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N. B. S. M. & Associates T +877.1.4533069

Chartered Accountants T +977.1.4515242
6" Floor, Block C & D, Four Square Complex info@nbsm.com.np
Narayan Chaur, Naxal, Kathmandu, Nepal www.nbsm.com.np

INDEPENDENT AUDITOR’S REPORT
The Shareholders of M/s Aarambha Chautari Laghubitta Bittiya Sanstha Limited

Report on the Audit of Financial Statements

Opinion

We have audited the accompanying financial statements of M/s Arambha Chautari Laghubitta Bittiya Sanstha
Limited, Banepa, Nepal (hereinafter referred as “the Microfinance”) which comprise the statement of financial
position as at Ashad 31, 2081 (July 15, 2024), the statement of profit or loss, statement of other comprehensive
income, statement of changes in equity & statement of cash flows for the year then ended and notes to the
financial statements including a summary of significant accounting policies and other explanatory notes.

In our opinion, the accompanying financial statements give a true and fair view, in all material respects, of the
financial position of the Microfinance as at Ashad 31, 2081 (July 15, 2024) and its financial performance
and its cash flows for the year then ended in accordance with Nepal Financial Reporting Standards(NFRS) with
allowed carveouts, comply with Company Act, 2063 and Bank and Financial Institution Act, 207 3.

Basis of Opinion

We conducted our audit in accordance with Nepal Standards on Auditing (NSAs). Our responsibilities under
those standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements
section of our report. We are independent of the financial institution in accordance with the Institute of Chartered
Accountant of Nepal's code of ethics for professional accountants together with the ethical requirements that are
relevant to our audit of the financial statements in Nepal, and we have fulfilled our other ethical responsibilities
in accordance with those requirements. We believe that the audit evidences we have obtained are sufficient
and appropriate to provide a basis for our opinion.

Key Audit Matiers

Key audit matiers are those matters that, in our professional judgement, were of most significance in the audit
of the financial statements of the current period. These matters were addressed in the context of the 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.

We have determined the matters described below to be the key audit matters to be communicated in our report.

ition with
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| Investment Valuation,

Identification, and
Impairment

Investment of the Microfinance comprises of

investment in unquoted equity instruments. The

' valuation of the aforesaid securities has been

done in compliance with NAS 39 read with

NERS ¢ and Directive no. 8 of NRB Unified |

Directive 2078. The investment in the
government and NRB bonds and T-bills should
be recognized on reporting date on
Amortized cost basis whereas other investments

. in equity instruments, other than those held for

trading, should be valved at Fair Value

' through Other Comprehensive Income (OCI).

{ model adopted,

Given the varieties of
recommended for valuation of investment
based on nature of cash flow, the business
complexity of calculations
and the significance of amount involved in
such investments, same has been considered

. as Key Audit Matter in our audit.

treatments |

Our audit approach regarding verification of process of

investment valuation, identification and impairment |
included:
a. Review of the investment of the Microfinance

and its valuation having reference to NFRS !
issued by the Accounting Standard Board of |

Nepal and NRB Directive 4 read with 8.

We assessed the nature of expected cash flow
of the investments as well as the business model

adopted by the management on the basis of
available evidences/circumstances and ensured
that classification of investment is commensurate

with nature of cash flow and management
intention of holding the investment.
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Emphasis Of Matter

We draw attention on Notes No 5.14 of Notes to Accounts of Financial Statement and the last paragraph of
“Report on the requirements of Banks and Financial Insitutitions Act, 2073 and Company Act, 2063" section of
this report regarding detection of fraud in the institution in Kisanpur branch for the amount embezzled of Rs.
942,000 during the financial year 2080-81 and total amounting to Rs. 126,049,084.3 misappropriated till
date. The management has provided 100% provision of such amount in books of accounts and the institution has
filed legal case for recovery. Our report is not modified in respect of this matter.

Information other than the Financial Statements and Auditor's Report thereon

Management is responsible for the other information. The other information comprises the information included
in the annual report, including the report of the board of directors, but doesn’t include the financial statements
and our auditor's Report thereon. The annual report including the report of the Board of directors is expected
to be made available to us after the date of this auditor’s Report.

Our opinion on the financial statements doesn’t cover the other information and we do not express any form of
assurance conclusion thereon.

Inconnection with our audit of the financial statements, our responsibility is to read the other information identified
above when it becomes available and, in doing so, consider whether the other information is materially
inconsistence with the financial statements for our knowledge obtained in the audit, or otherwise appears to the
materially misstated.

Responsibilifies of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with Nepal Financial Reporting Standards, and for such internal control as management determines is necessary
to enable the preparation of financial statements that are free from material misstatements, whether due to
fraud or error.

In preparing the financial statements, management is responsible for assessing 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 or to cease operations, or has no realistic alternative
but to do so.
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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 misstatements, 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 NSAs will always detect a material misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with NSAs, we exercise professional judgment and maintain professionci
skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidences that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

e Obtain 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 the internal control.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

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

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

e Obtain sufficient and appropriate audit evidence regarding the financial information of the entities
or business activities to express an opinion on the financial statements.

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

We also provide 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 matters that
may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were of
most significance in the audit of the financial statements of the current period and are therefore the key audit
matters. We describe these matters in our auditor's report unless law or regulation precludes pubic disclosure
about the matter or when, 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 comment.
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Report on the requirements of Banks and Financial Insitutitions Act, 2073 and Company Act, 2063

We have obtained satisfactory information and explanations asked for, which to the best of our knowledge
and belief were necessary for the purpose of our audit; the returns received from the branch offices of the
Microfinance, though the statements are independently not audited, were adequate for the purpose of the audit;
the financial statement including the statement of comprehensive income, statement of changes in equity,
statement of cash flows including a summary of significant accounting policies and other explanatory notes have
been prepared in all material respect in accordance with the provisions of Company Act, 2063, and they are
in agreement with the books of accounts maintained by the Microfinance; and the accounts and records of the
Microfinance are properly maintained in accordance with the prevailing laws.

In our opinion, so far as appeared from our examination of the books, the Microfinance has maintained
adequate capital funds and adequate provision for possible impairment of assets in accordance with the
directives issued by Nepal Rastra Bank.

To the best of our knowledge and according to the explanation given fo us and from the examination of the books
of accounts of the Microfinance, o fraud was detected and disclosed under Notes No. 5.14 of the Notes to Financial
Statement, disclosing embezzlement of Rs. 942,000. Upon inspection by monitoring and supervision department
offer internal audit review conducted, MFI defected fraud of Rs. 942,000 in current year as sum amounting from
several fraudulent activities done by field staff of Kisanpur Branch and the management has provided 100%
provision of such amount in books of accounts. The total amount of Rs. 126,049,084.3 has been embezzled till
date. Except for the above fraud, during the finacial year 2080-81 we have not come across any case where the
board of directors or any employee of the Microfinance have acted confrary to legal provisions relating to accounts,
or committed any misappropriation or caused any loss or damage fo the Microfinance or its property and violated
any directives of Nepal Rastra Bank or acted in a manner fo jeopardize the interest and security of the Microfinance,
its depositors and it’'s investors.

Place: Naxal, Kathmandu, Nepal

Date: 26-Mangsir, 2081
UDIN: 241211CA00461diUTM
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Aarambha Chautari Laghubitta Bittiya Sanstha Limited
STATEMENT OF FINANCIAL POSITION

(Amount in NPR)
Assets Note ASI;;: ]e nd Ashad end 2080
Cash and Cash equivalent 4.1 15,980,423 5,745,720
Statutory Balances and Due from Nepal Rastra Bank 4.2 26,194,331 26,194,331
Placement with Bank & Financial Institutions 4.3 567,725,312 181,652,799
Derivative Financial Instruments 4.4 -
Other Trading Assets 4.5 -
Loan and Advances to MFls & Cooperatives 4.6 - -
Loans and Advances to Customers 47 4,242,635,376 4,604,232,133
Investment Securities 4.8 1,000,000 1,000,000
Current Tax Assets 4.9 28,350,027 5,791,309
Investment Property 4.10 4,077,000 4,077,000
Property and Equipment 411 7,096,706 11,712,044
Goodwill and Intangible assets 4.12 24,711,431 25,535,265
Deferred Tax Assets 413 19,405,229 20,621,068
Other Assets 4.14 182,415917 134,421,322
Total Assets 5,119,591,752 5,020,982,992
Liabilities Note As';;‘; 1‘*"" Ashad end 2080
Due to Bank and Financial Institutions 4.15 -
Due to Nepal Rastra Bank 416 -
Derivative Financial Instrument 417 - -
Deposits from Customers 4.18 1,582,064,180 1,481,769,206
Borrowing 419 2,776,891,693 2,809,957,953
Current Tax Liabilities 49 - -
Provisions 4.20 125,754,459 125,037,459
Deferred Tax Liabilities 4.13 - -
Other Liabilities 4.21 149,483,024 121,426,327
Debt Securities Issued 4.22 - -
Subordinated Liabilities 4.23 - -
Total Liabilities 4,634,193,356 4,538,190,945
Equity
Share Capital 4.24 367,143,409 367,143,409
Share Premium - -
Retained Earnings (49,155,337) (106,412,994)
Reserves 4.25 167,410,324 222,061,632
Total Equity 485,398,396 482,792,047
Total Liabilities and Equity 5,119,591,752 5,020,982,992
Contingent Liabilities and Commitment 4.26 67,182,364 35,406,831
Net assets value per share 1,394 1,368

Signficant Accounting Policies and Notes to the accounts are integral part of financial statement

Manarupa Poudel
Finance Head

Keshav Raj Panthi
Director

Santosh Pokharel
Director

28

Shiva Prasad Gyawali

CEO

Pusparaj Dhakal
Director

Binod Gyawali
Chairman

As per our report of even date attached

Bimal Acharya CA. Durga Prasad Gnawali, FCA
Director Senior Partner

Kapil Khanal N.B.S.M. & Associates

Director Chartered Accountants

Place: Kathmandu, Nepal
Date: 26 Mangsir, 2081
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Aarambha Chautari Laghubitta Bittiya Sanstha Limited

STATEMENT OF PROFIT OR LOSS

Particulars Note Ashad end 2081 Ashad end 2080
Interest Income 427 699,497,902 757,268,219
Interest Expense 428 418,759,890 481,117,982
Net Interest Income 280,738,012 276,150,237
Fee and Commission Income 429 48,155,531 47,347 837
Fee and Commission Expense 430 2,968,600 9,359,145
Net Fee and Commission Income 45,186,931 37,988,692
Net Interest, Fee and Commission Income 325,924,943 314,138,929
Net Trading Income 431
Other Operating Income 4.32 - -
Total Operating Income 325,924,943 314,138,929
Impairment charge /(reversal) for loans and other losses 433 (398,552) (41,904,270)
Net Operating Income 326,323,495 356,043,199
Operating Expense 313,305,190 317,345,124
Personnel Expenses 4,34 230,762,822 231,388,666
Other Operating Expenses 4.35 59,487,032 76,413,893
Depreciation & Amortization 436 23,055,336 9,542,565
Operating Profit 13,018,305 38,698,075
Non Operating Income 437 225,000 3,497,310
Non Operating Expense 4.38 2,094,000 84,719,423
Profit before Income Tax Income 11,149,305 (42,524,039)
Tax Expense 439 10,468,334 18,046,021
Current Tax 10,814,777 17,554,659
Deferred Tax (346,443) 491,362
Profit for the year 680,971 (60,570,060)
Profit attributable to:
Equity holders of the Financial Institution 680,971 (60,570,060)
Profit for the year 680,971 (60,570,060)
Earnings per share
Basic earnings per share 0.19 (16.50)
Diluted earnings per share 0.19 (16.50)

