

the community is made aware of both the modalities (company vs cooperative) through social mobilization 

process, they should decide which modality to follow. Upon finalization of the modality, its legal process and 

registration should be done through appropriate government authority. Since capacity of management 

committee is inadequate to undertake full responsibility to establish such institution, AEPC/RERL should help 

the committee to get established. 

It might be premature at this stage to recommend if Company modality works better or Cooperative. Based 

on the short field visit, study team however felt that if the MHP is more than 100 kW or number of 

beneficiary households is more than 500, company modality might be preferable because managing larger 

number of shareholders with cooperative model will be difficult in rural areas.  Thus it is recommended that 

AEPC/RERL undertake a study on which kind of institution is appropriate in what circumstances for effective 

management of MHP. Based on findings some criteria can be developed for future course of action. Once 

the institution is set up, detail institutional development plan should be prepared and implemented strictly 

to help manage MHP in a sustainable way.  

5.12 Risks mitigation 
 
Since MHP by nature involves multiple risks, lending in MHP sector obviously poses high risks to financing 

institution. Usually three types of risks are associated with MHP - first, technical risks resulting from damage 
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of MHP due to flood, earthquake, landslide; second, long outage due to lack of timely repair and 

maintenance; and third, credit risk due to non-payment of loans.  To address the issues, it is recommended 

that a comprehensive insurance that covers, civil construction, equipment/machinery and personal 

insurance (for technicians) be made mandatory both for construction and operational phases20. From 

sustainability point of view, premium for insurance till first or second year of operation needs to be borne 

from AEPC/RERL side then after from the MHP income. For this, community needs to be made aware about 

importance of and need for insurance, insurance mechanism and possible companies to be involved. Costs 

and benefits of insurance must also be discussed with the community during social mobilization.  

For timely operations and maintenance, the required fund needs to be created from tariff income. To 

address credit risk, it is recommended that provision for financial literacy and regular follow up for timely 

loan collection be made.  

5.13 Subsidy delivery 
 
To promote MHP in rural and remote areas subsidy is required because compared to big hydro power 

projects the cost of MHP per unit is high. Thus, the community needs and greatly looks forward to receiving 

subsidy for MHP installation. It will therefore be necessary to tie up subsidy release with some important 

steps so that the community will be bound to follow. It is recommended that delivery of approved subsidy 

be strictly linked with institutional development process and the first installment be released in the name of 

newly registered Institution. This will help guide the MHP installation and operation in positive direction. 

Accordingly, release of subsequent installments can also be tied up with other management related issues, 

like tariff setting, detail business plan of the institution and construction progress.  

5.14 Detailed feasibility study  
 
Though this section does not fall directly under the scope of the assignment, it is however felt that some 

aspects related to DFS will ultimately affect loan recovery. Thus some issues related to DFS are covered here.  

 As per current practices, DFS of MHP mainly focuses on technical aspects of the project, which is important 

but not the sole factor contributing to successful installation and operations of the MHP including loan 

management. DFS should therefore also touch upon prospect for income generating activities in the area 

through diversified end use of MHP electricity.   

Appropriate cost estimation during DFS is critical for resource mobilization. As per GIZ/EnDev study 

underestimation of the project has resulted into funding deficit for the MHP and making them bound to 

borrow from informal sources at higher interest rate. This has increased financial burden resulting into delay 

in loan payments. Thus, to the extent possible the estimation should be realistic so that the community or 

the MHP as a whole does not suffer from added financial burden which ultimately affects loan repayment.  
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 As per insurance companies, such comprehensive insurance costs about 1 percent of the insured amount 
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Annex-1 Terms of Reference 
“Establishing Sustainable Financing Model for Financing Community-based Mini-hydro Projects through 

Local Financial Institutions” 

 

This Terms of Reference (ToR) is jointly designated by the Alternative Energy Promotion 
Centre/Renewable Energy for Rural Livelihood (AEPC/RERL) and Central Renewable Energy Fund (CREF) 
Secretariat with the objective of working together for the Establishing Sustainable Financing Model for 
Financing Community-based Mini-hydro Projects through Local Financial Institutions. 

 

1. INTRODUCTION 

 

1.1         Alternative Energy Promotion Centre 

 

Alternative Energy Promotion Centre (AEPC) is a Government institution established on November 3, 
1996 under the then Ministry of Science and Technology with the objective of developing and promoting 
renewable/alternative energy technologies in Nepal. Currently, it is under the Ministry of Population and 
Environment (MoPE). 

 

AEPC has hosted different renewable energy and energy efficiency interventions through support from 
development partners in the past. Especially, the second phase of the Energy Sector Assistance Program 
(ESAP II) financed by the GoN, Danida, DfID, the Norwegian Ministry of Foreign Affairs, KfW and SNV 
followed a more coherent and coordinated approach that led towards realization of the need of a more 
coordinated sector development. As it’s result, in 2011, the GoN and development partners jointly 
agreed to support formulation of a National Rural and Renewable Energy Programme (NRREP) in a single 
programme modality. The GoN has committed to reform the subsidy system and finance a higher 
portion of the subsidies for Renewable Energy Technologies (RETs). 

 

1.2 Renewable Energy for Rural Livelihood 

 

Renewable Energy for Rural Livelihood (RERL) programme funded by United Nations Development 
Programme/Global Environment Facility (UNDP/GEF) has been implementing from July 2014 under the 
execution of AEPC. This programme is developed as an integral part of AEPC/NRREP and thus assists in 
fulfilling its ambitious targets. 

