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RSDC Laghubitta Bittiya sanstha Ltd

Comparision of Unaudited and Audited Financial Statement as of FY. 2077/078

I o %%

Rs in '000
As o As per audited variance
S. . unaudited . .
N LT CLIEES financial hentl In Amount In % Reasons for Variance
statement statement
1 Total Capital & Liabilities (1.1 to 1.7) 3,983,858 3,982,838 (1,019.83) | (0.03)
1.1 Paid Up Capital 731,960 805,156 73,196 | 10.00 | Due to Bonus Share Decleared
1.2 Reserve and Surplus 153,437 76,385 (77,052) | (50.22) | Due to Bonus Share Decleared
1.3 Debenture and Bond - - -
1.4 Borrowings 3,074,697 3,074,697 - -
1.5 Deposits (a+b) - - -
a) Member - - -
b) Public - - -
1.6 Income Tax Liabilities - - -
1.7 Other Liabilities 23,764 26,600 2,836 | 11.93 | Due to profit change
2 Total Assets (2.1 t02.7) 3,983,858 3,982,838 (1,019.83) | (0.03)
2.1 Cash/Bank Balance 18,026 18,026 - -
2.2 Money at Call and Short Notice 18,732 18,732 -
2.3 Investments 432,000 432,000 - -
2.4 Loans and Advances 3,494,408 3,494,408 - -
2.5 Fixed Assets 7,318 7,318 - -
2.6 Non-Banking Assets - -
2.7 Other Assets 13,374 12,354 (1,020) | (7.63) | due to deferred tax
3 Profit and Loss Account
3.1 Interest Income 327,048 325,763 (1,285) | (0.39) | amount presentation change
3.2 Interest Expenses 162,995 162,995 - -
A.Net Interest Income (3.1 - 3.2) 164,053 162,768 (1,285) | (0.78)
33 Fees, Commision and Discount 21,833 23,350 1,517 | 6.95 amount presentation change
3.4 Other Operating Income 1,272 - 1,272 | 100.00 | amount presentation change
3.5 Foreign Exchange Gain/Loss - - -
ai‘;tgl f;?:j?‘sn‘f Income 187,158 186,118 (1,040) | (0.56) | above changes
3.6 Staff Expenses 13,599 13,601 21 0.02 rounding error
3.7 Other Operating Expenses 13,921 13,875 (46) | (0.33) | amount presentation change
C.Operating Profit Before Provision 159,638 158,641 (997) | (0.62) | above changes
(B-3.6-3.7)
3.8 Provision for Possible Losses 35,108 35,107 (1) | (0.00) | rounding error
D.Operating Profit (C - 3.8) 124,530 123,534 (996) | (0.80)
3.9 Non-Operating Income / Expenses (Net) - 1,039 1,039 | - amount presentation change
310 Write Back of Provision for Possible 20,042 20,041 (1 rounding error
Losses
E.Profit From Regular Activities ( D+3.9+3.10) 144,572 144,614 42| 0.03 above changes
3.11 | Extra Ordinary Income/Expenses (Net) - - -
F.Profit Before Bonus and Taxes 144,572 144,614 421 003 | above changes
(E+3.11)
3.12 | Provision for Staff Bonus 14,457 14,461 41 0.03 above changes
3.13 | Provision for Tax 39,035 39,047 12 | 0.03 above changes
G.Net Profit / Loss (F-3.12 - 3.13) 91,080 91,105 251 0.03 above changes
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RSDC Laghubitta Bittiya Sanstha Ltd.

Butwal - 12, Kalikanagar,Rupandehi, Tel.:071- 438513 Fax:071-4719014 E-mail:info@rsdemf.com
UNAUDITED FINANCIAL RESULTS (QUARTERLY)
As at 31th Ashad 31* (4th Quarter of the Fiscal Year 2077/078

Rs. In'000
S. . This Quarter Previous Quarter Corresponding Previous
N. Particulars Elgling Endi?lg Year guartef Ending
1 Total Capital & Liabilities 3,983,858 4,466,525 3,465,548
1.1 | Paid Up Capital 731,960 731,960 671,523
1.2 | Reserve and Surplus 153,437 138,665 146,628
1.3 | Debenture and Bond - - -
1.4 | Borrowings 3,074,697 3,570,611 2,606,988
1.5 | Deposits (a+b) - - -
a) Domestic Currency - - -
b) Foreign Currency - - -
1.6 | Income Tax Liabilities - - 4,298
1.7 | Other Liabilities 23,764 25,289 36,111
2 Total Assets 3,983,858 4,466,525 3,465,548
2.1 | Cash/Bank Balance 18,026 17,194 593,779
2.2 | Money at Call and Short Notice 18,732 148,288 -
2.3 | Investments 432,000 572,000 2,000
Loan & Advances ( Net of loss provision Rs.
2.4 15482 Thousand) ( p 3,494,408 3,713,446 2,856,382
2.5 | Fixed Assets 7,318 7,850 9,181
2.6 | Non-Banking Assets - - -
2.7 | Other Assets 13,374 7,747 4,206
3 Profit and Loss Account Up to this Quarter | Up to previous Quarter Up to Corresponding previous Year Quarter
3.1 | Interest Income 327,048 237,312 420,551
3.2 | Interest Expenses 162,995 114,074 278,403
A Net Interest Income (3.1-3.2) 164,053 123,238 142,148
3.3 | Fees, Commision and Discount 21,833 19,710 19,878
3.4 | Other Operating Income 1,272 1,039 -
3.5 | Foreign Exchange Gain/Loss - - -
B.Total Operating Income (A+3.3+3.4+3.5) 187,158 143,987 162,026
3.6 | Staff Expenses 13,599 10,986 12,105
3.7 | Other Operating Expenses 13,921 10,349 18,745
C.Operating Profit Before Provision (B-3.6-3.7) 159,638 122,652 131,176
3.8 | Provision for Possible Losses 35,108 18,811 26,065
D.Operating Profit (C-3.8) 124,530 103,841 105,111
3.9 | Non-Operating Income / Expenses (Net) - - 6,433
3.10 | Write Back of Provision for Possible Losses 20,042 17,286 13,674
E.Profit From Regular Activities (D+3.9+3.10) 144,572 121,127 125,218
3.11 | Extra Ordinary Income/Expenses (Net) - - -
F.Profit Before Bonus and Taxes (E+3.11) 144,572 121,127 125,218
3.12 | Provision for Staff Bonus 14,457 12,113 12,522
3.13 | Provision for Tax 39,035 32,704 33,809
G.Net Profit (Loss) (F-3.12-3.13) 91,080 76,310 78,887
4 Ratios At the end of this | At the end of Previous At the end of Corresponding
Quarter Quarter Previous Year Quarter
4.1 | Capital Fund to RWA 22.71% 20.27% 27.48%
4.2 | Non Performing Loan(NPL) to Total Loan 0.99% 0.40% 0.29%
4.3 | Total Loan Loss Provision to Total NPL 166.77% 300.82% 510.23%
4.4 | Cost of Funds 6.43% 5.07% 10.23%
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Bhatta & Company Wg QU HFUAT

Chartered Accountants AEE TFRIIEEH

Independent Auditor’s Report

To the Shareholders
RSDC Lagubitta Bittiya Sanstha Limited

Report on the Audit of the Financial Statements:

Opinion

We have audited the financial statements of RSDC Lagubitta Bittiya Sanstha Limited, herein referred
to as “Company”, which comprise the Statement of Financial Position as on Ashadh 31, 2078, and
the Statement of Profit or Loss, Statement of Other Comprehensive Income, Statement of Changes
in Equity and the Statement of Cash Flows for the year then ended, and Notes to the Financial
Statements, including Significant Accounting Policies applied by the Company.

In our opinion, the accompanying financial statements present fairly, in all material respects ( except
impact of actuarial valuation of employee defined plan which was not done) the financial position
of the company as on Ashadh 31, 2078 and its financial performance, and its cash flows for the year
then ended in accordance with Nepal Financial Reporting Standards (NFRSs).

Basis for opinion

We conducted our audit in accordance with Nepal Standards on Auditing (NSAs). Qur responsibilities
under those standards are further described in the Auditor’s Responsibilities for the Audit on the
Financial Statements section of our report. We are independent of the company in accordance with
the ICAN’s Handbook of Code of Ethics for Professional Accountants together with the ethical
requirements that are relevant to our audit of the financial statements, and we have fulfilled our
other ethical responsibilities in accordance with these requirements and the ICAN’s handbook of
The Code of Ethics for Professional Accountants. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and
we do not provide a separate opinion on these matters. Depending on the facts and circumstances
of the company and the audit, we have determined that there are no key audit matters to
communicate in our report other than following. For each matter below our description of how our
audit addressed the matter is provided in that context.
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Key Audit Matters

How our audit addressed Key Audit Matter

Transition to Nepal Financial Reporting
Standard (NFRS) ( As described in note 2 of
Financial Statement)

NFRS based Financial statements are the first
financial statements the Company has
prepared in accordance with NFRS. For periods
up to and including the year ended Ashadh 31,
2076 the Company prepared its financial
statements in accordance with NFRS.
Accordingly for transition to NFRS, the
Company has prepared NFRS Financial
Statements which Comply with Institute of
Chartered Accountants of Nepal's
requirement. In preparing these NFRS based
Financial Statements,the Company‘s opening
balance sheet was prepared as at Srawan 01,
2076 the Company's date of transition to NFRS.

Transition has involved significant change in
the Company's policies and processes for
financial reporting including generation of
supportable  information and  applying
estimates to inter alia determine impact of
NFRS on Accounting.

In view of the material impact and complexity
of implementation of the NFRS Framework and
significance of the various disclosures the
transition to NFRS was of particular importance
to our audit as any error could lead to material
misstatement in the preparation and
presentation of the NFRS based Financial
Statements.

Our Audit procedures included considering the
processes laid down by the management to
implement such transition combined with the
procedures performed as follows:

-We obtained management's
assessment of applicability of various
accounting standards under NFRSs and their
impact on the Company's financial statements
and read/assessed the nature of the NFRS
adjustments based on the applicable NFRS and
previous period accounting policies prepared in
accordance with NAS.

-We tested the exemptions taken by
the Company for the first time adoption of
NFRS described in the Financial Statements.

-We tested the details of NFRS
adjustments carried out by the Company as
described in the reconciliation of equity as at
the transition date and comparative year end
date reported under erstwhile NAS to NFRS and
reconciliation of the statement of profit and
loss for the Comparative year end date
reported under erstwhile NAS to NFRS.

Performed test of details by in inspection of
records documents and policies to assess the
NFRS Adjustment.

Information Other than the Financial Statements and Auditor’s Report Thereon

The company’s management is responsible for the preparation of the other information. The other
information comprises the information included in the Management report and other progress
reports but does not include the financial statements and our auditor’s report thereon.

Our opinion on the financial statements does not cover the other information and we do not express

any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with

the financial statements or our knowledge obtained during the course of our audit or otherwise
appears to be materially misstated. If, based on the work we have performed, we conclude that
there is a material misstatement of this other information, we are required to report that fact. We

have nothing to report in this regard.

Page 2 of 5
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Responsibilities of Management and Those charged with Governance for the Financial Statements
Management is responsible for the presentation and fair presentation of the financial statements
in accordance with NFRSs, and for such internal control as management determines is necessary to
enable that preparation of financial statements that are free from material misstatement, whether
due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s
ability to continue as a going concern, disclosing, as applicable matters related to going concern and
using the going concern basis of accounting unless management either intends to liquidate the
Company or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting

process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with NSA’s will always detect a material
misstatement when it exists.

Misstatements can arise from fraud or error and are considered material if, individually or in
aggregate, they could reasonably expected to influence the economic decisions of users taken on
the basis of these financial statements. Further responsibilities of the auditor have been mentioned
in Appendix-1.

Report on Other Legal and Regulatory Requirement

e We have obtained information and explanations asked for, which, to the best knowledge and
belief, were necessary for the purpose of our audit.

¢ |n our opinion, the Statement of Financial Position as on Ashadh 31, 2078, and the Statement
of Profit or Loss, Statement of Other Comprehensive Income, Statement of Changes in Equity
and the Statement of Cash Flows for the year then ended, and Notes to the Financial Statements,
including Significant Accounting Policies applied by the Company have been prepared in
accordance with the requirements of the Companies Act, 2063 and are in agreement with the
book of accounts maintained by the Company including relevant records relating to preparation
of the aforesaid financial statements have been kept so far as it appears from our examination
of those books and record of the Company.

e To the best of our information and according to explanation given to us and so far appeared
from our examination of the books of account of the Company, we have not come across cases
where Board of Directors or any employees of the Company have acted contrary to the
provisions of law relating to the accounts, or committed any misappropriation or caused loss or
damage to the company or acted in a manner to jeopardize the interest and security of the
company.
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e The operation of Company is within its jurisdiction.

Auditor

\%
Yagya Raj Bh\é‘{t&,? A3
e TE (A
Proprietor\\o—y

Bhatta & Company
Chartered Accountants

Place: Kathmandu, Nepal
Date: 2078/06/15
UDIN No: 2440603 cp 00146 VORZ
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Appendix- 1

As a part of audit in accordance of NSAs, we exercised professional judgment and maintain
professional skepticism throughout the audit of RSDC Laghubitta Bittiya Sanstha Limited for FY 2077-
78. We also:

e Identified and assessed the risk of material misstatement of the financial statement whether

due to fraud or error, design and perform audit procedure responsive to those risks, and
obtained audit evidence that is sufficient and appropriate to provide an opinion. The risk of not
detecting an material misstatement resulting from fraud is higher than one resulting from error,
as fraud may involve collusion, forgery, intentional omission, misrepresentation, or the override
of internal control.

e Obtained an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of internal control.

e Concluded an appropriateness of management use of going concern basis of accounting and,
based in audit evidence obtained, whether a material uncertainty exists related to events or
condition that may cast significant doubt on the company’s ability to continue as going concern.
If we concluded that a material uncertainty exists, we are required to draw attention in our
auditor’s report to the related disclosures in the consolidated financial statements or, if such
disclosure are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Company to cease to continue as going concern.

e Evaluated the appropriateness of accounting policies used as the reasanableness of accounting
estimates and related disclosures made by management.

e Evaluated the overall presentation, structure, and content of financial statement including the
disclosures, and whether the financial statement represent the underlying transactions and
events in a manner that achieves fair presentation.

e Obtained sufficient appropriate audit evidence regarding the financial information of the
entities or business activities to express an opinion on the financial statements. We remain
solely responsible for our audit opinion.

e We communicated with those charges with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

e We also provided those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matter that may reasonably be though to bear on our independence,
and where applicable, related standards. From the matters communicated with those charged
with governance, we determine those matters that were of most significance in the audit of the
consolidated financial statements of current period and are therefore the key audit matters. We
describe these matters in our auditor’s report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine that a
matter should not be communicated in our report because the adverse consequences of doing
so would reasonably be expected to outweigh the public interest benefits of such
communication.
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RSDC Laghubitta Bittya Sanstha Ltd.

Statement of Financial Position
As at 31st Ashadh 2078 (15 July 2021)

Figures in NPR
Particulars Note As at Restated* Restated*
31st Ashad 2078 As at 31st Ashad 2077 | As at 1st Shrawan 2076
Assets
Cash and Cash equivalent 4.1 466,758,118 594,623,928 98,750,179
Statutory Balances and Due from Nepal Rastra Bank 4.2 - - -
Placement with Bank and Financial Institutions 43 - - -
Derivative Financial Instruments 44 - - -
Other Trading Assets 4.5 - - -
Loans & Advances to MFIs & Cooperatives 4.6 3,494,408,103 2,856,381,648 2,515,514,830
Loans and Advances to Customers 4.7 4,708,634 1,903,190 1,769,355
Investment securities 4.8 2,000,000 2,000,000 2,000,000
Current tax assets 4.9 5,470,300 - 2,919,412
Investment property 4.10 - - -
Property and Equipment 4.11 7,317,970 9,239,058 7,283,829
Goodwill and Intangible assets 4.12 - 67,800 135,600
Deferred Tax Assets 413 965,610 581,141 515,358
Other assets 4.14 1,226,557 1,174,414 837,902
Total Assets 3,982,855,292 3,465,971,179 2,629,726,464
. Restated* Restated*

TG Note AOE Bl AL A As at 31st Ashad 2077 | As at 1st Shrawan 2076
Liabilities
Due to Bank and Financial Institutions 4.15 - - -
Due to Nepal Rastra Bank 4.16 - - -
Derivative Financial Instrument 4.17 - - -
Deposits from customers 4.18 - - -
Borrowing 4.19 3,074,697,040 2,606,989,360 1,809,245,349
Current Tax Liabilities 4.9 - 4,698,062 -
Provisions 4.20 - - -
Deferred Tax Liabilities 413 - - -
Other Liabilities 4.21 22,889,028 35,554,226 17,963,118
Debt securities issued 4.22 - - -
Subordinated Liabilities 4.23 - - -
Total liabilities 3,097,586,068 2,647,241,647 1,827,208,467
Equity
Share Capital 4.24 731,959,765 671,522,720 633,512,000
Share Premium - 23,168,669 61,179,389
Retained Earnings 85,852,340 76,059,399 76,711,764
Reserves 4.25 67,457,119 47,978,744 31,114,843
Total equity attributable to equity holders 885,269,224 818,729,531 802,517,996
Non-controlling interest
Total Equity 885,269,224 818,729,531 802,517,996
Total Liabilities and Equity 3,982,855,292 3,465,971,179 2,629,726,464
Contingent Liabilities and commitment 4.26 - - -
Net Assets Value Per share 121 122 127

The accompanying notes are integral part of these financial statements.