Manarupa Poudel Shiva

Prasad Gyawali Bimal Acharya

Finance Head CEO Director
Keshav Raj Panthi Pusparaj Dhakal Kapil Khanal
Director Director Director
Santosh Pokharel Binod Gyawali

Director Chairman

As per our report of even date attached

CA. Durga Prasad Gnawali, FCA

Senior Partner

N.B.S.M. & Associates
Chartered Accountants

Place: Kathmandu, Nepal
Date: 26 Mangsir, 2081
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Aarambha Chautari Laghubitta Bittiya Sanstha Limited
STATEMENT OF COMPREHENSIVE INCOME

(Amount in NPR)

Particulars Note

Ashad end 2081 Ashad end 2080

Profit for the year
Other comprehensive income, net of income tax
a) ltems that will not be reclassified to profit or loss
* Gains /(losses) from investments in equity instruments measured at fair value
* Gains /[losses) on Revalation
* Acturial 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) ltems that are or may be reclassified to profit or loss
* Gains/(losses) on cash flow hedge
* Exchange gains /(losses){arising from translating financial assets of foreign operation]
* Income tax relating to above items
* Reclassify 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 fax

680971 (60,570,060)

5,207,609 2,046,189
(1,562,283) (613,857)
3,645,326 1,432,332

3,645,326 1,432,332

Total comprehensive income for the year

4,326,297 (59,137,727)

Total comprehensive income for the period

Signficant Accounting Policies and Notes fo the accounts are integral part of financial stafement

Manarupa Poudel Shiva Prasad Gyawali ~ Bimal Acharya

Finance Head CEO Director
Keshav Raj Panthi Pusparaj Dhakal Kapil Khanal
Director Director Director

Santosh Pokharel Binod Gyawali
Director Chairman
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As per our report of even date attached

CA. Durga Prasad Gnawali, FCA
Senior Partner

N.B.S.M. & Associates
Chartered Accountants

Place: Kathmandu, Nepal
Date: 26 Mangsir, 2081
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Aarambha Chautari Laghubitta Bittiya Sanstha Limited
STATEMENT OF CASH FLOW

Particulars

Ashad end 2081

Ashad end 2080

CASH FLOWS FROM OPERATING ACTIVITIES

Interest received 699,497,902 757,268,219
Fees and other income received 48,155,531 47,347,837
Divided received - -
Receipts from other operating activities - -
Interest paid (418,759,890) (481,117,982)
Commission and fees paid (2,968,600) (9,359,145)
Cash payment to employees (230,762,822) (231,388,666)
Other expense paid (75,702,439) (33,199,352)
Operating cash flows before changes in operating assets and liabilities 19,459,682 49,550,911
(Increase)/Decrease in operating assets (72,470,351) 472,186,346
Due from Nepal Rastra Bank - 605,264
Placement with bank and financial institutions (386,072,513) 162,753,801
Other trading assets - -
Loan and advances to bank and financial institutions - -
Loans and advances to customers 361,596,757 387,750,347
Other assets (47,994,595) (78,923,066)
Increase/(Decrease) in operating liabilities 95,285,411 (513,125,860)
Due to bank and financial institutions - -
Due to Nepal Rastra Bank - -
Deposit from customers 100,294,974 (146,701,247)
Borrowings (33,066,260) (373,556,543)
Other liabilities 28,056,698 7,131,930
Net cash flow from operating activities before tax paid 42,274,742 8,611,397
Income taxes paid (29,686,061) (6,150,036)
Net cash flow from operating activities 12,588,681 2,461,361
CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of investment securities - -
Receipts from sale of investment securities - -
Purchase of property and equipment (2,370,714) (2,249,586)
Receipt from the sale of property and equipment - -
Purchase of intangible assets - (265,000)
Receipt from the sale of intangible assets - -
Purchase of investment properties - (4,077,000)
Receipt from the sale of investment properties - -
Interest received - -
Dividend received - -
Net cash used in investing activities (2,370,714) (6,591,586)
CASH FLOWS FROM FINANCING ACTIVITIES

Receipt from issue of debt securities - -
Repayment of debt securities - -
Receipt from issue of sub-ordinated liabilities - -
Repayment of subordinated liabilities - -
Receipt from issue of shares - -
Dividends paid - -
Interest paid - -
Other receipt/payment 16,736 607,507
Net cash from financing activities 16,736 607,507
Net increase (decrease) in cash and cash equivalents 10,234,703 (3,522,718)
Cash and cash equivalents at Shrawan 1, 2080 5,745,720 9,268,438
Effect of exchange rate fluctuations on cash and cash equivalents held - -
Cash and cash equivalents at Asar end 2081 15,980,423 5,745,720

Signficant Accounting Policies and Notes to the accounts are integral part of financial statement

Manarupa Poudel Shiva Prasad Gyawali Bi'mal Acharya
Finance Head CEO Director
Keshav Raj Panthi Pusparaj Dhakal Kapil Khanal
Director Director Director
Santosh Pokharel Binod Gyawali

Director Chairman
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N.B.S.M. & Associates

Chartered Accountants
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Aarambha Chautari Laghubitta Bittiya Sanstha Limited
STATEMENT OF DISTRIBUTABLE PROFIT OR LOSS

Particulars Ashad end 2081 Ashad end 2080
Net profit or (loss) as per statement of profit or loss 680,971 (60,570,060)
Appropriations:

a. General reserve 136,194 -

b. Foreign exchange fluctuation fund -

c. Capital redemption reserve

d. Corporate social responsibility fund 6,810 -

e. Employees' training fund 852,137 2,512,629

f. Client Protection Fund 6,810 -

g. Other
Profit or (loss) before regulatory adjustment (320,979) (63,082,689)
Regulatory adjustment :

a. Interest receivable (-) /previous accrued interest received (+) 55,092,805 (12,274,145)

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

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

d. Short loan loss provision on Non Banking Assets (-) /reversal (+) - (3,497,310)

e. Deferred tax assets recognized (-)/ reversal (+) 1,215,840 1,105,219

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

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

h. Actuarial loss recognized (-) /reversal (+) 3,645,326 1,432,332

i. Other (+/-) (1,946,744) (7,623,378)
Total Regulatory Adjustments 58,007,227 (20,857,282)
Net Profit for the year end 2081 available for distribution 57,686,247 (83,939,971)
Opening Retained Earning (106,412,994) (22,473,023)
Adjustments (+/-) (428,590)
Distribution
Bonus Share Issued - -
Cash Dividend Issued - -
Total Distributable Profit or (Loss) as on End Date (49,155,337) (106,412,994)
Annualised Distributable Profit/Loss per Share (13.39) (28.98)

Signficant Accounting Policies and Notes fo the accounts are integral part of financial statement

Manarupa Poudel Shiva Prasad Gyawali

Finance Head CEO

Keshav Raj Panthi ~ Pusparaj Dhakal
Director Director

Santosh Pokharel Binod Gyawali
Director Chairman

ANNUAL REPORT FY 2080-081

Bimal Acharya
Director

Kapil Khanal
Director

As per our report of even date attached

CA. Durga Prasad Gnawali, FCA
Senior Partner

N.B.S.M. & Associates
Chartered Accountants

Place: Kathmandu, Nepal
Date: 26 Mangsir, 2081
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Aarambha Chautari Laghubitta Bittiya Sanstha Limited

Significant Accounting Policies and Explanatory Notes
Fiscal Year 2080/81

1. General Information of Reporting Entity

"Aarambha Chautari Laghubitta Bittiya Sanstha Ltd. is the leading National level micro finance of Nepal and
operates in 53 districts. As Per Nepal Rastra Bank Merger policy ACLBSL is the result of merger of Chautari
Laghubitta Bittiya Sanstha Limited, Aarambha Laghubitta Bittiya Sanstha Limited and Deurali Laghubitta
Bittiya Sanstha Limited. ACLBSL believes that access to basic financial services can significantly augment
economic opportunities for poor families and in turn help improve their lives. ACLBSL is committed to
creating a distribution network across underserved sections of society in order to provide easy access to the
full portfolio of microfinance products and services."

2. Basis of Preparation

The Financial Statements comprise the Statement of Financial Position, Statement of Profit and Loss,
Statement of Other Comprehensive Income, the Statement of change of Equity, the Statement of Cash Flows
and the Notes to Financial Statements.

2.1 Statement of Compliance

The Financial Statement has been prepared in accordance with Nepal Financial Reporting Standards (NFRS)
as published by the Accounting Standards Board (ASB)-Nepal. NFRSs conform, in all material respect, to
International Financial Reporting Standards (IFRS) as issued by the International Accounting Standards

Board (IASB).
2.2 Reporting Period and approval of Financial Statements

"The Micro Finance follows the Nepalese Financial Year based on the Nepalese Calendar. The Micro Finance
has prepared the financial statements that comply with NFRS applicable for the period ending on 31st
Ashadh 2081, together with the comparative period data as at and for the period ending 31st Ashadh 2080 as
described in its accounting policies.

The company has prepared and presented its financial statements of 2078/79 by applying first time adoption
of NFRS. It has presented closing balances of all the ledgers in the financial statements derived after carrying
out necessary calculation based on NFRS. So, all the account balances including Income Tax, Employee
Bonus, appropriation of profits to the reserve and funds were also derived applying NFRS. There would
not be any differences in the opening balances for 2079-80, thus the company has prepared and presented
its financial statements as a continuation of NFRS complied financial statements for second ongoing year.
Along with that, company has made tax returns based on the financial statements prepared and presented
using NFRS on 2078-79. Likewise, all opening balances of 2079-80 has been adjusted in the accounting system
of Microfinance to make them consistent with the NFRS financial statement of 2078-79. Furthermore, the
company has not made following additional disclosure applicable for first time adoption of NFRS as per

notice issued by NRB dated 2080/05/08:"

1. Reconciliation of Equity.

2. Reconciliation of Profit and Loss.

3. Effect of NFRS adoption for statement for the statement of financial position.

4. Effect of NFRS adoption for statement of profit and loss and other comprehensive income.
5. Effect of NFRS adoption for statement of cash flows
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The accompanied Financial Statements have been adopted by the Board of Directors on its board meeting
held on ....... and have been recommended for approval by shareholders in the ..... Annual General Meeting."

2.3 Functional and Presentation Currency

Financial Statements are denominated in Nepalese Rupees, which is the functional and presentation currency
of the Micro Finance.

2.4 Accounting Convention, Estimates, assumptions and judgements

"The Financial Statements of the Micro Finance have been prepared on accrual basis of accounting except the
cash flow information which is prepared, on a cash basis, using direct method. The Financial Statements have
been prepared on a going concern basis.

The Micro Finance is required to apply the accounting policies that are most appropriate for the
circumstance and operating environment. NFRS requires the Micro Finance to exercise judgement in
making choice of specific accounting policies and accounting estimates. The Micro Finance, while
complying with the reporting standards, makes critical accounting judgment as having potentially material
impact on the financial statements. Description of such estimates and significant accounting policies
has been given in the relevant sections wherever they have been applied. These policies are consistently
applied to all the years presented, except for the changes in accounting policies disclosed specifically.
The underlying assumption made while making accounting estimates are periodically reviewed and such
revision are recognized in the period in which the estimates is revised and are applied prospectively.

Disclosures of the accounting estimate have been included in the relevant section of the notes whenever the
estimates have been applied along with the nature and effect of changes of accounting estimates, if any."

2.5 Change in accounting Policies

The same accounting policies are normally adopted in each period and from one period to the next to maintain
the compatibility of the Financial Statements of the entity over time to identify trends in the financial
position, performance and cash flows however the changes when required by NFRS or due the requirement
that results in the financial statements providing more reliable and more relevant information about the
effects of transaction, other events or conditions on the entity’s financial position, financial performance
or cash flows are made and the changes are applied retrospectively. An entity has used the same accounting
policies in its opening NFRS Statement of financial position and throughout all periods presented in its first
NFRS financial statements. Those accounting policies have complied with each NFRS effective at the end of
its first NFRS reporting period except those specifically stated under relevant notes below.

