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G.P.O. Box: 3423
Kosi Compound, Dillibazar
Kathmandu, N

= Chartered Accountants »

INDEPENDENT AUDITOR’S REPORT TO Ve v
THE SHAREHOLDERS OF MEROMICROFINANCE LAGHUBITTA BITTIYA SANSTHA LIMITED

Report on the Audit of Financial Statements

Opinion

We have audited the financial statements of Meromicrofinance Laghubitta Bittiya Sanstha Limited ("the Bittiya
Sanstha"), which comprises the statement of financial position as at Ashad 31, 2081 (corresponding to July 15,
2024), the statement of profit or loss, the statement of other comprehensive income, the statement of changes

in equity, the statement of cash flow for the year then ended, and a summary of significant accounting policies
and other explanatory information prepared in accordance with Nepal Financial Reporting Standards.

In our opinion and to the best of our information and according to the explanations given to us, the financial
statement of the Bittiya Sanstha present fairly, in all material respect, the financial position of the Bittiya Sanstha
as at Ashad 31, 2081 (July 15, 2024) and its financial performance, the statement of other comprehensive
income, the statement of changes in equity and the statement of cash flow statement for the year then ended
in accordance with the Nepal Financial Reporting Standards.

Basis for Opinion

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

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit
of the consolidated financial statements of the current period and include most significant assessed risks of
material misstatement (whether or not due to fraud) identified including those which has greatest effect on
overall audit strategy, allocation of resources in the audit and directing effort of the engagement team. We have
summarized below key audit matters, in descending order of audit significance, in arriving at our audit opinion
above, together with our key audit procedures to address those matters and, as required for public interest
entities, our results from those procedures. These matters were addressed in the context of our audit of the
financial statements as 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
Key Audit Matter [ How the Key Audit Matter was Addressed |

Impairment of Loans and Advances to | We planned and tested the operating effecuveness of key controls

| model pursuant to NFRS 08 and Nepal Rastra Bank

Customers including

Recognition of Interest income and collection
Allowances for impairment of loans and advances to
customers have been made based on incurred loss

(NRB) regulations, as applicable. The Bittiya
Sanstha is required to apply its judgment and
estimation to determine allowances for impairment.
In  addition, assessment of allowances for
impairment is  important as the regulatory
requirement requires for higher of the incurred loss
model (carve out) or NRB's directive (Interest
Recognition Guidelines).

The carrying value of the loans and advances to the
customers can be materially misstating if the Bittiya
Sanstha's  judgment and  estimaton  are
inappropriate.

established by the Bittiya Sanstha to identify loss events and for
determining the extent of provisioning required agamnst nan-
performing loans and advances to customers

The testing of controls include testing of controls over correct
identification and classification of non-performing loans and
advances to customers on time-based criteria; control over
statistical models used to calculate the incurred loss in
accordance with incurred loss model; control over monitoring of |
loans and advances to customers with higher risk default; control |
over accurate computation and recording of provisions; and |
control over the governance and approval process related to |

| provisions including continuous reassessment by the Biftiya |

Sanstha's Management |

We selected sample of loans and advances to customers |
checked instaliments of repayments and tested ciassification of
non-performing loans and advances to customers based on lhf‘
number_of days overdue;, evaluated the Bittiya Sa




The guidelines require suspension of interest
recognition on accrual basis for loans and advances
with overdue of more than 12 months whereas for
loan and advances with overdue interest/installment
for 3 to 12 months, interest recognition on accrual
basis is limited based on result of collateral testing
as specified. Given the lack of system capability to
suspend interest recognition based on overdue
status of loan and fair value of collateral as well as
review of fair valuation of coliateral on regular basis,
economic condition of the country, manual
intervention will be required in interest recognition
process and hence create risk of improper
application of the guidelines and determination of fair
value of the collateral. This may, in turn, have effect
on recognition of interest income of the Bittiya
Sanstha.

Considering the significance of the above matter o
the financial statements, we have identified this as a
key audit matter for the current year audit.

assessment for classification of loans ana advances to customers
as performing and non-performing based on repayment pattern,
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documentation, inspection and through discussion with the Bittiya |

Sanstha's Management, assessment of control over mortgage. |

value of loans.

We selected sample of loans and advances to customers and
independently performed and reassessed whether there was a

need to classify loans and advances to customers as non- |

performing and compared our outcome ta that prepared by the
Bittiya Sanstha and raised guestions over various assumptions
and judgments which were used by fhe Bittiyva Sansthas
Management.

We assessed the appropriateness and adequacy of disciosures
against the relevant accounting standards and NRB reguirements
relating to allowances for impairment on loans and advances and
interest recognition, and considered to be acceptable

highly dependent on IT and other supporting
software and hardware controls. Adequate and
appropriate IT controls are required to ensure that IT
application process data are as expected,
appropriate user access and changes are made in
an appropriate manner. Such controls ensure
mitigating the expected risk of erroneous output
data. Audit outcome is dependent on the extant IT
controls and systems, and accordingly the abave
areas are determined to be as key audit matter

The entire preparation of financial statements is

We have carried out our audit procedures with Nepal Standards |

on Auditing guidelines towards implementation of IT policies

and procedures followed by the Bittiya Sanstha in order to
effectively monitor, control, and evaluate the IT applications and
controls to

ensure effective implementation of such policies and procedures.
All the data in modified formats as required by various department
for smooth operation and easy reporting could not be retrieved
readily from the system and the vendor had to be contacted if
such modified data was required by Bittiya Sanstha

Information Other than the Financial Statement and Auditors’ Report Thereon

The Bittiya Sanstha's Management is responsible for other information. Other information comprises
information included in the Management Letter, the Board of Directors and Chairman's Statement but does not
include financial statements and our auditor's report thereon.

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

In connection with our audit of the financial statements, our responsibility is to read other information and, in
doing so, consider whether other information is materially inconsistent with the financial statements or our
knowledge obtained in the audit or otherwise appears to be materially misstated. If, based on the work, we have
performed, we conclude that there is a material misstatement of this other information, we are required to report
that fact. We have nothing to report in this regard.

Responsibilities 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 misstate 5
due to fraud or error.

whethe

In preparing the financial statements, management is responsible for assessing the Bittya Sansthas ability to
continue as a going concern, disclosing, as applicable matters related to going concern and using the going
concern basis of accounting unless management either intends to liquidate the Bittiya Sanstha or to cease
operations, or has no realistic alternative but to do so. =
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Those charged with governance are responsible for overseeing the Bittiya Sanstha's financial reporting
process.

Auditor's Responsibility for 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 Nepal Standards on Auditing will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in aggregate, they
could reasonably 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 Nepal Standards on Auditing, we exercised professional judgment and
maintained professional skepticism throughout the audit. We also:

= |dentified and assessed the risk of material misstatement of the financial statements. wnether due (o

fraud or error, designed and performed audit procedures responsive to those risks. and obtained audit

evidence 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 omission, misrepresentations, or the override of internal control,

= (Obtained an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances but not for the purpose of expressing an opinion of the
effectiveness of the Bittiya Sanstha's internal control.

= Evaluated the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the management.

= Concluded on the appropriateness of the management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cause significant doubt on the Bittiya Sanstha’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 to the related disclosure in the financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to the
date of our auditor's report. However, future events or conditions may cause the Bittiya Sanstha to
cease to continue as a going concern.

* Evaluated the overall presentation, structure, and content of the financial statlements, incuding the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.

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

We also provided those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicated with them all relationships and other matters that
may reasonably be thought to bear on our independence, and where applicable, related safeguards.

Report on Other Legal and Regulatory Requirements

We have obtained information and explanations asked for which, to best of cur knowledge and belief, were
necessary for the purpose of our audit. In our opinion, statements of financial position, statement of profit or
loss, statement of other comprehensive income, statements of changes in equity and statements of cash flows,
have been prepared in accordance with the procedure and format prescribed by Nepal Rastra Bank and are in
agreement with the books of account maintained by the Bittiya Sanstha. Proper books and records have been
kept as per law, so far as it appears, from our examination of those books and records of the Bittiya Sanstha
and from the reports of the other auditors.

In our opinion, so far as it appears from our examination of the books, the Bittiya Sanstha has maintained
adequate capital funds and adequate provision for possible impairment of assets.
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To the best of our information and according to explanations given to us and so far as it appears from our
examination of the books of account of the Bittiya Sanstha, we have not come across cases where Board of
Directors or any employees of the Bittiya Sanstha have acted contrary to the provisions of law or committed
any misappropriation relating to the accounts or caused loss or damage or acted in a manner to jeopardize the
interest and security of the Bittiya Sanstha, its depositors and investors

WY
\

Manmohan Raj Kafle, FCA
Executive Partner

Joshi & Bhandary
Chartered Accountants

Place: Kathmandu
Date: December 16, 2024
UDIN No:241217CAQ0106Vdsdm
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Meromicrofinance Laghubitta Bittiya Sanstha Ltd.

Statement of Financial Position

As at 31* Ashadh 2081
(NPR)
. As at As at
Particulars Note | 315t Ashadh 2081 | 31nd Ashadh 2080
Assets
Cash and Cash Equivalents 4.1 584,264,563 419,373,140
Statutory Balances and Due from Nepal Rastra Bank 4.2 60,357,490 63,557,490
Placement with Bank & Financial Institutions 43 - -
Derivative Financial Instruments 44 - -
Other Trading Assets 4.5 - -
Loans and Advances to MFIs & Cooperative 4.6 - -
Loans and Advances to Customers 4.7 13,756,742,914 13,916,645,766
Investment Securities 4.8 2,000,000 2,000,000
Current Tax Assets 49 14,902,108 18,066,494
Investment Property 4.10 - -
Property and Equipment 4.11 117,982,232 134,704,250
Goodwill and Intangible Assets 4.12 926,761 1,095,003
Deferred Tax Assets 4.13 36,637,459 32,672,164
Other Assets 4.14 108,574,195 107,466,302
Total Assets 14,682,387,722 14,695,580,610
. A A
Particulars Note 319 Ashadh 2081 | 31 Ashadh 2080
Liabilities
Due to Bank and Financial Institutions 4.15 - -
Due to Nepal Rastra Bank 4.16 - -
Derivative Financial Instruments 4.17 - -
Deposits from Customers 4.18 3,407,984,072 3,424,775,873
Borrowings 4.19 8,368,320,721 8,605,107,399
Current Tax Liabilities 4.9 - -
Provisions 4.20 - -
Deferred Tax Liabilities 4.13 - -
Other Liabilities 4.21 862,144,119 763,412,426
Debt Securities Issued 422 - -
Subordinated Liabilities 423 - -
Total Liabilities 12,638,448,912 12,793,295,698
Equity
Share Capital 4.24 1,320,000,000 1,320,000,000
Share Premium - -
Retained Earnings 107,141,100 75,621,750
Reserves 4.25 616,797,710 506,663,162
Total Equity 2,043,938,810 1,902,284,912
Total Liabilities and Equity 14,682,387,722 14,695,580,610
Contingent Liabilities and Commitments 4.26 - -
Net Assets Value per share 154.84 144.11
As per our Report of even date
Kalyan Bikram Pande Nepal Bhusan Shrestha Suman Mulepati Sajana Manandhar Badri Prasad Pudasaini
Chairman Director Director Director Director (Public)
Gyanu Krishna Adhikari Ayush Ojha Ram Hari Dahal Raju Prasad Pudasaini CA. Manmohan Raj Kafle
Director (Public) Director (Independent) Chief Executive Officer Chief Finance Officer Managing Partner

Date: 2081/09/01
Place: Sitapaila, Kathmandu

g

Joshi & Bhandari
Chartered Accountants
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Meromicrofinance Laghubitta Bittiya Sanstha Ltd.