As per our report of even date 15 Ashwin 2078

Rajendra Prasad Dahal CA Chandra Raj Sharma Bishnu Prasad Poudyal Hari Prasad Bhattarai FCA Yagya Raj Bhatta
Chairman Director Director Director For Bhatta & Company
Chartered Accountants

Amar Dangol Maharjan Shanti Prasad Upreti Dr. Rama Bashyal Dhruba Kumar Paudel Milan Adhikari
Director Director Independent Director Chief Executive Officer Finance Head
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RSDC Laghubitta Bittya Sanstha Ltd.

Statement of Profit or Loss
For the year ended 31st Ashadh 2078 (15 July 2021)

Figures in NPR
Particulars Note Year ended Restated*
31st Ashad 2078 Year ended 31st Ashad 2077
Interest income 4.27 325,695,641 420,631,144
Interest expense 4.28 162,994,891 276,688,115
Net interest income 162,700,751 143,943,029
Fees and commission income 4.29 23,349,672 25,085,490
Fees and commission expense 4.30 - -
Net fee and commission income 23,349,672 25,085,490
Net interest and commission income 186,050,422 169,028,519
Net trading income 431 - -
Other operating income 4.32 - 447,284
Total operating income 186,050,422 169,475,804
Impairment charge/(reversal) for loans and other losses 433 15,065,848 12,833,181
Net operating income 170,984,574 156,642,622
Operating expense
Personnel expense 4.34 29,059,299 25,806,216
Other Operating expense 4.35 10,798,237 14,992,494
Depreciation and Amortisation 4.36 2,135,568 2,185,888
Operating Profit 128,991,470 113,658,024
Non operating Income 4.37 1,038,535 -
Non operating Expense 4.38 - -
Profit before income tax 130,030,005 113,658,024
Income tax expense 4.39
Current Tax 39,431,174 34,209,049
Deferred Tax (384,469) (65,783)
Profit for the period 90,983,300 79,514,758
Profit attributable to:
Equity holders 90,983,300 79,514,758
Non-controlling interests -
Profit for the period 90,983,300 79,514,758
Earnings Per Share (EPS)

Basic EPS 12.43 11.86
Diluted EPS 12.43 11.86
The accompanying notes are integral part of these financial statements. As per our report of even date 15 Ashwin 2078
Rajendra Prasad Dahal CA Chandra Raj Sharma Bishnu Prasad Poudyal Hari Prasad Bhattarai FCA Yagya Raj Bhatta

Chairman Director Director Director For Bhatta & Company
Chartered Accountants

Amar Dangol Maharjan Shanti Prasad Upreti Dr. Rama Bashyal Dhruba Kumar Paudel Milan Adhikari
Director Director Independent Director Chief Executive Officer Finance Head
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RSDC Laghubitta Bittya Sanstha Ltd.
Statement of Comprehensive Income
For the year ended 31st Ashadh 2078 (15 July 2021)
Figures in NPR
>*
. Year ended Restated
Particulars Note 31st Ashad 2078 Year ended
31st Ashad 2077
Profit for the year 90,983,300 79,514,758
Other Comprehensive Income, net of income tax
a. Items that will not be reclassified to Profit or Loss
Gains / (Losses) from investment in equity instruments measured
at fair value
Gains / (Losses) on revaluation
Actuarial Gains / (Losses) on defined benefit plans
Income tax relating to above items
Net other Comprehensive Income that will not be reclassified to - -
Profit or Loss
b. Items that are or may be reclassified to Profit or Loss
Gains (Losses) on cash flow hedge - -
Exchange gains (Losses) arising from translationg financial assets - -
of foreign operation
Income tax relating to above items - -
Reclassity to Profit or Loss - -
Net other Comprehensive Income that are or may be reclassified
to Profit or Loss
Other Comprehensive income for the year, net of income tax - -
Total Comprehensive income for the year 90,983,300 79,514,758
Total Comprehensive income for the period 90,983,300 79,514,758
The accompanying notes are integral part of these financial statements. As per our report of even date 15 Ashwin 2078
Rajendra Prasad Dahal CA Chandra Raj Sharma Bishnu Prasad Poudyal Hari Prasad Bhattarai FCA Yagya Raj Bhatta
Chairman Director Director Director For Bhatta & Company
Chartered Accountants
Amar Dangol Maharjan Shanti Prasad Upreti Dr. Rama Bashyal Dhruba Kumar Paudel Milan Adhikari
Director Director Independent Director Chief Executive Officer Finance Head
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RSDC Laghubitta Bittya Sanstha Ltd.

Statement of Cash Flows
For the year ended 31st Ashadh 2078 (15 July 2021)

Figures in NPR

Particulars Year ended 31st Ashad 2078 | Restated* Year ended 31st Ashad 2077
CASH FLOWS FROM OPERATING ACTIVITIES
Interest received 325,774,034 420,599,932
Fees and other income received 23,349,672 25,085,490
Dividend received
Receipts from other operating activities
Interest paid (164,530,754) (277,285,310)
Commission and fees paid
Cash payment to employees (26,038,303) (21,589,759)
Other expense paid (10,793,384) (14,999,196)
Operating cash flows before changes in operating assets and liabilities 147,761,265 131,811,157
(Increase)/Decrease in operating assets (656,017,213) (353,649,828)
Due from Nepal Rastra Bank
Placement with Bank and Financial Institutions
Other trading assets
Loans and advances to bank and financial institutions (653,092,303) (353,258,670)
Loans and advances to customers (2,805,444) (133,835)
Other assets (119,466) (257,322)
Increase/(Decrease) in operating liabilities 453,484,697 811,722,559
Due to bank and financial institutions
Due to Nepal Rastra Bank
Deposit from customers
Borrowings 467,707,681 797,744,010
Other liabilities (14,222,984) 13,978,549
Net cash flow from operating activities before tax paid (54,771,251) 589,883,888
Income taxes paid (49,599,536) (26,591,575)
Net cash flow from operating activities (104,370,788) 563,292,313
CASH FLOW FROM INVESTING ACTIVITIES
Purchase of investment securities (22,983,000)
Receipts from sale of investment securities 24,021,535
Purchase of property and equipment (146,679) (5,628,800)
Receipt from the sale of property and equipment 1,561,436
Acquisition of intangible assets
Receipt from the sale of intangible assets
Purchase of investment properties
Receipt from the sale of investment properties
Interest received
Dividend received
Net cash used in investing activities 891,856 (4,067,364)
CASH FLOWS FROM FINANCING ACTIVITIES
Receipt from issue of debt securities
Repayment of debt securities
Reciepts from issue of subordinated liabilities
Repayment of subordinated liability
Receipts from issue of shares
Dividends paid (24,386,878) (63,351,200)
Interest paid
Other recepit/payment
Net cash from financing activities (24,386,878) (63,351,200)
Net increase (decrease) in cash and cash equivalents (127,865,810) 495,873,749
Cash and cash equivalents at begenning of the period 594,623,928 98,750,179
Effect of exchange rate fluctuations on cash and cash equivalents held
Cash and cash equivalents at the end of the period 466,758,118 594,623,928

The accompanying notes are integral part of these financial statements.

Rajendra Prasad Dahal CA ChandraRaj Sharma Bishnu Prasad Poudyal
Chairman Director Director
Amar Dangol Maharjan Shanti Prasad Upreti Dr. Rama Bashyal
Director Director Independent Director

As per our report of even date 15 Ashwin 2078

Hari Prasad Bhattarai FCA Yagya Raj Bhatta
Director For Bhatta & Company
Chartered Accountants

Dhruba Kumar Paudel Milan Adhikari

Chief Executive Officer Finance Head

33} afifep YRGS : 2006/6T | &9



SJUEJUN0DDY PIIOMET)
ww%ﬂ:»%ﬂﬂmw_z \_MW_MW%MH:QWW&H%% JWMM_MD@M_:MW:MMAMM: noxdn MMMMH__ m:«:w :ag:aﬁo_ﬁmu‘_c_m_ Tewy Auedwo) 2 eneyg 104 1opanq 1030011 1030211 ueuLrey)
R i : - - eneyq ey eASe g vOA eIenRyg peseld ey [eApnod peselq nuysig euLRyS ey vIpURYD) VD [eye( peseld eipualey
8/0T UIMUSY GT d)ep UuaAd Jo 110da1 mo 1ad sy sjudwa)e)s [erueUY 353Y) Jo 1red erSayur are sajou Surkuedurosse ayy,
¥TT'697S88 ¥TT'697S88 119°696 S8S1T 880°THI‘T LSOVI9'T OFEEVLTY 0F€758°'68 6IT°LT 099'969°79 - S9L'6S6'TEL 8L0T YPesY I¢ je adue[eq
(809°¢¥¥'¥27) (8£0°878%7) 0LV %8¢ (008°29) 808°SET STITL8 - (65€°061°18) (€7€°29) S60°1TT8T (699'891°€7) SPOLEF09
(8£8'98¢'77) | (8£8'98€%T) (8£8°98€77) pred puspraIp yseD
- - (92€°897°L€) (699°891°€7) SHOLEV09 Pansst sa1eys snuog
- - s1apjoy £1mba 03 spuapiarq
- - Juawfed paseq areys
- - pansst a1eys
- - Aymba ur pastuBooar A[Ia11p ‘SISUMO [[JIM SUOTIIRSUEI],
- - aAI2s91 2A112dsa1 Jo oeduur xe) parraga (]
(SL6'9L£°1T) (SL6°9L£°1T) (008°2£9) (LvTsLL) (0£6°8€) (68%£9'LTv°07) (€2€°L9) 1624 3} BULIND 9419521 WO IAJSUEL],
SPT0TE 1T SPT0TE 1T 0LV ¥8€ SSO‘TT6 SSO°TT6 0L5°T68 S60°17T'81 13k ay) SuLImMp 2419521 0} IJSUBL],
00£°€86°06 00£°€86°06 - - - - - 00£°€86°06 - - - - 1eak 2y} 10§ dwodur aasudyprdwo)) [ero],
(uonerado
- - uBra10j Jo s1asse [eroueuy unesuen woij Surstie) (sasso)/sured afueyoxy
- - $33pay MO[J Ysed UO ($35SOT)/suTeD)
- - sued 1gauaq pauyap uo (sassof)/sureS rerren)dOy
- - UOMRN[BASI UO (SISSO[)/suren)y
- - - aN[eA ITEJ 1€ PAINSLIW SJUIWNISUT )b UT JUIUISIAUT WOI] (SISSOY) /SUTED)
- - XE] JO 12U QU0dUT dAIsUAYRIdWod YO
00€°€8606 00€°€8606 00£°€86°06 1eaf ayy 10§ yoid
- - - 1824 2] 10§ dw0dUT 2AISUYAIdWO])
165674818 | 1€567L'818 71186 S8€°68 082°900° €6 THLT LELBIHE 6656500 P8 POSSLFPY | 699°891°€T 07LTTS L9 £L0T UEMEIYS [ JE dUB[eq
87L°€99°818 | 1€5°674°818 71185 S8€°68 087°900°T TE6TVLT LEL'STH'E 66£650°9L [as) POS'SLVIY | 699°891°€C 07LTTSTL9 £L0T YPeSY € 18 2due[eg
(900°69€°€9) | (900'69¢°€9) | €8£°69 - (111°) 997°TH8 - (£21°£91°08) 061°6L €£2:688'sT | (02£°010°8€) 07L0T0°SE S13UMO 0} SUOTINQLISIP pUE 4q SUONNQLIUOD [BIO],
Pyo
(002°15¢°€9) | (00T15£°€9) (00Z°15€°€9) pred puaprap yse)
- - (02£010°8€) 02L°010°8¢ PaNSSI sazeys snuog
- - s1ap[oy A3mba 03 spuapial(y
- - Juawiked paseq areys
- - pansst axeys 1ySny
- - aAIas21 2AT12dsa1 Jo oeduut xe) parrajay
- - Aymba ur pastuSooar A[I2211p ‘SISUMO [JIM SUOTIIRSURI],
(ov27Le'31) | (9vLFLE'8T) (00%°€08) LL6'LY (£T€619°1) 1eaf ay) BurInp 212521 Woly IAySUEL],
Q,m 076°95€°8T 076°95€°ST €869 68776 68776 007°€08 061°6L €LL°G88°ST Teaf ay) Burnp 2a12521 0) JaysueL],
8SLVIS6L 8SLVIS6L - - - - - 8SLFIS6L - - - - 1824 3y} 10§ awodut 2arsuayR1dwo) [eI0],
- - 501 10 JyoId 0} PAYISSRIOAI JUNOWe N
L - - anpea 1rej ut saduey jo uontod 2AN2PH
- safpay moyy ysen
- - uoren[eAdl uo (ssof ) ureS jaN
- - $50[ 10 J§o1d 0} PaLIdJSULI} JUNOWIE JON
- - anfea 1rey ut agueypd 1N
- - (yudwnsur £)mba U1 JUSWISIAUT) 2AISIT AN[BA I1e]
- - (19ss€) AJ[IQRI[ JJaUIQ PAULIP JO JUIWINSLIWNY
B N Xe) JO 19U DW0dUT AAISUIYRIdWwod Y10
8SLVIS 6L 8SLYIS 6L 8SLFIS6L 1eak ayy 10§ Jyo1d
1824 317} 10§ dWOOUT dATSUAYRIdWOY)
966°'L15T08 966°'L15°T08 8SESIS S8€°68 16€S10°T 999668 008°615°C PILTILYL TSTS 16L°685'8C 68€°6L1°T9 000°TIS'€E9 9.0T UBMEIYS [ JE 2DUB[eq PaJeIsay/paisnipy
8S€1S (575°859) TS uRWRRISAY JudUSIpY
0€6'559708 0€6°559T08 S8€68 16€°S10°T 999668 THPH00T 60€0LELL 16L°685'8C 68€6LIT9 000TIS€€9 9L0T UeMEIYG [ 16 oue[eq
£ymba [ejor, eor, u>mw,mﬁum m_ﬂﬂﬂw: QAIISNY YSD :ow_wwwi $IAIASAT 1OYIO Sl M35 2419591 wnrwaid areys | eiden areyg STRMON.IE]
ot sokordurg Frisetes paurelny 1013y JLEELET
AdN Ut saan3r]
Auedwo) sourur] OIDIA 2] JO s1apjoy Lymbs 01 sjqeinqriyy
“PI1 eyisues eAnrg eniqnyse T DASH

2000/©C

&¢ | 3mdt anfies ufrdeat



Statement of Distributable profit or loss
For the year ended 31st Ashadh 2078
As per NRB Regulation

Particulars

2077.78

2076.77

Net Profit or (loss) as per Statement of Profit or Loss

90,983,300

79,514,758

Appropriation

a. General Reserve

(18,221,095)

(15,885,773)

b. Foreign Exchange Fluctuation fund

c. Capital redemption reserve

d. Corporate social responsibility fund

(911,055)

(794,289)

e. Employees training fund

f. Client Protection Fund

(911,055)

(794,289)

g. Other

Adjusted Profit or (loss) before regulatory adjustment

70,940,095

62,040,408

Regulatory Adjustments:

a. Interest Receivable (-)/previous accrued interest received(+)

(17,119)

(84,442)

b. Short loan loss provision in accounts(-)/reversal(+)

c. Short provision for possible losses on investment(-)/reversal(+)

d. Short provision for possible losses on Non-Banking Assets (-)/reversal(+)

e. Deferred Tax Assets recognized(-)/reveral(+)

(384,469)

(65,783)

f. Goodwill recognized (-)/Impairment of Goodwill(+)

g. Bargain purchase gain recognized (-)/reversal(+)

h. Actuarial Loss recognized (-)/reversal(+)

i. Other (+/-)

Distributable Profit or (Loss)

70,538,508

61,890,183

As per our report of even date 15 Ashwin 2078

Rajendra Prasad Dahal CA Chandra Raj Sharma Bishnu Prasad Poudyal
Chairman Director Director
Amar Dangol Maharjan Shanti Prasad Upreti Dr. Rama Bashyal
Director Director Independent Director

Chief Executive Officer

Hari Prasad Bhattarai FCA Yagya Raj Bhatta
Director For Bhatta & Company
Chartered Accountants

Dhruba Kumar Paudel Milan Adhikari

Finance Head
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RSDC Laghubitta Bittya Sanstha Ltd.