 

The main objective of RERL is to support AEPC/NRREP to remove barriers to increased utilization of 
renewable energy resources in rural Nepal in order to support economic, environmental, and social 
development of people in the rural areas and to reduce GHG emissions. RERL particularly supports for 
scaling up of less disseminated larger RETs such as mini hydro, large micro hydro (+60 kW) and large 
scale solar Photo Voltaic (PV). The core strategies of RERL include demonstration projects, private sector 
involvement for financing and attainment of financial sustainability through promotion of productive 
end-uses. 

 

1.3 Centre Renewable Energy Fund 

 

The Central Renewable Energy Fund (CREF) is established as the financial intermediation mechanism for 
the RE sector through AEPC implemented NRREP. The objective of the CREF is to function as the core 
financial mechanism responsible for the effective delivery of subsidies and credits to the renewable 
energy sector in Nepal. Once operational and proven as an effective financing mechanism for the sector, 
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it is expected that further funds will be committed to CREF by the Government and development 
partners given the importance of renewable energy in protecting the environment  and contributing to 
rural livelihoods and development. The CREF Financial Management Mechanism is being implemented 
through eight private commercial and development banks selected on a transparent and competitive 
basis, in accordance with well-defined eligibility criteria. 

 

The NRREP Programme Steering Committee under the chairmanship of the Secretary from MoPE 
decides on the overall priorities of the programme and is overall responsible for the implementation of 
all components including CREF. Given the specific focus of CREF on financial sector activities, a 
specialized subcommittee, the CREF Investment Committee, has been established for the strategic 
management and oversight of the CREF financial intermediation mechanism. The CREF Investment 
Committee has established a Secretariat as its operational arm. The Secretariat is responsible for 
monitoring the performance of the selected banks, promote CREF activities, capacity assessment and 
development of banks, and for liaison and coordination with AEPC. 

 

2 BACKGROUND OF THE ASSIGNMENT 

 

High upfront cost of Mini-hydro Projects (MHPs) and the relative poverty of rural households have led to 
a gap in their affordability to access the clean technology. Therefore, financing for these technologies 
has evolved as one of the major opportunities for Local Financial Institutions (LFIs - such as microfinance 
institutions, primary cooperative societies, financial intermediately non-profit organizations etc.) in 
order to bridge such financing gap. However, besides having such opportunity, only few LFIs have been 
able to finance these technologies. 

 

The involvement of only few LFIs in Nepal’s MHPs and large scale solar sector is especially due to lack of 
awareness about the technology, perceived high level of financing risk, high loan administration and 
monitoring cost etc. The larger LFIs are also constrained by very limited MHP sector technical 
knowledge, and are therefore unable to assess the risks of the projects. Monitoring and receiving 
accurate information and collecting the repayments is very costly due to the remoteness of the 
borrower. It is also not clear to the LFIs which MHPs have particular financing risks and challenges. 

 

The MHPs’ financial arrangement is generally a mix of subsidy, equity (cash and kind) and the loan. The 
subsidy and equity parts are mainly manageable whereas getting the remaining amount as loan is being 
a challenging process. The various challenges outlined above have created huge gap between the loan 
demand and actual supply. The CREF is therefore would like to conduct a study on  developing attractive 
financial models in order to leverage the LFIs resources for the development of MHPs. The proposed 
consultant, to be hired through CREF and RERL with financial support from UNCDF Clean Start Program, 
will develop the sustainable financing models for financing community- based MHPs through the 
involvement of nearest local financial institution. The proposed models and packages will be used as 
technical support, technical aid, and most importantly risk mitigation tools for the bank and financial 
institutions. 

 

RERL has identified one LFI, Dhaulagiri Community Resource Development Centre (DCRDC), involving in 
financing for MHPs. According to the DCRDC, they have successfully financed for the construction  of a 
11.5 kW micro-hydro project in Ruma VDC of Myagdi district. The financing was made available  to the 
user communities of the micro-hydro through a nearest local branch. The communities have successfully 
repaid the loan and also making financial relationships with the LFI for other business opportunities. 

 

The proposed consultant is advised to visit DCRDC office and the micro-hydro project area and interact 
them on the process of such financial deal, issues and challenges, and the strategis to upscale this small 
piloting initiative. The consultant is requested to have detail investigation of this financial deal so that it 
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can be replicated for other micro/mini-hydro projects. The consultant is also requested to conduct a 
detail analysis of this initiation such as risk to the LFI, policy level barriers, LFI’s willingness and 
motivation, administrative difficulties need to be investigated etc. 

 

3 OBJECTIVES OF THE ASSIGNMENT 

 

The primary objective of the task is to develop a viable and sustainable financing model for financing 
community-based mini-hydro projects by using network and strength of the LFIs. The secondary 
objectives of the assignment are to: 

 

A. Study one successful cases (DCRDC initiative) where the LFIs have financed to the MHPs and 
successfully returned back their loans. Interact with the DCRDC about their motivation on 
financing MHP, benefits, issues and challenges, legal barriers, and possibility of further scalability 
may be required for this assignment. The consultant will review the mechanism, processes and 
lessons from DCRDC and develop a specific plan for the selected site. 

B. Review the policy level supports and barriers in financing community-based MHPs and large 
scale solar technologies through LFIs and Micro-Finance Institutions (MFIs). 

C. Assess the risks, risk mitigation tools, documentations required, cost effectiveness, benefits etc 
to LFI on end consumer financing for the MHP. 

D. Suggest the legal and financial arrangement for channeling loan for MHPs through LFI. This 
includes the development of the forms and formats to be used for replicating this model i.e. 
agreement paper between end users and LFI; agreement between end user and MHP committee 
for repayment of the loan; terms and conditions of the loan repayment if the revenue collected 
from the project is not sufficient for serving the loan installment etc. 