Statement of Profit or Loss
For the year ended 31* Ashadh 2081

(NPR)
Particulars Note Current Year Previous Year
Interest Income 4.27 2,013,459,213 2,238,538,033
Interest Expense 428 (1,131,775,133) (1,471,522,005)
Net Interest Income 881,684,080 767,016,028
Fee and Commission Income 4.29 99,531,374 90,073,610
Fee and Commission Expense 4.30 - -
Net Fee and Commission Income 99,531,374 90,073,610
Net Interest, Fee and Commisson Income 981,215,454 857,089,638
Net Trading Income 431 - -
Other Operating Income 432 170,120 68,811
Total Operating Income 981,385,573 857,158,449
Impairment (Charge)/ Reversal for Loans and Other Lossess 433 (112,887,463) (125,420,327)
Net Operating Income 868,498,110 731,738,122
Operating Expense
Personnel Expenses 4.34 (474,165,207) (482,917,872)
Other Operating Expenses 4.35 (137,168,124) (136,732,560)
Depreciation & Amortisation 4.36 (41,999,563) (42,925,796)
Operating Profit 215,165,216 69,161,894
Non Operating Income 437 1,028,717 5,024,700
Non Operating Expense 4.38 (617,459) -
Profit Before Income Tax 215,576,474 74,186,594
Income Tax Expense 4.39
Current Tax (73,317,698) (33,239,926)
Deferred Tax 3,458,861 6,519,794
Profit for the Year 145,717,638 47,466,462
Profit Attributable to:
Equity-holders of the Financial Institution 145,717,638 47,466,462
Profit for the Year 145,717,638 47,466,462
Earnings per Share
Basic Earnings per Share 11.04% 3.60%
Diluted Earnings per Share 11.04% 3.60%
As per our Report of even date
Kalyan Bikram Pande Nepal Bhusan Shrestha Suman Mulepati Sajana Manandhar Badri Prasad Pudasaini
Chairman Director Director Director Director (Public)
Gyanu Krishna Adhikari Ayush Ojha Ram Hari Dahal Raju Prasad Pudasaini CA. Manmohan Raj Kafle
Director (Public) Director (Independent) Chief Executive Officer Chief Finance Officer Managing Partner

Date: 2081/09/01
Place: Sitapaila, Kathmandu

Joshi & Bhandari
Chartered Accountants
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Meromicrofinance Laghubitta Bittiya Sanstha Ltd.

Statement of Other Comprehensive Income
For the year ended 31 Ashadh 2080

(NPR)

Particulars

Note

Current Year Previous Year

Profit for the year

145,717,638 47,466,462

Other Comprehensive Income, Net of Income Tax

a) Items that will not be reclassified to profit or loss

measured at fair value

Gains/ (losses) from investment in equity instruments

Gains/ (losses) on revaluation

Actuarial gains/(losses) on defined benefit plans

(1,688,112) (3,639,321)

Income tax relating to above items

506,434 1,091,796

to profit or loss

Net other comprehensive income that will not be reclassified

(1,181,678) (2,547,525)

b) Items that are or may be reclassified to profit or loss

Gains/ (losses) on cash flow hedge

assets of foreign operation)

Exchange gains/ (losses)(arising from translating financial

Income tax relating to above item

Reclassify to profit or loss

reclassified to profit or loss

Net other comprehensive income that are or may be

Other Comprehensive Income for the year, Net of Income Tax

(1,181,678) (2,547,525)

Total Comprehensive Income for the Year

144,535,959 44,918,937

Total Comprehensive Income for the Period

144,535,959 44,918,937

Kalyan Bikram Pande Nepal Bhusan Shrestha
Chairman Director
Gyanu Krishna Adhikari Ayush Ojha
Director (Public) Director (Independent)

Date: 2081/09/01
Place: Sitapaila, Kathmandu

Suman Mulepati
Director

Ram Hari Dahal
Chief Executive Officer

As per our Report of even date

Badri Prasad Pudasaini
Director (Public)

Sajana Manandhar
Director

Raju Prasad Pudasaini
Chief Finance Officer

CA. Manmohan Raj Kafle
Managing Partner

Joshi & Bhandari
Chartered Accountants
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Meromicrofinance Laghubitta Bittiya Sanstha Ltd.

Statement of Cash Flows
For the year ended 31 Ashadh 2081

(NPR)
Particulars Current Year Previous Year

CASH FLOWS FROM OPERATING ACTIVITIES

Interest Received 2,117,667,423 2,311,075,623
Fee and Other Income Received 99,531,374 90,073,610
Dividend Received - -
Receipts from Other Operating Activities 1,028,717 5,024,700
Interest Paid (1,110,804,440) (1,368,787,247)
Commissions and Fees Paid - -
Cash Payment to Employees (440,279,838) (510,851,079)
Other Expenses Paid (137,168,124) (136,732,560)
?3;:?:::5 Cash Flows before Changes in Operating Assets and 529,975,113 389,803,047
(Increase)/Decrease in Operating Assets (62,554,278) 2,238,856,627
Due from Nepal Rastra Bank 3,200,000 8,998,910
Placement with Banks and Financial Institutions - -
Other Trading Assets - -
Loans and Advances to Bank and Financial Institutions - -
Loans and Advances to Customers (70,167,961) 2,236,463,546
Other Assets 4,413,682 (6,605,829)
Increase (Decrease) in Operating Liabilities (198,310,738) (2,377,643,860)
Due to Banks and Financials Institutions - -
Due to Nepal Rastra Bank - (608,000,000)
Deposit from Customers (16,791,801) 5,691,416
Borrowings (236,786,678) (1,786,424,385)
Other Liabilities 55,267,740 11,089,109
Net Cash Flow from Operating Activities before Tax Paid 269,110,096 251,015,813
Income Tax Paid (70,153,312) (46,418,745)
Net Cash Flow from Operating Activities 198,956,785 204,597,069
CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of Investment Securities - (49,347,512)
Receipts from the Sale of Investment Securities - 48,593,956
Purchase of Property and Equipment (7,089,546) (6,527,161)
Receipts from Sale of Property and Equipment - 73,958
Purchase of Intangible Assets (282,500) -
Receipt from sale of intangible assets - -
Purchase of Investment Properties - -
Receipts from the Sale of Investment Properties - -
Interest Received - -
Dividend Received - -
Net Cash Used in Investing Activities (7,372,046) (7,206,759)

CASH FLOWS FROM FINANCING ACTIVITIES

Receipts from Issue of Debt Securities

Repayment of Debt Securities

Receipt from Issue of Subordinated Liabilities

Repayments of Subordinated Liabilities
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Particulars Current Year Previous Year

Receipt from Issue of Shares - -
Dividends Paid - (104,880,000)
Interest Paid - -
Other Receipt/Payment (26,693,316) (24,781,034)
Net Cash from Financing Activities (26,693,316) (129,661,034)
Net Increase (Decrease) in Cash and Cash Equivalents 164,891,422 67,729,272
Cash and Cash Equivalents at Shrawan 01, 2078 419,373,140 351,643,868
Effect of Exchange Rate fluctuations on Cash and Cash Equivalents ) )
Held

Cash and Cash Equivalents at Ashadh 32, 2079 584,264,563 419,373,140

Kalyan Bikram Pande Nepal Bhusan Shrestha
Chairman Director
Gyanu Krishna Adhikari Ayush Ojha
Director (Public) Director (Independent)

Date: 2081/09/01
Place: Sitapaila, Kathmandu

Suman Mulepati
Director

Ram Hari Dahal
Chief Executive Officer

As per our Report of even date

Badri Prasad Pudasaini
Director (Public)

Sajana Manandhar
Director

Raju Prasad Pudasaini
Chief Finance Officer

CA. Manmohan Raj Kafle
Managing Partner

Joshi & Bhandari
Chartered Accountants
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Meromicrofinance Laghubitta Bittiya Sanstha Ltd.

Notes to the Financial Statements
For the year ended 31 Ashadh 2081

1. General Information of Reporting Entity

Meromicrofinance Laghubitta Bittiya Sanstha Limited is a National Level Microfinance Institution domiciled in
Nepal, registered as a Public Limited Company under Companies Act 2063 and Banking and Financial Institution
Act, 2063. The registered address of the microfinance or finance institution or bank is located at Battar, Nuwakot.
Mero Microfinance Laghubitta Bittiya Sanstha Limited is listed on Nepal Stock Exchange and is trading under the
code “MERO”. Mero Microfinance is involved in deprived sector lending at national level and has a network of 149
branch offices spread over 64 districts of Nepal.

2. Basis of Preparation

The Financial Statements of the Institution have been prepared on an accrual basis of accounting in accordance
with Nepal Financial Reporting Standards (NFRS) as published by the Accounting Standards Board (ASB) Nepal
and pronounced by The Institute of Chartered Accountants of Nepal (ICAN).

The preparation and presentation of the Financial Statements follow the requirements of format issued by Nepal
Rastra Bank in Directive No.4 of Unified NRB Directives, 2079 for Micro-finance Institutions.

The Financial Statements comprise the Statement of Financial Position, Statement of Profit and Loss, Statement of
Other Comprehensive Income, the Statement of Changes in 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 and pronounced by the ICAN and in the format issued
by NRB in directives No.4 of NRB Directive 2079.

2.2 Reporting Period and Approval of financial statement

The Institution 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 or after 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 accompanying Financial Statements have been adopted by the Board of Directors at its board meeting held
on Poush 1, 2081 and have been recommended for approval by shareholders in the 12th Annual General Meeting.

2.3 Functional and Presentation currency

Financial Statements are denominated in Nepalese Rupees (NPR), which is the functional and presentation
currency of the Microfinance. All financial information presented in NPR has been rounded to the nearest rupees
except where indicated otherwise.

24 Use of Estimates, Assumptions and Judgements

The Institution is required to apply the accounting policies that are most appropriate for the circumstance and
operating environment. NFRS requires the Institution to exercise judgement in making choice of specific accounting
policies and accounting estimates. The Institution, while complying with the reporting standards, makes critical
accounting judgments 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 assumptions made while making accounting estimates
are periodically reviewed and such revisions are recognized in the period in which the estimates are revised and

are applied prospectively.
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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 Changes in Accounting Policies

The Microfinance is required to adopt and apply the accounting policies in conformity with NFRS. The accounting
policies are applied consistently; changes, if any, are disclosed with the financial impact to the extent possible.

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. This may later be determined that a different choice could have been more appropriate.
The 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 standards issued but not yet effective

There have been amendments to the Standards issued by IASB and applicability of the new Standards have been
notified for IFRS. But, the amendments and new standards become applicable only when ASB Nepal pronounces
them. The standards and interpretations that are issued, but not yet effective, upto the date of issuance of the
financial statements are disclosed below. Microfinance intends to adopt these standards, if applicable, when they
become effective.