Notes to the Financial Statements
For the Year Ended 31%*Ashadh 2078 (15% July, 2021)

1. Reporting Entity

RSDC Laghubitta Bittiya Sanstha Limited ‘herein referred as Microfinance’ was registered at Office of Company Registrar as
Public Limited Company on 2069/11/12 with an authorized capital of NPR 1,000,000,000 and paid up capital of NPR. 731,959,765.
The Micro Finance is operating its business from its corporate office at Rupandehi, Butwal.

It had obtained license to carry on business of wholesale lending of micro credit in Nepal on 2070/05/10 from Nepal Rastra Bank as
Class ‘D’ Licensed Institution and it commenced its transactions since 2070/05/26. The main objective of Microfinance is to provide
wholesale lending to other licensed micro finance institutions and cooperatives societies to promote the life style of deprived people
as described by Nepal Rastra Bank.

The Microfinance is listed on Nepal Stock Exchange and is trading under the code “RSDC”.

2. Basis of Preparation

The principal accounting policies applied in the preparation of these financial statements are set out below. These policies have been
consistently applied to all the years presented unless specified.

The financial statements of the Microfinance have been prepared on accrual basis of accounting except the cash flow information
which is prepared, on a cash basis, using the direct method.

The financial statements comprise the Statement of Financial Position, Statement of Profit or Loss and Statement of Other
Comprehensive Income, the Statement of Changes in Equity, the Statement of Cash Flows and the Notes to the Accounts of the
Microfinance. The significant accounting policies applied in the preparation of financial statements are set out below in point
number 3. These policies are consistently applied to all the years presented, except for the changes in accounting policies disclosed
specifically.

2.1 Statement of Compliance

The financial statements have been prepared in accordance with Nepal Financial Reporting Standards (NFRS) as adopted by the
Accounting Standards Board (ASB) — Nepal. The financial statements have been prepared on the going concern basis.

The Microfinance has adopted relevant NFRS and descriptions of the effect of the transition have been summarized in the Notes that
follow. The Microfinance presents its statement of financial position broadly in order of liquidity, an analysis regarding recovery
or settlement within twelve months after the reporting date (current) and more than twelve months after the reporting date (non-
current) is presented in the respective notes.

2.2 Reporting Period

Reporting Period is a period from the first day of Shrawan (mid-July) of any year to the last day of Ashadh (mid-July) of the next
year as per Nepalese calendar.

The current year period refers to 1st Shrawan 2077 to 31st Ashadh 2078 as per Nepalese Calendar corresponding to 16th July 2020
to 15th July 2021 as per English Calendar and corresponding previous year period is 1st Shrawan 2076 to 31st Ashadh 2077 as per
Nepalese Calendar corresponding to 17th July 2019 to 15% July 2020 as per English Calendar.
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Nepali Calendar English Calendar
. 1%t Shrawan 2077to 16" July 2020 to
Current Year Period (2077/78) 315 Ashad 2078 150 JLﬁy 2021
st th
Previous Year Period (2076/77) ! 33?; ivgl?: dzg 376;0 1Z Slhh;zyzg(l)g (;O
Transition Date 1**Shrawan 2076 17" July 2019

Accompanied financial statements have been adopted by the Board of Directors on its meeting held on 15th Ashwin, 2078 and have
been recommended for approval by shareholders in the Annual General Meeting.

2.3 Functional and Presentation Currency

The Financial Statements of the Microfinance are presented in Nepalese Currency i.e. Nepalese Rupee (NPR), which is the currency
of the primary economic environment in which the Microfinance operates. There was no change in the Microfinance’s presentation
and functional currency during the period under review. The figures are rounded to nearest integer, except otherwise indicated.

2.4 Use of Estimates, assumptions and judgments

The preparation of financial statements requires the management to make estimates and assumptions that are considered while
reporting amounts of assets and liabilities (including contingent assets and liabilities) as of the date of the financial statements.
Management believes that the estimates used in the preparation of the financial statements are prudent and reasonable. Future
results could differ from these estimates. Estimates and underlying assumptions are reviewed on an ongoing basis. Any revision to
accounting estimates is recognized prospectively in current and future periods.

Information about assumptions and estimation that have a significant risk of resulting in a material adjustment within the next
financial year are:

e Key assumptions used in discounted cash flow projections.

e  Measurement of defined benefit obligations.

e Provisions, commitments and contingencies.

e Determination of net realizable value.

e  Determination of useful life of the property, plants and equipment.

e Assessment of the Microfinance’s ability to continue as going concern.

e  Determination of fair value of financial instruments; and property and equipment.

e Impairment of financial and non-financial assets.

e Assessment of current as well as deferred tax.

2.5 Changes in Accounting policies

The Microfinance has applied its accounting policies consistently from year to year except for some comparatives have been
grouped or regrouped to facilitate comparison, corrections of errors and any changes in accounting policy have been separately
disclosed with detail explanation.

2.6 New standards issued but not yet effective

A number of new standards and amendments to the existing standards and interpretations have been issued by IASB- after the
pronouncements of NFRS with varying effective dates. Those become applicable when ASB Nepal incorporates them within NFRS.
The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the Microfinance financial
statements are disclosed below. The Microfinance intends to adopt these standards, if applicable, when they become effective.
NFRS 14 Regulatory Deferral Accounts, NFRS 15 Revenue from Contracts with Customers, NFRS 16 Leases has been issued but
is not effective until current period.

313t afiiep fadeet : 2000/6C | 199



2.7 New standards and interpretation not adopted

All Nepal Accounting Standards and Nepal Financial Reporting Standards and other interpretation issued by ASB of Nepal have
been adapted while preparing financial statements except NFRS 9 in respect of Expected Credit Loss Model.

2.8 Discounting

Discounting has been applied where assets and liabilities are non-current where the impact of the discounting is material.
2.9 Materiality and Aggregation

Each material class of similar items is presented separately in the Financial Statements. Items of dissimilar nature or function
are presented separately, unless they are immaterial as permitted by the Nepal Accounting Standard — NAS 1 on ‘Presentation of
Financial Statements’.

Notes to the Financial Statements are presented in a systematic manner which ensures the understandability and comparability of
Financial Statements. Understandability of the Financial Statements is not compromised by obscuring material information with
immaterial information or by aggregating material items that have different natures or functions.

3. Significant Accounting Policies

The accounting policies applied and method of computation followed in the preparation of the financial statement is consistent with
the accounting policies applied and method of computation followed in preparation of the annual financial statement unless stated
otherwise.

3.1 Basis of Measurement

The financial statements are prepared on the historical-cost basis except for the required material items in the statement of financial
position where it has been disclosed as measured at fair value or otherwise.

Estimates and underlying assumptions are reviewed on an ongoing basis and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances. Actual results could differ from
those estimates. The estimates and judgements used in the preparation of the financial statements are continuously evaluated by the
Microfinance. Any revisions to accounting estimates are recognized prospectively in the period in which the estimates are revised
and in the future periods. The areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates
are significant to the financial statements are disclosed in notes that follow.

3.2 Cash and Cash Equivalents

The fair value of cash and cash equivalent is the carrying amount. Cash and cash equivalent represent the amount of cash in hand,
balances with other bank and financial institutions, money at short notice and highly liquid with original maturities of three months
or less from the acquisition date that are subject to an insignificant risk of changes in their value and used by the Microfinance in
the management of short term commitment.

3.3 Financial Assets and Financial Liabilities

3.3.1 Recognition

The Microfinance initially recognizes a financial asset or a financial liability in its statement of financial position when, and only
when, it becomes party to the contractual provisions of the instrument. The Microfinance initially recognizes loans and advances,
deposits; and debt securities/ subordinated liabilities issued on the date that they are originated which is the date that the Microfinance
becomes party to the contractual provisions of the instruments. Investments in equity instruments, bonds, debenture, Government
securities, NRB bond or deposit auction, reverse repos, outright purchase are recognized on trade date at which the Microfinance
commits to purchase/ acquire the financial assets. Regular way purchase and sale of financial assets are recognized on trade date.
All financial assets and liabilities are initially recognized at their cost value and are subsequently presented as per NFRS based on
the respective classification.
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3.3.2 Classification

i.  Financial Assets

The Microfinance classifies the financial assets as subsequently measured at amortized cost or fair value on the basis of the
Microfinance’s business model for managing the financial assets and the contractual cash flow characteristics of the financial assets.
The two classes of financial assets are as follows:

1. Financial assets measured at amortized cost

The Microfinance classifies a financial asset measured at amortized cost if both of the following conditions are met:

a)  The asset is held within a business model whose objective is to hold assets in order to collect contractual cash flows and
b)  The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of principal and
interest on the principal amount outstanding.

2. Financial asset measured at fair value

Financial assets other than those measured at amortized cost are measured at fair value. Financial assets measured at fair value are
further classified into two categories as below:

a)  Financial assets at fair value through profit or loss

Financial assets are classified as fair value through profit or loss (FVTPL) if they are held for trading purpose or are designated at
fair value through profit or loss. Upon initial recognition, transaction cost are directly attributable to the acquisition are recognized
in profit or loss as incurred. Such assets are subsequently measured at fair value and changes in fair value are recognized in
Statement of Profit or Loss.

b) Financial assets at fair value through other comprehensive income

Investment in an equity instrument that is not held for trading and at the initial recognition, the Microfinance makes an irrevocable
election that the subsequent changes in fair value of the instrument is to be recognized in other comprehensive income are classified
as financial assets at fair value though other comprehensive income. Such assets are subsequently measured at fair value and
changes in fair value are recognized in other comprehensive income.

ii. Financial Liabilities
The Microfinance classifies the financial liabilities as follows:
a) Financial liabilities at fair value through profit or loss

Financial liabilities are classified as fair value through profit or loss (FVTPL) if they are held for trading or are designated at fair
value through profit or loss. Upon initial recognition, transaction cost are directly attributable to the acquisition are recognized in
Statement of Profit or Loss as incurred. Subsequent changes in fair value is recognized at profit or loss

b) Financial liabilities measured at amortized cost

All financial liabilities other than measured at fair value though profit or loss are classified as subsequently measured at amortized
cost using effective interest method.

3.3.3 Measurement
Financial assets at FVTOCI

On initial recognition, the Microfinance can make an irrevocable election (on an instrument-by instrument basis) to present the
subsequent changes in fair value in other comprehensive income pertaining to investments in equity instruments. This election is not
permitted if the equity investment is held for trading. These elected investments are initially measured at fair value. Subsequently,
they are measured at fair value with gains and losses arising from changes in fair value recognized in other comprehensive income
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and accumulated in the ‘Fair Value Reserve’. The cumulative gain or loss is not reclassified to Statement of Profit and Loss on

disposal of the investments.

A financial asset is held for trading if:

o it has been acquired principally for the purpose of selling it in the near term; or

° on initial recognition it is part of a portfolio of identified financial instruments that the Company manages together and has a
recent actual pattern of short-term profit-taking; or

° it is a derivative that is not designated and effective as a hedging instrument or a financial guarantee.

Dividends on these investments in equity instruments are recognized in Statement of Profit and Loss when the Microfinance’s right

to receive the dividends is established, it is probable that the economic benefits associated with the dividend will flow to the entity,

the dividend does not represent a recovery of part of cost of the investment and the amount of dividend can be measured reliably.

Dividends recognized in Statement of Profit and Loss are included in the ‘Other income’ line item.

Financial assets at fair value through profit or loss (FVTPL)

Investments in equity instruments are classified as at FVTPL, unless the Microfinance irrevocably elects on initial recognition to
present subsequent changes in fair value in other comprehensive income for investments in equity instruments which are not held
for trading.

Debt instruments that do not meet the amortized cost criteria or FVTOCI criteria (see above) are measured at FVTPL. In addition,
debt instruments that meet the amortized cost criteria or the FVTOCI criteria but are designated as at FVTPL are measured at FVTPL.
A financial asset that meets the amortized cost criteria or debt instruments that meet the FVTOCI criteria may be designated as at
FVTPL upon initial recognition if such designation eliminates or significantly reduces a measurement or recognition inconsistency
that would arise from measuring assets or liabilities or recognizing the gains and losses on them on different bases.

Financial liabilities at FVTPL

Financial liabilities are classified as at FVTPL when the financial liability is held for trading or is designated as at FVTPL.

A financial liability is classified as held for trading if:

° it has been incurred principally for the purpose of repurchasing it in the near term; or

° on initial recognition it is part of a portfolio of identified financial instruments that the Company manages together and has a
recent actual pattern of short-term profit-taking; or

° A financial liability other than a financial liability held for trading may be designated as at FVTPL upon initial recognition if:

o such designation eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise;

o the financial liability forms part of a company of financial assets or financial liabilities or both, which is managed and its
performance is evaluated on a fair value basis, in accordance with the Company’s documented risk management or investment
strategy, and information about the Company is provided internally on that basis; or

° it forms part of a contract containing one or more embedded derivatives, and NFRS 9 permits the entire combined contract to
be designated as at FVTPL in accordance with NFRS 9

Financial liabilities at FVTPL are stated at fair value, with any gains or losses arising on re-measurement recognized in Statement

of Profit and Loss. The net gain or loss recognized in Statement of Profit and Loss incorporates any interest paid on the financial

liability and is included in the ‘Other income’ line item.

However, for non-held-for-trading financial liabilities that are designated as at FVTPL, the amount of change in the fair value of
the financial liability that is attributable to changes in the credit risk of that liability is recognized in other comprehensive income,
unless the recognition of the effects of changes in the liability’s credit risk in other comprehensive income would create or enlarge
an accounting mismatch in profit or loss, in which case these effects of changes in credit risk are recognized in Statement of Profit
and Loss. The remaining amount of change in the fair value of liability is always recognized in Statement of Profit and Loss.
Changes in fair value attributable to a financial liability’s credit risk that are recognized in other comprehensive income are reflected
immediately in retained earnings and are not subsequently reclassified to Statement of Profit and Loss.

Financial liabilities subsequently measured at amortized cost

Financial liabilities that are not held-for-trading and are not designated as at FVTPL are measured at amortized cost at the end of
subsequent accounting periods. The carrying amounts of financial liabilities that are subsequently measured at amortized cost are
determined based on the effective interest method. Interest expense that is not capitalized as part of costs of an asset is included in
the ‘Finance Expenses’ line item.
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3.3.4  De-recognition

i.  De-recognition of financial assets

The Microfinance derecognizes a financial asset when the contractual rights to the cash flows from the financial asset expire, or
when it transfers the financial asset in a transaction in which substantially all the risks and rewards of ownership of the financial
asset are transferred or in which the Microfinance neither transfers nor retains substantially all the risks and rewards of ownership
and it does not retain control of the financial asset.

Any interest in such transferred financial assets that qualify for de-recognition that is created or retained by the Microfinance is
recognized as a separate asset or liability. On de-recognition of a financial asset, the difference between the carrying amount of the
asset, and the sum of (i) the consideration received and (ii) any cumulative gain or loss that had been recognized is recognized in
Statement of Profit or Loss.

The Microfinance enters into transactions whereby it transfers assets recognized on its Statement of Financial Position, but retains
either all or substantially all of the risks and rewards of the transferred assets or a portion of them, then the transferred assets are
not derecognized.

ii.  De-recognition of financial liabilities

A financial liability is derecognized when the obligation under the liability is discharged or cancelled or expired. Where an existing
financial liability is replaced by another from the same lender on substantially different terms, or the terms of an existing liability are
substantially modified, such an exchange or modification is treated as a derecognition of the original liability and the recognition of
a new liability. The difference between the carrying value of the original financial liability and the consideration paid is recognized
in Statement of Profit or Loss.