2.6 New Standard and Interpretation not adopted

"For the reporting of financial instruments, NAS 32 Financial Instruments, Presentation, NFRS 9
Financial Instruments with carve-outs and NFRS 7 Financial Instruments - Disclosures have been applied.
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.
NFRSs 2018 has been pronounced by the Institute of Chartered Accountants of Nepal.
The Institute of Chartered Accountants of Nepal, vide its notice dated July 5, 2021 deferred the application
date of NFRS 17 Insurance contracts to July 16, 2023."
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2.7 Discounting

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

2.8 Offsetting

Financial assets and financial liabilities are offset and the net amount reported in the Statement of Financial
Position, only when there is a legally enforceable right to offset the recognized amounts and there is an
intention to settle on a net basis or to realize the assets and settle the liabilities simultaneously. Income and
expenses are not offset in the Statement of Profit or Loss, unless required or permitted by Nepalese Financial
Reporting Standards or Interpretation (issued by the International Financial Reporting Interpretations
Committee (IFRIC) and Standard Interpretations Committee (SIC)) and as specifically disclosed in the
Significant Accounting Policies of the Microfinance

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 of
the Microfinance. 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"

2.10 Limitation of NFRS Implementation

If the information is not available and the cost would exceed the benefit derived, such exception to NFRS
Implementation has been noted and disclosed in respective section.

3. Significant accounting Policies

The principal accounting policies applied by the Microfinance in the preparation of these financial statements
are presented below. These policies have been consistently applied to all the years presented unless stated
otherwise.

3.1 Basis of Measurement

"The financial statements are prepared on the historical-cost basis except for the following material items in
the statement of financial position:

+  Investment property is measured initially at cost and subsequently at Fair value.

Liabilities for cash-settled, share-based-payment arrangements are measured at fair value.

+  Defined benefit schemes, surpluses and deficits are measured at fair value.

+  Impairment of financial asset is measured at fair value and related disposal cost.

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.
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Materiality and Aggregation

In compliance with NFRS 1 - Presentation of Financial Statements, each material class of similar items
is presented separately in the financial Statements. Items of dissimilar nature or functions are presented

separately unless they are material. Such presentation of line items is consistent with the format issued by
NRB.

3.2 Cash and cash equivalent

Cash and cash equivalents include cash at vault and money at call and short notice which are subject to an
insignificant risk of changes in value including interest receivable on investment with maturity up to 3 month
or less. Cash and Cash equivalent are measured at amortized cost in the statement of financial position.
Statement of Cash Flows has been prepared by using the ‘Direct Method’ in accordance with NAS 07- Statement
of Cash Flows."

3.3 Financial assets and financial liabilities

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 recognize 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.

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 or
are designated at fair value through profit or loss. Upon initial recognition, transaction costs 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.
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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 (FVIPL) if they are held for trading
or are designated at fair value through profit or loss. Upon initial recognition, transaction cost is 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."

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 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:

+ 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. "

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 FEVTPL. 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.
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Financial assets at FVTPL are measured at fair value at the end of each reporting period, with any gains or
losses arising on re-measurement recognized in Statement of Profit and Loss. Dividend on financial assets at
FVTPL is recognized 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."

Financial liabilities at FVTPL

"Financialliabilitiesareclassifiedasat FVTPLwhenthefinancialliabilityisheld fortradingorisdesignatedasat 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

« it is a derivative that is not designated and effective as a hedging instrument

A financial liability other than a financial liability held for trading may be designated as at FVTPL upon

initial recognition if:

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

+ 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.
The effective interest method is a method of calculating the amortized cost of a financial liability and of
allocating interest expense over the relevant period. The effective interest rate is the rate that exactly discounts
estimated future cash payments (including all fees paid or received that form an integral part of the effective
interest rate, transaction costs and other premiums or discounts) through the expected life of the financial
liability, or (where appropriate) a shorter period, to the net carrying amount on initial recognition."
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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

(1) The consideration received and

(i1) Any cumulative gain or loss that had been recognized in

other comprehensive income is recognized in retained earnings. 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. If all or substantially all risks and
rewards are retained, then the transferred assets are not derecognized. Transfers of assets with retention of all
or substantially all risks and rewards include, for example repurchase transactions."

i. 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.

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 Group 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 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 there are unobservable inputs of the instruments. The inputs are not based
on observable market data."

The best evidence of the fair value of a financial instrument at initial recognition is normally the transaction
price i.e. the fair value of the consideration given or received. If the Microfinance determines that the fair
value at initial recognition differs from the transaction price and the fair value is evidenced neither by a
quoted price in an active market for an identical asset or liability (Level 01 valuation) nor based on a valuation
technique that uses only data from observable markets (Level 02 valuation), then the financial instrument is
initially measured at fair value, adjusted to defer the difference between the fair value at initial recognition and
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the transaction price. Subsequently, that difference is recognized in profit or loss on an appropriate basis over
the life of the instrument but not later than when the valuation is wholly supported by observable market data
or the transaction is closed out. In case the fair value is evidenced by a quoted price in an active market for
an identical asset or liability (Level 01 valuation), the difference between the transaction price and fair value
is recognized in profit or loss immediately

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 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 can 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
EIR method 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 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 on 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.

Impairment of loans and advances portfolios are based on the judgments in past experience of portfolio
behaviour. 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. 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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3.4 Trading Assets

Trading assets and liabilities are those assets and liabilities that the Laghubitta acquires or incurs principally
for the purpose of selling or repurchasing in the near term or holds as part of a portfolio that is managed
together for short-term profit or position taking. There were no Trading Assets held by Laghubitta during E.Y.
2080-81.

3.5 Property and Equipment

a) 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 labour;

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

+  Capitalized borrowing cost

Property and equipment are measured at cost (for land using deemed cost at on the transition date) less
accumulated depreciation and accumulated impairment loss if any. Neither class of the property and
equipment are measured at revaluation model nor is their fair value measured at the reporting date.
Subsequent expenditure is capitalized if it is probable that the future economic benefits from the expenditure will
flowtotheentity. Ongoingrepairsand maintenancetokeep theassetsinworkingconditionareexpensed asincurred.
Any gain or losses on de-recognition of an item of property and equipment is recognized in profit or loss."

b) Grant Assets.

The assets received under grant has been booked under Property and Equipment by creating a capital reserve
of equal amount. The annual depreciation is deducted every year from this reserve till the useful life of assets.
The balance of capital reserve depicts Written down Value of the Grant Assets.

c) Depreciation

Property and equipment’s are depreciated from the date they are available for use on property on
Straight Line method over estimated useful lives as determined by the Management. Depreciation
is recognized in profit or loss. Land is not depreciated. Charging of depreciation is ceased from
the earlier of the date from which the asset is classified as held for sale or is derecognized.
The estimated useful lives of significant items of property and equipment for current year and comparative
periods are as follows:"

Categories Useful life (Years)
Lease hold Assets 5
Computer & Accessories
Office Equipment
Furniture & fixture
Vehicle

Software

(SN B N T

3.6 Intangible Assets/ Goodwill

Any excess of the cost of acquisition over the fair values of the identifiable net assets acquired in Business
Combination is recognized as goodwill. Goodwill is measured at cost less any accumulated impairment losses.
Goodwill is reviewed for impairment annually, or more frequently, if events or changes in circumstances
indicate that the carrying value may be impaired.
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3.7 Investment Property

Investment properties include land or land and buildings other than those classified as property and equipment
and non-current assets held for sale. Generally, it includes land, land and building acquired by the Laghubitta
as non-banking assets but not sold as on the reporting date.

3.8 Income tax

"The Company is subject to tax laws of Nepal. Income Taxes have been calculated as per the provisions of
the Income Tax Act, 2058. Deferred tax is recorded on temporary differences between the tax bases of assets
and liabilities and their carrying amounts, at the rates that have been enacted or substantively enacted at the
reporting date. The ultimate realization of deferred tax assets is dependent upon the generation of future taxable
profits during the periods in which those temporary differences and tax law carry-forwards become deductible.
The Microfinance considers the expected reversal of deferred tax liabilities and projected future taxable
income making this assessment. The amount of the deferred tax assets considered realizable, however, could
be reduced in the near term if estimates of future taxable income during the carry-forward period are reduced.
Income tax comprises current and deferred tax. Income tax expense is recognized in the statement of profit
and loss except to the extent it relates to items directly recognized in equity or in other comprehensive
income."

Current Tax

"Current tax is the amount of tax payable based on the taxable profit for the year. Taxable profit differs
from ‘profit before tax’ as reported in the statement of profit and loss because of items of income
or expense that are taxable or deductible in other years and items that are never taxable or deductible.
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 Microfinance
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 on temporary differences arising between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred tax is
determined using tax rates (and laws) enacted or substantively enacted at the reporting date and that are
expected to apply when the related deferred tax asset is realized or the deferred tax liability is settled. Deferred
tax assets are reviewed at each reporting date and reversed if it is no longer probable that the related tax
benefits will be realized. The measurement of deferred tax reflects the tax consequences that would follow
from the manner in which the Microfinance expects, at the reporting date, to recover or settle the carrying
amount of its assets and liabilities. Deferred tax assets are recognized for all deductible temporary differences,
carry forward of unused tax credits and unused tax losses, to the extent that it is probable that taxable profit
will be available against which the deductible temporary differences, and the carry forward of unused tax
credits and unused tax losses can be utilized except:

1. Where the deferred tax asset relating to the deductible temporary difference arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the time of
the transaction, affects neither the accounting profit nor taxable profit or loss.

ii. In respect of deductible temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, deferred tax assets are recognized only to the extent that
it is probable that the temporary differences will reverse in the foreseeable future and taxable profit
will be available against which the temporary differences can be utilized. Deferred tax relating
to items recognized in OCI is recognized in OCI. Deferred tax items are recognized in correlation
to the underlying transaction either in other comprehensive income or directly in equity.
Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right exists to set off
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current tax assets against current income tax liabilities and the deferred taxes relate to the same taxable
entity and the same taxation authority."

3.9 Deposits, debt securities issued and subordinated liabilities

Microfinance deposits consist of money placed into the Microfinance by its customers. These deposits are
made to deposit accounts such as fixed deposit accounts, savings accounts, margin deposit accounts, call
deposit accounts and current accounts. Details and further disclosures about deposits have been explained in
note that follows.

3.10 Provisions

"Provisions are recognized when the Company 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."

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. The Microfinance applies NAS 18- “Revenue” in the accounting of revenue, unless otherwise stated.
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

i.  Interest income are recognized under accrual basis (using the effective interest rate method) in the profit
or loss for all interest-bearing financial assets except loans categorized as bad measured at amortized cost.
Effective Interest Rate is the rate that exactly discounts estimated future cash receipts or cash payments
through the expected life of financial asset to the net carrying amount of the financial asset. Effective
Interest Rate method is a method of calculating the amortized cost of a financial asset and of allocating
the interest income over the relevant period.

ii. The Microfinance has adopted the alternative treatment as provided by the Carve Out in NFRS
implementation as explained in Note 2.1.2 (e). Resultant of this the Microfinance has excluded the
full amount of upfront loan management fees or commission received on loans and advances in the
calculation of effective interest rate. Interest income presented in statement of profit and loss includes:

+  Interest income on financial assets measured at amortized cost calculated on an effective interest rate
method. These financial assets include loans and advances including staff loans, investment in government
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securities and deposit instruments etc.

- Interest on 1investment securities measured at fair value, calculated on effective interest rate.
+ Income on discounted instruments like bills purchased, documents negotiation is recognized over the
period of discounting on accrual basis using effective interest rate."