2.7 New Standards and Interpretation not adopted

The ICAN, on recommendation from ASBN, has issued following carve-outs in the implementation of NFRS at
licensed banks and financial institutions and has also prescribed alternative treatments explained below:

° NFRS 9 - “Financial Instruments”

Carve out from the requirement to incorporate all fees and points paid or received under contractual terms of a
financial instrument in the calculation of ‘Effective Interest Rate’ for the financial instrument as specified in para
5.4 of NFRS 9 unless it is immaterial or impracticable to determine such fees and points reliably.

Microfinance has adopted this alternative treatment in the case of loans and advances. As a result of this alternative
treatment, 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 for the loan. The upfront fees and commission are
recognized as income in the same period the loan is approved. The bank has assessed that this election is justifiable
in line with the principal of cost and benefit of adopting certain provisions in NFRS.

° NFRS 9 - “Financial Instruments”

Carve out from the requirement to determine impairment loss on financial assets - loans and advances by adopting
the ‘Expected Credit Loss Model’ as specified in para 5.5 of NFRS 9 unless the reporting entity is a bank or a financial
institution registered as per Bank and Financial Institutions Act 2073. Such entities shall measure impairment loss
on loans and advances at the higher of:

- amount derived as per norms prescribed by Nepal Rastra Bank for loan loss provisioning; and
- amount determined as per para 5.5 of NFRS 9.
2.8 Discounting

Discounting has been applied where realisation of assets and settlement of obligations are more than one year
and the impact is material. Various internal and external factors have been considered for determining the
discount rate to be applied to the cash flows of the Microfinance. Discount rates taken are based on the average
lending/deposit/base rate published by NRB in its annual reports.

3. Significant Accounting Policies

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

N
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3.1 Basis of Measurement

The financial statements have been prepared under the historical cost convention modified to

include the fair valuation to the extent required or permitted under NFRS as set out in the relevant
accounting policies. Financial information recorded and reported to comply with Directive of Nepal Rastra Bank
and relevant business practices followed by the Microfinance are disclosed separately, where there have been
deviations with recognition and presentation criteria of NFRS.

3.2 Cash and Cash Equivalent

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

3.3 Financial Assets and Financial Liabilities
Financial Asset is any asset that is:
= (Cash
= An equity instrument of another entity
= A contractual right:
- To receive cash or another financial asset from another entity; or

- To exchange financial assets or financial liabilities with another entity under
conditions that are potentially favourable to the entity; or

= A contract that will or may be settled by entity’s own equity instruments and is:

- A non-derivative for which the entity is or may be obliged to receive a variable
number of the entity’s own equity instruments; or

- A derivative that will or may be settled other than by the exchange of a fixed amount of
cash or another financial asset for a fixed number of the entity’'s own equity
instruments.

A financial liability is any liability that is:
= Contractual obligation:
- To deliver cash or another financial asset to another entity; or

- To exchange financial assets or financial liabilities with another entity under conditions
that are potentially unfavourable to the entity; or

= A contract that will or may be settled in the entity’s own equity instruments and is:

- A non-derivative for which the entity is or may be obliged to deliver a variable number
of the entity’s own equity instruments; or

- A derivative that will or may be settled other than by the exchange of a fixed amount of
cash or another financial asset for a fixed number of the entity’s own equity
instruments.

3.3.1 Recognition

The Financial Institution initially recognizes a financial asset or a financial liability in its statement of financial
position when, and only when, it becomes a party to the contractual provisions of the instrument. The Financial
Institution initially recognizes loans and advances, deposits, and debt securities/subordinated liabilities issued on
the date that they are originated, which is the date that the Financial Institution becomes a party to the contractual
provisions of the instruments. Investments in equity instruments, bonds, debentures, Government securities, NRB
bond or deposit auctions, reverse repos, outright purchase are recognized on the trade date at which the Financial

®
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Institution commits to purchase/acquire the financial assets. Regular purchase and sale of financial assets are
recognized on trade dates. All financial assets and liabilities are initially recognized at their cost value and are
subsequently presented as per NFRS based on the respective classification.

3.3.2 Classification

a)

b)

Financial Assets

The Financial Institution classifies the financial assets as subsequently on the following
basis based on the Financial Institution's business model for managing the financial assets and the
contractual cash flow characteristics of the financial assets:

Financial assets measured at fair value through amortised cost

The Financial Institution classifies a financial asset measured at amortised cost if both or the
following conditions are met:

® The asset is held within a business model whose objective is to hold assets in order to
collect contractual cash flows; and

® 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.

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
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.

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
Financial Institution 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 through other comprehensive income. Such assets are subsequently measured at fair value
and changes in fair value are recognized in other comprehensive income.

Financial Liabilities

The Financial Institution classifies the financial liabilities as follows:

Financial Liabilities at Fair value through Profit or Loss

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

Financial liabilities measured at Amortised cost

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

3.3.3 Measurement

a)

Financial assets at FVTOCI

On initial recognition, the Financial Institution 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
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loss is not reclassified to Statement of Profit and Loss on disposal of the investments.

Dividends on these investments in equity instruments are recognized in Statement of Profit and Loss
when the Financial Institution’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
arecovery of part of the 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 Financial Institution
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 amortised cost criteria or FVTOCI criteria are measured at FVTPL.
In addition, debt instruments that meet the amortised cost criteria or the FVTOCI criteria but are
designated as at FVTPL are measured at FVTPL.

A financial asset that meets the amortised 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.

Financials at FVTPL are measured at fair value at the end of each reporting period, with any gains or
losses arising on re-measurementrecognized in the Statement of Profit and Loss. Dividend on financial
assets at FVTPL is recognized when the Institution'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 the cost of the investment and the amount of dividend can
be measured reliably.

Financial liabilities at FVTPL

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

Financial liabilities that are not held-for-trading and are not designated as at FVTPL are measured
at amortised cost at the end of subsequent accounting periods. The carrying amount of financial
liabilities that are subsequently measured at amortised cost are determined based on the effective
interest method. Interest expense that is not capitalised as part of the cost of an asset is incorporated
in the 'Finance Expenses' line item.

The effective interest method is a method of calculating the amortised 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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3.3.4 De-recognition

3.3.5

3.3.6

. Derecognition of Financial Assets
The Financial Institution derecognizes a financial asset

- when the contractual rights to receive 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 assets are transferred; or

- in which the Institution neither nor retains substantially the risks and rewards of
ownership and

- it does not retain control of the financial asset.

Any interest in such transferred financial assets that qualified for derecognition that is created or
retained by the Financial Institution is recognized as a separate asset or liability. On derecognition of
a financial asset, the difference between the carrying amount of the asset, and the sum of;

a. The consideration received, and

b. Any cumulative gain or loss that had been recognized in other comprehensive income is
recognized in retained earnings.

The Financial institution 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.

L] Derecognition 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 de-recognition 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 the Statement of Profit or Loss.

Determination of fair value

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Assets and liabilities carried
at fair value or for which fair values are disclosed have been classified into three levels according to the
observability of the significant inputs used to determine the fair values. Changes in the observability of
significant valuation inputs during the reporting period may result in a transfer of assets and liabilities
within the fair value hierarchy. The Microfinance recognizes transfers between levels of the fair value
hierarchy when there is a significant change in either its principal market or the level of observability of the
inputs to the valuation techniques at the end of the reporting period.

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

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

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

Impairment

a) Impairment of Loans and Advances

The Microfinance assesses its loans and advances at each reporting date to determine whether an
impairment loss should be provided in the Statement of Profit or loss as per Incurred Loss Model which
is compared with the loss provision prescribed by NRB directive no. 2 amounting to Rs. 179,730,457.70
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and Rs. 462,179,947.99 respectively, with the higher amount as per NRB being recognized as the
impairment loss. Accrued Interest Receivable on loans has been considered under Loans and Advances
measured at Amortised Cost.

Loans to employees and its AIR provided according to the Employee Bylaws of the Microfinance are
presented under this head. In particular, the Management’s judgement is required in the estimation of
the amount and timing of future cash flows when determining the impairment loss. These estimates
are based on assumptions about several factors and hence actual results may differ, resulting in future
changes to the provisions made.

The individual impairment provision applies to financial assets evaluated individually for impairment
and is based on management’s best estimate of the present value of the future cash flows that are
expected to be received. In estimating these cash flows, management makes judgments about a
borrower’s financial situation and the net realisable value of any underlying collateral. Each impaired
asset is assessed on its merits, and the workout strategy and estimate of cash flows are considered
recoverable.

Individual assessment of impairment of exposures means establishing whether objective evidence
of impairment exists, estimation of the present value of future cash flows, and calculation of the
value of impairment for each individual receivable from the borrower included in this assessment.
No individual impairment has been considered for loans and advances of Microfinance as there are
thousands of homogeneous loans and advances disbursed within maximum loan limit and no evidences
of impairment can be observed individually.

The microfinance has considered impairment of all loans and advances on a collective assessment basis
and has categorised loans and advances on loan product types for this purpose. A collective impairment
provision is established for:

e Groups of homogeneous loans and advances that are not considered individually
significant; and

e Groups of assets that are individually significant but that were not found to be individually
impaired.

The collective provision for groups of homogeneous loans is established using statistical methods based
on historical loss rate experience, Loss Given Default (LGD) and Probability of Default (PD) computed
using the statistical analysis of historical data on delinquency to estimate the amount of loss for each
class of portfolio selected on the basis of its product, risk factor, collateral coverage, exposure group etc.
Management applies judgement to ensure that the estimate of loss arrived at, on the basis of historical
information, is appropriately adjusted to reflect the economic conditions and portfolio factors as at the
reporting date. The loss rates are regularly reviewed against actual loss experience.

In assessing the need for collective impairment, management considers factors such as credit
quality (for example, loan to collateral ratio, level of restructured performing loans), portfolio size,
concentrations and economic factors.

To estimate the required allowance, assumptions are made to define how inherent losses are modelled
and to determine the required input parameters, based on historical experience and current economic
conditions. The accuracy of the provision depends on the model assumptions and parameters used in
determining the collective provision.

The provision amount calculated as per NRB or NFRS, whichever is greater, is used for impairment of
the microfinance loans and advances.

Impairment of Financial Investments -Available-for-sale

Microfinance also records impairment charges on available-for-sale equity investments when there
has been a significant or prolonged decline in the fair value below their cost along with the historical
share price movements, duration and extent up to which the fair value of an investment is less than its
cost.

g
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c) Impairment of Non-Financial Assets

Microfinance assesses whether there are any indicators of impairment for an asset or a cash generating
unit (CGU) at each reporting date or more frequently, if events or changes in circumstances necessitate
to do so. This requires the estimation of the ‘Value in use’ of such individual assets or the CGUs.
Estimating ‘Value in use’ requires the management to make an estimate of the expected future cash
flows from the asset or the CGU and also to select a suitable discount rate in order to calculate the
present value of the relevant cash flows. This valuation requires the microfinance to make estimates
about expected future cash flows and discount rates and hence, they are subject to uncertainty.