3.3.5 Determination of fair value

‘Fair value’ is the price that would be received to sell an asset or paid to transfer a liability (exit price) in an orderly transaction
between market participants at the measurement date in the principal or, in its absence, the most advantageous market to which the
Microfinance has access at that date. The fair value of a liability reflects its non-performance risk.

When available, the Microfinance measures the fair value of an instrument using the quoted price in an active market for that
instrument. A market is regarded as active if transactions for the asset or liability take place with sufficient frequency and volume
to provide pricing information on an ongoing basis. If there is no quoted price in an active market, then the Microfinance uses
valuation techniques that maximize the use of relevant observable inputs and minimize the use of unobservable inputs. The chosen
valuation technique incorporates all of the factors that market participants would take into account in pricing a transaction. The fair
value measurement hierarchy is as follows:

Level 1: fair value measurements are those derived from unadjusted quoted prices in active market for identical assets or liabilities.

Level 2: Valuations are those with quoted prices for similar instruments in active markets or quoted price for identical or similar
instruments in inactive markets and financial instruments valued using models where significant inputs are observable.

Level 3: portfolios are those where there are unobservable inputs of the instruments. The inputs are not based on observable market
data.
3.3.6 Impairment

At each reporting date, the Microfinance assesses whether there is objective evidence that a financial asset or group of financial
assets not carried at fair value through profit or loss are impaired. A financial asset or a group of financial assets is impaired when
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objective evidence demonstrates that a loss event has occurred after the initial recognition of the asset(s), and that the loss event has
an impact on the future cash flows of the asset(s) that can be estimated reliably.

Objective evidence that financial assets are impaired include significant financial difficulty of the borrower or issuer, default or
delinquency by a borrower, restructuring of a loan or advance by the Microfinance on terms that the Microfinance would not
otherwise consider, indications that a borrower or issuer will enter Bankruptcy, the disappearance of an active market for a security,
or other observable data relating to a group of assets such as adverse changes in the payment status of borrowers or issuers in
the group, or economic conditions that correlate with defaults in the group. In addition, for an investment in an equity security, a
significant or prolonged decline in its fair value below its cost is objective evidence of impairment.

In case of financial difficulty of the borrower, the Microfinance considers to restructure loans rather than take possession of
collateral. This may involve extending the payment arrangements and agreement of new loan conditions. Once the terms have been
renegotiated, any impairment is measured using the original EIR as calculated before the modification of terms and the loan is no
longer considered past due. Management continually reviews renegotiated loans to ensure that all criteria are met and that future
payments are likely to occur. The loans continue to be subject to an individual or collective impairment assessment, calculated using
the loan’s original EIR.

Impairment of financial assets measured at amortized cost

The Microfinance considers evidence of impairment for loans and advances and investment securities measured at amortized cost
at both specific asset and collective level. The Microfinance first assesses individually whether objective evidence of impairment
exists for financial assets that are individually significant and that are not individually significant are assessed collectively.

If there is objective evidence on that an impairment loss has been incurred, the amount of the loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future cash flows. The carrying amount of the asset is
reduced through the use of an allowance account and the amount of the loss is recognized in profit or loss. Interest income continues
to be accrued on the reduced carrying amount and is accrued using the rate of interest used to discount the future cash flows for the
purpose of measuring the impairment loss.

All individually significant loans and advances and investment securities are assessed for specific impairment. Those found not
to be specifically impaired are then collectively assessed for any impairment that has been incurred but not yet identified. Loans
and advances and investment securities that are not individually significant are collectively assessed for impairment by grouping
together loans and advances and investment securities with similar risk characteristics.

Impairment of loans and advances portfolios is based on the judgments in past experience of portfolio behavior. In assessing
collective impairment the Microfinance uses historical trends of the probability of default, the timing of recoveries and the amount
of loss incurred, adjusted for management’s judgment as to whether current economic and credit conditions are such that the actual
losses are likely to be greater or less than suggested by historical trends. Default rates, loss rates and the expected timing of future
recoveries are regularly benchmarked against actual outcomes to ensure that they remain appropriate.

Impairment losses on assets measured at amortized cost are calculated as the difference between the carrying amount and the present
value of estimated future cash flows discounted at the asset’s original effective interest rate.

In case of impairment of financial assets being loans and advances, the impairment loss amount is taken as higher of amount derived
as per norms prescribed by Nepal Rastra Bank for loan loss provision and amount determined as per paragraph 63 of NAS 39 as
mentioned above as per alternative given in carve out on NAS 39 Para 58.

However, as per carve out on NAS 39 Para 58, the Bank has assessed and measured impairment loss on loan and advances as the
higher of amount derived as per norms prescribed by Nepal Rastra Bank for loan loss provision and amount determined as per
paragraph 63 of NAS 39.

Loans together with the associated allowance are written off when there is no realistic prospect of future recovery and all collateral
has been realized or has been transferred to the Microfinance. If in a subsequent year, the amount of the estimated impairment loss
increases or decreases because of an event occurring after the impairment was recognized, the previously recognized impairment
loss is increased or reduced by adjusting the allowance account. If a write off is later recovered, the recovery is recognized in the
‘Non Operating Income’.
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Objective evidence of impairment of investment in an equity instrument is a significant or prolonged decline in its fair value below
its cost. Impairment losses are recognized by reclassifying the losses accumulated in the fair value reserve in equity to profit or
loss. The cumulative loss that is reclassified from equity to profit or loss is the difference between the acquisition cost, net of any
principal repayment and the current fair value, less any impairment loss recognized previously in profit or loss.

Impairment of non-financial assets

The Microfinance assesses at each reporting date whether there is an indication that an asset may be impaired. If any indication
exists, or when annual impairment testing for an asset is required, the Microfinance estimates the asset’s recoverable amount. An
asset’s recoverable amount is the higher of an asset’s fair value of the Cash Generating Unit’s (CGU) less costs to sell and its value
in use. Where the carrying amount of an asset or CGU exceeds its recoverable amount, the asset is considered impaired and is
written down to its recoverable amount.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset, in determining fair value less costs
to sell, an appropriate valuation model is used.

3.4 Trading Assets

Trading assets are those assets that are acquired principally for the purpose of selling in the near term, or held as part of a portfolio
that is managed together for short-term profit. It includes non-derivative financials assets such as government bonds, NRB bonds,
domestic corporate bonds, treasury bills, equities etc. held primarily for the trading purpose. If a trading asset is a debt instrument,
it is subject to the same accounting policy applied to financial assets measured at amortized cost. If a trading asset is an equity
instrument, it is subject to the same accounting policy applied to financial assets measured at Fair Value through Profit or Loss.

3.5 Property and Equipment

Recognition and Measurement

Property and Equipment are recognized if it is probable that future economic benefits associated with the assets will flow to the
Microfinance and the cost of the asset can be reliably measured. The cost includes expenditures that are directly attributable to the
acquisition of the assets. Cost of self-constructed assets includes followings:

= Cost of materials and direct labor;

= Any other cost directly attributable to bringing the assets to the working condition for their intended use; and

= (Capitalized borrowing cost

Subsequent expenditure is capitalized if it is probable that the future economic benefits from the expenditure will flow to the entity.
Ongoing repairs and maintenance to keep the assets in working condition are expensed as incurred.

On revaluation of an asset, any increase in the carrying amount is recognized in ‘Other comprehensive income’ and accumulated
in equity, under revaluation reserve or used to reverse a previous revaluation decrease relating to the same asset, which was
charged to the Statement of Profit or Loss. In this circumstance, the increase is recognized as income to the extent of previous write
down. Any decrease in the carrying amount is recognized as an expense in the Statement of Profit or Loss or debited to the Other
Comprehensive income to the extent of any credit balance existing in the capital reserve in respect of that asset.

The decrease recognized in other comprehensive income reduces the amount accumulated in equity under capital reserves. Any
balance remaining in the revaluation reserve in respect of an asset is transferred directly to retained earnings on retirement or
disposal of the asset.

Depreciation

Property and equipment were depreciated from the date they are available for use on property on Written down Value basis until
2075.76 and then afterwards on Straight line method over estimated useful lives as determined by the Management. Such changes
in accounting estimate have been provided prospectively. Depreciation is recognized in profit or loss. Charging of depreciation is
ceased from the earlier of the date from which the asset is classified as held for sale or is derecognized.

33 afifep UrRREdT : 2006/6T | 1919



The estimated useful lives of significant items of property and equipment for current year and comparative periods are as follows:

Class of Assets Useful Life Rate of Depreciation
Wooden Furniture and Fixtures 4 years 25%
Office Vehicles — Bike and Scooter 4 years 25%
Office Vehicle-Car 7 years 14.29%
Computer (including Printer) 4 years 25%
Other Equipment 5 years 20%
Leasehold Improvements 5 years 20%

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each statement of financial position date.
The value of the assets fully depreciated but continued to be in use is considered not material.

Ateach reporting date, assets are also assessed for indicators of impairment. In the event that an asset’s carrying amount is determined
to be greater than its recoverable amount, the asset is written down immediately to the recoverable amount.

Assets with costs less than NPR 5,000 are charged off on purchase as revenue expenditure.

De-recognition

The carrying amount of an item of property and equipment is derecognized on disposal or when no future economic benefits are
expected from its use. The gain or loss arising from de-recognition of an item of property and equipment is included in the Statement
of Profit or Loss when the item is derecognized. When replacement costs are recognized in the carrying amount of an item of
property and equipment, the remaining carrying amount of the replaced part is derecognized. Major inspection costs are capitalized.
At each such capitalization, the remaining carrying amount of the previous cost of inspections is derecognized.

Any gain or losses on de-recognition of an item of property and equipment is recognized in profit or loss.

3.6  Goodwill Intangible assets

Recognition

An intangible asset is an identifiable non-monetary asset without physical substance, held for use in the production or supply of
goods or services, for rental to others or for administrative purposes. An intangible asset is recognized if it is probable that the future
economic benefits that are attributable to the asset will flow to the entity and the cost of the asset can be measured reliably. An
intangible asset is initially measured at cost. Expenditure incurred on an intangible item that was initially recognized as an expense
by the Microfinance in previous annual Financial Statements or interim Financial Statements are not recognized as part of the cost
of an intangible asset at a later date.

Computer Software & Licenses

Intangible assets with finite useful lives that are acquired separately are carried at cost less accumulated amortization and accumulated
impairment losses.

Intangible assets with indefinite useful lives are tested for impairment annually either individually or at the cash generating unit
level. Such intangibles are not amortized. The useful life of an intangible asset with an indefinite life is reviewed annually to
determine whether indefinite life assessment continues to be supportable. If not, the change in the useful life assessment from
indefinite to finite is made on a prospective basis.
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The intangible asset with finite useful lives are amortized over the useful economic life and assessed for impairment whenever there
is an indication that the intangible asset may be impaired. The amortization period and the amortization method for an intangible
asset with a finite useful life are reviewed at least at each financial year end. Changes in the expected useful life or the expected
pattern of consumption of future economic benefits embodied in the asset are accounted for by changing the amortization period or
method, as appropriate, and are treated as changes in accounting estimates. The amortization expense on intangible assets with finite
lives is recognized in the statement of profit or loss.

Gains or losses arising from de-recognition of an intangible asset are measured as the difference between the net disposal proceeds
and the carrying amount of the asset and are recognized in the statement of profit or loss when the asset is derecognized.

Certain computer software costs are capitalized and recognized as intangible assets based on materiality, accounting prudence and
significant benefits expected to flow there from for a period longer than one year.

The estimated useful lives of significant items of intangible assets for current year and comparative periods are as follows:

%

Class of Assets Useful Life Rate of Depreciation

Computer software 5 years 20%

3.7 Investment Property

Investment property is the land or building or both held either for rental income or for capital appreciation or for both, but not for
sale in ordinary course of business and owner occupied property other than those classified as property and equipment under NAS
16 — “Property, Plant and Equipment”; and assets classified as non-current assets held for sale under NFRS 5 — “Non-Current Assets
Held for Sale and Discontinued Operations”. Land and Building acquired as non-banking assets are recognized as investment
property.

Investment properties are initially measured at cost, including transaction costs. Subsequently all investment properties are reported
at fair value with any gains or losses in fair value reported in the statement of profit and loss as they arise. No depreciation is charged
in investment property as they are not intended for the owner-occupied use.

3.8 Income Tax

The Microfinance is subject to tax laws of Nepal. Income taxes have been calculated as per the provisions of the Income Tax Act,
2058.

Income Tax expense comprises current tax and deferred tax. Current tax and deferred tax are recognized in profit or loss except to
the extent they relate to the items recognized directly in equity or in other comprehensive income.

Current Tax

Current tax is the tax payable or receivable on the taxable income or loss for the year using tax rates that are enacted or substantially
enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Current income tax assets and liabilities for the current period are measured at the amount expected to be recovered from or paid to
the taxation authorities. The tax rates and tax laws used to compute the amount are those that are enacted or substantively enacted
by the reporting date in the countries where the Company operates and generates taxable income. Current income tax assets and
liabilities also include adjustments for tax expected to be payable or recoverable in respect of previous periods.

Deferred Tax

Deferred tax is recognized in respect of temporary differences between the carrying amount and tax base of assets and liabilities; and
carry forward of unused tax losses. Deferred tax is measured at the tax rate that is expected to be applied to temporary differences
when they reverse, using tax rate enacted or substantially enacted at the reporting date. Deferred tax assets are recognized only to
the extent that it is probable that future taxable profits will be available against which it can be utilized

Deferred tax assets are reviewed at each reporting date and appropriately adjusted to reflect the amount that is reasonably/ virtually
certain to be realized.

Deferred tax asset and deferred tax liabilities are offset if all of the following conditions met:

a) if there is a legally enforceable right to offset the current tax liabilities and assets;

b)  the taxes are levied by the same authority on the same tax entity; and

c) the entity intends to settle the current tax liabilities and assets on net basis or the tax assets and liabilities will be realized
simultaneously.
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3.9 Deposits, Debt Securities Issued and Subordinated Liabilities

Deposits comprises of deposit amount held of the customers and other Banks and Financial Institutions. Deposits are classified as
financial liabilities measured at amortized cost.

Debt securities issued are financial liabilities other than measured at fair value though profit or loss and are measured at amortized
cost using effective interest method.

Subordinated Liabilities are also measured at amortized cost using effective interest method.

The Microfinance doesn’t hold deposits, debt securities and subordinated liabilities.

3.10 Provisions

Provisions are recognized when the Microfinance has a present legal or constructive obligation as a result of a past event, when

it is probable that an outflow of resources will be required to settle the obligation and when the amount can be reliably estimated.

The amount recognized as a provision is the best estimate of the consideration required to settle the present obligation at the end of

the reporting period, taking into account the risks and uncertainties surrounding the obligation. When a provision is measured using

the cash flows estimated to settle the present obligation, its carrying amount is the present value of those cash flows (when the effect

of the time value of money is material).

When some or all of the economic benefits required to settle a provision are expected to be recovered from a third party, a receivable

is recognized as asset if it is virtually certain that reimbursement will be received and the amount of the receivable can be measured

reliably.

A disclosure for contingent liabilities is made where there is:

- a possible obligation that arises from past events and whose existence will be confirmed only by the occurrence or non-
occurrence of one or more uncertain future events not wholly within the control of the entity; or

- present obligation that arises from past events but is not recognized because:

> It is not probable that an outflow of resources embodying economic benefits will be required to settle the obligation; or

> The amount of the obligation cannot be measured with sufficient reliability.

A contingent asset is a possible asset that arises from past events and whose existence will be confirmed only by the occurrence or

non-occurrence of one or more uncertain future events not wholly within the control of the entity.

Provisions, contingent liabilities, contingent assets and commitments are reviewed at each reporting period.

Provisions for onerous contracts are recognized when the expected benefits to be derived by the Microfinance from a contract are

lower than the unavoidable costs of meeting the future obligations under the contract.

3.11 Revenue Recognition

Revenue comprises of interest income, fees and commission, disposal income, etc. Revenue is recognized to the extent it is probable
that the economic benefits will flow to the Microfinance and the revenue can be reliably measured. Revenue is not recognized during
the period in which its recoverability of income is not probable. The bases of incomes recognition are as below:

Interest income

Interest income is recognized in profit or loss using effective interest method. Effective interest rate is the rate that exactly discounts
the estimated future cash payments and receipts through the expected life of financial asset or liability to the carrying amount of the
asset or liability. The calculation of effective interest rate includes all transactions cost and fee and points paid or received that are
integral part of the effective interest. The transactions cost and fees and points that are not material have been recognized directly in
Statement of Profit or Loss and not considered in the calculation of effective interest rate. The transaction costs include incremental
costs that are directly attributable to the acquisition or issue of financial assets.