E. Present the final report and its findings to CREF, AEPC, RERL, and UNCDF team. 
 

4 SCOPE OF THE WORK 

 

The consultant is required to work independently but with the necessary support and coordination from 
RERL and CREF Secretariat. Mainly, but not limited to, the consultant should be responsible and take full 
ownership for the following scope of work: 

 

A. Interaction with RERL, UNCDF and CREF team and develop the major contents of the 
assignment. 

B. Interaction with few microfinance institutions (wholesale and retail lending) and 
commercial/development banks on the possibility of financing MHPs through local financial 
institutions. 

C. Visit DCRDC, Baglung and the micro-hydro site, which was financed through micro finance to 
interact on their experience, challenges, lessons and opportunities on financing MHP. 

D. Review the policy level supports and barriers in practicing LFI-led Financing Model for MHPs 
E. Interaction with Nepal Rastra Bank, Nepal Microfinance Banker’s Association, Department of 

Cooperative and other organizations regarding policy level challenges, support and changes 
required. 

F. Develop business model, incentive packages and tools for the LFIs under LFI associated MHP 
financing practice based on the feedback from interaction with the LFIs/MFIs. 

G. Develop necessary forms and formats required to materialize the agreement between LFI 
and members, LFI and MHP developer, members and MHP developer. 

H. Identify the major risk profile and risk mitigation tools for both end-consumers and LFIs 
I. List the major technical supports and capacity building activities required for LFIs in 

financing these technologies 
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5 INPUTS FROM AEPC/NRREP, RERL, AND CREF 
 

 Required budget to conduct this study 
 Arrangement of vehicle/air fare for out of Kathmandu valley travel 
 Relevant document, materials, information, and coordination from RERL and CREF Secretariat 

 

6 TIME SCHEDULE 

 

The duration of the task shall be 30 working days spread over two months from the date of signing 
the contract agreement. 

 

7 DELIVERABLES (OUTPUT) 

 

The following final services are expected from the consultant: 
 

 Two set of final draft report with soft copy 
 Two set of final report with soft copy 

 

The report should contain business model, policy level barriers and modifications required, forms and 
formats required for financing to MHP from LFIs, benefits/risk and risk mitigation tools, capacity 
building activities required for LFIs, major recommendations etc. 

 

8 QUALIFICATION OF THE CONSULTANT 

 

 Educational background: at least Master of degree in management, economics, or other 
relevant subject with preference in the specialization of banking and or finance. 

 Minimum 7 years of experience in working with financial sector especially with microfinance 
institution or cooperative. 

 Minimum 3 years of experience in renewable energy sector with special focus on micro and 
mini-hydro financing is preferred. 

 Preferably at least one experience in conducting similar assignment in the past. 

 Conversant with NRB directives, policies, LFIs’ financing rules and regulations. 
 Proficiency in English and Nepali languages 

 

9 BUDGET AND TERMS OF PAYMENT 

The budget and remuneration shall be based on qualification, experiences, and similar work done in the 
past. Total proposed budget shall be inclusive of prevailing government taxes. However, an office vehicle 
shall be provided for out of Kathmandu valley travel. 

 

This contract shall be a fixed price contract. The payments shall be done based on the following 
installment basis: 

 
Amount in %age Payment 
30 After submission and acceptance of inception report within 10 days 
50 After submission of first draft report within 40 days 
20 After submission and acceptance of final report within 60 days 



 
 

10 DOCUMENTS TO BE SUBMITTED BY CONSULTANT 

 Technical Proposal with signed cover letter 
 Financial Proposal (as per Annex B) with signed cover letter with VAT Registration 

Certificate 
 Copy of TAX Clearance Certificate of previous fiscal year 
 CV and copy of citizenship certificate of proposed consultants 
 Other relevant documents 
 Copy of company/firm registration certificate with renewable (for company/firm only) 

 

11 ACCEPTANCE OF PROPOSAL 

All rights are reserved with AEPC/RERL and CREF Secretariat to approve or disapprove any 
proposal without giving any reasons whatsoever. If needed, the consultant will be asked for 
modifications and presentations of the proposal before approval. 

 

12 SELECTION/EVALUATION PROCESS 

The selection is based on the quality of technical proposal and the required budget mentioned in 
the financial proposal thus by applying the Quality and Cost Based (QCBS) approach. The technical 
proposal should include all the technical parameters related to the study such as information 
acquisition, study framework and methodology, innovativeness, working schedule, CV of the 
consultant etc. Marking and scoring for technical and financial proposals are provided in Annex A. 

 

13 FORCE MAJEURE 

Without prejudice to their rights, the government and the service provider shall not be held 
responsible nor suffer any financial loss should the performance of the contract be delayed or 
prevented by an event of Force Majeure, which shall include, but not limited to strikes, riots, civil 
commotion, fire accident or any other incident beyond the control of either party hereto which 
neither party was aware of or could have foreseen at the time of the signing of this contract. In 
event of an occurrence of the Force Majeure, either party shall notify the other of the event or 
during such event the rights and obligations of either party shall automatically be suspended. 

 

Should you have any queries on the ToR, please forward an email clearly mentioning your queries 
to Mr. Umesh Prasad Acharya at umesh.acharya@aepc.gov.np. Although efforts will be made to  
respond to such queries as soon as possible, kindly set aside ample time for us to furnish 
responses to your queries. 

 

The financial and technical proposals (both in hard copy with sealed separately) must be 
personally delivered to the address given below by 5 May 2017 15.00 hours local time. 