Trading Assets
No trading assets were held by Microfinance during the year.
Property and Equipment

Recognition and Measurement
Property and Equipment are recognized if

e it is probable that future economic benefits associated with the assets will flow to the Financial
Institution

* the cost of the asset can be reliably measured
The cost includes expenditures that are directly attributable to the acquisition of the assets.

Microfinance has elected to measure Property, plant and equipment at cost less accumulated depreciation
and impairment losses, if any. Cost includes expenditures directly attributable to the acquisition of the
asset. Subsequent expenditure is capitalised if it is probable that the future economic benefits from the
expenditure will flow to the Microfinance. Ongoing repairs and maintenance to keep the assets in working
condition are expensed as incurred. Any gain or loss on disposal of an item of property and equipment
(calculated as the difference between the net proceeds from disposal and the carrying amount of the item)
is recognized within other income in profit or loss.

Assets with costs less than NPR 2,000 are charged off on purchase as revenue expenditure.

Capital Work in Progress

Fixed assets under construction and cost of assets not ready for use are shown as capital work in
progress.

Depreciation

Property and Equipment are depreciated from the date they are available for use on Written Down Value
method applying the Depreciation rates prescribed by Income Tax Act, 2058. The rates used for depreciation
of assets for the current and comparative period of significant items of property, plant and equipment are
as follows:

Property & Equipment Category Useful life/ (Depreciation Rate)
Building 5%
Leasehold Improvement Lease Period
Furniture & Fixtures 25%
Computer and Accessories 25%
Vehicles 20%
Office Equipment & Others 25%

Right of Use Assets have been depreciated over the lease period as explained in paragraph 3.14.

Derecognition

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

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

The carrying amount of property and equipment shall be derecognized on disposal or when no future
economic benefits are expected from its use or disposal. The gain or loss arising from the derecognition
of an item of property and equipment shall be included in the profit or loss when the item is derecognized
except for sale & leaseback transactions. The gain shall not be classified as revenue.

Goodwill and Intangible Assets

Intangible assets include software and licences and are accounted for in accordance with NAS 38 Intangible
Assets and NAS 36 Impairment of Assets. They are initially recognized when they are separable or arise
from contractual or other legal rights, the cost can be measured reliably and, in the case of intangible assets
not acquired in a business combination, where it is probable that future economic benefits attributable to
the assets will flow from their use.

Microfinance has elected to measure an item of Intangible Asset at the date of transition to NFRS at its fair
value and use that fair value as its deemed cost at that date as per para D5 Appendix D, NFRS-1. Intangible
assetsare thusstated at cost (whichis, in the case of assets acquired in abusiness combination, the acquisition
date fair value) less accumulated amortisation and impairment, if any. These are amortised over their useful
lives in a manner that reflects the pattern to which they contribute to future cash flows. Intangible assets
are reviewed for impairment when there are indications that impairment may have occurred. Determining
the estimated useful lives of intangible assets requires an analysis of circumstances. The assessment of
whether an asset is exhibiting indicators of impairment as well as the calculation of impairment, which
requires the estimation of future cash flows and fair values less costs to sell, also requires the preparation
of cash flow forecasts and fair values for assets that may not be regularly bought and sold.

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring
to use the specific software. Costs associated with the development of software are capitalised where it is
probable that it will generate future economic benefits in excess of its cost. Computer software costs are
amortised over the period of 5 years in the Straight-Line method (SLM). Costs associated with maintaining
software are recognised as an expense as incurred.

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

Investment Property

Land or Land and Building other than those classified as property and equipment and non-current assets
held for sale under relevant accounting standards are presented under this account head. The Non-banking
Assets acquired by the company are classified as assets held for sale and presented under investment

property.

Further land which is rented and held for capital appreciation motive is classified as investment property.
Non-banking Assets which are not intended to be sold within a period of next one year is also classified as
Investment Property. The microfinance does not have any investment property.

Income Tax

Tax expenses comprises of Current Tax and Deferred Tax.

Current Tax

Current tax assets and liabilities for the current and prior years are measured at the amount expected
to be recovered from, or paid to, the taxation authorities of Nepal in respect of the current year and any
adjustment to tax payable in respect of prior years. The tax rates and tax laws used to compute the amount
are those that are enacted, or substantively enacted, by the reporting date in Nepal. The liabilities recognised
for the purpose of current Income tax, including fees, penalties are included under this head.
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3.8.2 Deferred Tax

3.9

3.10

3.11

Deferred tax is provided in full on temporary differences arising between the tax bases of assets and liabilities
and their carrying amounts in the statement of financial position. Deferred income tax is determined using
the tax rate applicable to the Microfinance as at the reporting date which is expected to apply when the
related deferred income tax asset is realised or the deferred income tax liability is settled.

Deferred tax assets are recognised where it is probable that future taxable profit will be available against
which the temporary differences can be utilised. Deferred tax relating to items which are charged or credited
directly to equity, is credited or charged directly to equity and is subsequently recognised in the statement
of profit or loss together with the deferred gain or loss.

Deposits, Debt Securities issued and Subordinated Liabilities

The deposits held by the microfinance on behalf of its customers are classified as financial liabilities and
measured at amortised cost under effective interest method. The microfinance does not have any debt
securities issued and subordinated liabilities.

Provisions

Provisions are recognised in respect of present obligations arising from past events where it is probable
that outflow of resources will be required to settle the obligations and they can be reliably estimated.

Revenue Recognition

Revenue of Microfinance includes the sum total of interest Income and other non-interest income. Revenue
is recognised to the extent that it is probable that the economic benefits will flow to the Microfinance and
the revenue can be reliably measured. The following specific recognition criteria must also be met before
revenue is recognized:

3.11.1 InterestIncome

Interest income is recognized in profit or loss using the effective interest rate (EIR) method for
all financial assets measured at amortised cost. Interest income is earned on bank balances,
investments in money market and capital market instruments, loans and advances, etc.

EIR is the rate that exactly discounts estimated future cash receipts or cash payments through the
expected life of the financial asset to the net carrying amount of the financial asset. EIR method
is a method of calculating the amortised cost of a financial asset and of allocating the interest
income over the relevant period.

Microfinance has adopted the alternative treatment as provided by the Carve Out in NFRS
implementation as explained in Note 2.7. Resultant of this the institution has excluded the full
amount of upfront loan management fees or commission received on loans and advances in the
calculation of effective interest rate.

Accrued Interest has been accounted as per "Guideline on Recognition of Interest Income, 2019"
issued by Nepal Rastra Bank, in July 2019. Interest from Loans where contractual payments of
principal and/or interest are not more than 3 months are considered as performing loans and
Interest Income has been booked accordingly. Remaining Interest Income, in relation to

e Non-Performing Loans (In case of Collateral free loan only), where contractual
payments of principal and/or interest are in arrear for more than 3 months & no
security is present to cover the payment of principal and/or interest;

e Non-Performing Loans (in case of collateral loan only), where contractual payments of
principal and/or interest are in arrear for more than 12 months irrespective of the net realisable
value of collateral has been treated as Interest Suspense and accounted accordingly.

3.11.2 Fee and Commission Income

Fees and commissions are generally recognised on an accrual basis when the service has been
provided or significant act performed. Service Fee Income/Expenses are recognized on an accrual
basis.
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3.11.3 Dividend Income

Dividend income is recognised when the Microfinance’s right to receive the paymentis established,
which is generally when the shareholders approve the dividend.

3.11.4 NetTrading Income

Net trading income includes all gains and losses from changes in fair value and the related interest
income or expense and dividends, for financial assets and financial liabilities held for trading. No
Net trading income is present.

3.11.5 Netincome from other financial instruments at fair value through Profit or Loss

Gains and losses arising from changes in the fair value of financial instruments designated at fair
value through profit or loss are included in the statement of profit or loss in the period in which
they arise. Contractual interest income and expense on financial instruments held at fair value
through profit or loss is recognised within net interest income.

Interest Expenses

For all financial instruments measured at amortised cost, interest bearing financial assets classified as
available-for-sale and financial instruments designated at FVTPL, interest expense is recorded using the
EIR unless it is impracticable.

Employee Benefits

Employee benefits are all forms of consideration given by an entity in exchange for service rendered by
employees. The remuneration package of Microfinance includes both Short-term and long—term benefits
and comprises: salary, allowances, paid leave, accumulated leave, gratuity, provident fund and annual
statutory bonus. The Financial Institution applies NAS 19 -"Employee Benefits" in accounting of all employee
benefits and recognizes the following in its financial statements:

* a liability when an employee has provided service in exchange for employee benefits to be
paid in the future; and

* an expense when the Financial Institution consumes the economic benefit arising from service
provided by an employee in exchange for employee benefits.

3.13.1 Short Term Employee Benefits

Short-term employee benefit obligations are employee benefits (other than termination benefits) that are
expected to be settled wholly before twelve months after the end of the annual reporting period in which
the employees render the related service. This includes all the following items (if payable within 12 months
after the end of the reporting period:

e wages, salaries and social security contributions;
e paid annual leave and paid sick leave;
e non-monetary benefits

The Financial Institution shall recognize the undiscounted amount of short-term employee benefits
expected to be paid in exchange for that service.

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. Also, Provision for bonus has been made at 10% of
net profit before such bonus is computed as per Regulatory books.

3.13.2 Post-Employment Benefit Plan

Post-Employment benefit plan includes the following:

a) Defined Contribution Plan

Under defined contribution plans the Financial Institution's legal or constructive obligation is
limited to the amount that it agrees to contribute to the fund. Obligations for contributions to defined
contribution plans are recognized as personnel expense in profit or loss in the periods during which

®
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the related services are rendered by employees. Prepaid contributions are recognized as an asset
to the extent that a 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 renders the service are discounted at present value.

Financial Institution provides "Employees Provident Fund" to the employees entitled to receive
benefits under the provident fund act, a defined contribution plan in which both the employee and
the Financial Institution contribute monthly at a predetermined rate (currently, 10% of the basic
salary plus grade). Financial Institution does not assume any future liability for provident fund
benefits other than its annual contribution.

Microfinance provides gratuity for the staff who have joined the bank on or after 1st Shrawan 2076
under defined contribution schemes at the rate of 8.33% of salary of individual on a monthly basis.

b) Defined Benefit Plan

Microfinance provides a Gratuity Plan as a defined benefit plan to its employees who joined before
1st Shrawan 2076. These benefits are post-employment benefit plans and are paid based on length
of service. These benefit plans are funded whereas the microfinance earmarks investment of these
funds.

Gratuity

Microfinance has recognized gratuity obligations towards gratuity entitlement of individual employees
and meets the funding requirements of the related DCP which is managed by Global IME Retirement Fund
and Citizen Investment Trust.

An actuarial valuation is carried out using the projected unit credit method to ascertain the full liability
under gratuity. The projected unit credit method involves estimating the amount of future benefit that
employees have earned in return to their service in the current and prior periods and discounting the
benefit amount to determine its present value.

The increase in gratuity liabilities attributable to the services provided by employees during the reporting
period i.e. current service cost (gratuity expense), together with the related finance charge are recognized
as personnel expenses in profit or loss. Actuarial gains or losses are recognized in other comprehensive
income.

3.13.3 Termination Benefits

Termination benefits are recognized as an expense when the Financial Institution 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 Financial Institutions 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.