Interest income presented in statement of profit or loss includes:

= [nterest income on financial assets measured at amortized cost calculated on an effective interest rate method except for impaired
loans and advances. These financial assets include loans and advances including staff loans.

= Interest on investment securities measured at fair value is calculated on effective interest rate.

Revenue is recognized only when it is probable that the economic benefits associated with the transaction will flow to the entity. In

some cases, this may not be probable until the consideration is received or until an uncertainty is removed.

Here, accrued interest receivable amount has been recognized as interest income except for the bad loan’s accrued interest receivable
and such recognized amount has been transferred to regulatory reserve.
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Fees and Commission

Fees and commission income that are integral to the effective interest rate on a financial asset are included in measurement of
effective interest rate. Other fees and commission income including management fee, prepayment Charge, penal Charges etc.

Dividend Income

Dividend on investment in resident company is recognized when the right to receive payment is established. Dividend incomes are
presented in other operating Income.

Net Trading Income

Trading income/ loss is recognized for all realized interest, dividend and foreign exchange differences including any unrealized
changes in fair value of trading assets and liabilities. The trading income and loss are netted off and disclosed separately in Statement
of Profit or Loss.

Net income from other financial instrument at fair value through Profit or Loss

Financial assets and financial liabilities classified in this category are those that have been designated by management upon initial

recognition. Management may only designate an instrument at fair value through profit or loss upon initial recognition when the

following criteria are met, and designation is determined on an instrument-by-instrument basis:

= The designation eliminates or significantly reduces the inconsistent treatment that would otherwise arise from measuring the
assets or liabilities or recognizing gains or losses on them on a different basis.

= The assets and liabilities are part of a group of financial assets, financial liabilities or both, which are managed and their
performance evaluated on a fair value basis, in accordance with a documented risk management or investment strategy.

= The financial instrument contains one or more embedded derivatives, which significantly modify the cash flows that would
otherwise be required by the contract.

Financial assets and financial liabilities at fair value through profit or loss are recorded in the statement of financial position at fair
value. Changes in fair value are recorded in Net gain or loss on financial assets and liabilities designated at fair value through profit
or loss is recognized in statement of Profit or Loss. Interest earned or incurred is accrued in Interest income or Interest expense,
respectively, using the effective interest rate (EIR), while dividend income is recorded in other operating income when the right to
the payment has been established.

3.12 Interest Expense

Interest expense including all other fees and service charge on all financial liabilities are recognized in profit or loss. The interest
expenses so recognized closely approximate the interest expenses that would have been derived under effective interest rate method.
The difference is not considered material. The Microfinance considers the cost of exact calculation of effective interest rate method
exceeds the benefit that would be derived from such compliance.

3.13 Employee Benefits

Short Term Employee Benefits

Short term employee benefit obligations are measured on an undiscounted basis and are expensed as the related service is provided.
A liability is also recognized for the amount expected to be paid under bonus required by the Bonus Act to pay the amount as a result
of past service provided by the employee and the obligation can be estimated reliably under short term employee benefits.

Short term employee benefits include all the following items (if payable within 12 months after the end of the reporting period):

= wages, salaries and social security contributions;

= profit-sharing and bonuses; and

= non-monetary benefits

Employee bonus is provided as per the Bonus Act, 2030 amounting to 10% of the net profit before tax of regulatory profit.
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Post-Employment Benefit Plan
Post-employment benefit plan includes followings:
a. Defined Contribution Plan

A defined contribution plan is a post-employment benefit plan under which an entity pays a fixed contribution to a separate entity
and has no legal or constructive obligation to pay future amounts. Obligations for contributions to defined contribution plans are
recognized as personnel expense in profit or loss in the periods during which the related services are rendered by employees. Prepaid
contributions are recognized as an asset to the extent that cash refund or reduction in future payments is available. Contributions to
a defined contribution plan being due for more than 12 months after the end of the period in which the employee render the service
are discounted at their present value. The following are the defined contribution plan provided by the Microfinance to its employees:
e Employees Provident Fund

In accordance with law, all employees of the Microfinance are entitled to receive benefits under the provident fund, a defined
contribution plan in which both the employee and the Microfinance contribute monthly at a pre-determined rate (currently, 10%
of the basic salary plus grades). Microfinance does not assume any future liability for provident fund benefits other than its annual
contribution.

b. Defined Benefit Plan
Following are the defined benefit plans provided by the Microfinance to its employees:
e Gratuity

For defined benefit plans, the liability to be recognized in the Statement of Financial Position is the present value of the defined
benefit obligation less the fair value of plan assets. The Microfinance accounts for the liability for the gratuity as per the management
calculation. Actuarial Valuation has not been carried out for the reporting period.

Likewise, the company has contributed @ 8.33% of the basic salary as per the provisions of Labor Act, 2074 for the staffs appointed
after the commencement of the act and gratuity as per the existing bylaws has been provided to the existing employees as at the date
of new Labor Act, 2074.

e Long Service Leave Benefit

The employees of the Microfinance are entitled to carry forward a part of their unavailed/ unutilized leave subject to a maximum
limit. The employee can encash unavailed/ unutilized leave partially in terms of Employee Service Bye laws of the Microfinance.
The Microfinance accounts for the liability for entire accumulated outstanding leave balance as per the management calculation.
Actuarial Valuation has not been carried out for the reporting period.

Other Long Term Employee Benefits

Other long term employee benefits include benefits that are not expected to be settled wholly before twelve months after end of the
fiscal year in which employees render the related service.

o Staff-loans

The Microfinance provides staff loan to its staffs as per the provisions of its employee’s bylaws. The interest rate considered in
such loans approximates to the prevailing market rate, therefore the fair value of such loans generally approximates to the carrying
amount.

3.14 Leases

The determination of whether an arrangement is a lease or it contains a lease, is based on the substance of the arrangement and
requires an assessment of whether the fulfillment of the arrangement is dependent on the use of a specific asset or assets and the
arrangement conveys a right to use the asset even if that right is not explicitly specified in an arrangement.

The Institution as a Lessee

Finance leases that transfer to the Institution substantially all of the risks and benefits incidental to ownership of the leased item,
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are capitalized at the commencement of the lease at the fair value of the leased property or, if lower, at the present value of the
minimum lease payments. Lease payments are apportioned between finance charges and reduction of the lease liability so as to
achieve a constant rate of interest on the remaining balance of the liability. Finance charges are recognized in Finance cost in the
income statement. Leased assets are depreciated over the useful life of the asset. However, if there is no reasonable certainty that
the Institution will obtain ownership by the end of the lease term, the asset is depreciated over the shorter of the estimated useful
life of the asset and the lease term. Leases that do not transfer to the Institution substantially all the risks and benefits incidental to
ownership of the leased items are operating leases. Operating lease payments are recognized as an expense in the income statement
on a straight-line basis over the lease term. Where the rentals are structured solely to increase in line with expected general inflation
to compensate for the lessor’s expected inflationary cost increases, such increases are recognized in the year in which such benefits
accrue.

%

The Institution as a Lessor

Leases in which the Institution does not transfer substantially all of the risks and benefits of ownership of the asset are classified as

operating leases. Initial direct costs incurred in negotiating an operating lease are added to the carrying amount of the leased asset

and recognized over the lease term on the same bases as rental income. Contingent rents are recognized as revenue in the period in

which they are earned.

In para 33, lease payments under an operating lease shall be recognized as an expense on a straight-line basis over the lease term

unless either:

(a)  Another systematic basis is more representative of the time pattern of the user’s benefit even if the payments to the lessors
are not on that basis; or

(b)  The payments to the lessor are structured to increase in line with expected general inflation to compensate for the lessor’s
expected inflationary cost increases. If payments to the lessor vary because of factors other than general inflation, then this
condition is not met.

Institution operates its branches under operating lease agreements. Operating lease rentals payable are charged to the profit and loss

on a straight-line basis over the period of the lease.

For the reporting period the Institution did not have a finance lease in the capacity of the lessor or in the capacity of a lessee and it

also did not have an operating lease in the capacity of the lessor.

3.15 Share Capital and Reserves

Share Capital

The Microfinance classifies the capital instruments as equity instruments or financial liabilities in accordance with the substance
with the contractual terms of the instruments. Equity is defined as residual interest in total assets of an entity after deducting all
its liabilities. Common shares are classified as equity of the Microfinance and distributions thereon are presented in statement of
changes in equity.

Incremental costs directly attributable to issue of an equity instruments are deducted from the initial measurement of the equity
instruments.

The reserves include regulatory and other reserves excluding retained earnings.
3.16 Earnings per share including diluted

Basic earnings per share is computed by dividing the profit/ (loss) for the year by the weighted average number of equity shares
outstanding during the year.

Diluted earnings per share is computed by dividing the profit/ (loss) for the year as adjusted for dividend, interest and other charges
to expense or income (net of any attributable taxes) relating to the dilutive potential equity shares, by the weighted average number
of equity shares considered for deriving basic earnings per share and the weighted average number of equity shares which could
have been issued on the conversion of all dilutive potential equity shares. Potential equity shares are deemed to be dilutive only
if their conversion to equity shares would decrease the net profit per share from continuing ordinary operations. Potential dilutive
equity shares are deemed to be converted as at the beginning of the period, unless they have been issued at a later date.

There are no instruments, such as convertibles, that would require dilution of EPS
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3.7 Segment Reporting

The Microfinance is organized for management and reporting purposes into segments such as: ‘D’ class Microfinance and Co-
operative. The products offered to these client segments are summarized under ‘Income by product’ below. The focus is on
broadening and deepening the relationship with clients, rather than maximizing a particular product line.

Segment Description: Microfinance has disclosed its operations under the following segments:

Segment Activity Definition

‘D’ class Microfinance ‘D’ Class Microfinance makes loans and advance to such microfinance who has obtained license
from Nepal Rastra Bank as ‘D’ Class Microfinance Institutions and those ‘D’ class microfinance
institutions further make loans and advances to deprived people.

Co-operative Co-operative makes loans and advances to such Community based co-operative which has been
registered at division co-operative office and operated as per co-operative act. Further Co-
operatives makes loans and advances to deprived local community.
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4, Explanatory Notes
Note No. 4.1
Cash and Cash equivalent
(Figures in NPR)
Particulars As at 31st Ashad 2078 | As at 31st Ashad 2077 | As at 1st Shrawan 2076
Cash in hand - - -
Balance with B/FIs 466,758,118 594,623,928 98,750,179
Money at call and short notice - - -
Others - - -
Total 466,758,118 594,623,928 98,750,179
Note No. 4.2
Statutory Balances and Due from Nepal Rastra Bank
As at 31st Ashad 2078 | As at 31st Ashad 2077 | As at 1st Shrawan 2076

Statutory Balances with NRB

Statutory Balance with BFIs

Securities Purchased under re-sale agreement

Other deposit and receivable from NRB

Total

Note No. 4.3

Placement with Bank and Financial Institutions

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Placements with domestic B/FIs

Less: Allowances for Impairment

Total

Note No. 4.4
Derivative Financial Instruments

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Held for Trading

Interest rate swap

Currency swap

Forward exchange contract

Others

Held for Risk Management

Interest rate swap

Currency swap

Forward exchange contract

Others

Total
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Note No. 4.5
Other Trading Assets

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Treasury Bills -

Government Bonds -

NRB Bonds -

Domestic Corporate Bonds -

Equities -

Other -

Total -

Pledged -

Non-pledged -

Note No. 4.6
Loans & Advances to MFIs & Cooperatives

Particulars As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Loans to Microfinance Institutions

1,002,730,555

944,224,565

734,541,667

Loans to FIs

Loans to Cooperatives

2,550,106,428

1,955,520,115

1,811,944,344

Less: Allowances for Impairment (58,428,880) (43,363,032) (30,971,181)
Other - - -
Less: Allowances for Impairment - - -
Total 3,494,408,103 2,856,381,648 2,515,514,830
Note No. 4.6.1
Allowances for Impairment
Particulars As at 31st Ashad 2078 As at 31st Ashad 2077 As at 1st Shrawan 2076
Balance at 1 Shrawan 43,363,032 30,971,180 15,481,607
Impairment loss for the year:
Charge for the year 35,106,840 26,064,817 20,509,851
Recoveries/reversals (20,040,991) (13,672,965) (5,020,277)
Amount written off - - -
58,428,880 43,363,032 30,971,180
Note No. 4.7
Loans and advances to customers
Particulars As at 31st Ashad 2078 | As at 31st Ashad 2077 | As at 1st Shrawan 2076
Loan and Advances measured at amortized cost 4,708,634 1,903,190 1,769,355
Less: Impairment allowances - - -
Collective Allowances - - -
Individual Allowances - - -
Net amount 4,708,634 1,903,190 1,769,355
Loans and advances measured at FVTPL - - -
Total 4,708,634 1,903,190 1,769,355
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Note No. 4.7.1

Analysis of Loans and advances- By Product

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077 | As at 1st Shrawan 2076

Product

Term Loans

Short Term Loans

Long Term Loans

Hire purchase loans

Personal Residential Loans

Staff Loans

4,708,634

1,903,190

1,769,355

Others

Sub Total

4,708,634

1,903,190

1,769,355

Interest receivable

Grand Total

4,708,634

1,903,190

1,769,355

Note No. 4.7.2

Analysis of Loans and advances- By Collateral

Particulars

As at 31st Ashad 2078 | As at 31st Ashad 2077 | As at 1st Shrawan 2076

Secured

Movable/immovable assets

Gold and silver

Guarantee of domestic B/Fis

Government Guarantee

Guarantee of International Rated bank

Collateral of export document

Collateral of fixed deposit receipt

Collateral of Government securities

Counter Guarantee

Personal Guarantee

Other collateral - - -
Subtotal - - -
Unsecured 4,708,634 1,903,190 1,761,655
Grand Total 4,708,634 1,903,190 1,761,655
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Note No. 4.7.3
Allowances for Impairment

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Specific allowance for impairment

Balance at Shrawan 1

Impairment loss for the year

Charge for the year

Recoveries/reversal during the year

Write-offs

Other Movement

Balance at Asadh end

Collective allowance for Impairment

Balance at Shrawan 1

Impairment loss for the year

Charge/(reversal) for the year

Other movement

Balance at Asadh end

Total Allowance for impairment

Note No. 4.8
Investment securities

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Investment securities designated as atFVTPL

Investment securities measured at amortised cost

Investment in equity measured at FVTOCI

2,000,000

2,000,000

2,000,000

Total

2,000,000

2,000,000

2,000,000

Note No. 4.8.1

Investment securities measured at amortized cost

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Debt securities

Government bonds

Government treasury bills

Nepal Rastra Bank bonds

Nepal Rastra Bank deposits instruments

Other

Less: specific allowances for impairment

Total

Note No. 4.8.2
Investment in equity measured at FVTOCI

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

Equity Instrument

Quoted Equity Securities

Unquoted Equity Securities

2,000,000

2,000,000

Total

2,000,000

2,000,000
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Note No. 4.8.3
Information relating to investment in equities
Particulars As at 31st Ashad .2078 As at 31st Ashad. 2077
Cost Fair Value Cost Fair Value
Investment in Quoted equity
.................................................. Ltd.
vvveeeeen. Shares of Rs. ............. Each - - - -
Investment in Unquoted equity
Nepal Finsoft Company Limited
20,000 Share of Rs 100 Each 2,000,000 2,000,000 2,000,000 2,000,000
Total 2,000,000 2,000,000 2,000,000 2,000,000
Note No. 4.9
Current tax assets (Figures in NPR)
As at 31st Ashad 2078 As at 31st Ashad 2077 | As at 1st Shrawan 2076
Current tax assets
Current year income tax assets 44.901,474 29,510,987 30,301,986
Tax assets of prior periods - - -
Total 44,901,474 29,510,987 30,301,986
Current tax Liabilities
Current year income tax liabilities 39,431,174 34,209,049 27,382,574
Tax Liabilities of prior periods - - -
Total 39,431,174 34,209,049 27,382,574
Total 5,470,300 (4,698,062) 2,919,412
Note No. 4.10
Investment Properties
Particulars As at 31st Ashad2078 | As at 31st Ashad2077 | As at 1st Shrawan2076

Investment Properties measured at fair value

Balance as on Shrawan 1

Addition/Disposal during the year

Net changes in fair value during the year

Adjustment/Transfer

Net Amount

Investment Properties measured at cost

Balance as on Shrawan 1

Addition/Disposal during the year

Adjustment/Transfer

Accumulated depreciation

Accumulated impairment loss

Net Amount

Total
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Note : 4.12
Goodwill and Intangible Assets