 
Alternative Energy Promotion Centre (AEPC)  

Renewable Energy for Rural Livelihood (RERL) Programme 
Khumaltar, Lalitpur  

Telephone: +977-1-5539390, 5539391 
Facsimile: +977-1-5542397, 5539392 

Website: www.aepc.gov.np 
 
 
 

LIST OF ANNEXES 
 

mailto:umesh.acharya@aepc.gov.np
http://www.aepc.gov.np/
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Annex A: Proposal Scoring and Marking System 

 

A.1 Technical Proposal 
 

A score of eighty marks is considered as total maximum mark for the Technical Proposal. The 
basis for the evaluation of the technical proposals is mentioned below. 

1. Qualification of the consultant - 10 

2. Working experience with financial sector - 10 

3. Experience in similar works - 10 

4. Methodology to carry out the proposed tasks and effectiveness - 50 
Total                    Max 80 

Minimum score to pass the technical evaluation is 60 marks. 

A.2 Financial Proposal 

 

The technical proposals passing the minimum score in its evaluation will be selected and the 
corresponding financial proposal will be opened. Based on the evaluation, RERL and CREF will 
select the best proposal and award the work. 

 

The calculation of the financial score will be as follows: 
 

Financial Score = Lowest price offered divided by price of compared offer x 20 

 

For example, if the price of the lowest offer is 100, and the price of the compared offer is 200, 
then the financial score is calculated as 10. This value is added to the technical score. 

 

Annex B: Proposed Budget for this Assignment 

 

SN Particulars Quantity Unit Unit Rate (NPR) Amount (NPR) 

1 Expert fee 30 Man days   

2 Report preparation  Lump sum   

3 Communication and local 
travel 

 Lump sum   

4 Field visit cost  A vehicle/airfare will be provided. 

 Total     

5 Overhead (10%)     

 Total     

6 VAT (13%)     

 Grand Total     

Note: Maximum 10% overhead is allowed only for those applicant applying through a 
firm/company. 
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Annex-2 List of People Met/Consulted 
 

Name of Person Position Representing Organization 

1. Mr. Harisharan KC Director 
Bank & Financial Institution 

Regulation Department, NRB 

2. Mr.Narayan Gyawali Deputy Registrar Department of Cooperative, GoN 

3. Mr. Isworlal Rajbhandari Chairperson DCRDC Baglung 

4. Mr. Biplab Sharma Program Manager DCRDC Baglung 

5. Mr. Tanka Prasad Dhakal Branch Manager DCRDC Durbang Branch, Myagdi 

6. Mr. Dhan Bahadur Roka  Chairperson Chherbang Patlekhola MHP, Myagdi 

7. Mr. Dilip Kumar Sherchan Chairperson Rumkhola MHP, Myagdi 

8. Mr. Bhim Bikram Malla Manager Rumkhola MHP, Myagdi 

9. Mr. Agnidhar Aryal Chairperson 
Daramkhola MHP, Womi, Taxar, 

Gulmi 

10. Mr. Dharmendra Kumar Malla  Chairperson 
Paropakar Electricity Cooperative, 

Womi, Taxar, Gulmi 

11. Mr. Tirtha Singh Thapa Chairperson Tarakhola MHP Users’ Committee 

12. Mr. Kul Bahadur Roka Secretary Tarakhola MHP Users’ Committee 

13. Mr. Himal B.K. Coordinator-Fund 

Management Committee 
Tarakhola MHP Users’ Committee 

14. Mr. Bal Bahadur KC Contractor Tarakhola MHP Users’ Committee 

15. Mr. Karna Bahadur Karki Member Tarakhola MHP Users’ Committee 

16. Mr. Ram Bahadur Roka 
Member 

Ward Chairperson 
Tarakhola MHP Users’ Committee 

17. Mrs. Sangita Sharma Manager CYC Nepal, Head Office, Baglung 

18. Mr. Mukti Prasad Sharma Senior Officer CYC Nepal, Head Office, Baglung 

19. Mr. Chandi Prasad Sharma Chairperson 
CYC Savings & Credit Cooperative Ltd. 

, Baglung 

20. Mr. Ajaya B. Shah Assistant General 

Manager 

Laxmi Bank Limited, Hattisar, 

Kathmandu 

21. Mr. Dinesh Dulal Head -  Renewable Energy 

and Microfinance 

NMB Bank Limited, Sitapaila, 

Kathmandu 

22. Mr. Ansuya Basnyat Branch Manager 
Himalayan Bank Limited, Pulchowk, 

Lalitpur 

23. Mr. Bodhraj Khanal Officer 
Himalayan Bank Limited, Pulchowk, 

Lalitpur 

24. Mr. Prakash Pokhrel Head – Microfinance 

Department 

Mega Bank Nepal Limited, Kamaladi, 

Kathmandu 

25. Mr. Yuvaraj Guragain Head- Corporate Credit 

Department 

Civil BankLimited, Kamaladi, 

Kathmandu 

26. Mr. Janardan Dev Pant Chief Executive Officer 
Nirdhan Utthan Bank Limited, Naxal, 

Kathmandu 

27. Mr. Prakash Raj Sharma Chief Executive Officer Laxmi Laghibitta Bittiya Sastha Ltd., 
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Maharajgunj, Kathmandu 

28. Ms. Shobha Mishra Assistant General 

Manager 

Chhimek Laghubitta Bikas Bank 

Limited 

29. Mr. Bhesh Raj Panthi Chief Executive Officer 
First Microfinance Bank Limited, 

Gyaneshwor, Kathmandu 

30. Mr. Jyoti Chandra Ojha Chief Executive Officer 
Rural Microfinance Development 

Centre Ltd. 