3.13.4 Other Long-Term Benefits

The net obligation of microfinance in respect of other long-term employee benefits, other than gratuity,
is the amount of future benefits that employees have earned in return for their service in the current
and prior periods. That benefit is discounted to determine its present value, and the fair value of any
related assets is deducted. The microfinance has recognized accumulated leave liability & dividend linked
welfare benefits as other long-term employee benefits.

a) Accumulated Leave

Microfinance provides accumulated leave benefits under its staff byelaw. The Home Leave is
accumulated up to 90 days and there is no limit for the accumulation of Sick Leave but employees
have the option to receive compensation against sick leave exceeding 45 days at any time.
Accumulated leave benefits are treated as long-term benefit liability. Accumulated leave obligations
are estimated based on the last drawn salary of the employee.

The Financial Institution accounts for the liability for accumulated leave as per the actuarial
valuation.
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b) Dividend based Welfare Benefit

Microfinance provides a dividend-based Welfare Fund to its staff subject to conditions under its
byelaws. The payment of the fund to employees is to be done only in case of retirement or on
resignation subject to employees being employed for 4 years continuously. This benefit is treated
as long-term benefit liability and is based on dividend distribution rate to shareholders & last-
drawn remuneration of the employee.

3.14 Leases and Right of Use Assets

Lease Liability is the present value of the lease payments that are not paid at that date and has been
created to comply with NFRS-16. It has been recognized and measured initially at the present value of the
lease payments that are not paid at that date. Incremental borrowing rate used during the measurement
of lease liability has been considered as per published NRB Rate (Refer Paragraph 2.8).

No lease liability has been calculated for

. Short-term lease

. Leases for which the underlying asset is of low value.

It has been shown as a separate account head under Other Liabilities.

The undiscounted maturity analysis of lease liabilities at 31t Ashadh 2080 is as follows:

Minimum Lease Payments Due

Particulars w;t:l;: 1 1-2 Years | 2-3 Years | 3-4 Years | 4-5 Years M; ;i;l;:n
31 Ashadh 2081
Lease Payments 34,320,654 | 29,417,941| 16,430,029 | 10,546,769 | 4,757,292 4,797,800
Finance Charges 7,306,035 4,621,356 2,621,938 1,344,254 591,889 707,532
Liability Reduction 25,822,542 21,159,372 | 11,215,876 6,881,068 3,012,213 2,533,096
31t Ashadh 2080
Lease Payments 33,826,134 30,242,173 | 25,177,040| 11,642,215 4,677,353 5,443,800
Finance Charges 7,845,346 5,264,357 2,946,771 1,355,409 584,960 808,213
Liability Reduction 25,980,788 24,977,816 | 22,230,269| 10,286,806 4,092,393 4,635,587

Right-of-use assets is an asset that represents a lessee’s right to use an underlying asset for the lease term and
has been created to comply with NFRS-16. It has been recognized and measured initially at cost. The cost of ROUA
comprises the initial measurement of lease liability, any lease payments made at or before the commencement date
and initial direct costs incurred by the lessee.

Further, depreciation requirements in NAS 16 Property, Plant and Equipment have been used in depreciating the
right-of-use asset. The lessee shall depreciate the right-of-use asset from the commencement date to the earlier of
the end of the useful life of the right-of-use assets at the end of the lease term.

No right-of-use of asset has been calculated for
. Short term lease
. Leases for which the underlying asset is of low value.

It has been shown in category Building of Property and equipment as retrospectively to each prior reporting period
presented applying NAS 8 Accounting Policies, Changes in Accounting Estimates and Errors.

'
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Additional information on the right-of-use assets by class of assets is as follows:

Particulars Asset Carrying Additions Disposals | Depreciation
Amount

Land - - - - -

Building 166,784,686 70,624,165 18,485,839 (2,721,871) (27,482,300)

Leasehold Improvement - - - - -

Computer & Accessories - - - - -

Vehicles

Furniture & Fixtures - - - - -

Machinery

Office Equipment &
Other Assets

Total

166,784,686 70,624,165 18,485,839 (2,721,871) (27,482,300)

3.15

Share Capital and Reserves

3.15.1

3.15.2

Share Capital

Capital instruments issued are classified as equity instruments or financial liabilities in accor-
dance with the substance of the contractual terms of the instruments. Equity instrument is
defined as the residual interest in total assets of the microfinance after deducting all its liabili-
ties. 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 the issue
of new shares are shown in equity as deduction net of taxes from the proceeds.

Dividends on ordinary shares classified as equity are recognised in equity in the period in which
they are declared. Share issue expense was charged in the year of issue through statement of
profit or loss before the NFRS implementation which has been rectified and disclosed in the
statement of changes in equity. Tax impact is also disclosed.

Reserves

The reserves include retained earnings and other statutory reserves such as general reserve,
regulatory reserve, investment adjustment reserve, Client Protection Fund, CSR reserve etc.

a) General Reserve

General reserve is the statutory reserve. In this reserve, 20% of the net profit computed
as per regulatory books is set aside as per the Bank and Financial Institutions Act, 2073.
The reserve is the accumulation of setting aside profits over the years. Further, if the
dividend is declared for more than 15%, then 50% of the amount more than 15% is also
added in the general reserve as per the Clause 13 of NRB Directive No. 1/79.

No type of dividend (cash or bonus share) has been distributed from the amount in
general reserve. Approval of NRB shall be required in order to use the amount in this
reserve.

b) Corporate Social Responsibility Fund

The fund created as per NRB Directive for corporate social responsibility by allocating
1% of Net profit computed as per Regulatory books is presented under this account head.
Details about the movement of fund is as below:
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Particulars Amount
Opening Balance as on Shrawan 1 1,676,875
Less: Expenses from fund during the year (1,134,083)
Add: 1% Allocation of Net Profit 1,457,176
Closing Balance as on Ashad End 1,999,968
Expenses incurred through the fund are as follows:
Expenses Head Amount
Financial Support 175,383
Program Related to Financial Literacy 412,800
Support towards Social Project 545,900
Total 1,134,083

Client Protection Fund

Client protection fund is created at 1% of net profit as per Clause 1 (Ja) of NRB Directive
No.4/79. In addition, if the Microfinance distribute dividend in excess of 15%, client
protection has to be created at 35% of such excess dividend distributed amount. Details
about the movement of fund is as below:

Particulars Amount
Opening Balance as on Shrawan 1 45,093,047
Add: Interest from Earmarked Investment 4,722,937
Less: Expenses from fund during the year 6,520,400
Balance of Fund Before Profit Allocation 43,295,584
Add: 1% Allocation of Net Profit 1,457,176
Closing Balance as on Ashad End 44,752,761
Expenses incurred through the fund are as follows:
Expenses Head Amount
Communication Expenses Paid to Centre Chief 253,200
Financial Literacy Program 5,406,406
Expenses Paid towards member welfare 860,794
Total 6,520,400

Fair Value Reserves

The fair value reserve comprises the cumulative net change in the fair value of financial
assets that are measured 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 shall be presented under this account head.

Revaluation Reserve

Any Reserve created from revaluation of assets (such as Property & Equipment, Intangible
Assets, Investment Property) shall be presented under this heading. Microfinance has
followed the cost model therefore no assets revaluation reserve is created.

Regulatory Reserve

The amount that is allocated from profit or retained earnings of the institution to this
reserve as per the Directive of NRB for the purpose of implementation of NFRSs and is

o
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not regarded as free for distribution of dividend (cash as well as bonus shares) shall be
presented under this account head.

The amount allocated to this reserve includes interest income recognized but not
received in cash, difference of loan loss provision as per NRB directive and impairment
on loan and advance as per NFRSs (in case lower impairment is recognized under NFRSs),
amount equals to deferred tax assets, actuarial loss recognized in other comprehensive
income, amount of goodwill recognized under NFRSs etc. Details about the movement of
fund is as below:

Particulars Amount Amount
Opening Balance as on Shrawan 1 164,070,549
Interest Receivable Reserve 110,106,761
Deferred Tax Reserve 32,672,164
Actuarial Loss Reserve 21,291,624
gslt‘ii:nlgeg::}l?{tazl;‘y Reserve transferred 72,386,736
Interest Receivable Reserve 40,164,632
Deferred Tax Reserve 3,965,294
Actuarial Loss Reserve 1,181,678
Restructure Reserve 27,075,131
Closing Balance as on Ashadh End 236,457,285
Interest Receivable Reserve 150,271,394
Deferred Tax Reserve 36,637,458
Actuarial Loss Reserve 22,473,302
Restructure Reserve 27,075,131
g) Actuarial Gain/(Loss) Reserve

h)

This is a non-statutory reserve and is a requirement in the application of accounting
policy for employee benefits. NAS 19 requires that actuarial gain or loss resultant of the
change in actuarial assumptions used to value defined benefit obligations be presented
under this reserve heading.

Any change in this reserve heading is recognized through other comprehensive income
and is not an appropriation of net profit. Microfinance has complied with this accounting
policy application.

Other reserves

Any reserve created with the specific or non-specific purpose (except stated above) is
presented under this by disclosing accounting heads. Staff Welfare Fund is created at 1%
of net profit as per Internal Policy amounting to Rs. 1,457,176 and Employee Training
and Capacity Development Fund amounting to Rs. 8,296,495 created have been classified
under other reserves amounting to

Employee Training and Capacity Development Fund is a statutory reserve required as per
Clause 5 of NRB directive no. 6/79. Microfinance is required to incur expenses towards
employee training and development for an amount that is equivalent to at least 3% of
total employee’s salary and allowances incurred in the preceding year. If it fails to incur
such expenses, additional fund has to be created for such shortfall amount.
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3.16 Earnings per share including diluted

The Microfinance measures earning per share based on the earnings attributable to the equity
shareholders for the period. The number of shares is taken as the weighted average number of
shares for the relevant period as required by NAS 33 - Earnings Per Share.

There are no instruments, such as convertibles, that would require dilution of EPS, therefore
diluted EPS has not been computed and disclosed.

Segment Reporting

The Microfinance’s segmental reporting is as per NFRS 8-Operating Segments. Operating seg-
ments are reported in a manner consistent with the internal reporting provided to the micro-
finance’s management committee, which is responsible for allocating resources and assessing
the performance of the operating segments. All transactions between business segments are
conducted on an arm’s length basis, with intra-segment revenue and costs being eliminated in
Head Office. Income and expenses directly associated with each segment are included in deter-
mining business segment performance. Detailed information on the Microfinance’s Operating
segment is presented in 5.4.
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Meromicrofinance Laghubitta Bittiya Sanstha Ltd.