NFRS Requirement

"NFRS requires interest income to be recognized using the effective interest method, except for those classified
at fair value through profit or loss. The effective interest method is a method of calculating the amortized cost
of a financial asset and of allocating the interest income over the expected life of the financial instrument. The
effective interest rate is the rate that exactly discounts the estimated future cash payments or receipts over the
expected life of the financial instrument or, when appropriate, a shorter period, to the net carrying amount
of the financial asset or financial liability. The effective interest rate is calculated on initial recognition of
the financial asset or liability by estimating the future cash flows after considering all the contractual terms
of the instrument but not future credit losses. The calculation includes all amounts expected to be paid or
received by the Microfinance including expected early redemption fees and related penalties and premiums
and discounts that are an integral part of the overall return. Direct incremental transaction costs related to
the acquisition, issue or disposal of financial instruments is also taken into account in the calculation. Once
financial asset or a group of similar financial assets has been written down as a result of an impairment loss,
interest income is recognized using the rate of interest used to discount the future cash flows for the purpose
of measuring the impairment loss.

Carve-out for Effective Interest Rate (EIR) method

The Microfinance has availed the carve-out for interest income recognition by applying the rate implicit on
individual products. Considering the amount of renewal and initial service fees that the bank charges on
the loans and advances (which is in negligible figure), applying EIR method would not be practical and cost
effective. Hence, initial service fees and renewal charges have been recognized during the period when such
income accrue rather than being included within the component of interest income under EIR method.

Fee and commission income

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, service
charges, syndication fee, forex transaction commission, commission of issue of letter of credit and guarantee
are recognized as the related services are performed.

Dividend income

Dividend on investment in resident company is recognized when the right to receive payment is established.
Dividend income are presented in net trading income, net income from other financial instruments at fair value
through profit or loss or other revenue based on the underlying classification of the equity instruments.

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
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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 on all financial liabilities including deposits is recognized in profit or loss using effective
interest rate method. Interest expense on all trading liabilities is considered to be incidental to the
Microfinance’s trading operations and are presented together with all other changes in fair value of trading
assets and liabilities in net trading income.

3.13 Employees Benefits

a) 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 prevailing Bonus Act 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;

+  paid annual leave and paid sick leave;

+  non-monetary benefits "

b) Post-Employment Benefit Plan
Post-employment benefit plan includes followings

i. 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 service are rendered by employees. Pre-paid 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:

a) 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.

ii Defined Benefit Plan

The Microfinance provides Gratuity Plan and Leave Encashment Plan (in terms of Annual Leave and
Sick Leave) as defined benefits to its employees. These benefits are post-employment benefit plans
and are paid based on length of service. These benefit plans are funded whereas the Microfinance
makes earmark investment of these funds. The gratuity plan provides for lump sum payments to
vested employees at retirement or upon death while in employment or on termination of employment
for an amount equivalent defined days’ eligible salary payable for each completed year of service.
Further, employees of the Microfinance are entitled to avail Annual Leave and Sick Leave. The employees can
carry forward the un-availed leave and are entitled to encash the cumulative leave at the time of the retirement. The
obligation under these plans is calculated by a qualified actuary every year using projected unit credit method.
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The following are the defined benefit plans provided by the Microfinance to its employees:"

a) Gratuity

Microfinance provides for gratuity on accrual basis covering eligible employees in terms of Employee Service
Byelaws of the Microfinance. The plan provides for lump sum payments to vested employees at retirement or
upon death while in employment or on termination of employment for an amount equivalent defined days’
eligible salary payable for each completed years of service. The Microfinance accounts for the liability for
gratuity as per the actuarial valuation.

b) Leave Salary

The employees of the Microfinance are entitled to carry forward a part of their unavailed / unutilized leave
subject to a maximum limit. The employees can encash unavailed/ unutilized leave partially in terms of
Employee Service Byelaws of the Microfinance. The Microfinance accounts for the liability for accumulated
leave as per the actuarial valuation.

c) Termination Benefits

Termination benefits are recognized as expense when the Microfinance is demonstrably committed, without
realistic possibility of withdrawal, to a formal plan to provide termination benefits to employees as a result of
an offer made to encourage voluntary redundancy. Termination benefits are recognized if the Microfinances
made an offer for voluntary redundancy, it is probable that the offer will be accepted and the number of
acceptances can be measured reliably. If the benefits are payable in more than 12 months after the reporting
date, they are discounted to their present value.

3.14 Leases

The determination of whether an arrangement is a lease, or contains a lease, is based on the substance of the
arrangement at the inception date and requires an assessment of whether the fulfilment 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 Microfinance as a Lessee:

"Finance leases that transfer to the Microfinance substantially all of the risks and benefits incidental to
ownership of the leased item, 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 Microfinance 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 Microfinance 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 straightline 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. Contingent rentals are recognized as an expense in the period in which they are incurred.
The Microfinance has initially recognized Lease in balance sheet as Right of use of assets (ROU) and Lease
Liability. ROU has been recognized at sum of the amount of the initial measurement of the lease liability, any
lease payments made at or before the commencement date, less any lease incentives received, any initial direct
costs incurred by the lessee and an estimate of costs to be incurred by the lessee in dismantling and removing
the underlying asset, restoring the site on which it is located or restoring the underlying asset to the condition
required by the terms and conditions of the lease. At the commencement date, a lessee shall measure the lease
liability at the present value of the lease payments that are not paid at that date. The lease payments shall
be discounted using the interest rate implicit in the lease, if that rate can be readily determined. If that rate
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cannot be readily determined, the lessee shall use the lessee’s incremental borrowing rate. A lessee may elect
not to apply accounting treatment as per NFRS 16 in following cases:

(a) short-term leases; and

(b) leases for which the underlying asset is of low value

If a lessee elects not to apply the accounting treatment as per NFRS 16 due to either short-term leases or leases
for which the underlying asset is of low value, the lessee shall recognize the lease payments associated with those
leases as an expense on either a straight-line basis over the lease term or another systematic basis. The lessee
shall apply another systematic basis if that basis is more representative of the pattern of the lessee’s benefit.
The lease payment has been discounted at the incremental borrowing rate in lease which is 10%.
The lease assets having the lease liability of equal to or less than 30 lacs present value at inception has been
considered as low value and for those lease the expenses has been recognized under straight line basis."

The Microfinance as a lessor

"Leases in which the Microfinance 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. Microfinance operates its
branches and ATMs in number of leased facilities 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 Microfinance 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

"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 equity.
The reserves include retained earnings and other statutory reserves such as general reserve, exchange
equalization reserve, regulatory reserve, fair value reserve, revaluation reserve and other reserves.
Regulatory reserve includes any amount derived as result of NFRS convergence with effect in retained earning
computed as per NRB Directive No. 4."

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
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deemed to be converted as at the beginning of the period, unless they have been issued at a later date.
There have been no transactions involving ordinary shares or potential ordinary shares between the reporting
date and the date of the completion of these financial statements which would require the restatement of
earnings per share."

3.17 Segment reporting
An operating segment is a component of the Microfinance that engages in business activities from which it
may earn revenues and incur expenses, including revenues and expenses that relating to transactions with any

of the Microfinance’s other components, whose operating results are reviewed by the management to make
decision about resource allocation to each segment and assess its performance
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Aarambha Chautari Laghubitta Bittiya Sanstha Limited

For the Year Ended Ashad 31, 2081 (July 16, 2024

The explanatory notes and significant disclosure relating to the financial statements are as follows:

Cash and cash equivalents consist of the total amount of cash in hand, balances with other banks and finan-
cial institutions, money at call and short notice.

Cash and Cash Equivalent

Note-4.1
Cash in hand 15,980,423 5.745,720
Balances with B/FIs - -
Money at call and short notice - -
Other - -
Total 15,980,423.00 5,745,720

Statutory Balances and Due from Nepal Rastra Bank

Statutory balances held with Nepal Rastra Bank for compulsory cash reserve, securities purchased from Nepal
Rastra Bank under resale agreement, other deposits with and receivables from Nepal Rastra Bank has been
presented under this account head.

Note-4.2
Statutory balances with NRB 26,194,331 26,194,331
Statutory balances with BFIs - -
Securities purchased under resale agreement - -
Other deposit and receivable from NRB - -
Total 26,194,331 26,194,331

Placements with Financial Institutions
Placement with domestic as well as foreign bank and financial institutions are presented under this account

head.

Note-4.3
Placement with domestic FIs 567,725,312 181,652,799
Less: Allowances for impairment - -
Total 567,725,312 181,652,799
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Aarambha Chautari Laghubitta Bittiya Sanstha Limited

For the Year Ended Ashad 31, 2081 (July 16, 2024

Derivative financial instruments
There were no derivative financial instruments held by the Microfinance during the year.
Note-4.4

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 - -

Other trading assets

There were no trading assets held by the Microfinance during the year.
Note-4.5

Treasury bills - -
Government bonds - -
NRB Bonds - -
Domestic Corporate bonds - -
Equities - -
Other - -
Total - -
Pledged - -
Non-pledged - -

Loan and advances to MFIs & Cooperatives

There were no Loans and Advances provided to MFIs and Financial Institutions during the year.
Note-4.6

Balance at Shrawan 1 - -
Impairment loss for the year: - -
Charge for the year - -
Recoveries/reversal - -

Amount written off - -

Balance at Asar end - -
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For the Year Ended Ashad 31, 2081 (July 16, 2024

Allowances for Impairment

Aarambha Chautari Laghubitta Bittiya Sanstha Limited

Note-4.6.1

Loans to microfinance institutions -
Loans to Fls -
Loans to cooperative -
Less: allowance for impairment -
Other -
Less: Allowances for impairment -

Total -

Loans and Advances to Customers

Outstanding amount of all loans and advances extended to the customers other than BFIs as well as Bills
Purchased and discounted less the amount of impairment allowances has been presented. Loan to employees
provided according to employee bye-laws of the Microfinance has also been presented under this head.

Note-4.7
Loan and advances measured at amortized cost 4,297,961,327 4,659,956,635
Less: Impairment allowances 55,325,950 55,724,502
Collective impairment 11,537,796 12,878,610
Individual impairment 43,788,154 42,845,892
Net amount 4,242,635,376 4,604,232,133
Loan and advances measured at FVTPL - -
Total 4,242.635,376 4,604,232,133
Analysis of loan and advances - By Product
Note-4.7.1

Product
Term loans 622,905,587
Short term, term loan 622,905,587

Long term, term loan -
Hire purchase loans -

Personal Residential Loans -

791,210,139
791,210,139

Staff loans - -

Other 3,628,161,765 3,856,472,351

Sub total 4,251,067,352 4,647,682,490

Interest receivable 46,893,975 12,274,145

Grand Total 4,297,961,327 4,659,956,635
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Analysis of Loan and Advances - By Collateral

Note-4.7.2
Secured
Immovable assets 622,905,587 791,210,139
Government guarantee 3,675,343,864 3,868,746,496
Collateral of Government securities - -
Collateral of Fixed Deposit Receipt - -
Group guarantee Personal guarantee - -
Other collateral - -
Subtotal 4,298,249,451 4,659,956,635
Unsecured
Grand Total 4,298,249,451 4,659,956,635
Allowances for impairment
Note-4.7.3

Specific allowances for impairment

Balance at Shrawan 1 55,724,502 97,628,771
Impairment loss for the year:
Charge for the year 230,716,385 394,661,532
Recoveries/reversal during the year 252,520,501 436,565,801
Write-offs - -
Other movement - -
Balance at Asar end 33,920,386 55,724,502
Total allowances for impairment 33,920,386 55,724,502
Investment Securities
Note-4.8

Particulars
Investment securities measured at amortized cost
Investment in equity measured at FVTOCI

Ashad end 2081 Ashad end 2080

1,000,000

1,000,000

Total

1,000,000

1,000,000
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Investment Securities measured at Amortized Cost
Note-4.8.1

Debt securities - -
Government bonds - -
Government treasury bills - -
Nepal Rastra Bank bonds - -
Nepal Rastra Bank deposits instruments - -
Other - -
Less: specific allowances for impairment - -
Total - -

Investment in equity measured at fair value through other comprehensive income
Note-4.8.2

Equity instruments
Quoted equity securities - -
Unquoted equity securities 1,000,000 1,000,000
Total 1,000,000 1,000,000

Current tax assets

Note-4.9
Current tax assets 39,164,805 23,345,968
Current year income tax assets 35,477,371 23,345,968
Tax assets of prior periods 3,687,434 -
Current tax liabilities 10,814,777 17,554,659
Current year income tax liabilities 7,127,343 17,554,659
Tax liabilities of prior periods 3,687,434 -
Total 28,350,027 5,791,309

Investment Property
This also includes land, land and building acquired as non-banking assets by the Microfinance but not sold.
After The Microfinance has measured Investment properties are measured at cost, however no deprecation has
been charged as no such properties has been used by the Microfinance.