31. Mr. Ramchandra Joshi Chairperson 
Nepal Microfinance Bankers 

Association, Kathmandu 

32. Mr. Udit Prasad Kafle Assistant General 

Manager 
Shikhar Insurance Company Limited 

33. Mr. Sushil Bajracharya Chief Executive Officer 
Himalayan General Insurance 

Company Limited 

34. Mr. Ramkrishna Maharjan Deputy General Manager 
Himalayan General Insurance 

Company Limited 

35. Mr. Lumin Kumar Shrestha Senior Director Centre for Rural Technology, Nepal 

36. Dr. Purushottam Shrestha Director Centre for Rural Technology 

37. Mr. Satish Gautam 
National Program 

Manager 
AEPC/RERL, Khumaltar, Kathmandu 

38. Mr. Manu Binod Aryal Capacity Building 

Specialist 
CREF, Kamaladi, Kathmandu 

39. Mr. Umesh Prasad Acharya Energy Finance Expert AEPC/RERL, Khumaltar, Kathmandu 

40. Mr. Prem Sagar Subedi Project Coordinator CleanStart Project, UCDF Nepal 
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Annex-3 Checklist for MFI/Cooperatives in Baglung 
1. Institutional Information 

Name of the institution  

Date of Establishment  

Number of members  

Number of savers Male  Female  TOTAL  

Number of borrowers Male  Female  TOTAL  

Total loan outstanding NPR  

Average Loan Size NPR 

 

2. MHP loan information 
 

 What motivated DCRDC to involve in MHP financing? ___________________________________ 

______________________________________________________________________________ 

 How many micro/mini-hydro projects currently funded by your organization through your 

members? ______________________________________________________________________ 

 Number of borrower for micro/mini-hydro: ___________________________________________ 

 Total MHP loan disbursement: NPR _________________________________________________ 

 Average size of loan for micro/mini Hydro:_____________________________________________ 

 Total loan outstanding in MHP: NPR _________________________________________________ 

 Average loan repayment period: _________________________________________________ 

 Number of instalment:  _________________________________________________ 

 Grace period prior to start principal instalment, if any: __________________________________ 

 Collateral requirement for micro/mini-hydro loan?    Physical collateral- land/house, project etc.? 

______________________________________________________________________________ 

 Do you ask borrower to prepare Business plan and cash flow while approving this 

loan?___________ 

o If so do you appraise it and if you find it not that feasible from adequate income to repay 

the loans, do you reject such loans?__________________________________________ 

o If yes, did you come across this situation? _____________________________________ 

_______________________________________________________________________ 

 Does your institution have policy/objective in extending loans to members to fund micro/mini 

Hydro projects?_________________________________________________________________ 

 Do you have legal basis to extend such loans to other project also in future? ________________ 

 

 Why do you think, extending loans for micro-mini-hydro is good for your institution? _________ 

_____________________________________________________________________________ 

 What are the key benefits for DCRDC from MHP financing? _____________________________ 

_____________________________________________________________________________ 

 What are some of the issues and challenges perceived while extending MHP loan product? 

_____________________________________________________________________________ 

____________________________________________________________________________ 

 What are the key risks to DCRDC and its borrowers related to MHP financing and means for 

mitigation of such risks?  _________________________________________________________ 

_____________________________________________________________________________ 

 What are some of the opportunities you see to engage your institution in this kind of loan 

product? _____________________________________________________________________ 
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 Any lessons learnt from MHP financing? ____________________________________________ 

_____________________________________________________________________________ 

 Do you also have skills and expertise to manage and maintain micro-mini hydro projects? 

_____________________________________________________________________________ 

 If not, do you think, having such skills and expertise within your institution would help manage 

financial services for micro-mini-hydro project including timely repayment effective? 

_____________________________________________________________________________ 

 Are you interested in replicating such financing in other areas/districts? If not, why?  _________ 

_____________________________________________________________________________ 

 If required, will DCRDC provide technical backstopping for MHP financing to other LFIs in its 

operating area or beyond? _______________________________________________________ 

 What is the source of income of borrowers for repaying interest and principal? Tariff only or other 

sources? _____________________________________________________________________ 

 What are the key contributing factors for timely repayment of MHP loans from your clients? __ 

_____________________________________________________________________________ 

 If past due, what may be the possible reasons? _______________________________________ 

 _____________________________________________________________________________ 

 Was any capacity building support (like financial literacy related to MHP loan or other knowledge) 

provided to clients? If yes, kindly list those activities: ___________________________________ 

_____________________________________________________________________________ 

 Any other issues? ______________________________________________________________ 

_____________________________________________________________________________ 
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Checklist for Individual Borrower/FGD 
Personal Information 

Name of borrower  Male/Female Age  

Number of members in the family  

Number of members making income for household  

Key income sources     

Name of financial institution  

 

 How long have you been member of this institution? ___________________________________ 

 How much savings you have in this institution? ________________________________________ 

 Have you currently loan for Micro-hydro? __________________________________________ 

o If not had you such loan in the past? __________________________________________ 

 How much is the MHP loan you borrowed (current or immediate past): ____________________ 

 Have you also borrowed for other purposes? _________________________________________ 

If yes, for what purpose and amount borrowed: ________________________________________ 
From your perspective what are the differences between this MHP loan and other loan products 
borrowed from DCRDC/Coop? ____________________________________________________ 
_____________________________________________________________________________ 

 What was the loan repayment period for MHP loan? __________________________________ 

 Do you think the period is sufficient for paying back the entire loan amount? _______________ 

 If not, why and how much time would be appropriate? ________________________________ 

 Frequency for loan installment (EMI) payment?  __________________________________ 

 How long was the grace period given with interest payment only? ________________________ 

 What are the documents required to apply for this loan for MHP? ________________________ 

 What collateral (if required) you had to give to borrow this loan?  ________________________ 

 What are the sources of income to repay this loan? ______ ____________________________ 

 Do you think it is difficult to pay loan installment? If yes, why?   __________________________ 

 What is your monthly tariff you are currently paying for electricity use? ___________________ 

 Do you think this is an affordable amount of tariff for electricity use? _____________________ 

 Beyond for light, do you use electricity for other purpose as well? ________________________ 

 What are some of the difficulties you faced while applying for this loan? ___________________ 

 From your perspective, what are the key risks in borrowing MHP loan from DCRDC or other 

institution? ____________________________________________________________________ 

 

 Did DCRDC provide any training related to MHP loan management? If yes, what type of training? 