Notes to the Financial Statements
For the year ended 31* Ashadh 2081

4. Schedules to Financial Statement

Cash and Cash Equivalent 4.1
Particulars As at As at
31t Ashadh 2081 31t Ashadh 2080
Cash in Hand 14,901,406 11,603,849
Balances with BFIs 123,567,696 78,926,272
Money at Call and Short Notice 445,795,461 328,843,019
Other - -
Total 584,264,563 419,373,140
Statutory Balance and Due from Nepal Rastra Bank 42
Particulars As at As at
31t Ashadh 2081 31 Ashadh 2080
Statutory Balances with NRB - -
Statutory Balances with BFIs 60,357,490 63,557,490
Securities purchased under Resale Agreement - -
Other Deposit and Receivable from NRB - -
Total 60,357,490 63,557,490
Placements with Bank & Financial Instutions 4.3
Particulars As at As at
31t Ashadh 2081 31t Ashadh 2080
Placement with Domestic BFIs - -
Less: Allowances for Impairment - -
Total - -
Derivative Financial Instruments 44
Particulars As at As at
31t Ashadh 2081 31t Ashadh 2080
Held for Trading
Interest Rate Swap - -
Currency Swap - -
Forward Exchange Contracts - -
Others - -
Held for Risk Management
Interest Rate Swap - -
Currency Swap - -
Forward Exchange Contracts. - -
Others - -
Total - -
Other Trading Assets 4.5
Particulars As at As at
31t Ashadh 2081 31t Ashadh 2080
Treasury Bills - -

Government Bonds

NRB Bonds

g
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Domestic Corporate Bonds

Equities

Other

Total

Pledged

Non-Pledged

Loans and Advances to MFIs & Cooperative

Particulars

As at

As at

31 Ashadh 2081

31t Ashadh 2080

Loans to Micro-Finance Institutions

Loan to Fls

Loan to Cooperatives

Less: allowance for impairment

Other

Less: Allowances for Impairment

Total

Allowances for Impairment

Balance at Shrawan 01

Impairment Losss for the year:

Charge for the year

Recoveries/Reversal

Amount Written Off

Balance at Ashadh End

Loans and Advances to Customers

4.7

Particulars

As at

As at

31t Ashadh 2081

31t Ashadh 2080

Loans and Advances measured at Amortized Cost

14,218,922,862

14,265,938,251

Less: Impairment Allowances

Collective Impairment

(462,179,948)

(349,292,485)

Individual Impairment

Net Amount

13,756,742,914

13,916,645,766

Loans and Advances measured at FVTPL

Total

13,756,742,914

13,916,645,766

Analysis of Loans and Advances - By Product

4.7.1

Particulars

As at

As at

31t Ashadh 2081

31 Ashadh 2080

Product

Term Loans

Short Term, term Loan

Long Term, term Loan

13,898,166,539

13,714,536,847

Hire Purchase Loan

Personal Residential Loan

Staff Loans

82,273,206

59,474,765

Other

Sub-Total

13,980,439,744

13,774,011,612

Interest Receivable

238,483,118

491,926,639

Grand Total

14,218,922,862

14,265,938,251

g
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Analysis of Loans and Advances - By Collateral 4.7.2
Particulars As at As at
31t Ashadh 2081 31t Ashadh 2080
Secured
Immovable Assets 4,233,992,810 4,905,907,553
Government Guarantee -
Collateral of Fixed Deposit Receipt -
Collatereal of Government Securities -
Group Guarantee 9,984,930,052 9,360,030,698
Personal Guarantee -
Other Collateral -
Subtotal 14,218,922,862 14,265,938,251
Unsecured - -
Grand Total 14,218,922,862 14,265,938,251
Allowance for Impairment 4.7.3
Particulars As at As at
31t Ashadh 2081 31t Ashadh 2080
Specific Allowance for Impairment
Balance at Shrawan 01
Impairment Loss for the year -
Charge for the year -
Recoveries/Reversals during the year .
Write-Offs -
Other Movement -
Balance at Ashadh End
Balance at Shrawan 01 349,292,485 223,872,159
Impairment Loss for the year
Charge/(Reversal) for the year 112,887,463 125,420,325
Other Movement
Balance at Ashadh End
Total Allowances for Impairment 462,179,948 349,292,485
Investment Securities 4.8
Particulars As at As at
31t Ashadh 2081 31t Ashadh 2080
Investment Securities measured at Amortized Cost - -
Investment in Equity measured at FVTOCI 2,000,000 2,000,000
Total 2,000,000 2,000,000
Investment Securities measured at Amortized Cost 4.8.1
Particulars As at As at
31t Ashadh 2081 31t Ashadh 2080

Debt Securities

Government Bonds

Government Treasury Bills

Nepal Rastra Bank Bonds

Nepal Rastra Bank Deposit Instruments

Other-FD

Less: Specific Allowances for Impairment

Total

g
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Investment in Equity measured at Fair Value through other comprehensive income 4.8.2
As at As at
Particulars
31* Ashadh 2081 31t Ashadh 2080
Equity Instruments
Quoted Equity Securities - -
Unquoted Equity Securities 2,000,000 2,000,000
Total 2,000,000 2,000,000
Information relating to Investment in Equities 4.8.3
As at
Particulars Ashadh End 2081
Cost Fair Value
1. Investment in Quoted Equity
2. Investment in Unquoted Equity
Nepal Finsoft Company Limited 2,000,000 2,000,000
20,000 Shares of Rs 100 each
3. Investment in Mutual Funds
Total 2,000,000 2,000,000
Current Tax Assets 4.9

This will include any advance payment made by the Microfinance towards income tax liabilities or other tax liabilities to the tax authority.

As at As at
Particulars
31t Ashadh 2081 31t Ashadh 2080
Current Tax Assets 88,758,734 51,305,401
Current year Income Tax Assets 88,758,734 51,305,401
Tax Assets of Prior Periods - -
Current Tax Liabilities 73,856,626 33,238,907
Current year Income Tax Liabilities 73,856,626 33,238,907
Tax Liabilities of Prior Periods - -
Total 14,902,108 18,066,494
Investment Properties 4.10
As at As at
Particulars
31t Ashadh 2081 31t Ashadh 2080

Investment properties measured at fair value

Balance as on Shrawan 1,

Addition/disposal during the year

Net changes in fair value during the year

Adjustment/transfer

Net Amount

Investment properties measured at cost

Balance as on Shrawan 1,

Addition/disposal during the year

Adjustment/transfer

Accumulated depreciation

Accumulated impairment loss

Net amount

Total
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Goodwill and Intangible Assets 4.12
Particulars Goodwill Software Other Total
Purchased Developed

As on Shrawan 01, 2079 3,354,539 - 3,354,539

Addition during the Year - -

Acquisition - - -
Capitalization - - -
Disposal during the year - - -

Adjustment/Revaluation - - -

Balance as on Ashadh end 2080 3,354,539 - 3,354,539

Addition during the Year -

Acquisition 282,500 - 282,500
Capitalization - - -
Disposal during the year - - -

Adjustment/Revaluation - - -

Balance as on Ashadh end 2081 3,637,039 - 3,637,039

Amortisation and Impairment

As on Ashadh end 2079 (1,750,684) - (1,750,684)

Amortisation charge for the year - (508,852) - (508,852)

Impairment for the year - - -

Disposals - - -

Adjustment - - -

Balance as on Ashadh end 2080 (2,259,536) - (2,259,536)

Amortisation charge for the year - (450,742) - (450,742)

Impairment for the year - -

Disposals - -

Adjustment - _

Balance as on Ashadh end 2081 (2,710,278) - (2,710,278)

Capital Work in Progress -

Net Book Value 926,761 - 926,761

As on Ashadh end 2079 - 1,603,855 - 1,603,855

As on Ashadh end 2080 1,095,003 - 1,095,003

As on Ashadh end 2081 926,761 - 926,761

Deferred Tax 4.13
2079-80
Current Year
Particulars Deferred Tax | Deferred Tax Net Deferred
Assets Liabilities Tax Assets

Deferred tax on temporary differences on following items
Loans and Advances to BFIs - - -
Loans and Advances to Customers - - -
Investment Properties - - -
Investment Securities - - -
Property and Equipment - 20,186,753 (20,186,753)
Employees' Defined Benefit Plan 31,900,967 - 31,900,967
Lease Liabilities 24,923,244 - 24,923,244
Provisions - - -
Other Temporary Differences - - -

Deferred tax on temporary differences 56,824,212 20,186,753 36,637,459

Deferred tax on carry forward of unused tax losses

'
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Current Year
Particulars Deferred Tax | Deferred Tax | Net Deferred
Assets Liabilities Tax Assets
Deferred tax due to changes in tax rate -
Net Deferred Tax Asset/(Liabilities) as on year end of Ashadh 2081 36,637,459
Deferred Tax (Asset)/ Liabilities as on Shrawan 1, 2080 (32,672,164)
Origination/(Reversal) during the year (3,965,294)
Deferred Tax expense/ (income) recognized in profit or loss (3,458,861)
Deferred Tax expense/ (income) recognized in Other Comprehensive Income (506,434)
Deferred Tax expense/ (income) recognized directly in Equity
2079-80
Previous Year
Particulars Deferred Tax Deferred Tax Net Deferred Tax
Assets Liabilities Assets /(Liabilities)
Deferred tax on temporary differences on following items
Loans and Advances to BFIs - - -
Loans and Advances to Customers - - -
Investment Properties - - -
Investment Securities - - -
Property and Equipment - 23,027,595 (23,027,595)
Employees' Defined Benefit Plan 28,038,661 - 28,038,661
Lease Liabilities 27,661,098 - 27,661,098
Provisions - - -
Other Temporary Differences - - -
Deferred tax on temporary differences 55,699,759 23,027,595 32,672,164
Deferred tax on carry forward of unused tax losses
Deferred tax due to changes in tax rate
Net Deferred Tax Asset/(Liabilities) as on year end of Ashadh 32,672,164
2080
Deferred Tax (Asset)/ Liabilities as on Shrawan 1, 2079 (25,060,574)
Origination/(Reversal) during the year (7,611,590)
Deferred Tax expense/ (income) recognized in profit or loss (6,519,794)
Deferred Tax expense/ (income) recognized in Other (1,091,796)
Comprehensive Income
Deferred Tax expense/ (income) recognized directly in Equity




Other Assets 4.14
Particulars Asat Asat
31t Ashadh 2081 31* Ashadh 2080
Assets held for Sale - -
Other Non-Banking Assets - -
Bills Receivable - -
Accounts Receivable 9,697,378 8,861,265
Accrued Income - -
Prepayments and Deposits 2,442,212 1,258,176
Income Tax Deposit - -
Deferred Employee Expenditure 39,395,034 33,873,459
Other _
Stock of Stationary 5,388,491 5,262,761
Advances-Others 6,441,398 8,848,976
Other Asset 45,209,682 49,361,665
Total 108,574,195 107,466,302
Due to Banks and Financial Institutions 4.15
Particulars Asat Asat
31* Ashadh 2081 31 Ashadh 2080
Borrowing from BFIs - -
Settlement and Clearing Accounts - -
Others - -
Total = =
Due to Nepal Rastra Bank 4.16
Particulars Asat Asat
31* Ashadh 2081 31 Ashadh 2080
Refinance from NRB - -
Standing Liquidity Facility - -
Lender of Last Resort facility from NRB - -
Securities sold under repurchase agreements - -
Other Payable to NRB - -
Total - -
Derivative Financial Instruments 4.17
Particulars Asat Asat
31* Ashadh 2081 31 Ashadh 2080
Held for Trading
Interest Rate Swap - -
Currency Swap - -
Forward Exchange Contracts - -
Others - -
Held for Risk Management
Interest Rate Swap - -
Currency Swap - -
Forward Exchange Contracts. - -
Others - -
Total = =
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Deposits from Customers 4.18
Particulars Asat Asat
31¢ Ashadh 2081 31 Ashadh 2080
Institutions Customers:
Term Deposits - -
Call Deposits - -
Others - -
Individual Customers: -
Term Deposits 1,015,450,362 1,133,200,425
Saving Deposits - -
Saving from members 2,392,533,711 2,291,575,448
Others - -
Total 3,407,984,072 3,424,775,873
Borrowing 4.19
Particulars Asat Asat
31 Ashadh 2081 31 Ashadh 2080
Domestic Borrowing
Nepal Government - -
Other licensed Institutions 8,368,320,721 8,605,107,399
Other - -
Sub Total 8,368,320,721 8,605,107,399
Foreign Borrowings
Foreign Banks and Financial Institutions - -
Multilateral Development Banks - -
Other Institutions - -
Sub Total - -
Total 8,368,320,721 8,605,107,399
Provisions 4.20
Particulars Asat Asat
31¢ Ashadh 2081 31¢ Ashadh 2080
Provisions for Redundancy - -
Provisions for Restructuring - -
Pending Legal Issues and Tax Litigation - -
Onerous Contracts - -
Other - -
Total - -
Movement in Provision 4.20.1
Particulars Asat Asat
31 Ashadh 2081 31 Ashadh 2080