Note-4.10

Investment properties measured at fair value

Balance as on Shrawan 1, 2079 4,077,000 -
Addition/disposal during the year - -
Net changes in fair value during the year - -
Adjustment/transfer - -
Net amount 4,077,000 -
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Addition/disposal during the year - 4,077,000
Adjustment/transfer - -
Accumulated depreciation - -
Accumulated impairment loss - -
Net amount - 4,077,000
Total 4,077,000 4,077,000
Other assets
Note-4.14

Particulars

Assets held for sale
Other non banking assets

Bills receivable

Ashad end 2081 Ashad end 2080

Accounts receivable 851,374 840,834
Accrued income - -
Prepayments and deposit 423,141 833,768
Income tax deposit - -
Deferred employee expenditure 57,222 128,222
Cash 1n transit theft 118,425 118,425
Receivable on Surpal branch misappropriation 4,619,916 4,619,916
Receivable on Okhaldhunga branch 35,583,016 35,583,016
misappropriation
Receivable on Khairanitar branch misappropriation 84,904,152 84,716,102
Receivable on Kisanpur branch misappropriation 942,000 -
Other 54,916,670 7,581,039
Total 182,415,917 134,421,322

Due to Bank and Financial Institutions

There was no due to Bank and financial institution by the Microfinance during the year. Note-4.15

Borrowing from BFIs
Settlement and clearing accounts
Other

Ashad end 2081 Ashad end 2080

Total

Due to Nepal Rastra Bank

There was no due to Nepal Rastra Bank by the Microfinance during the year.

Refinance from NRB

Standing Liquidity Facility

Lender of last report facility from NRB
Securities sold under repurchase agreements
Other payable to NRB

Note-4.16

Ashad end 2081 Ashad end 2080

Total
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Derivative financial instruments

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 -

There were no Derivative financial instruments held by the Microfinance during the year.

Aarambha Chautari Laghubitta Bittiya Sanstha Limited

Note-4.17

Total -

Deposits from customers

Note-4.18

Institutions customers: -
Term deposits -
Call deposits -
Other -

Individual customers: 1,582,064,180

Term deposits -

Saving deposits -

1,481,769,206

Savings from Members 1,582,064,180 1,481,769,206
Other - -
Total 1,582,064,180 1,481,769,206
Borrowing
Note-4.19

Domestic Borrowing
Nepal Government -
Other licensed Institutions 2,776,891,693
Other -

2,809,957,953

Sub total 2,776,891,693

2,809,957,953

Foreign Borrowing
Foreign Bank and Financial Institutions -
Multilateral Development Banks -
Other Institutions -

Sub total -

Total 2,776,891,693

2,809,957,953
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Provisions
There was no provision made by the Microfinance during the year.

Note-4.20

Particulars Ashad end 2081 Ashad end 2080
Provisions for redundancy - -
Provision for restructuring - -
Pending legal issues and tax litigation - -
Onerous contracts - -
Other 125,754,459 125,037,459
Total 125,754,459 125,037,459
Movement in provision
Note-4.20.1

Particulars Ashad end 2081 Ashad end 2080

Balance at Shrawan 1 125,037,459 43,815,346
Provisions made during the year - 84,719,423
Provisions used during the year - -
Provisions reversed during the year 225,000 3,497,310
Unwind of discount - -
Balance at Asar end 124,812,459 125,037,459
Other liabilities

Note-4.21
Particulars Ashad end 2081 Ashad end 2080
Liability for employees defined benefit obligations 27,670,499 25,306,109
Liability for long-service leave 23,585,995 25,540,367
Short-term employee benefits 2,638,663 2,612,422
Bills payable - -
Creditors and accruals 12,517,449 20,596,231
Interest payable on deposit 509,336 1,109,802
Interest payable on borrowing - 2,934,161
Liabilities on deferred grant income - -
Unpaid Dividend - -
Liabilities under Finance Lease 54,526,336 5,064,497
Employee bonus payable 2,492,278 1,467,378
Other 25,542,468 36,795,360
Total 149,483,024 121,426,327

s ANNUAL REPORT FY 2080-081

57



Aarambha Chautari Laghubitta Bittiya Sanstha Limited
For the Year Ended Ashad 31, 2081 (July 16, 2024

Defined benefit obligations

Note-4.21.1
Present value of funded obligations 27,721,629 25,306,109
Total present value of obligations 27,721,629 25,306,109
Fair value of plan assets - -
Present value of net obligations 27,721,629 25,306,109
Recognized liability for defined benefit 27,721,629 25,306,109
obligations

Plan assets
Note-4.21.2

Equity securities - .
Government bonds - -
Bank deposit - -
Other - .
Total - -

Movement in the present value of defined benefit obligations

Note-4.21.3
Defined benefit obligations at Shrawan 1 25,306,109 20,450,118
Actuarial losses/(gain) (5,207,609) (2,046,189)
Benefits paid by the plan 1554336 2,869,763
Current service costs and interest 9126335 9,771,943
Defined benefit obligations at Asar end 27,670,499 25,306,109

Movement in the fair value of plan assets
Note-4.21.4

Particulars Ashad end 2081 Ashad end 2080

Fair value of plan assets at Shrawan 1 - -
Contributions paid into the plan - -
Benefits paid during the year - -
Actuarial (losses) gains - -

Expected return on plan assets - -

Fair value of plan assets at Asar end - -
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Movement in the fair value of plan assets

Note-4.21.5
Current service costs 6,871,559 7,788,839
Interest on obligation 2,254,776 1,983,104
Expected return on plan assets - -
Total 9,126,335 9,771,943
Amount recognized in other comprehensive income
Note-4.21.6
Actuarial (gain)/loss (5,207,609) (2,046,189)
Total (5,207,609) (2,046,189)
Actuarial assumptions
Note-4.21.7
Discount rate 10% 10%
Expected return on plan asset 0% 0%
Future salary increase 5% 5%
Withdrawal rate "Up to 35 years: 20%
& above 35 years: 10%"
Liability for long-service leave
Note-4.21.8
Present value of long-service leave 23,585,995 25,540,367
Total present value of long-service leave 23,585,995 25,540,367
Fair value of plan assets - -
Present value of net long-service leave 23,585,995 25,540,367
Recognized liability for long-service leave 23,585,995 25,540,367
Plan assets
Note-4.21.9

Equity securities - -
Government bonds - .
Bank deposit - -
Other - .
Total - -
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Movement in the present value of Liability for Long service leave

Note-4.21.10
Long service leave at Shrawan 1 25,540,367 22,871,846
Actuarial losses/(gain) (3,689,385) (2,723,075)
Benefits paid by the plan 7,336,659 4,674,157
Current service costs and interest 9,071,672 10,065,753
Long setvice leave at Asar end 23,585,995 25,540,367

Movement in the fair value of plan assets
Note-4.21.11

Fair value of plan assets at Shrawan 1 - -
Contributions paid into the plan - -
Benefits paid during the year - -
Actuarial (losses) gains - -

Expected return on plan assets - -

Fair value of plan assets at Asar end - -

Amount recognized in profit or loss

Note-4.21.12
Current service costs 6,384,468 7,806,929
Interest on obligation 2,187,204 2,258,824
Actuarial (gain)/loss (3,689,385) (2,723,075)
Expected return on plan assets - -
Total 5,382,287 7,342,678

Amount recognized in other comprehensive income
Note-4.21.13

Actuarial (gain)/loss - -
Total - -

Actuarial assumptions

Note-4.21.14
Discount rate 10% 10%
Expected return on plan asset 0% 0%
Future salary increase 5% 5%

Withdrawal rate "Up to 35 years: 20%
& above 35 years: 10%"
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Debt securities issued
No debt securities have been issued by the Microfinance Note-4.22

Debt securities issued designated as at fair value - -
through profit or loss

Debt securities 1ssued at amortized cost - -
Total - -

Subordinated Liabilities
No Subordinated Liabilities has been issued by the Microfinance. Note-4.23

Redeemable preference shares - -

Irredeemable cumulative preference shares (liabilities - -
component)

Other - -
Total - -

Share capital

Note-4.24
Ordinary shares 367,143,409 367,143,409
Convertible preference shares (equity component - -
only)
Irredeemable preference shares (equity component - -
only)
Perpetual debt (equity component only) - -
Total 367,143,409 367,143,409
Share capital
Note-4.24.1

Particulars Ashad end 2081 Ashad end 2080

Authorized Capital

42,00,000 Ordinary share of Rs. 100 each 750,000,000 750,000,000
Issued capital

36,71,434 Ordinary share of Rs. 100 each 367,143,409 367,143,409
Subscribed and paid up capital

36,71,434 Ordinary share of Rs. 100 each 367,143,409 367,143,409
Total 367,143,409 367,143,409
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Ordinary share ownership
Note-4.24.2

Particulars Ashad end 2081
% Amount

Domestic ownership

Nepal Government 0.00% -
"A" class licensed institutions 5.88% 21,594,600
Other licensed institutions 9.87% 36,223,400
Other Institutions 0.00% -
Other 50.29% 184,626,468
Public Shareholders 33.96% 124,698,941
Foreign Ownership 0.00% -
Total 100.00% 367,143,409
Reserves
Note-4.25
Statutory general reserve 46,669,229 46,533,034
Capital reserve 3,840,000 3,840,000
Exchange equalization reserve - -
Investment adjustment reserve - -
Corporate social responsibility reserve 882,842 1,177,033
Client Protection Fund 29,104,706 28,793,779
Capital redemption reserve - -
Regulatory reserve 84,882,527 142,889,754

Assets revaluation reserve - -
Fair value reserve - -
Dividend equalization reserve - -
Actuarial gain (2,228,693) (5,874,019)
Special reserve - -

Debenture redemption reserve - -

Other reserve 4,259,713 4,702,052
Total 167,410,324 222,061,632
General Reserve 4.25.1

General Reserve is created as per Section 44 of the Banks and Financial Institutions Act 2073 equivalent to
20% of the net profit earned during the year until the reserve is twice the paid-up share capital of the Microfi-
nance after which 10% of the net profit earned during the year shall be set aside as General Reserve.

Such reserve could not be expensed or transferred to other heads without prior approval of Nepal Rastra
Bank.

Client Protection Fund 4.25.2
As per Clause 6.14 of Microfinance Directive, 2079 issued by NRB, every microfinance must allocate 1% of
its profit to Client Protection Fund.
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Corporate Social Responsibililty Fund 4.25.3
The fund created for the purpose of corporate social responsibility by allocating profit of 1% has been pre-
sented under this account head.