_____________________________________________________________________________ 

 What are some of the suggestions for the financial institution to make this loan better for the 

people like you? _______________________________________________________________ 
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Checklist for MHP Board/Management 

Location of MHP Site: __________________________________________________________________ 

1. What is the capacity of MHP? ___________________________________________________ 
 

2. How did you finance the project? ________________________________________________ 

 

3. How many shareholders do you have currently? ____________________________________ 
 

4. How did you determine the number of shareholders for this MHP? _____________________ 

___________________________________________________________________________ 

5. How did your shareholders manage their money to invest in this MHP? __________________ 

___________________________________________________________________________ 
 

6. Did they borrow loans to invest in this MHP? ______________________________________ 
 

7. If yes, can you tell us the types of loan they borrowed, and the name of financial institutions 

from where they borrowed and features of the loans? ______________________________ 

___________________________________________________________________________ 
 

8. Was the loan amount sufficient? If not, by how much and how it was met? _______________ 

___________________________________________________________________________ 
 

9. Was their any voluntary contribution (in-kind, labour and monetary) from beneficiaries?  

If yes, how much?  ____________________________________________________________ 

___________________________________________________________________________ 
 

10. What is tariff system? Does the collected tariff is linked with the repayment of the loans?  

___________________________________________________________________________

___________________________________________________________________________ 

11. What are challenges being faced by you as MHP? __________________________________ 

___________________________________________________________________________ 

12. Do your MHP have adequate technical service provider and who is this TSP? 

___________________________________________________________________________

___________________________________________________________________________ 

13. What kinds of measures that you think are good to address the challenges? 

___________________________________________________________________________

___________________________________________________________________________ 

14. What are the opportunities that you perceived while undertaking MHP? 

___________________________________________________________________________

___________________________________________________________________________ 

15. What are the preparatory steps to establish an MHP company? 

___________________________________________________________________________

___________________________________________________________________________ 

16. How do you communicate with the shareholders?__________________________________ 

__________________________________________________________________________ 

17. What kind of feedback mechanism is in place to receive from shareholder to improve the 

management of MHP? ________________________________________________________ 

___________________________________________________________________________

___________________________________________________________________________  
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Annex-4 Field Visit Schedule 
May 30 – June 03, 2017  

Objective: 

1. Interaction with Dhaulagiri Community Resource Development Centre (LFI) on micro-hydro 
financing practices and lessons learned 

2. Interaction with the micro-hydro communities regarding loan repayment status and benefits 
and challenges in LFI-led financing mechanism 

3. Inspection of some micro-hydro project sites on how micro-hydro functions and interaction 
with the communities on its management 

 

DATE TIME ITINERARY MEANS 

30.05.17 Tu 07.00 – 17.00 Travel from Kathmandu to Beni RERL Vehicle 

31.05.17 W 07.00 – 09.00 Travel from Beni to Darbang (Myagdi)  

31.05.17 W 09.00 – 11.00 Interaction with the DCRDC Branch Office on 
LFI-led Financing Practices for Micro-hydro 

Interaction at DCRDC 
Branch Office, Darbang 

31.05.17 W 
 

11.00 – 13.00 Interaction with the Cherbang Patle Micro-
hydro Project (Chairperson) on LFI-led 
Financing Mechanism 

Interaction at DCRDC 
Durbang Office 

31.05.17 W 14.00 – 16.00 Inspection of Rumakhola MHP (51 kW) and 
MHP-based Enterprises in Darbang 

Inspection of poorly 
managed MHP 

31.05.17 W 16.00 – 19.00 Travel from Durbang to Burtibang Stay in Burtibang 

01.06.17 Th 07.00 – 09.00 Travel from Burtibang to Kharbang and Womi  

01.06.17 Th 09.00 – 12.00 Interaction with Daram Khola MHP (70 kW) 
and Paropakar MHP (116 kW) 

Inspection of properly 
managed MHPs 

01.06.17 Th 12.00 – 16.00 Travel from Kharbang to Tara Khola  

01.06.17 Th 17.00 – 19:00 Interaction with Tara Khola Board and other 
stakeholders regarding project status and loan 
requirements 

Inspection of new MHP 
seeking loan 

02.06.17 Fr 06.00 – 08.00 Physical inspection of civil construction of 
Tara Khola and inspection of potential PEU 
activities (slate industry visit) 

 

02.06.17 F 08.00 – 12.00 Travel from Tara Khola to Baglung Bazar RERL Vehicle 

02.06.17 F 13.00 – 14.00 Interaction with DCRDC Head Office regarding 
their motivation/willingness for financing 
MHPs, organizational policies and strategies 
and potential risk in MHP financing 

 

02.06.17 F 14.00 – 15.00 Interaction with CYC Saving and Cooperative 
Management Team and Board Members 
regarding their motivation of financing Tara 
Khola and future strategies for financing MHP 

 

02.06.17 F 15.00 – 17.30 Travel from Baglung Bazar to Pokhara  

03.06.17 Sa 07.00 – 14.00  Travel from Pokhara to Kathmandu RERL Vehicle 
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Annex-5 Assessment Matrix 
 

Area Issues/problems Possible solution measures Information 
source 

LFIs and MHP 
financing 

 
 
 
 
LFIs are not 
interested in MHP  

- Identify motivating factors for DCRDC in MHP 
financing 

DCRDC  

- assess benefits for DCRDC from MHP lending DCRDC  

- Identify key issues and challenges for MHP 
financing by LFIs (Products, collateral, 
repayment sources etc.) 