Balance at Shrawan 1

Provisions made during the year

Provisions used during the year

Provisions reversed during the year

Unwind of Discount

Balance at Ashadh end

ig
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Other Liabilities 4.21
Particulars Asat Asat
31t Ashadh 2081 31 Ashadh 2080
Liabilities for employees defined benefit obligations 20,575,353 16,860,474
Liabilities for long-service leave 85,761,205 76,601,730
Short-term employee benefits 2,991,471 2,838,436
Bills payable - -
Creditors and accruals 134,468,773 79,759,905
Interest payable on deposits 407,843,354 366,209,914
Interest payable on borrowing 21,019,382 41,682,129
Liabilities on defered grant income - -
Unpaid Dividend 15,120,000 15,120,000
Liabilities under Finance Lease 83,077,480 92,203,658
Employee bonus payable 23,952,942 8,242,955
Other Liabilities
TDS Payable 10,230,604 11,375,402
Staff Loan Insurance Premium 3,580,770 2,944,619
Other Liability 53,522,784 49,573,204
Total 862,144,119 763,412,426
Defined Benefit Obligation 4.21.1
The amounts recognised in the statements of financials positions are as follows :
Particulars Asat Asat
31°t Ashadh 2081 31° Ashadh 2080
Present value of funded obligations 51,363,941 40,973,951
Present value of non-funded obligation 85,761,205 76,601,730
Total present value of obligations 137,125,146 117,575,681
Fair value of plan assets 30,788,588 24,113,477
Present value of net obligations 106,336,558 93,462,204
Recognised liability for defined benefit obligations 106,336,558 93,462,204
Plan Assets 4.21.2
Plan assets comprise
Particulars Asat Asat
31 Ashadh 2081 31 Ashadh 2080
Equity securities - -
Government bonds - -
Bank deposit - -
Other 30,788,588 24,113,477
Total 30,788,588 24,113,477
Actual return on plan assets 1,895,480 1,427,806
Movement in the present value of defined benefit obligations 4.21.3
Particulars Asat Asat
31 Ashadh 2081 31 Ashadh 2080
Defined benefit obligations at Shrawan 1 117,575,682 91,822,247
Actuarial losses 2,057,696 6,771,097
Benefits paid by the plan (9,406,823) (5,934,629)
Current service costs and interest 26,898,592 24,916,967
Defined benefit obligations at Ashadh end 137,125,146 117,575,682

g
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Movement in the fair value of plan assets 4.21.4
Particulars Asat Asat
31t Ashadh 2081 31% Ashadh 2080
Fair value of plan assets at Shrawan 1 24,113,477 18,985,728
Contributions paid into the plan 5,698,129 4,633,461
Benefits paid during the year (918,498) (933,518)
Actuarial (losses) gains - -
Expected return on plan assets 1,895,480 1,427,806
Fair value of plan assets at Ashadh end 30,788,588 24,113,477
Amount recognised in profit or loss 4.21.5
Particulars Asat Asat
31t Ashadh 2081 31°*t Ashadh 2080
Current service costs 16,780,582 16,031,474
Interest on obligation 10,118,010 8,885,493
Actuarial Gain Loss 854,988 3,787,540
Expected return on plan assets (2,380,884) (2,083,570)
Total 25,372,696 26,620,937
Amount recognised in other comprehensive income 4.21.6
Particulars Asat Asat
31° Ashadh 2081 31° Ashadh 2080
Acturial (gain)/loss 1,688,112 3,639,321
Total 1,688,112 3,639,321
Actuarial assumptions 4.21.7
Particulars Asat Asat
31 Ashadh 2081 31 Ashadh 2080
Discount rate 9.00% 9.00%
Expected return on plan asset 9.00% 9.00%
Future salary increase 9.00% 9.00%
Withdrawal rate:
For Ages:
-Less than 35 years 8-10% 8-10%
-More than and equal to 35 years 2-6% 2-6%
Debt securities issued 4.22
As at As at

Particulars

31 Ashadh 2081

31 Ashadh 2080

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

Debt securities issued at amortised cost

Total

Subordinated Liabilities

4.23

Particulars

As at

As at

31 Ashadh 2081

31°*t Ashadh 2080

Redeemable preference shares

Irredemable cumulative preference shares (liabilities component

Other

Total

g
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Share capital 4.24
As at As at
Particulars
31t Ashadh 2081 31t Ashadh 2080

Ordinary shares

1,320,000,000

1,320,000,000

Convertible preference shares (equity component only)

Irredemable preference shares (equity component only)

Perpetual debt (equity component only)

Total 1,320,000,000 1,320,000,000
Ordinary Shares 4.24.1
As at As at
Particulars
31 Ashadh 2081 31 Ashadh 2080
Authorized Capital

17,5000,000 Ordinary share of Rs. 100 each

1,750,000,000

1,750,000,000

Issued capital

13,200,000 Ordinary share of Rs. 100 each

1,320,000,000

1,320,000,000

Subscribed and paid up capital

13,200,000 Ordinary share of Rs. 100 each

1,320,000,000

1,320,000,000

Total 1,320,000,000 1,320,000,000
Ordinary share ownership 4.24.2
As at
Particulars Ashadh End 2081
Percent Amount
Domestic ownership(Promoter) 59.40% 784,080,000
Nepal Government - -
"A" class licensed institutions 44.99% 593,923,400
Other licensed intitutions 5.99% 79,085,900
Other Institutions 3.33% 43,920,100
Other 5.09% 67,150,600
Domestic ownership(Public) 40.60% 535,920,000
Nepal Government - -
"A" class licensed institutions - -
Other licensed intitutions - -
Other Institutions - -
Other 40.60% 535,920,000
Foreign ownership(Promoter) - -
Foreign ownership(Public) - -
Total 100% 1,320,000,000
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Details of Shareholder holding more than 0.5%

As at
Particulars Ashadh End 2081
Percent Amount
Domestic ownership(Promoter)
"A" class licensed institutions
Global IME Bank Ltd. 11.98% 158,171,600
Citizens Bank International Limited 5.91% 77,956,000
Prabhu Bank Limited 5.99% 79,085,900
Siddhartha Bank Limited 5.56% 73,436,800
NMB Bank Limited 3.57% 47,101,300
Prime Commercial Bank Limited 5.99% 79,085,900
Kumari Bank Limited 5.99% 79,085,900
Other licensed intitutions
Lumbini Bikas Bank Limited 5.99% 79,085,900
Other Institutions
Surya Jyoti Life Insurance Co.Ltd 0.51% 6,778,800
NRN Infrastructure & Development Ltd. 0.64% 8,473,500
RMC Investment Pvt. Ltd. 0.86% 11,298,000
Sun Nepal Life Insurance Company Ltd. 0.64% 8,435,800
Other
Alok Agarwal 0.74% 9,716,300
Total 54.37% 717,711,700
Reserves 4.25
Particulars Asat Asat
31 Ashadh 2081 31 Ashadh 2080
Statutory general reserve 335,603,276 306,459,748
Capital reserve - -
Exchange equalization reserve - -
Investment adjustment reserve - -
Corporate social responsibility reserve 1,999,968 1,676,875
Client Protection Fund 44,752,761 45,093,048
Capital redemption reserve - -
Regulatory reserve 236,457,285 164,070,549
Assets revaluation reserve - -
Fair value reserve - -
Dividend equalization reserve - -
Actuarial gain/(loss) (22,473,302) (21,291,624)
Special reserve - -
Debenture redemption reserve - -
Other reserves 12,161,228 10,654,567
Employee Training and Capacity Development Fund 8,296,495 -
Total 616,797,710 506,663,162
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4.26

Particulars

As at

As at

31* Ashadh 2081

31°* Ashadh 2080

Contingent liabilities

Undrawn and undisbursed facilities

Capital commitment

Lease Commitment

Litigation

Others

Total

Interest Income

4.27

Particulars Current Year Previous Year
Cash and cash equivalent 1,530,020 2,675,035
Due from Nepal Rastra Bank - -
Placement with bank and financial institutions - -
Loan and advances to financial institutions - -
Loans and advances to customers 1,999,882,231 2,226,229,822
Investment securities - -
Loan and advances to staff 10,151,482 7,988,779
Other 1,895,480 1,644,397
Total interest income 2,013,459,213 2,238,538,033

Income from Loan and Advances to customer includes cash interest income, accrued interest receivable from the customers whose
overdue does not exceed 365 days.

Interest Expenses 4.28
Particulars Current Year Previous Year

Due to bank and financial institutions 851,847,447 1,189,658,655
Due to Nepal Rastra Bank - _
Deposits from customers 279,927,687 281,863,350
Borrowing - -
Debt securities issued - -
Subordinated liabilities - _
Other - -
Total Interest expense 1,131,775,133 1,471,522,005

Fees and Commission Income 4.29

Particulars

Current Year

Previous Year

Loan administration fees

Service fees

85,332,178

79,689,855

Commitment fees

Card Issuance Fees

Prepayment and swap fees

Remittance fees

Brokerage Fees

Other fees and commision income

14,199,196

10,383,755

Total Fees and Commission Income

99,531,374

90,073,610

¢
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Fees and Commission Expense

4.30

Particulars

Current Year

Previous Year

Brokerage

ATM management fees

VISA/Master card fees

Guarantee commission Fees

DD/TT/Swift fees

Remittance fees and commission

Other fees and commission expense

Total Fees and Commission Expense

Net Trading income

4.31

Particulars

Current Year

Previous Year

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 transation

Other

Net trading income

Other Operating Income

4.32

Particulars

Current Year

Previous Year

Foreign exchange revauation 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 Operating Income

170,120

56,620

Total

170,120

68,811

Impairment charge/(reversal) for loan and other losses

4.33

Particulars

Current Year

Previous Year

Impairment charge/(reversal) on loan and advances to BFIs

Impairment charge/(reversal) on loan and advances to customers

112,887,463

125,420,327

Impairment charge/(reversal) on financial Investment

Impairment charge/(reversal) on placement with Bank and Financial
Institutions

Impairment charge/(reversal) on property and equipment

Impairment charge/(reversal) on goodwill and intangible assets

Impairment charge/(reversal) on investment properties

Total

112,887,463

125,420,327

g
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Personnel Expenses 4.34
Particulars Current Year Previous Year