Software Total Total Total

Particulars Goodwill Other | Asat31st | Asat31st | Asat32nd
Purchased | Developed Ashad 2078 | Ashad 2077 | Ashad 2076

Cost

Balance as on 1st Shrawan 2076

339,000 - - - 339,000

Addition during the Year

Acquisition - - - - - - -

Capitalization - - - - - - -

Disposal during the year - - - - - - -

Adjustment/Revaluation - - - - - - -

Balance as on 31st Ashadh 2077 - 339,000 - - - 339,000 -

Addition during the Year

Acquisition - - - - - - -

Capitalization - - - - - - -

Disposal during the year - - - - - - -

Adjustment/Revaluation - - - - - - -

Balance as on 31st Ashadh 2078 - 339,000 - - 339,000 - -

Ammortization and Impairment

Balance as on 1st Shrawan 2076 - 203,400 - - -

203,400

Ammortization charge for the Year - 67,800 - - - 67,800

Impairment for the year - - - - -

Disposals - - - - -

Adjustment - - - - -

Balance as on 31st Ashadh 2077 271,200 - 271,200

Amortization charge for the Year - 67,800 - 67,800

Impairment for the year - - -

Disposals - - -

Adjustment - - -

Balance as on 31st Ashadh 2078 - 339,000 - 339,000

Capital Work in Progress - - -

Net Book Value as on 32nd Ashadh

2076 - - - - - - 135,600

Net Book Value as on 31st Ashadh

2077 - - - - - 67,800 -

Net Book Value as on 31st Ashadh
2078
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Note No. 4.13
Deferred Tax

(Figures in NPR)
Current Year

Particulars

Deferred Tax Assets

Deferred Tax
Liabilities

Net Deferred Tax
(Assets) / Liabilities

Deferred Tax on Temporary differences on following items

Loans and Advances to B/FIs

Loans and Advances to customers

Investment Properties

Investment Securities

Investment in Associates

Property and equipment

90,758

(90,758)

Employees’ defined benefit plan

874,852

(874,852)

Lease liabilities

Provisions

Other temporary differences

Deferred Tax on Temporary differences

965,610

(965,610)

Deferred Tax on carry forward of unused tax losses

Deferred tax due to changes in tax rate

Net Defered tax (asset)/liabilities as on year end of 2077/78

(965,610)

Deferred tax(asset)/liabilities as on shrawan 1, 2077

(581,141)

Origination/ (Reversal) during the year

384,469

Deferred tax expense/(income) recognised in profit or loss

(384,469)

Deferred tax expense/(income) recognised in other comprehensive income

Deferred tax expense/(income) recognised directly in equity

Previous Year

Particulars

Deferred Tax Assets

Deferred Tax
Liabilities

Net Deferred Tax (Assets)
/ Liabilities

Deferred Tax on Temporary differences on following items

Loans and Advances to B/FIs

Loans and Advances to customers

Investment Properties

Investment Securities

Investment in Associates

Property and equipment

38,608

(38,608)

Employees’ defined benefit plan

542,533

(542,533)

Lease liabilities

Provisions

Other temporary differences

Deferred Tax on Temporary differences

581,141

(581,141)

Deferred Tax on carry forward of unused tax losses

Deferred tax due to changes in tax rate

Net Defered tax (asset)/liabilities as on year end of 2076/77

(581,141)

Deferred tax(asset)/liabilities as on shrawan 1, 2076

(515,358)

Origination/(Reversal) during the year

65,783

Deferred tax expense/(income) recognised in profit or loss

(65,783)

Deferred tax expense/(income) recognised in other comprehensive income

Deferred tax expense/(income) recognised directly in equity
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Note No. 4.14
Other Assets

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Assets held for sale

Other Non-Banking Assets

Bills Receivable

Accounts receivable

Accrued income

5,252

Prepayments and deposits

144,409

Income tax deposit

Deferred Employee Expenditure

Other

1,134,931

997,449

688,240

Stationery Stock

4,743

6,099

Other

1,130,188

991,350

688,240

Total

1,226,557

1,174,414

837,902

Note: 4.15
Due to Bank and financial institution

(Figures in NPR)

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Borrowing from BFIs

Settlement and clearing accounts

Other

Total

Note: 4.16
Due to Nepal Rastra Bank

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Refinance from NRB

Standing liquidity facility

Lender of last report facility from NRB

Securities sold under repurchase agreement

Other payable to NRB

Total

Note: 4.17
Derivative financial instruments

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Held for trading

Interest rate swap

Currency swap

Forward exchange contract

Others

Held for risk management

Interest rate swap

Currency swap

Forward exchange contract

Others

Total
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Note: 4.18
Deposits from Customers

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Institution Customers:

Term deposits

Call Deposits

Other

Individual Customers:

Term deposits

Saving Deposits

Saving from members

Other

Total

Note: 4.19
Borrowings

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Domestic Borrowing:

Nepal Government

Other Licensed Institutions

3,074,697,040

2,606,989,360

1,809,245,349

Other

Sub Total

3,074,697,040

2,606,989,360

1,809,245,349

Foreign Borrowing:

Foreign Bank and Financial Institutions

Multilateral Development Bank

Other institutions

Sub total

Total

3,074,697,040

2,606,989,360

1,809,245,349

Note: 4.20
Provisions

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Provisions for redundancy

Provision for restructuring

Pending legal issues and tax litigation

Onerous contract

Other

Total
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Note: 4.20.1
Movement in provision

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Balance at Shrawan 1st

Provisions made during the year

Provisions used during the year

Provisions reversed during the year

Unwind of discount

Balance at Ashad End

Note: 4.21
Other liabilities

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Liability for employees defined benefit obligations

1,130,188

991,350

688,240

Liability for long-service leave

2,916,174

1,808,444

1,376,860

Short-term employee benefits

Bills payable

Creditors and Accruals

1,217,964

15,991,617

331,375

Interest Payable on Deposit

Interest payable on borrowing

1,585,396

3,121,259

3,718,454

Liabilities on deferred grant income

Unpaid Dividend

Liabilities under finance lease

Employee bonus payable

14,461,353

12,619,126

9,137,363

Other

1,577,952

1,022,429

2,710,826

Total

22,889,028

35,554,226

17,963,118

Note: 4.21.1
Defined benefit obligation

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Present value of unfunded obligations

Present value of funded obligations

Total present value of obligations

Fair value of plan assets

Present value of net obligations

Recognised liability for defined benefit obligation
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Note: 4.21.2
Plan Assets

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Equity securities

Government bonds

Bank deposits

Other

Total

Actual return on plan assets

Note: 4.21.3

Movement in the present value of defined benefit obligations

Particulars As at 31st Ashad 2078 | As at 31st Ashad 2077 | As at 1st Shrawan 2076
Defined benefit obligation at Shrawan 1st - - -
Actuarial losses - - -
Benefit paid by the plan - - -
Current service cost and interest - - -
Defined benefit obligation at Ashad end - - -
Note:4.21.4
Movement in the fair value of plan assets
Particulars As at 31st Ashad 2078 | As at 31st Ashad 2077 | As at 1st Shrawan 2076
Fair value of plan assets at Shrawan 1st - - -
Contributions paid into the plan - - -
Benefit paid during the year - - -
Actuarial (losses) gains - - -
Expected return on plan assets - - -
Fair value of plan assets at Ashad end - - -
Note: 4.21.5
Amount recognised in profit or loss
Particulars As at 31st Ashad 2078 | As at 31st Ashad 2077 | As at 1st Shrawan 2076

Current service cost

Interest on obligation

Expected return on plan assets

Total

Note: 4.21.6

Amount recognised in other comprehensive income

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Acturial (gain)/loss

Total
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Note: 4.21.7
Actuarial assumptions

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Discount rate

Expected return on plan assets

Future salary increase

Withdrawal rate

Total

0%

0%

0%

Note: 4.22
Debt securities issued

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Debt securities issued designated at fair value
through profit or loss

Debt securities issued at amortised cost

Total

Note: 4.23
Subordinated liabilities

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Redeemable preference shares

Irredemable cummulative preference shares

Other

Total

Note: 4.24
Share capital

(Figures in NPR)

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Ordinary shares

731,959,765

671,522,720

633,512,000

Convetible preference share (Equity
component only)

Irredemable preference share (Equity
component only)

Perpetual debt (Equity component only)

Total

731,959,765

671,522,720

633,512,000
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Note : 4.24.1
Ordinary shares

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Authorized Capital

10000000 ordinary share of Rs. 100 each

1,000,000,000

1,000,000,000

633,512,000

(Previous Year 10000000 Ordinary Shares of
Rs. 100 Each )

(Transistion period - 5759200 ordinary share
of Rs 100 each)

Issued capital:

7319597 ordinary share of Rs. 100 each 731,959,765 671,522,720 633,512,000
(Previous Year 6715227 Ordinary Shares of
Rs. 100 Each )
(Transistion of earliest period - 6335120
ordinary share of Rs 100 each)
Subscribed and paid up capital:
7319597 ordinary share of Rs. 100 each 731,959,765 671,522,720 633,512,000
(Previous Year 6715227 Ordinary Shares of
Rs. 100 Each )
(Transistion of earliest period - 6335120
ordinary share of Rs 100 each)
Total 731,959,765 671,522,720 633,512,000
Note: 4.24.2
Ordinary share ownership
T As at 31st Ashad 2078 As at 31st Ashad 2077
Percent Amount Percent Amount
Domestic ownership (Promoter)
Nepal Government 0.00% - 0.00% -
“A” class licensed institutions 12.00% 87,835,100 12.00% 80,582,726
Other licensed institutions 0.00% - 0.00% -
Other institutions 12.14% 88,825,600 12.14% 81,491,425
Other 35.86% 262,498,400 35.86% 240,839,480
Domestic ownership (Public)
Nepal Government 0.00% - 0.00% -
“A” class licensed institutions 0.00% 300 0.00% 10,600
Other licensed institutions 0.02% 156,100 0.05% 342,400
Other institutions 1.37% 10,048,800 0.17% 1,117,300
Other 38.61% 282,595,465 39.78% 267,138,788
Foreign ownership Promoter 0.00% - 0.00% -
Foreign ownership Public 0.00% - 0.00% -
Total 100.00% 731,959,765 100.00% 671,522,720
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Details of Shareholders holding 0.5% or more of share capital

As at 31st Ashad 2078 As at 31st Ashad 2077
% of holding % of holding

Grameen Swablamban Bikash Kendra 12.14% 12.14%
Bank of Kathmandu Ltd. 12.00% 12.00%
Sumit Kumar Agarwal 11.70% 11.70%
ManahariBasyal 1.30% 1.30%
Birendra Kumar Shah 0.87% 0.96%
Bal Krishna Paudel 0.60% 0.60%
Bipin Aryal 0.55 0.55%

Note:4.25

Reserves
Particulars As at 31st Ashad 2078 | As at 31st Ashad 2077 As at 1st Shrawan 2076
Statutory General Reserve 62,696,660 44,475,564 28,589,791
Capital reserve - - -
Exchange equilisation reserve - - -
Investment adjustment reserve - - -
Corporate social responsibility reserve 1,142,088 1,006,280 1,015,391
Client Protection Fund 2,614,057 1,741,932 899,666
Capital redemption reserve - - -
Regulatory reserve 17,119 84,442 5,252
Assets revaluation reserve - - -
Fair value reserve - - -
Dividend equalisation reserve - -
Actuarial gain - - -
Special reserve - - -
Other reserve
Employee training fund 21,585 89,385 89,385
Deferred Tax Reserve 965,611 581,141 515,358
Total 67,457,119 47,978,744 31,114,843

Note No. 4.26

Contingent Liabilities and Commitment

(Figures in NPR)

Particulars As at 31st Ashad 2078 | As at 31st Ashad 2077 | As at 1st Shrawan 2076

Contingent Liabilities

Undrawn and undisbursed facilities

Capital commitment

Lease commitment

Litigation

Total
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Note No. 4.26.1
Capital commitments

Capital expenditure approved by relevant authority of the microfinance institution but provision has not been made in financial

statements

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Capital commitments in relation to
Property and Equipment

Approved and contracted for

Approved but not contracted for

Sub Total

Capital commitments in relation to
Intangible assets

Approved and contracted for

Approved but not contracted for

Sub Total

Total

Note No. 4.26.2
Lease Commitments

Particulars

As at 31st Ashad 2078

As at 31st Ashad 2077

As at 1st Shrawan 2076

Operating lease commitments

where the institution is lessee

Future minimum lease payment under non cancellable operating lease,

Not later than 1 year

Later than 1 year but not later than 5 years

Later than 5 years

Sub Total

Finance lease commitments

where the institution is lessee

Future minimum lease payment under non cancellable operating lease,

Not later than 1 year

Later than 1 year but not later than 5 years

Later than 5 years

Sub Total

Grand Total

Note No. 4.26.3

Litigation

No such litigation entered by the institution.

Total

500 | 313 afifes YIAdEET : 2006/6T




Note: 4.27
Interest income

(Figures in NPR)
Particulars Year Ended 2078 Ashad | Year Ended 2077 Ashad
Due from Nepal Rastra Bank - -
Placement with Banks and Financial Institutions 37,849,281 41,289,363

Loans and Advances to Bank and Financial Institutions

286,704,166

379,167,761

Loans and advances to customers

Investment securities

969,694

Loans and advances to staff

172,500

174,021

Other

Total interest income

325,695,641

420,631,144

Note: 4.28
Interest expense

Particulars

Year Ended 2078 Ashad

Year Ended 2077 Ashad

Due to Bank and Financial Institutions

Due to Nepal Rastra Bank

Deposits from customers

Borrowing

162,994,891

276,688,115

Debt securities issued

Subordinated liabilities

Other

Total interest expense

162,994,891

276,688,115

Note: 4.29
Fees and Commission Income

Particulars

Year Ended 2078 Ashad

Year Ended 2077 Ashad

Loan Administration fees

21,832,500

19,128,000

Service fees

Commitment fees

Card issuance fees

Prepayment and swap fees

1,284,083

750,035

Remittance fees

Brokerage Fee

Other Fees and Commission Income

233,089

5,207,455

Total Fees and Commission Income

23,349,672

25,085,490
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Note: 4.30
Fees and commission expense

Particulars

Year Ended 2078 Ashad

Year Ended 2077 Ashad

Brokerage

ATM management fees

VISA Master card fees

Guarantee commission Fees

Brokerage

DD/TT/Swift fees

Remittance fees and commission

Other Fees and Commission Expense

Total Fees and Commission Expense

Note: 4.31
Net trading income

Particulars

Year Ended 2078 Ashad

Year Ended 2077 Ashad

Changes in fair value of trading assets

Gain/loss on disposal of trading assets

Interest income on trading assets

Dividend income on trading assets

Gain/Loss Foreign Exchange Transaction

Other

Total Net trading income

Note: 4.32
Other operating income

Particulars

Year Ended 2078 Ashad

Year Ended 2077 Ashad

Foreign Exchange Revaulation Gain

Gain/loss on sale of investment Securities

Fair value gain/loss on investment property

Dividend on equity instruments

Gain/loss on sale of property and equipment

447,284

Gain/loss on sale of investment property

Operating lease income

Gain/loss on sale of gold and silver

Other

Total other operating income

447,284
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Note: 4.33
Impairment charge/(reversal) for loan and other losses

Particulars Year Ended 2078 Ashad Year Ended 2077 Ashad

Impairment charge/(reversal) on loan and advances to B/FIs 15,065,848 12,391,852
Impairment charge/(reversal) on loan and advances to customer - -
Impairment charge/(reversal) on financial Investment - -
Impairment charge/(reversal) on placement with BFIs - -
Impairment charge/(reversal) on property and equipment - 441,330
Impairment charge/(reversal) on goodwill and intangible assets - -
Impairment charge/(reversal) on investment property - -
Total impairment charge/(reversal) for loan and other losses 15,065,848 12,833,181

Note: 4.34
Personnel Expense

Particulars Year Ended 2078 Ashad | Year Ended 2077 Ashad

Salary 6,570,324 6,069,819
Allowances 3,720,341 3,368,663
Gratuity expenses 244236 269,792
Provident fund 647,892 554,149
Uniform - 100,000
Training & Development Expense 111,936 52,758
Leave encashment 1,559,281 1,032,107
Medical 711,000 632,330
Insurance 36,450 25,267
Employees Incentive - -
Cash-settled share-based payments - -
Pension Expense - -
Finance expenses under NFRS - -
Other Expenses Related to Staff 996,485 1,082,205
Sub-Total 14,597,945 13,187,090
Employees Bonus 14,461,353 12,619,126
Total personnel expenses 29,059,299 25,806,216
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Note: 4.35
Other operating expense