Exchange Equalization Reserve 4.25.4
Exchange Fluctuation Reserve is the reserve created as per Section 44 of the Banks and Financial Institutions
Act 2073 equivalent to 25% of the foreign exchange gain realized on the translation of foreign currency to the
reporting currency during the year other than Indian Rupees.

Such reserve could not be expensed or transferred to other heads without prior approval of Nepal Rastra Bank
other than to set off revaluation loss incurred, if any during the year.

Capital Reserve 4.25.5
The assets received under grant has been booked under Property and Equipment by creating a capital reserve
of equal amount. The annual depreciation is deducted every year from this reserve till the useful life of assets.
The balance of capital reserve depicts Written down Value of the Grant Assets.

Fair Value Reserve 4.25.6
The fair value reserve comprises the cumulative net change in the fair value of financial assets that are mea-
sured at fair value and the changes in fair value is recognized in other comprehensive income, until the assets
are derecognized. The cumulative amount of changes in fair value of those financial assets has been presented
under this account head.

Contingent liabilities and commitments Note-4.26

Contingent liabilities - -
Undrawn and undisbursed facilities - -

Capital commitment - .

Lease Commitment 67,182,364 35,406,331
Litigation - -
Others - -
Total 67,182,364 35,406,831

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

Note-4.26.1

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 - -
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Lease commitments
Note-4.26.2
Particulars Ashad end 2081 Ashad end 2080

Operating lease commitments

Future minimum lease payments under non
cancellable operating lease, where the institution is
lessee

Not later than 1 year - 13,842,016
Later than 1 year but not later than 5 years - 20,706,915
Later than 5 years - 857,900
Sub total ; 35,406,831

Finance lease commitments

Future minimum lease payments under non
cancellable finance lease, where institution 1s lessee

Not later than 1 year 19,612,104 -
Later than 1 year but not later than 5 years 44.272,093 -
Later than 5 years 3,298,167 -
Sub total 67,182,364 -
Grand total 67,182,364 35,406,831

Litigation Note-4.26.3
Explanatory paragraphs are required for litigation contingent liabilities as per their own case of each institution

Interest Income

Note-4.27

Particulars Ashad end 2081 Ashad end 2080

Cash and cash equivalent - -
Due from Nepal Rastra Bank - -
Placement with bank and financial institutions 3,716,380 3,793,453
Loan and advances to financial institutions - -
Loans and advances to customers 695,730,610 753,307,291
Investment securities - -
Loan and advances to staff 50,912 167,474
Other - -
Total interest income 699,497,902 757,268,219
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Interest Expense
Note-4.28

Due to bank and financial institutions - -
Due to Nepal Rastra Bank - -

Deposits from customers 104,521,117 93,407,083
Borrowing 314,238,773 387,710,899
Debt securities issued Subordinated liabilities - -
Total interest expense 418,759,890 481,117,982

Fees and Commission Income

Note-4.29
Loan administration fees 39,384,864 33,606,197
Service fees 7,770,272 9,703,853
Commitment Fees 883,001 3,735,517
Card Issuance Fees 117,395 302,271
Prepayment and swap fees 48,155,531 47,347,837
Fees and Commission Expense
Note-4.30
Other fees and commission expense 2,968,600 9,359,145
Total Fees and Commission Expense 2,968,600 9,359,145
Net Trading Income
Note-4.31

Particulars Ashad end 2081 Ashad end 2080

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 Net trading income - -
Other - -
Total Net Trading Income - -

Immmmmm ANNUAL REPORT FY 2080-081 65



Aarambha Chautari Laghubitta Bittiya Sanstha Limited

For the Year Ended Ashad 31, 2081 (July 16, 2024
Operating Income Note-4.32

Foreign exchange revaluation gain - -

Gain/loss on sale of investment securities - -
Fair value gain/loss on investment properties - -
Dividend on equity instruments - -
Gain/loss on sale of property and equipment - -
Gain/loss on sale of investment property - -
Operating lease income - -
Gain/loss on sale of gold and silver - -
Other - -

Total Operating Income - -

Impairment charge/(reversal) for loan and other losses
Note-4.33

Impairment charge/(reversal) on loan and advances to B/FIs - -
) on loan and advances to customer (398,552) (41,904,270)
)
)

on financial Investment - -
Impairment charge/(reversal) on placement with banks and - -
financial institutions

Impairment charge/(reversal

Impairment charge/(reversal

Impairment charge/(reversal) on property and equipment - -
Impairment charge/(reversal) on goodwill and intangible assets - -

Impairment charge/(reversal) on investment properties - -

Total (398,552) (41,904,270)
Personnel Expense

Note-4.34
Salary Allowances 201,209,402 201,623,065
Gratuity expense 9,126,335.00 9,771,943
Provident fund 7,852,424 8,122,183
Uniform - -
Training & development expense 5,196,555 3,393,248
Leave encashment 5,382,287.00 7,342,678
Medical Insurance 714,734 968,075
Employees incentive - -
Cash-settled share-based payments - -
Pension expense - -
Finance expense under NFRSs 50,912 167,474
Other expenses related to staff - -
Sub Total 229,532,648 231,388,666
Employees bonus 1,230,173 -
Grand Total 230,762,822 231,388,666
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Other operating expense

Note-4.35
Directors' fee 600,000 477,000
Directors' expense 424,688 349,054
Auditors' remuneration 452,000 452,000
Other audit related expense 253,927 184,345
Professional and legal expense 836,764 530,824
Office administration expense 50,523,610 54,554,437
Operating lease expense - 19,006,516

Operating expense of investment properties - -
Corporate social responsibility expense - -
Client Protection expenses - -

Onerous lease provisions - -

Finance expense -Right of use of assets 06,246,043 541,169
NERS Consultancy Fee 150,000 -
Other - 318,548
Total 59,487,032 76,413,893

Office Administration Expense
Note-4.35.1

Water and electricity 1,524,449 1,461,309
Repair and maintenance - -
(a) Building - -

(b) Vehicle 603,546 2,117,664
(c) Computer and accessories - -
(d) Office equipment and furniture 941,175 846,978
(e) Other - -
Insurance 9,733,416 19,482,139
Postage, telex, telephone, fax 2,184,432 2,405,188
Printing and stationery 4,865,585 3,287,221
News paper, books and journals 1,800 12,950
Advertisement 441,014 317,851
Donation - -

Security expense - -

Deposit and loan guarantee premium - -

Travel allowance and expense 11,101,176 9,068,762
Entertainment 612,736 589,063
Annual/special general meeting expense 386,505 429,958
Other - -
(a) Registration and renewals 1,276,039 1,082,916
(b) Office Furniture and Fixtures 2,113,289 1,022,802

Immmmmm ANNUAL REPORT FY 2080-081 67



Aarambha Chautari Laghubitta Bittiya Sanstha Limited
For the Year Ended Ashad 31, 2081 (July 16, 2024

(c) Fuel Expense 11,467,375 8,074,492
(d) Software annual fees 2,662,845 2,234,010
(© Other 608,228 2121133
Total 50,523,610 54,554,437

The microfinance institution has various lease agreements with durations ranging from 2 to 10 years. These
leases are subject to renewal based on mutual agreement and include escalation clauses. In accordance with
NFRS 16, the right-of-use assets and lease liabilities have been determined.

Depreciation & Amortization

Note-4.36
Depreciation on property and equipment 6,986,052 8,035,813
Depreciation of Right of use of assets 15,245,450 735,918
Depreciation on investment property - -
Amortization of intangible assets 823,834 770,834
Total 23,055,336 9,542,565

Non Operating Income
Note-4.37

Recovery of loan written off - -
Other income 225,000 3,497,310
Total 225,000 3,497,310

Non operating expense
Note-4.38

Loan written off - -
Redundancy provision - -

Expense of restructuring - -

Provision on other assets 942,000 84,719,423
Other expense 1,152,000 -
Total 2,094,000 84,719,423
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Income tax expense
Note-4.39

Current tax expense 10,814,777 17,554,659
Current year 7,127,343 17,554,659
Adjustments for prior years 3,687,434 -
Deferred tax expense 346,443 491,362
Origination and reversal of temporary differences 346,443 491,362

Changes in tax rate - -
Recognition of previously unrecognized tax losses - -
Total income tax expense 11,161,220 18,046,021
Reconciliation of tax expense and accounting profit

Note-4.39.1
Profit before tax 11,149,305 (42,524,039)
Tax amount at tax rate of 30% 3,344,792 (12,757,212)
Add: Tax effect of expenses that are not deductible 13,724,410 33,273,749
for tax purpose
Less: Tax effect on exempt income 0 -
Add/less: Tax effect on other items (9,941,858.67) (2,961,878)
Total income tax expense 7,127,343 17,554,659
Effective tax rate 63.93% -41.28%
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5. Disclosures and Additional Information

5.1 Risk Management

The Micro Finance in compliance with Nepal Rastra Bank Directive No.6 “Corporate Governance” has estab-
lished a Risk Management Committee. Such committee comprised of following members as on date of the
report:

Members of Risk Management Committee

1 Deepak Tiwari Member
2 Top Bahadur Raskoti Member
3 Biratpati Nath Gachhadar Secretary

The committee shall meet at least once every 3 months and also as per necessity based on circumstances. The
committees play the advisory roles in the issues of risk of the Micro Finance after overseeing the various risk
relating to liquidity, credit, operation, capital etc. The committee’s major function is to identify and minimize
the Liquidity Risk, Credit Risk, Operating Risk, Marketing Risk and IT Risk.

Management Committee
The Management Committee comprises of following subcommittees which represents by all key Business and
Function Heads of Micro Finance that manages Micro Finance’s operation on day-to-day basis:

a. Procurement Commuittee

Members of Risk Management Committee

1 Khyamkanta Aryal Coordinator
2 Manarupa Paudel Member
3 Rishab Thapa Secretary

b. Human Resource Committee

S.N.Members of Risk Management Committee

1 Santosh Pokharel Coordinator
2 Manarupa Paudel Member
4 Sandip Khanal Secretary

c. Finance Committee

Members of Risk Management Committee
1

Shiva Prasad Gyawali Coordinator
Khyamkanta Aryal Secretary
3 Manarupa Paudel Secretary

d. Audit Committee

Members of Risk Management Committee

1 Deepak Tiwari Coordinator
2 Keshav Raj Panthi Member
3 Khyamkanta Aryal Secretary
e. AML/CFT
1 Keshav Raj Panthi Coordinator
2 Shiva Prasad Gyawali Member
3 Top Bahadur Raskoti Member
4 Khyamkanta Aryal Secretary
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f. Credit Committee

Members of Risk Management Committee

1 Top Bahadur Raskoti Coordinator
2 Manrupa Poudel Member
3 Sandip Khanal Member
4 Kalpana Bista Secretary

Aforementioned sub-committee meets as and when required. The strategies of Micro Finance are decided and
monitored on regular basis and decision are taken collectively by this committee.

5.1.1 Liquidity Risk
Liquidity has been actively monitored at an appropriate frequency. Routine reporting, Trend Analysis and
Budget Variance Analysis was in place to BOD and through the ALCO and Risk Management Committee.

5.1.2 Interest Rate Risk

Interest rate risk is the potential that a change in overall interest rates will increase the cost of funds. To limit
this risk, Laghubitta has arranged for diversified funding sources in addition to its core deposit base and has
implemented a policy of managing assets with interest rates in mind, monitoring interest rates on a regular
basis, and making repayment accordingly.

5.1.3 Credit Risk

"The risk of potential loss because of counterparty failure to meet its obligations to pay the credit obtained
from Micro Finance as per the agreed terms is known as credit risk. A loan application form which has been
used by Micro Finance, includes all the relevant data and information required for assessment of borrowers’
background, business and experience, financial statement of borrower, credibility, sector wise analysis etc.