DCRDC and 
local coops  

- Replication possibility for DCRDC MHP 
financing model 

DCRDC  

- Lessons learnt by DCRDC in MHP lending DCRDC 

- Ascertain benefits of MHP to DCRDC and 
borrowers 

DCRDC and its 
MHP clients 

- Explore possibility for MFIs involvement in 
medium scale (200-300 kw) MHP lending in 
other areas 

 

BFIs and MHP 
lending 

 
 
MHP financing not 
feasible for BFIs 

- Explore interested BFIs for MHP lending under 
deprived sector lending 

Meeting with 
BFIs 

- Strictly follow risk mitigating tools to boost 
confidence of BFIs in terms of business 
viability, collateral, imparting skills in managing 
MHPs by local people and financial education 

Insurance 
companies, 
financial 
intermediaries 

- Identify suitable lending modality for BFIs 
involvement in MHP financing  

Different 
stakeholders 

MHP financing 
and risks 

 
 
MHP financing is 
considered as a risky 
business by BFIs and 
LFIs 

- Identify key risks to LFIs and BFIs in MHP 
financing  
(natural calamities, management failure, non-
repayment of loan) 

DCRDC and 
local 
cooperative 

- Assess risks faced by MHP borrowers DCRDC, LFIs, 
BFIs  and MHP 
clients  

- Explore risk mitigating means like insurance of 
MHP, credit insurance, financial education to 
clients, capacity building for effective 
management  

Insurance 
companies, TA 
providers 

Loan product 

Lack of interest to 
install MHP with loan 
support 

- Assessment of MHP loan product  DCRDC and 
clients 

- Availability of MHP loan through LFI/BFI LFIs and BFIs 
present in the 
area 

 
 
 
Repayment 
performance 

 DCRDC considered 
as a success case for 
MHP financing  

- Identify the key factors contributing to ensure 
loan repayment 
- Income sources of borrowers for loan 
repayment (income from tariff and other income 
source) 

DCRDC 
 
Clients/MHP 
management 
team 
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In most of the cases 
loan repayment is 
the critical issue 

Identify possible reasons for non-payment 

 lending modality (community vs 
individual loan) 

 Ownership of the beneficiaries to MHP 
and loan 

 Management issue of the MHP 

 Identify alternative income source  

LFIs and other 
MHP borrowers 

Regulatory 
and Policy 
related 

Policies for micro 
hydro (<100 kW) and 
mini hydro (>100 
kW) financing  

Assess  related policies from Nepal Rastra bank   
 
Nepal Rastra 
Bank and 
Department of 
Cooperative 

Policy on MHP 
financing through 
cooperatives 

Assess policy issues with Department of 
Cooperative 

Capacity 
Building 

Poor management of 
Micro hydro 
project/Repayment 
issues of existing 
projects financed by 
BFIs 

Imparting skills in micro hydro management 
Financial education to borrowers including 
business literacy 
 

AEPC/ Nepal 
Rastra Bank 

Others 
Tariff income and 
loan repayment  

Alternative approach need to be explored  
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Annex-6 Loan Status of MHP Financing by HBL and NMB Bank 
 