Particulars Year Ended 2078 Ashad | Year Ended 2077 Ashad
Directors’ fee 748,000 528,500
Directors’ expense 1,014,822 761,017
Auditors’ remuneration 395,145 583,064
Other audit related expense - -
Professional and legal expense - -
Office administration expense 7,053,772 11,560,776
Operating lease expense 750,187 750,187
Operating expense of investment properties - -
Corporate Social Responsibility Expense 775,247 803,400
Client Protection expenses 50,000 -
Onerous lease provision - -
Other 11,066 5,551
Total other operating expense 10,798,237 14,992,494

Note: 4.35.1

Office administration expense
Particulars Year Ended 2078 Ashad | Year Ended 2077 Ashad
Water and electricity 118,448 139,043
Repair and Maintenance
(a) Building - -
(b) Vehicle 183,707 175,246
(c) Computer and accessories 9,675 13,200
(d) Office equipments and furniture - 746
(e) Other 9,456 4,465
Insurance 93,740 121,792
Postage, Telex, Telephone, Fax 60,244 45,790
Printing and stationery 108,628 66,0614
News paper, books and journals 19,501 47,066
Advertisement 216,011 155,439
Donations - -
Security expense - -
Deposit and loan guarantee premium - -
Travel Allowances and Expenses - 80,059
Entertainment - -
Annual/ Special general Meeting Expenses 375,197 424,757
Others
Share Registration and Related Expenses 548,205 866,164
Fuel 338,277 284,323
Hospitality Expenses 306,779 303,842
Business Promotion Expenses 88,988 136,268
Computer Software Expenses 128,351 119,048
Professional Fees 113,000 7,000
Tax and Duties 64,900 74,350
Auction Related Expenses - 9,034
Registration Fee and Charges 351,350 327,500
Consumable Goods 7,200 -
Office Expenses 28,926 27,728
Other Fees and Commission 3,883,188 8,131,301
Total 7,053,772 11,560,776
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Note: 4.36

Depreciation & Amortisation
Particulars Year Ended 2078 Ashad | Year Ended 2077 Ashad
Depreciation on Property and Equipment 2,067,768 2,118,088
Depreciation on investment property - -
Amortisation of intangible assets 67,800 67,800
Total depreciation and amortisation 2,135,568 2,185,888

Note: 4.37

Non operating income
Particulars Year Ended 2078 Ashad | Year Ended 2077 Ashad
Recovery of loan written off - -
Other Income 1,038,535 -
Total non operating income 1,038,535 -

Note: 4.38

Non Operating Expense
Particulars Year Ended 2078 Ashad | Year Ended 2077 Ashad
Loan Written Off - -
Redundancy provision - -
Expenses of restructuring - -
Other expense - -
Total non operating Expenses o =

Note: 4.39

Income tax expense
Particulars Year Ended 2078 Ashad | Year Ended 2077 Ashad
Current tax expense
Current year 39,431,174 34,209,049
Adjustment for prior years - -
Deferred tax expense
Origination and reversal of temporary differences (384,469) (65,783)
Changes in tax rate
Recognition of previously unrecognised tax losses
Total income tax expense 39,046,705 34,143,266

4.39.1

Reconciliation of tax expense and accounting profit
Particulars Year Ended 2078 Ashad | Year Ended 2077 Ashad
Profit before tax 130,030,005 113,658,024
Tax amount at tax rate of 30% 39,009,002 34,097,407
Add: Tax effect of expenses that are not deductible for tax purpose 1,050 333,501
Less: Tax effect on exempt income - -
Add/less: Tax effect on other items 21,653 (175,895)
Total income tax expense 39,031,705 34,255,014
Effective tax rate 30.02% 30.14%
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Statement of Distributable profit or loss
For the year ended 31st Ashadh 2078
As per NRB Regulation

Particulars

2077.78

2076.77

Net Profit or (loss) as per Statement of Profit or Loss

90,983,300

79,514,758

Appropriation

a. General Reserve

(18,221,095)

(15,885,773)

b. Foreign Exchange Fluctuation fund

c. Capital redemption reserve

d. Corporate social responsibility fund

(911,055)

(794,289)

e. Employees training fund

f. Client Protection Fund

(911,055)

(794,289)

g. Other

Adjusted Profit or (loss) before regulatory adjustment

70,940,095

62,040,408

Regulatory Adjustments:

a. Interest Receivable (-)/previous accrued interest received(+)

(17,119)

(84,442)

b. Short loan loss provision in accounts(-)/reversal(+)

c. Short provision for possible losses on investment(-)/reversal(+)

d. Short provision for possible losses on Non-Banking Assets (-)/reversal(+)

e. Deferred Tax Assets recognized(-)/reveral(+)

(384,469)

(65,783)

f. Goodwill recognized (-)/Impairment of Goodwill(+)

g. Bargain purchase gain recognized (-)/reversal(+)

h. Actuarial Loss recognized (-)/reversal(+)

i. Other (+/-)

Distributable Profit or (Loss)

70,538,508

61,890,183
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5. Disclosures and Additional Information

5.1 Risk Management

The Microfinance is exposed to various types of risks including credit, market, liquidity, operational, legal, compliance and
reputation risks. The objective of the risk management framework at the Microfinance is to ensure that various risks are understood,
measured and monitored and that the policies and procedures established to address these risks are strictly adhered to.

Microfinance recognizes the importance of Risk Management and has accordingly invested in processes, people and a management
structure. Overall risk management function of the Microfinance is supervised by Risk Management Committee and Internal Audit
Committee represented by BOD members and Senior Executives. Risk Management Committee reviews the asset quality at frequent
intervals and Internal Audit Committee provides assurance that the internal control systems of the Micro Finance are in place. The
human capital is also managed by Employee Management Committee represented by BOD members and Senior Executives. There
is Assets and Liabilities Management Committee (ALCO) represented by Senior Executives of the Micro Finance to monitor the
interest rate risk, liquidity risk, exchange risk, market risk, etc. Authority, responsibility and accountability have been fixed to the
executives of the Microfinance.

Risk Governance

Trained supervisors and analysts in the Microfinance examine and monitor the performance and activities of partner MFIs. In
addition to monitoring the financial condition of the MFIs, supervisors also review compliance with terms and conditions of loan
agreements and regulations and seek corrective action as and when necessary.

Risk Management Department conducts periodical financial surveillance and monitoring and provides pre-examination analysis
and other analytical support to onsite supervisors and management.

Through its risk management framework, the Microfinance seeks to efficiently manage credit, market and liquidity risks which arise
directly through the Microfinance’s commercial activities as well as operational, regulatory and reputational risks which arise as a
normal consequence of any business undertaking. As part of this framework, the Microfinance uses a set of principles that describe
its risk management culture. The principles of risk management followed by the Microfinance include:

° Prepare quarterly report of financial position and performance for individual MFIs and to conclude the trends and indicators
on these.

o Analyze the financial position and performance indicators on quarterly basis.

° Provide all statistical data required for onsite supervision.

° Provide Offsite Warning Signal (OWS) by SCOR rating table and other reports for each MFI.

° Taking risk with appropriate authorities and where there is appropriate infrastructure and resource to manage them.

° Anticipating future risks and ensuring awareness of all risks.

° Efficient and effective risk management and control to gain competitive advantage.

In order to enhance governance/oversight and to enable earlier detection and mitigation of critical risks, Supervision System (SS)
has been implemented in Microfinance the Supervision System provides a set of guiding principles for analysing and monitoring
the financial position and performance of each Individual partner to more proactively identify, assess and mitigate potential control
failures.

The major risk faced by the microfinance and the mitigating measures followed by it are as follows:
5.1.1  Liquidity Risk

Liquidity risk is the risk that the Microfinance may encounter difficulties in meeting its financial commitments that are settled
by delivering cash or another financial asset. Hence, the Microfinance may be unable to meet its payment obligations when they
fall due under both normal and stress circumstances. With the objective of limiting this risk, the management has arranged for
diversified funding sources in addition to its core deposit base. The Microfinance has developed internal control processes and
contingency plans for managing liquidity risk. This incorporates an assessment of expected cash flows and ensuring availability of
high grade collateral which could be used to secure additional funding at any given time.
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5.1.2 Credit risk

Credit risk is the risk of financial loss to the Microfinance if a borrower or counterparty to a financial instrument fails to meet its
contractual obligations and arises principally from the Microfinance’s loans and advances to customers/other banks and investment
in debt securities.

Credit Risk is being managed through implementation of Credit Policy Guidelines and specific product documents developed for
each product. These policies, manual & product documents lay down the basic framework for credit appraisal and authority for
approval. A comprehensive credit risk assessment process has been defined which involves individual appraisal of all borrowers
including corporate, institutional & SME borrowers against stipulated criteria and also encompasses assignment of systematic credit
ratings. Further, Risk Management Committee reviews the overall credit and other risk in the light of current market conditions and
management analysis and issues necessary instructions including amendments to policies in order to strengthen the Microfinance’s
credit policy.

5.1.3  Operation Risk

Operational risk is the prospect of loss of resulting from inadequate or failed procedures, systems or policies, employee errors,
system failures, fraud or other criminal activity. Any event that disrupts business processes.

Operational risk exposures are managed through a consistent set of management processes that drive risk identification, assessment,
control and monitoring. For the control of operational risk of institution, it has Financial Administration Policy, Employee Bylaws
which guides the day to day operation.

Each risk control owner is responsible for identifying risks that are material and for maintaining an effective control environment
across the organization. Risk control owners have responsibility for the control of operational risk arising from the management of
the following activities: External Rules & Regulations, Liability, Legal Enforceability, Damage or Loss of Physical Assets, Safety &
Security, Internal Fraud or Dishonesty, External Fraud, Information Security, Processing Failure, and Model. Operational risks can
arise from all business lines and from all activities carried out by the Microfinance. Operational Risk management approach seeks
to ensure management of operational risk by maintaining a complete process universe defined for all business segments, products
and functions processes.

5.1.4 Market Risk

Risks arising out of adverse movements in interest rates and equity prices are covered under Market Risk Management. Market Risk
is the potential for loss of earnings or economic value due to adverse changes in financial market rates or prices. Institution exposure
to market risk arises principally from institutional driven transactions.

Market Risk is discussed at ALCO and within respective division level on open position on daily basis. In depth knowledge of
the market and movement in variables are obtained in order to control limits for open position and monthly reports prepared. The
open position is assessed on daily basis and risk exposure calculated for allocation of required capital in line with Basel provisions.
ALCO ensures jobs are in line with policies and procedures and suggests necessary steps to address risk on interest rate, exchange
rate movement and equity price changes. Possible financial impact due to change in market conditions are assessed periodically and
actions taken accordingly.

Overview of current interest rate environment and monitoring of the movement of key interest rate indices. Periodic evaluation of
net interest position and maturity gap analysis is prepared considering interest rate sensitive assets and liabilities. Interest rate risk
indicators are periodically reviewed. The institution’s rate indices are compared in line with market average of industry expert’s rate
indices of similar instruments with similar characteristics.

Interest rates are altered in line with key policy rates of the Central Bank and interest rate spread is maintained according to the
Central Bank’s direction. Lending policy rates are adjusted according to changes in market rates in order to mitigate risk of falling
interest rate margins.

5.1.5 Fair value of financial assets and liabilities

Assets and liabilities carried at fair value or for which fair values are disclosed have been classified into three levels according to
the observability of the significant inputs used to determine the fair values. Changes in the observability of significant valuation
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inputs during the reporting period may result in a transfer of assets and liabilities within the fair value hierarchy. The Microfinance
recognises transfers between levels of the fair value hierarchy when there is a significant change in either its principal market or the
level of observability of the inputs to the valuation techniques as at the end of the reporting period.

Level 1 fair value measurements are those derived from unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2 valuations are those with quoted prices for similar instruments in active markets or quoted prices for identical or similar
instruments in inactive markets and financial instruments valued using models where all significant inputs are observable.

Level 3 portfolios are those where at least one input, which could have a significant effect on the instrument’s valuation, is not based
on observable market data.

Hierarchy of Fair Value Measurement

31-3-2078 Levell Level2 Level3 Total
Assets
Corporate Securities - - - -
Nepal Finsoft Company Ltd. - - 2,000,000 2,000,000
Less: Impairment - - - -
Total - 2,000,000 2,000,000

The following table presents the Microfinance’s financial instruments, which are held at the fair value.

The table also presents the valuation techniques to be used to measure the fair value of those financial instruments when the
company comes into operation.

Instrument Principal valuation technique Significant unobservable inputs

Corporate Securities

Nepal Finsoft Company Ltd. Internal pricing model EV/EBITDA multiples, P/E multiples, Liquidity discount

The following section describes the significant unobservable inputs identified in the valuation technique table.
Proxy Pricing

Proxy pricing refers to the method where valuation is done by calculating an implied yield from the price of a similar comparable
observable instrument. The comparable instrument for a private equity investment is a comparable listed company. The comparable
instrument in case of bonds is a similar comparable but observable bond.

This may involve adjusting the yield to derive a value for the unobservable instrument.
EV/EBITDA ratio multiples

This is the ratio of EV to EBITDA, EV is the aggregate market capitalization and debt minus the cash and cash equivalents. An
increase in EV/EBITDA multiple in isolation will result in a favourable movement in the fair value of the unlisted firm.

P/E and price to book (P/B) multiples

P/E multiple is the ratio of the market capitalization to the net income after tax. P/B multiple is the ratio of the market capitalization
to the book value. The multiples are determined from multiples of listed comparable, which are observable. An increase in P/E
multiple or P/B multiple will result in a favourable movement in the fair value of the unlisted firm.

Yield

Yield is the interest rate that is used to discount the future cash flows in a discounted cash flow model.
Liquidity discounts in the valuation of unlisted investments.
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A liquidity discount is primarily applied to the valuation of unlisted investments to reflect the fact that these stocks are not actively
traded. An increase in liquidity discount in isolation will result in favourable movement in the fair value of the unlisted firm.

5.2 Classification of Financial Assets and Liabilities

Fair value of Financial Instruments held at Amortized Costs on recurring basis

The following table shows the carrying amounts and incorporates the Microfinance’s estimate of fair value of those financial
assets and liabilities not presented on the Microfinance’s statement of financial position at fair value. These fair values may be
different from the actual amount that will be received or paid on the settlement or maturity of the financial instruments. For certain
instruments, fair value may be determined using assumptions for which no observable prices are available.

Fair Value of Financial Assets held at amortized cost

(Amount in NPR)
31-3-2078 Level 1 Level 2 Level 3
Loan and advances to MFIs and Co-operative 3,552,836,983
Loan and advance to customer 4,708,634
Total 3,557,545,617
(Amount in NPR)
31-3-2077 Level1 | Level 2 Level 3
Loan and advance to MFIs and Co-operative 2,899,744,680
Loan and advance to customer 1,903,910
Total 2,901,647,870
Fair Value of Financial Liabilities held at amortized cost
(Amount in NPR)
31-3-2078 Level 1 Level 2 Level 3
Borrowings 3,074,697,040
Other Financial Liabilities 22,889,028
Total 3,097,586,068
(Amount in NPR)
31-3-2077 Level 1 Level 2 Level 3
Borrowings 2,606,989,360
Other Financial Liabilities 35,554,226
Total 2,647,241,646

Fair value Level 3 disclosures

The following sets out the basis of establishing fair values of amortised cost financial instruments. These are not generally traded
and there is a significant level of management judgement involved in calculating the fair values.

Cash and balances at central banks

The fair value of cash and balances at central banks is their carrying amounts.

Loans and advances to banks

For loans and advances to banks, the estimated fair value of fixed interest-bearing deposits is based on discounted cash flows using

the prevailing money market rates for debts with a similar credit risk and remaining maturity. These are generally the carrying

amount of these assets.
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5.3 Operating Segment Information
1. General Information

The Microfinance has identified the reportable segment as the class of loans disbursed from which it earns Revenue and incurs
expenses whose operating results are reviewed by the management to make decision about resource allocation to each segment and
assess its performance. The Microfinance provides disburse loan to following entities:

a. “D” Class Microfinance Institutions
b.  Cooperatives
Segment Description: Microfinance has disclosed its operations under the following segments:

Segment Definition
‘D’ class Microfinance

Activity

‘D’ Class Microfinance makes loans and advance to such microfinance who has obtained

licensed from Nepal Rastra Bank as ‘D’ Class Microfinance Institutions and those ‘D’ class

microfinance institutions further make loans and advances to deprived people.