The credit policy of Micro Finance has been guided by NRB Directives, Sector wise/ Product wise reporting
of risk assets on monthly basis, reporting of top borrowers and their analysis"

5.1.4 Operational Risk

Operational Risk is defined as the risk of potential loss resulting from inadequate or failed internal processes,
people and systems or from the impact of external events, including legal risks for the Laghubitta. Opera-
tional Risk is pervasive across all the functions of the Laghubitta and is influenced by all resources, including
human resource, systems and procedural designs, deployed by the Laghubitta to carry out those functions.
Operational Risk can be caused by both internal and external sources such as fraud, business interruptions,
system failures, damage to physical infrastructure, failure in execution and service delivery, inherent risks in
products, customers, inadequacy in procedures or flawed process designs, and business practices. The risk can
occur in any business function or the business supporting functions.

5.2 Capital Management
The Laghubitta's capital management policies and practices support its business strategy and ensure that it is
adequately capitalized to withstand even in severe macroeconomic downturns. The microfinance is a licensed

institution providing financial services therefore it must comply with capital requirement of Nepal Rastra
Bank.

(i) Qualitative disclosures

Nepal Rastra Bank has directed the Microfinance to develop own internal policy, procedures and structures
to manage all material risk inherent in business for assessing capital adequacy in relation to the risk profiles
as well as strategies for maintaining capital levels. This includes basic requirements of having good gover-
nance, efficient process of managing all material risks and an effective regime for assessing and maintaining
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adequate capital. The Microfinance has BODs approved risk management policies for proper governance. The
Microfinance has developed a comprehensive ICAAP document which is subject to review every year. The
ICAAP has two major components; first is an internal process to identify, measure, manage and report risks
to which the microfinance is exposed or could be exposed in the future; and second is an internal process to
plan and manage a microfinance’s capital so as to ensure adequate capital. Nepal Rastra Bank has directed the
Microfinance to develop own internal policy, procedures and structures to manage all material risk inherent
in business for assessing capital adequacy in relation to the risk profiles as well as strategies for maintaining
capital levels. This includes basic requirements of having good governance, efficient process of managing all
material risks and an effective regime for assessing and maintaining adequate capital.

5.3 Classification of Financial Assets and Financial Liabilities
The financial assets and liabilities are classified in Amortized Cost, fair value through profit and loss and fair
value through other comprehensive income. The following table exhibit the classification of financial assets

and liabilities:
As on Ashad End 2081

Amorized Cost (NPR.) | FVTOCI | Toal (NPR)

Financial Assets

Cash and Cash equivalent 15,980,423 - 15,980,423
Statutory Balances and Due from Nepal 26,194,331 - 26,194,331
Rastra Bank

Placement with Bank & Financial Institutions 567,725,312 - 567,725,312
Derivative Financial Instruments - - -
Other Trading Assets - - -
Loan and Advances to MFIs & Cooperatives - - -
Loans and Advances to Customers 4,242.,635,376 - 4,242.635,376
Investment Securities - 1,000,000 1,000,000

Current Tax Assets - - -
Investment Property - - -
Property and Equipment - - -
Goodwill and Intangible assets - - -
Deferred Tax Assets - - .
Other Assets - - N
Total Financial Assets 4,852,535,443 1,000,000 4,853,535,443
Financial Liabilities

Due to Bank and Financial Institutions - - .
Due to Nepal Rastra - - -
Derivative Financial Instrument - - -
Deposits from Customers 1,582,064,180 - 1,582,064,180
Borrowing 2,776,891,693 - 2,776,891,693
Current Tax Liabilities - - ;
Provisions - - .
Deferred Tax Liabilities - - )
Other Liabilities - - .
Debt Securities Issued - - ;
Subordinated Liabilities - - B,
Total Financial Liabilities 4,358,955,872 - 4,358,955,872
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5.4 Segment Analysis
The Microfinance’s operation is managed centrally through Head Office. All strategic, financial and opera-
tional policies and operations are controlled and directed from the head office. The Microfinance operates in
seven proveniences though has single jurisdiction details are mentioned below:
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5.5 Share options and share based payment
There is no share-based payment made by the Microfinance.

5.6 Contingent liabilities and commitment
The Microfinance discloses amount as contingent liabilities when it undertakes to make a payment on behalf
of its customers for guarantee issued as part of its transactions for which no obligation will arise at the end
of the reporting period. Other contingent liability can arise in respect of taxes and other regulatory liabilities.
Though Micro Finance has been complying with applicable laws and regulation it may be subject to regulatory
action which may result in material financial liability to the Micro Finance and are difficult to predict. None
of such material claim exist at the end of reporting date.

When the Micro Finance has confirmed its intention to provide funds to a customer or on behalf of a custom-
ers in the form of loans and advances, future guarantee and the Micro Finance has not made the payment at
the end of reporting period, those instruments are included in the financial statements as commitment.

Contingent liabilities and commitments have been disclosed in Note 4.26.

5.7 Related Parties Disclosures
Followings are the related parties to the Micro Finance as per NAS 24” Related Parties Disclosures™

i. 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, Chief Executive Officer, and other higher-level
employee of the Microfinance. The name of the key management personnel who were holding various posi-
tions in the office during the year (As at Ashad end 2081) were as follows:

Name of Key Management Personnel Designation

Shiva Prasad Gyawali CEO
Khyamkanta Aryal Manager

Birat Pati Nath Gachhadar Manager
Manarupa Paudel Assistant Manager
Top Bahadur Raskoti Assistant Manager

5.7.1 Compensation to Key Management Personnel

The members of Board of Directors are entitled for meeting allowances. Salary and allowances are provided
to Chief Executive Officer and other member of Key Management Personnel (KMP). Salary and Allowances
paid to the Chief Executive Officer is based on the contract entered by the Microfinance with him whereas
compensation paid to other member of KMP are governed by Employees Byelaws and decisions made by
management time to time in this regard. In addition to salaries and allowances, non- cash benefits like vehicle
facility, subsidized rate employees’ loan, and termination benefits are also provided to KMP.

The details relating to compensation paid to key management personnel (Director’s only) were as follows:

Particulars FY 2080.81 FY 2079.80
Director’s Fee (including all BoD level committee) 600,000 477,000
Other Expenses 424,688 349,054
Total 1,024,688 826,054
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The details relating to compensation paid to key management personnel other than directors were as follows:

Name Position Remuneration
Shiva Prasad Gyawali CEO 2,987,466
Khyamkanta Aryal Manager 1,100,678
Birat Pati Nath Gachhadar Manager 970,079
Manarupa Paudel Assistant Manager 976,100

Top Bahadur Raskoti Assistant Manager 913,033

Besides above remuneration, vehicle facilities were provided to key management personnel. Above amount also
includes the retirement facilities.

5.8 Goodwill on Business Combination

During the fiscal year 2076/77, the Microfinance had merged with erstwhile Aarambha Laghubitta Bittiya
Sanstha Limited (AMFI) and commenced joint operations from 22 Ashad 2077. The Microfinance has issued
644,280 units of shares to shareholders of AMFI as purchase consideration on the basis of swap ratio of 1
shares of ACLBSL for each share of AMFI recommended by an independent valuator in accordance with
Merger and Acquisition Bylaw 2073 issued by the Central Bank. Similarly, during the fiscal year 2078/79, the
Microfinance had acquired Deurali Laghubitta Bittiya Sanstha Ltd and commenced joint operations from 30
Kartik 2078. Post-acquisition, Deurali shareholders had received 0.84 shares of ACLBSL for each share of Deu-
rali(swap ratio of 84%). The Microfinance had adopted conventional way of booking swap gain from merger
and acquisition as per point 9(Kha) of NRB Merger and Acquisition Bylaws, 2073 then. However, after the
issuance of this Explanatory Note, the Carve-out no. 3 and 4 on NFRS 3: Business Combination issued by
ICAN on 2077.07.25 stands withdrawn and revised treatment is applicable for Goodwill computation. Para 32
of NERS 3 states that “The acquirer shall recognize goodwill as of the acquisition date measured as the excess

of (a) over (b) below:

(a) The consideration transferred measured in accordance with this NFRS, which generally requires acquisi-
tion date fair value

(b) The net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed
measured in accordance with this NFRS.

As per Explanatory Note on Accounting for Business Combination dated 31 July 2022, Goodwill may be
measured in a business combination effected through exchange of equity interest of the acquirer by consider-
ing the business valuation of acquiree computed based on the similar terms as for the purpose of computing
swap ratio which is agreed by the parties involved and approved by regulator and AGM of the company and
hence is reflective of fair value. The excess of consideration paid by the acquirer over the business value of the
acquiree is only considered as goodwill because it represents the expected synergies and other benefits arising
from combining the businesses.
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"The calculation of Goodwill as per explanatory note is given below:"

a) Arambha Microfinance

Particulars Amount(Npr)

No. of shares 600,000
Additional shares from DDA date to Joint transaction date 44280
Total share at the time of joint transaction 644,280
SWAP ratio 100%
No. of shares issued 644,280
Net worth per share of CHLBS as per DDA 129.28
Purchase consideration 83,292,518
Business Value acquired 69,724,859
Goodwill 13,567,660.00

b) Deurali Microfinance

Particulars Amount (NPR)

No. of shares 240,000
Additional shares from DDA date to Joint transaction date -
Total share at the time of joint transaction 240,000
SWAP ratio 84%

No. of shares issued 201,600
Net worth per share of ACLBSL as per DDA 118.67
Purchase consideration 23,924,598
Business Value acquired 14,122,040
Goodwill 9,802,558

The Microfinance has recognized NPR. 13,567,660 and NPR. 9,802,558 as Goodwill of Arambha Microfinance
and Deurali Microfinance respectively and apportioned under other Reserve of equity. Since the recoverable
amount is higher than carrying amount of the Cash Generating Unit (CGU) (value in use), goodwill allocated
is not impaired.

5.9 Additional disclosures of non-consolidated entities
There are no further disclosures to be made as per NFRS requirements.

5.10 Events after reporting date.
There are no other events after Reporting Date affecting financial status as on Ashad end, 2081.

5.11 Valuation Hierarchy

Following tables demonstrates the valuation hierarchy of Microfinance’s Assets and Liabilities. This fair value
may differ from the actual amount that may be received or paid on settlement, realization or maturity of those
Financial Assets and Liabilities.

Fair Value of Financial Assets and Liabilities Measured at Fair Value

The fair value measurement hierarchy is as follows:

Level 1  fair value measurements are those derived from unadjusted quoted prices in active markets for iden-
tical assets or liabilities.
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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 there are unobservable inputs of the instruments. The inputs are not based
on observable market data.

Unquoted equity As on Amount

Level 1 2079.03.32 -
2080.03.31 -
2081.03.31 -

Level 2 2079.03.32 -
2080.03.31 -
2081.03.31 -

Level 2 2079.03.32 1,000,000
2080.03.31 1,000,000
2081.03.31 1,000,000

5.12 Impairment of financial assets

At each reporting date, the Microfinance has assessed whether there exists 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 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 can include significant financial difficulty of the borrower
ot issuet, default or delinquency by a borrower, restructuring of aloan 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.