Table 1: Loan status of MHPs financed by Himalayan Bank Limited 

Micro Hydro KW HHs 
Loan 

Approved 

Loan and 
interest 

balance, Sept 
2016 

Loan and 
interest 

balance, 18th 
June 2017 

Due days, 
18th June 

2017 
 

1. Khani Khola MHP  20 177 1,800,000 963,380 984,018 778 

2. Thulo Khola MHP  50 454 3,500,000 648,148 0 0 

3. Swara Tap Khola MHP  30 260 3,000,000 1,666,667 1,282,025 655 

4. Chari Khola MHP  80 450 2,500,000 1,939,866 1,901,342 929 

5. Lumju Khola MHP  19 200 1,950,000 1,322,208 1,365,545 867 

6. Durlung Khola MHP  20 130 1,400,000  829,630 709,148 623 

7. Banakhu Kola II MHP  25 259 2,200,000  1,301,793 169,491 108 

8. Marinhyautar Khola 
MHP  

12 100 800,000 702,824 873,892 1227 

TOTAL 256 2,030 17,150,000 9,374,516 7,285,461  

       
Table 2: Loan status of MHPs financed by NMB Bank Limited 

Micro Hydro KW HHs 
Loan 

Approved 

Loan and 
interest 

balance, Sept 
2016 

Loan and 
Interest 

balance, 31st 
May 2017 

No. of EMI 
Dues 

1. Akuwa  Khola Chisapani 
MHP 

33 275 2,000,000 1,540,568 1,267,888 0 

2. Arkhet Khola MHP 30 358 2,500,000 1,807,774 1,807,774 15 

3. Dhangdhange khola MHP 20 177 1,200,000 983,606 956,059 9 

4. Ghatte Khola MHP 10 140 1,000,000 615,528 532,521 3 

5. Juke Dovan Likhu Khola 
MHP 

88 600 4,000,000 3,573,562 3,468,744 9 

6. Jwalamai Loding Khola MHP 20 175 1,200,000 748,468 640,189 2 

7. Khorlabesi Lungkhet Khola  26 218 1,182,000 955,013 955,013 15 

8. Manglakharka Sisnefedi 
MHP 

27 238 2,000,000 1,554,739 1,418,308 3 

9. Nakham Khola MHP 60 460 2,100,000 1,475,995 1,339,265 4 

10. Patikhola Khudurki MHP 18  1,000,000 830,881 773,801 4 

11. Phedi Khola MHP 43 450 3,000,000 2,873,549 2,873,549 20 

12. Poku Dovan Khola MHP 45 496 3,000,000 2,154,464 2,154,464 20 

13. Rakula Khola MHP 25 280 1,000,000 730,712 538,577 0 

14. Silkhu Khola Pasaltar MHP 30 350 1,500,000 1,238,846 1,158,745 7 

15. Sindure Dhunga Liding 
Khola MHP 

70 560 1,500,000 823,202 689,214 11 

16. Shiba Khola MHP II 53 1,050 3,000,000 1,793,901 1,540,800 2 

17. Teshro Hundi Khola MHP 22 150 1,500,000 636,260 383,137 0 

18. Shree Chimal Gramin 
MHP 

90 799 4,000,000 0 2,871,203 4 

TOTAL 710 4,135 36,682,000 24,337,068 25,369,251  

 



 
 

Annex-7 Impact of Earthquake and MHP Loan Repayment Performance 
 

SN Name of MHP Capacity 
Loan 
date 

Last 
date 

Loan 
obtained 

(NPR) 

Loan non 
due 

Loan 
overdue 

Total Loan 
to be paid 

Interest 
Due 

Cause for poor repayment 
performance 

Status by Apr 2016 

1 
Arkhet Khola 
MHP 

30 kW Mar-12 Jul-21 2,500,000 1,807,773 159,418 1,967,191 109,127 

Earthquake damage, Grid 
connection in the area and 
Management not effective 

Completely shut down 

2 
Sobua Khola II 
MHP 

90 kW Feb-14 Jul-21 4,000,000 3,303,306 229,580 3,532,886 193,128 
Priority to pay other loans, 
with least priority to the bank 
loan 

Minor damage 

3 
Rakula Khola 
MHP 

25 kW Jun-12 Jul-20 1,000,000 751,135 63,862 814,997 47,875 

Low tariff income, tariff set for 
maintenance but not for EMI. 
Money diverted to other 
purposes 

Canal part mainly, but 
repaired 

4 Chari Khola MHP 80 kW Jul-12 Jun-17 2,500,000 694,000 935,577 1,629,577 310,288 
Insufficient tariff income and 
Earthquake 

Power house to be 
relocated 

5 
Poku Dhovan 
Likhu Khola 

45 kW Mar-13 Mar-20 3,000,000 2,154,464 346,000 2,500,464 227,796 
Grid connection in area Shut down due to 

Earthquake 

6 
Juke Dobhan 
Likhu Khola MHP 

88 kW Apr-15 May-22 4,000,000 3,573,562 104,818 3,678,380 109,079 
Management including outage 
problem and tariff issue 

Operational 

7 
Silkhu Khola 
MHP 

30 kW Jun-14 Jul-20 1,500,000 1,238,845 20,740 1,259,585 10,515 

Tariff management poor  Operating condition and 
management 
satisfactory 

8 Phedikhola MHP 43 kW Apr-15 May-22 3,000,000 2,873,549 269,699 3,143,248 289,510 

Severe management issue, no 
tariff paid 

Suffering with technical, 
managerial and 
financial problems 

9 
Sindhuredhunga 
Liding Khola 
MHP 

70 kW Mar-13 Mar-20 1,500,000 823,202 186,942 1,010,144 74,691 

Management, frequent 
breakdown 

Severe problems in 
operation and 
management 

10 
Lumju Khola 
MHP 

19 kW Jul-12 Jan-18 1,950,000 397,222 924,985 1,322,207 318,352 

Tariff income, and frequent 
breakdown 

Running partially with 
management issues and 
technical breakdown 
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SN Name of MHP Capacity 
Loan 
date 

Last 
date 

Loan 
obtained 

(NPR) 

Loan non 
due 

Loan 
overdue 

Total Loan 
to be paid 

Interest 
Due 

Cause for poor repayment 
performance 

Status by Apr 2016 

11 Banakhu Khola 25 kW Mar-13 Mar-18 2,200,000 814,814 486,978 1,301,792 129,355 

Tariff management, frequent 
breakdown 

Partially functioning 
with frequent technical 
issues 

12 Durlung Khola 20 kW May-13 May-18 1,400,000 570,370 259,259 829,629 72,165 

Insufficient Tariff collection, 
HHs migrated to other areas 

Running properly with 
not much effect by 
Earthquake, but HHs 
heavily affected 

13 Swanra Tapkhola 30 kW Jul-12 Jul-17 3,000,000 611,111 1,055,555 1,666,666 299,456 

Management and tariff income Plant running in good 
condition. Beneficiary 
HHs are satisfied 

14 Khani Khola 20 kW Mar-12 Jul-21 1,800,000 258,918 571,896 963,000 132,566 

Management issue, Insufficient 
Tariff (tariff income 31,200 < 
Bank loan EMI 38244 

Plant running with 
minor problems 

15 
Marinhaitar 
Khola 

12 kW Mar-13 Mar-18 800,000 280,702 422,122 913,000 210,879 
Insufficient tariff, and 
Management issue 

Plan running normally 
with minor problems 

  TOTAL       34,150,000 20,152,973 6,037,431 26,532,766 2,534,782     

 

Source: All information drawn from the GIZ/EnDev Study 2016 

 

 