Co-operative Co-operative makes loans and advances to such Community base co-operative which has

been registered at division co-operative office and operated as per cooperative act. Further

Co-operatives makes loans and advances to deprived local community.

Segment revenues are aggregate of net income reported by the Micro Finance under various heads. Segment results are determined

after considering the following:

a.  Interest Cost: Interest costs are allocated on the basis of interest income recognized on each type of loan.

a Impairment charge/(reversal) for loans and other losses are allocated based on actual impairment on each segment

a.  Operating Costs are allocated to each segment on the basis of Segment Revenue.

a Assets: Segment assets consist of gross value of loan which have been determined based on actual loan outstanding for
respective segment heads.

a.  Liabilities: Segment liabilities consist of borrowings made by the Micro Finance. The borrowings are allocated based on
actual loan outstanding.

The segmental information about profit or loss, assets and liabilities are presented below:

(Amount in NPR)
Particulars Cooperative | “D” Class Microfinance Others Total
Net interest income 110,662,967 32,593,284 | 19,444,500 162,700,751
Net fee and commission income 19,957,500 1,875,000 1,517,172 23,349,672
Impairment charge/(reversal) for loans and other losses 11,640,708 3,425,141 - 15,065,848
Operating expense 29,482,109 7,779,774 | 4,731,221 41,993,104
Income Tax Expense 27,091,624 7,042,000 | 4,913,082 39,046,705
Segment Asset 1,002,730,555 2,550,106,428 -1 3,552,836,983
Segment Liabilities 867,783,319 2,206,913,721 -1 3,074,697,040

Measurement of Operating segment profit or loss, asset and liabilities

Revenues from MFIs and Co-operative & customer of gross interest revenue, gross fee and commission revenue, net trading
revenue, other operating incomes and intersegment revenue.
There is no transaction between the Branch, department and inter departmental account. The inter departmental revenue and
expenses are the transfer pricing of the funds which is calculated using the microfinance’s policy.
Reconciliation of Reportable segment revenue, profit or loss, asset and liabilities

a) Revenue

Particular Amount in NPR

Total revenue for reportable segment 186,050,422
Other revenue -
Elimination of intersegment revenue -
Entity’s Revenue 186,050,422
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b) Profit or loss

Particular Amount in NPR

Other Profit or loss 130,030,005

Elimination of intersegment profits -

Unallocated amount -

Profit before income tax 130,030,005
c) Asset

Total asset for reportable segments Amount in NPR

Other Asset 3,552,836,983

Unallocated amount -

Entity’s Asset 3,552,836,983

d) Liabilities
Total Liabilities for reportable segments Amount in NPR

Other Liabilities 3,074,697,040

Unallocated amount -

Entity’s Liabilities 3,074,697,040

Information about major customers
The Microfinance does not have any customer, which generate more than 10% of the entity’s revenue.

5.4 Share options and share based payment
There is no share-based payment made by the Microfinance.
5.5 Contingent liabilities and commitment

There is no contingent liabilities and commitment made by the microfinance, Comprehensive disclosure of the contingent liabilities
and commitments are made on Note 4.26

5.6 Related party disclosures

The Microfinance identifies the following as the related parties under the requirements of NAS 24.

i) Shareholders having shareholding of 4% or more during the year,

ii)) Subsidiary of Major Shareholder,

iii)  Directors of the Microfinance and their close family members, if any

iv)  Key Managerial Personnel and their close family members, ifany

The related parties of the Microfinance which meets the definition of related parties as defined in “NAS24- Related Party Disclosures”
are as follows:

i. Shareholder having shareholding 4% of more during the year

Shareholder 31-3-2078 32-3-2077
% of holding % of holding
Grameen Swablamban Bikash Kendra 12.14% 12.14%
Bank of Kathmandu Ltd. 12.00% 12.00%
Sumit Kumar Agarwal 11.70% 11.70%
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ii. Transaction with Subsidiary of Major Shareholder

Transaction during the year Bank of Kathmandu Ltd.

Borrowings -

Interest on Borrowings -

Other transactions -

iii. Compensation to Directors of the Microfinance

The members of Board of Directors are entitled for meeting allowances. The details relating to compensation paid and expenses
incurred to key management personnel (directors only) were as follows:

Particulars Current Year (NPR)

Meeting Fee 748,000

Other Expenses 1,100,104

Details of the board of directors and their composition, and changes if any during the period, are disclosed in the director’s report.
There has been no payment or transactions with the close family member of the directors.

iv. Key Management Personnel (KMP)

The key management personnel are those persons having authority and responsibility of planning, directing and controlling the
activities of the entity, directly or indirectly including any director. The key management of the Microfinance includes members
of its Board of Directors and Chief Executive Officer of the Microfinance. The name of the key management personnel who were
holding various positions in the office during the year were as follows:

Key Management Personnel Post

Mr. Damodar Joshi Chief Executive Officer

Mr. Ram Prasad Panthi Deputy Chief Executive Officer
Mr. Ananta Raj Panta Manager

Mr. Paras Mani Jnawali Assistant Manager

Mr. Milan Adhikari Assistant Manager

Salary and allowances are provided to Chief Executive Officer and other Management Personnel.Benefits are paid to CEO as per
the contractual terms.

The details relating to compensation paid to Chief Executive Officer (CEO) and Other Management Personnel of the Microfinance
were as follows:

Key Management Personnel Basic Salary Allowances Bonus & Other Benefits Total
Mr. Damodar Joshi 1,209,600 1,263,108 2,395,214 4,867,922
Mr. Ram Prasad Panthi 705,600 611,410 1,132,055 2,449,065
Mr. Ananta Raj Panta 601,709 465,602 884,972 1,952,283
Mr. Paras Mani Jnawali 620,928 461,523 930,263 2,012,714
Mr. Milan Adhikari 534,688 434,573 808,003 1,777,264

5.7 Merger and acquisition

No any Merger and acquisition has taken in the years presented.
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5.8 Additional disclosures of non-consolidated entities
Dividends

Distribution of profit to the shareholders is done by way of payment of cash dividend and /or issue of bonus shares. Applicable
withholding taxes are deducted from such distribution. The distributions are proposed by the board and approved by the general
meeting. The proposed dividend and bonus shares are not adjusted in the books instead disclosed by way of notes

Proposed Distributions (Dividends and Bonus Shares)

The Board has recommended 10% as bonus share and 0.53% (nearest 2 digit) as cash dividend for the reported year, 2077-78 based
on paid up capital of Ashadh End 2078. This proposal of the Board of Directors is subject to the ratification by the Annual General
meeting of the Sharcholders. The Microfinance has declared bonus share and cash dividend amounting NPR77,048,396 and which
will be distributed from Retained Earning as seen on the regulatory financial statement.

(Amount in NPR)
Particulars 2077-78 2076-77
Cash Dividends declared 3,852,420 24,386,878
Bonus Shares 73,195,976 60,437,045
Total 77,048,396 84,823,923

5.9 Reclassification of financial assets

Financial assets and liabilities have been classified in accordance with the requirements of NFRS. These have been presented
consistently, however, the fixed deposit with banks and financial institutions have been reclassified with under heading Placement
with Banks and Financial Institutions.

5.10 Events after reporting date

The Microfinance monitors and assess events that may have potential impact to qualify as adjusting and / or non-adjusting events
after the end of the reporting period. All adjusting events are adjusted in the books with additional disclosures and non-adjusting
material events are discloses in the notes with possible financial impact, to the extent ascertainable.

There are no material events that has occurred subsequent to 31st Ashadh 2078 till the signing of this financial statement on
12"Ashwin, 2078.
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5.11

1. Reconciliation of Equity

Disclosure effect of transition from previous GAAP to NFRSs

As at 31.03.2078 | As at 31.03.2077 | As at 01.04.2076
. Explanatory End of current End of last
Particulars Notes period presented | period presented Date of
under previous under previous Transition
GAAP GAAP
Total Equity under Previous GAAP 881,541,022 794,394,696 802,655,931
Adjustments under NFRSs
Impairment on loans and advances - - -
Fair Value and employees benefit accounting of staff i ) i
loan
Lease Accounting (4,853) 6,702 (143,187)
Measurement of investment securities at fair value - - -
Revaluation of Property and Equipment - - -
Recognition of Investment Property - - -
Amortisation of debt securities issued - - -
Deferred Tax - - -
Defined Benefit Obligation of Employees - - -
Goodwill/ Bargain Purchase Gain - - -
Interest Income 2 (67,323) 79,190 5,252
Others: -
Bonus Shares from Share Premium 1 - 23,168,669 -
Bonus Shares and Dividend fromRetained Earnings 1 77,048,396 61,655,254 -
Share Capital in NFRS 1 (73,195,976) (60,437,045) -
?:i;lstment in Retained Earnings upto Previous (52,043) (137,035) )
Total Adjustments to equity 3,728,201 24,334,835 (137,935)
Total Equity Under NFRS 885,269,224 818,729,531 802,517,996
Explanatory Notes:

1.  Proposed Dividend at the yearend has been transferred to retained earnings as dividends are only shown as liability when it

has been declared.

2. Interest receivables for which income was not recognized in previous GAAP, has been recognized as income in NFRS

Financial Statement.
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2. Reconciliation of Profit or loss
il Notes | ended 20780331 | ended 20770331
Total Profit under Previous GAAP 91,105,477 79,428,866
Adjustments under NFRS
Interest Income 1 (67,323) 79,190
Impairment of Loan and Advances - -
Employees benefit amortisation under staff loan - -
Defined benefit obligation of employee - -
Operating Lease Expenses 2 (4,853) 6,702
Amortisation expense of debt securities - -
Other operating income - -
Interest expense - -
Depreciation & Amortisation - -
Other: - -
CPF Expense 3 (50,000) -
Profit or loss under NFRSs (122,176) 85,892
Other Comprehensive Income - -
Profit after tax as per NFRS 90,983,300 79,514,758

Explanatory Notes:

1. Changes in interest income is a result of recognition of interest as per accrual basis in contrast to the recognition as per cash

basis in previous GAAP.
2. Operating lease expense is recognized considering the time pattern of the user’s benefit although the payments are not on
that basis.
3. Client Protection Fund Expenses has not been presented in the Profit or Loss Account under the previous GAAP.
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4. Effect of NFRS adoption for Statement of profit or loss and other Comprehensive Income (NPR)
As per GAAP as . *Restated As | As per GAAP . *Restated
Particulars at 31st Ashadh Ag;':;t?l:gts at 31st Ashadh as at 31st Ag::;;?lg;ts As at 31st

2077 2077 Ashadh 2078 Ashadh 2078
Interest income 420,551,954 79,190 420,631,144 | 325,762,964 (67,323) | 325,695,641
Interest expense 276,688,115 - 276,688,115 162,994,891 - 162,994,891
Net interest income 143,863,840 79,190 143,943,029 | 162,768,074 (67,323) 162,700,751
Fees and commission 25,085,490 | 25085490 | 23,349,672 | 23,349,672
income
Fees and commission i i i i i i
expense
Netfeeand 25,085,490 - 25085490 23,349,672 - 23,349,672
commission income
Net interest and

c o 168,949,330 79,190 169,028,519 | 186,117,745 (67,323) 186,050,422

commission income
Net trading income - - - - - -
Other operating income 447,284 - 447,284 - - -
Total operating income 169,396,614 79,190 169,475,804 186,117,745 (67,323) 186,050,422
Impairment
charge/(reversal) for 12,833,181 - 12,833,181 15,065,848 - 15,065,848
loan and other losses
Net operating income 156,563,433 79,190 156,642,622 | 171,051,897 (67,323) 170,984,574
Operating expense
Personnel Expense 25,806,216 - 25,800,216 29,059,299 - 29,059,299
Other Operating expense 14,999,196 (6,702) 14,992,494 10,793,384 4,853 10,798,237
Depreciation & 2,185,888 . 2,185,888 2,135,569 . 2,135,568
Amortisation
Operating Profit 113,572,132 85,892 113,658,024 | 129,063,646 (72,175) 128,991,470
Non-operating Income - - - 1,038,535 - 1,038,535
Non-operating expense - - - - - -
Profit before income
tax 113,572,132 85,892 113,658,024 | 130,102,181 (72,175) 130,030,005
Income tax expense 34,143,266 - 34,143,266 39,046,704 - 39,046,705
%‘fem Year Income 34,209,049 | 34200049 | 39,431,174 S| 39,431,174
Deferred Tax income (65,783) - (65,783) (384,470) - (384,469)
Profit for the period 79,428,866 85,892 79,514,758 91,055,477 (72,176) 90,983,300
Other Comprehensive i i i
Income
Total Comprehensive

79,428,866 85,892 79,514,758 91,055,477 (72,176) 90,983,300

Income
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5. Effect of NFRSs adoption for Statement of Cash Flows

Particulars

Explanatory
Notes

For the year ended 31st Ashadh 2077

For the year ended 31st Ashadh 2078

As per
GAAP

Effect of
transition to
NFRS

As per NFRS

As per GAAP

Effect of
transition to
NFRS

As per NFRS

Net cash flows from
operating activities

(234,451,698)

797,744,011

563,292,313

(572,078,467)

467,707,680

(104,370,788)

Net cash flows from
investing activities

(4,067,364)

(4,067,364)

(429,108,144)

429,999,999

891,856

Net cash flows from
financing activities

734,392,811

(797,744,011)

(63,351,200)

443,320,801

(467,707,678)

(24,386,878)

Net increase/
(decrease) in
cash and cash
equivalent

495,873,749

495,873,749

(557,865,810)

430,000,000

(127,865,810)

Cash and cash
equivalent at the
beginning of the
period

98,750,179

98,750,179

594,623,928

594,623,928

Cash and cash
equivalent at the
end of the period

594,623,928

594,623,928

36,758,118

430,000,000

466,758,118

Explanatory Notes:
There is no any cash inflow due to NFRS. However, major adjustments are observed mainly due to Re-classification of “Borrowings”

which has been classified under operating activities which was earlier shown under financing activities.
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5.12 NFRS Carve-outs Adjustments

During the reporting period, the Microfinance has applied NFRS carve-out adjustments. As a consequence, the net profit and
retained earnings have been impacted.

The impacts of each carve- out adjustment done have been summarized as follows:
I.  For Impairment Calculation

NAS 39 Para 58 requires an entity to assess at the end of each reporting period whether there is any objective evidence that a
financial asset or group of financial assets measured at amortized cost is impaired. If any such evidence exists, the entity shall apply
paragraph 63 to determine the amount of any impairment loss.

However, as per carve out on NAS 39 Para 58, the Microfinance has assessed and measured impairment loss on loan and advances
as the higher of amount derived as per norms prescribed by Nepal Rastra Bank for loan loss provision and amount determined as
per paragraph 63 of NAS 39.

Particulars 2077/78 2076/77 2075/76
Gross Loans and Advances 3,552,836,983 2,899,744,680 2,546,486,011
Impairment Loss as per NFRS 484,319 892,576 958,442
Loan Loss Provision as per NRB 58,428,880 43,363,032 30,971,181

The higher of two above (as per NFRS and as per NRB) i.e. NPR 58,428,880 has been taken into account for impairment loss on
loans and advances in Financial Statement for Fiscal Year 2077/78. Likewise, for Fiscal Year 2076/77 and 2075/76, Loan Loss
Provision as per NRB has been taken into account.

II.  For Using Effective Interest Rate

During the reporting period Microfinance has used the alternative set out by Carve-out no. 2 issued by The Institute of Chartered
Accountants of Nepal for not calculating Interest Income and interest expenses using Effective Interest Rate (EIR) as Financial has
considered such calculation to be impracticable. Accordingly, Microfinance has used Normal interest rate to charge interest income.

III.  Interest Calculation on Impaired Loan and Advances

As per the “Guidelines on Interest Income Recognition “issued by Nepal Rastra Bank, the Microfinance has not considered interest
accrued on bad loans for interest income calculation.

5.13 Covid-19 Impact on the Microfinance

The COVID -19 pandemic is rapidly spreading throughout the world. COVID-19 has caused significant disruptions to businesses
across country. The operations of the Company were impacted, due to shutdown of all offices following nationwide lockdown by
the Government of Nepal. The Company has resumed operations as per directives from the Government of Nepal The management
has evaluated impact of this pandemic on its business operations and financial position and based on its review of current indicators
of future economic conditions, there is no significant impact on its financial results as at 31st Ashad 2078. However, the impact
assessment of COVID-19 is a continuing process given the uncertainties associated with its nature and duration and accordingly
the impact may be different from that estimated as at the date of approval of these financial results. The Company will continue to
monitor any material changes to future economic conditions.
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