5.12.1 Use of Carve Outs for Financial Assets

a. For Impairment Calculation

An entity shall 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 of NAS 39: Financial Instruments: Recognition and Measurement, to determine the
amount of any impairment loss unless the entity is Microfinance or financial institutions registered as per Bank
and Financial Institutions Act, 2073. Bank and Financial Institutions shall measure impairment loss on loan and
advances as higher of amount derived as per prudential norms prescribed by Nepal Rastra Bank and amount
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determined as per paragraph 63. However, bank and financial institutions shall apply paragraph 63 of NAS 39:

Financial Instruments: Recognition and Measurement to determine the amount of impairment loss on fi
assets other than loan and advances.

nancial

The Microfinance for the financial years 2080/81 has assessed the impairment under NFRS impairment model
and under NRB Directives. Since the impairments under NRB directives are more than under NFRS, the
Microfinance has recognized impairment calculated under NRB directives. Following table below depicts the

calculation of impairment allowance as per NFRS and as per NRB Directives:

Particulars 31st Ashad 2081 31st Ashad 2080

Loans and advances to Customers & BFIs (excluding staff 4,297,961,327 4,659,956,635

loan, AIR and impairment) (A)

Less:

Impairment allowances (a + b) 55,325,950 55,724,502

Collective Allowances (a) 11,537,796 12,878,610

Individual Allowances (b) 43,788,154 42,845,892

Impairment as percentage of Total Loans and advances 1.29% 1.20%
Impairment recoginized as per Directive 4 of NRB directive

Particulars 31st Ashad 2081 31st Ashad 2080

Loan Loss Provision as per NRB Directive-Alternative 1 55,325,950.43 55,724,502.00

Impairment Loss as per NFRS-Alternative 2 15,577,313.35 45,836,111.00

Loss provision recoginized in Financial statement (higher 55,325,950.43 55,724,502.00

of the two alternative)

5.13 Disclosures of Gross Amount of Loan and Advances as per Regulatory Classification

5.13.1 Disclosures of Gross Amount of Loan and Advances and Provision as per Regulatory Classification

Particulars 2081 Ashad 2080 Ashad Change in
Loan Amount % Loan Amount Loan Amount

Pass 3,554,331,281 83% 3,980,624,295 85% (426,293,014) 3%
Watchlist 116,390,017 3% 83,370,322 2% 33,019,695 1%
Restructured 446,354,678 10.39% 427,869,446 9% 18,485,232 1%
Performing Loan  4,117,075,976 96%  4,491,864,062 96% (374,788,086) -1%
Substandard 39,276,987 1% 12,876,652 0% 26,400,335 1%
Doubtful 31,321,671 1% 81,484,855 2% (50,163,185) -1%
Loss 110,286,693 3% 73,731,065 2% 36,555,628 1%
Non-Performing 180,885,351 4% 168,092,573 4% 12,792,778 1%
Loan

Total Loan 4,297,961,327 100.00%  4,659,956,635 (361,995,308) 0
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Particulars 2081 Ashad 2080 Ashad Change in
LLP Amount % LLP Amount LLP Amount %

Pass 11,537,796 21% 12,878,610 23% (1,340,814) 2%
Watchlist 1,447,561 3% 330,792 1% 1,116,770 2%
Restructured 5,389,466 9.74% 8,792,306 16% (3,402,339) -6%
Performing Loan 18,374,824 33.21% 22,001,708 (3,626,884) -6.27%
Substandard 2,074,032 3.75% 1,057,891 2% 1,016,141 2%
Doubtful 3,125,317 5.65% 11,332,956 20% (8,207,639) -15%
Loss 31,524,069 56.98% 21,331,947 38% 10,192,122 19%
Additonal Provi- 227,708 0.41% 0% 227,708 0%
sion by Auditor

Non-Performing 36,951,126 66.79% 33,722,794 60.52% 3,228,332 6.27%
Loan

Total Loan 55,325,950 100.00% 55,724,502 100.00% (398,551) 0.00%
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Deferred Tax Calculation

2080-81
Through PL
WDV on Assets 18,396,462 8,437,919 (9,958,543)
Loans and advances to customer -
Leave Encashment 23,585,995 (23,585,995)
Gratuity provision 27,670,499 (27,670,499)
ROU of assets (51,057,277) 51,057,277
Lease Rental payable 54,526,336 (54,526,336)
Acturial (Gain)/Loss -
Through OCI
Acturial Gain/Loss - -
Fair Value reserve(Investment in shares) -
Total (64,684,096)
Tax rate 30%
Defered tax (Assets)/Liabilities (19,405,229)
Opening defered tax assets (20,621,068)
Defered Tax Expense/(Income) to be recognised 1,215,840
Defered Tax Expense/(Income) to be recognised 1,562,282.70
Through OCI
Defered Tax Expense/(Income) to be recognised (346,443)

Through PL
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Accounting Base

Through PL

WDV on Assets

Loans and advances to customer
Leave Encashment

Gratuity provision

ROU of assets

Lease Rental payable

Loss from Deurali

Acturial (Gain)/Loss

Through OCI

Acturial Gain/Loss

Fair Value reserve(Investment in shares)
Total

Tax rate

Defered tax (Assets)/Liabilities
Opening defered tax assets

19,181,374

13,877,091

25,540,367
16,914,653
(3,931,406)
6,582,672
9,934,869

8,391,456

(5,304,283)
(25,540,367)
(16,914,653)
3,931,406
(6,582,672)
(9,934,869)

(8,391,456)
(68,736,894)
30%
(20,621,068)
(21,726,287)

Defered Tax Expense/(Income) to be recognised 1,105,219
Defered Tax Expense/(Income) to be recognised 613,857
Through OCI
Defered Tax Expense/(Income) to be recognised 491,362
Through PL
Defered Tax Expense/(Income) to be recognised Through OCI
79/80 613,856.70
78/79 (1,924,627)
77/78 (464,315)
76/77 (742,352)
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I. On- Balance-Sheet Items
Description Weight % Current period
Amount (NPR.)

Cash Balance 0 15,980,423 -
Gold (Tradable) 0 - -
NRB Balance 0 26,194,331 -
Investment to Govt. Bond 0 - -
Investment to NRB Bond 0 - -
Loan against own FD 0 - -
Loan against Govt. Bond 0 - -
Accrued Interests on Govt. Bond 0 - -
Investment to Youth and Small Entrepreneurs 0 - -
Balance on domestic banks and financial institutions 20 567,725,312 113,545,062
Loan against other banks' and financial institutions' FD 20 - -
Foreign bank balance 20 - -
Money at call 20 - -
Loan against internationally rated bank guarantee 20 - -
Investment to internationally rated Banks 20 - -
Inter-bank lending 20 - -
Investment on shares/debentures/bonds 100 1,000,000 1,000,000
Investment on shares/debentures/bonds 100 - -
Loans & advances, bills purchase/discount 100 4,297,961,327 4,297,961,327
Fixed assets 100 7,096,706 7,096,706
Net interest receivables (Toral IR - 8 - Interest supsense) 100 - -
Other assets (Except advance tax payment) 100 230,609,577 230,609,577
Net Non-Banking Asset 100 - -
Real estate/residential housing loans exceeding the limit 150 - -
Total On-Balance-sheet Items (A) 5,146,567,675 4,650,212,671

II. Off- Balance-Sheet Items

Description Weight % Current period
Amount (NPR.) RWA
Bills collection 0 - -
Forward foreign exchange contract 10 - -
L/C with maturity less than six months (Outstanding) 20 - -
Guarantee against International rated bank's counter 20 - -

L/C with maturity more than six months (Outstanding 50 - -

Bid bond, performance bond and underwriting 50 - -
Loan sale with repurchase agreement 50 - -
Advance payment guarantee 100 - -
Financial and other guarantee 100 - -
Irrevocable loan commitment 100 - -
Possible liabilities for income tax 100 - -
All types of possible liabilities including acceptance 100 - -
Rediscounted bills 100 - -
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Unpaid portion of partly paid share investment

100 -

Unpaid guarantee claims 200 - -
Amount to be maintained for operational risk (2%) 100 102,931,354 102,931,354
Total Off-Balance-sheet Items (B) 102,931,354 102,931,354
Total Risk Weighted Assets (A) + (B) 5,249,499,029 4,753,144,025
III. Total Qualifying Capital
Particulars Amount (NPR.)

Core Capital (Tier 1) 368,497,301

Supplementary Capital (Tier 2) 13,213,065

Total Capital Fund 381,710,367

Risk Weighted Exposures 4,753,144,025
IV. Capital Adequacy Ratio
Minimum capital Fund to be maintained based on Risk Weighted Assets:

Minimum Capital Fund Required (8.0 % of RWA) 380,251,522

Minimum Core Capital Required (4.0 % of RWA) 190,125,761

Capital Fund maintained (in %) 8.03%

Core Capital maintained (in %) 7.75%
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Capital Structure and Capital Adequacy

A. Tier 1 Capital and a breakdown of its components:

Particulars Amount (NPR.)

Paid up Equity Share Capital 367,143,409

Share Premium -

Proposed Bonus Equity Shares -
Statutory General Reserves 46,669,229
Retained Earnings (49,155,337)
Un-audited current year cumulative profit/(loss) -
Capital Redemption Reserve -
Capital Adjustment Reserves 3,840,000
Dividend Equalization Reserves -
Bargain Purchase Gain -
Deferred Tax Reserve -
Other Free Reserve -
Less: Goodwill -
Less: Intangible Asset -
Less: Fictitious Asset -
Less: Deferred Tax Asset -
Less: Investment in equity of Licensed Financial Institutions -
Less: Investment in equity of Institutions with financial interests -
Less: Investment in equity of institutions in excess of limits -
Less: Investments arising out of underwriting commitments -
Less: Purchase of Land & Building in excess of limit & unutilized -
Less: Reciprocal crossholdings -
Less: Other Deductions -

Total Tier 1 Capital (Core Capital) 368,497,301

B. Tier 2 Capital and a breakdown of its components:

Particulars Amount (NPR.)

Cumulative and/or Redeemable Preference Share -
Subordinated Term Debt -
Hybrid Capital Instruments -
General loan loss provision 12,985,357
Additioanl Loan Loss Provison 227,708
Exchange Equalization Reserves -
Investments Adjustment Reserves -
Assets Revaluation Reserves -

Special Reserve Fund -

Total Tier 2 Capital (Supplementary Capital) 13,213,065

(iii) Compliance with external requirement
The Laghubitta has compiled with externally imposed capital requirements to which it is subject and there is no
such consequence where the institutions has not compiled with those requirements.
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Aarambha Chautari Laghubitta Bittiya Sanstha Limited
PRINCIPAL INDICATOR

For the year ended 31st Ashadh 2081 (15 July 2024

FY 2080.81 | FY 2079.80

Net Profit/ Gross Income Percent 0.09% -7.53%
Earnings Per Share NPR 0.19 -16.50
Market Value Per Share NPR 1230.00 650.00
Price Earning Ratio Ratio  6631.505202  -39.39953457
Dividend (including bonus) on Share Capital Percent 0.00 0.00
Cash Dividend on Share Capital Percent 0.00 0.00
Interest Income/ Loans and Advances and Investments Percent 16.28% 16.25%
Staff Expenses/ Total Operating Expenses Percent 73.65% 72.91%
Interest Expenses/ Total Deposits & Borrowings Percent 9.68% 10.57%
Exchange Gain/ Total Income Percent 0.00% 0.00%
Staff Bonus/ Total Staff Expenses Percent 0.53% 0.00%
Net Profit/Total Loans & Advances Percent 0.02% -1.30%
Net Profit/ Total Assets Percent 0.01% -1.21%
Total Loans & Advances/ Total Deposits Percent 271.67% 314.49%
Total Operating Expenses/ Total Assets Percent 6.12% 6.32%
Capital Adequacy (On Risk Weighted Assets)

a. Core Capital Percent 7.75% 6.23%

b. Supplementary Capital Percent 0.28% 0.37%

c. Total Capital Fund Percent 8.03% 6.60%
Non-Performing Loan/ Total Loans & Advances Percent 1.91% 3.62%
Weighted Average Interest Rate Spread Percent 8.71% 9.45%
Book Net Worth (Per Share) NPR 1394.44 1367.58
Number of Shares Nos. 3671434 3671434
No. of Staff Nos. 451 543
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Total Staff Loan catagory
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