Salary 211,787,533 206,907,076
Allowances 159,142,354 156,187,084
Gratuity Expense 18,783,568 17,068,829
Provident Fund 19,412,610 19,424,817
Uniform 5,780,000 5,190,000
Training & development expense 2,596,330 11,582,795
Leave encashment 20,290,624 20,648,992
Medical - -
Insurance 5,583,143 5,541,478
Employees incentive - -
Cash-settled share-based payments - -
Pension expense - -
Finance expense under NFRS 6,836,105 5,981,485
Other expenses related to staff - 26,142,361
Subtotal 450,212,266 474,674,917
Employees Bonus 23,952,942 8,242,955
Grand total 474,165,207 482,917,872

Other Operating Expense 4.35

Particulars Current Year Previous Year

Directors' fee 1,313,000 1,103,500
Directors' expense 737,792 493,038
Auditors' remuneration 1,000,000 1,000,000
Other audit related expense 3,425,006 2,932,739
Professional and legal expense 908,682 663,038
Office administration expense 68,070,524 50,828,414
Operating lease expense - 40,561
Operating expense of investment properties - -
Corporate social responsibility expense - 2,500,869
Client Protection expenses 5,746 -
Onerous lease provisions - -
Other Expenses - -
Transportation Expenses 381,039 243,219
Business Promotion 32,072 248,970
Renewal Fee & Taxes 2,063,720 1,470,819
Fuel & Lubricant 3,487,287 1,091,801
AMC Expenses 145,233 1,591,646
Recruitment Expenses 230,445 311,347
Finance Cost under Lease 9,085,210 9,699,504
Other Expense 46,282,368 62,513,096
Total 137,168,124 136,732,560

o
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Office Administration Expenses

4.35.1

Particulars Current Year Previous Year
Water and Electricity 3,041,228 2,866,918
Repair and maintenance - -
a) Building - -
b) Vehicle 1,191,182 3,434,117
¢) Computer and Accessories - -
d) Office Equipment and Furniture 2,157,293 2,466,086
e) Other - -
Insurances 757,472 1,595,812
Postage, telex, telephone, fax 6,888,205 7,235,501
Printing and Stationary 7,693,992 6,421,703
News paper, books and Journal 32,696 76,615
Advertisement 642,521 677,602
Donation - -
Security Expense 2,861,116 2,745,551
Deposit and loan guarantee premium - -
Travel allowance and expense 19,314,555 20,108,959
Entertainment - -
Annual/special general meeting expense 508,957 681,992
Other - -
Covid Related Expenses 5,000 192,428
Other 22,976,308 2,325,130
Total 68,070,524 50,828,414
Depreciation and Amortisation 4.36
Particulars Current Year Previous Year
Depreciation on property and equipment 41,548,821 42,416,944
Depreciation on investment property - -
Amortisation of intangible assets 450,742 508,852
Total 41,999,563 42,925,796
Non Operating Income 4.37
Particulars Current Year Previous Year
Recovery of loan written off 28,717 24,700
Other income 1,000,000 5,000,000
Total 1,028,717 5,024,700
Non Operating Expense 4.38
Particulars Current Year Previous Year
Loan written off 617,459 -
Redundancy provision - -
Expense of restructuring - -
Other expense - -
Total 617,459 -

®
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Income Tax Expenses 4.39
Particulars Current Year Previous Year
Current tax expense 73,317,698 33,239,926
Current year 73,856,626 33,238,907
Adjustments for prior years (538,928) 1,019
Deferred tax expense (3,458,861) (6,519,794)
Origination and reversal of temporary differences (3,458,861) (6,519,794)
Changes in tax rate - -
Recognition of previously unrecognised tax losses - -
Total income tax expense 69,858,837 26,720,132
Reconciliation of tax expense and accounting profit 4.39.1
S Micro Finance Institution
Current Year Previous Year

Profit before tax 215,576,474 74,186,594
Effect of NFRS Remeasurement excluded in Current Tax - -
Share Issue expenses routed through Equity - -
Profit before tax (After NFRS adjustment) 215,576,474 74,186,594
Tax amount at tax rate of 30% 64,672,942 22,255,978
Add: Tax effect of expenses that are not deductible for tax purpose 28,052,232 28,872,997
Depreciation as per Book 41,548,821 42,416,944
Amortisation as per Book 450,742 508,852
Expenses for Capital Items - -
Repair & Maintenance as per Books 3,348,475 5,900,203
Loss on sale of asset - -
Provision for Loss on Investment - -
Donation - -
Finance Expenses under Lease 9,085,210 9,699,504
Disallowable expenses - -
CSR Expenses - -
Additional Provision on Gratuity 18,783,568 17,068,829
Additional provision of leave encashment 20,290,624 20,648,992
Less: Tax effect on exempt income - -
Add/less: Tax effect on other items - -
Less: Tax effect on Expenses and Payments Deductible (19,003,771) (17,890,068)
Depreciation as per the Act (15,155,078) (16,430,191)
Repair & Maintenance as per the Act (2,986,229) (3,514,862)
Profit on sale of Assets - (12,191)
Dividend Income - -
Profit on Disposal of lease liability -

Leave Encashment from leave provision during the year (8,507,461) (933,518)
Actual Gratuity Provided (918,498) (5,001,111)
Lease Payments (35,778,638) (33,741,688)
Add: Tax Adjustment of Prior Period (538,928) 1,019
Add: Deferred Tax Expenses/(Income) (3,458,861) (6,519,794)
Total income tax expense 54,568,536 26,720,132
Effective tax rate 25% 36%

g
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Meromicrofinance Laghubitta Bittiya Sanstha Ltd.

Statement of Distributable Profit or Loss
For the year ended 31* Ashadh 2081

(As per NRB Regulation)
(NPR)
Particulars Current Year Previous Year

Net profit or (loss) as per statement of profit or loss 145,717,638 47,466,462
Appropriations:

a. General reserve (29,143,528) (9,493,292)
b. Foreign exchange fluctuation fund - -
c. Capital redemption reserve - -
d. Corporate social responsibility fund (1,457,176) (474,665)
e. Client Protection Fund (1,457,176) (474,665)
f. Employees' training fund (8,296,495) -
g. Other - -

Employee related fund (1,457,176) (474,665)

CSR Expenses Routed through SOPL - 2,500,869

Retained Earning from Acquired entities - -

Profit or (loss) before regulatory adjustment 103,906,086 39,050,044
Regulatory adjustment :
a. Interest receivable (-)/previous accrued interest received (+) (40,164,632) (30,319,872)
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 (-)/resersal (+) - -
e. Deferred tax assets recognised (-)/ reversal (+) (3,965,294) (7,611,590)
f. Goodwill recognised (-)/ impairment of Goodwill (+) - -
g. Bargain purchase gain recognised (-)/resersal (+) - -
h. Acturial loss recognised (-)/reversal (+) (1,181,678) (2,547,525)
i. Other (+/-)

Creation of Restructure Reserve for Provision Writeback (27,075,131) -
Net Profit for the year end available for distribution 31,519,350 (1,428,942)
Opening Retained Earnings 75,621,750 317,789,541
Adjustment (+/-) - (738,849)
Distribution:

Bonus shares issued - (120,000,000)
Cash Dividend Paid - (120,000,000)
Total Distributable profit or (loss) as on year end 31st Ashadh 2081 107,141,100 75,621,750
Annualised Distributable Profit/loss per share 8.12 5.73

\iig
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5. Disclosures and Additional Information

5.1

5.1.1

5.1.2

5.1.3

5.1.4

Risk Management

The Institution in compliance with Nepal Rastra Bank Directive No.6 “Corporate Governance” has
established a Risk Management Committee. Such committee comprised of the following members as

on date of the report:

S.N. Members of Risk Management Committee Designation
1 Mr. Suman Mulepati Coordinator
2 Mr. Nepal Bhushan Shrestha Member
3 Mr. Bhim Prasad Bhattarai Member
4 Mr. Shekhar Neupane Member 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 Institution after
overseeing the various risks relating to liquidity, credit, operation, capital etc. The committee’s major
function is to identify and minimise the Liquidity Risk, Credit Risk, Interest Rate Risk, Operating Risk
and Market Risk.

Liquidity Risk

Liquidity risk is the Microfinance’s inability to meet its contractual and contingent financial
obligations as they fall due, without incurring unacceptable losses. To limit this risk, ALCO has been
actively monitoring the liquidity at an appropriate frequency. The ALCO uses tools such as routine

reporting, trend analysis & forecasting, liquidity ratio analysis and Budget Variance Analysis in
reviewing and mitigating the liquidity risk.

Daily MIS, Daily Liquidity Sheet, CRR Report and Monthly Liquidity Gap Report have been used for
the insight of liquidity risk information to the management.

Market Risk

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

In line with Risk Management Guidelines prescribed by NRB, the Microfinance focuses on risk
managementin addition to that Interest rate risk is assessed at aregular interval to strengthen market
risk management. The market risk is managed within the risk tolerances and market risk limits set
by ALCO. ALCO regularly meets, analyse and takes decisions over the Market Risk by analysing the
internal as well as external factors.

Interest Rate Risk

Interest Rate Risk includes risk arising due to adverse movements in the interest rates and equity
price. The exposure to interest rate risk arises predominantly from customer driven transactions. The
Financial Institution focuses on risk management in compliance with Risk Management Guidelines
prescribed by NRB, also by addressing interest rate risk in regular intervals to strengthen the risk
management. The interest rate risk is managed within the risk tolerance and market rate risk set by
ALCO.

Credit Risk

Credit Risk is the failure of customers to perform their obligation towards Microfinance. Credit
risk is paramount that Microfinance is exposed to during the normal course of lending and credit
underwriting. Mero Microfinance Credit Policy Guidelines is the highest-level policy document and
it reflects long-term expectations and represents a key element of uniform, constructive and risk-
aware culture throughout the Microfinance.

Aloan application form thathas been used by Institution includes all the relevant data and information
required for assessment of borrowers’ background, business and experience, financial statement of

@
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5.1.5

5.2

5.2.1

5.2.2

borrower, credibility, sector-wise analysis etc.

Operational Risk

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

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

Operational risks can arise from all business lines and from all activities carried out by the
Microfinance. Operational Risk management approach seeks to ensure management of operational
risk by maintaining a complete process universe defined for all business segments, products and
functions through various policies, manuals and documents.

Fair Value of Financials Assets and Liabilities

Financial Instruments are recorded at fair value. The following is a description of how fair values
are determined for financial instruments that are recorded at fair value using valuation techniques.
These incorporate the Financial Institution’s estimate of assumptions that a market participant
would make when valuing the instruments.

For all financial instruments where fair values are determined by referring to externally quoted
prices or observable pricing inputs to models, independent price determination or validation is
obtained. In an inactive market, direct observation of a traded price may not be possible. In these
circumstances, the Financial Institution uses alternative market information to validate the financial
instrument’s fair value, with greater weight given to the information that is considered to be more
relevant and reliable.

Capital Management

Microfinance's capital management policies and practices support its business strategy and ensure
that it is adequately able to withstand severe macroeconomic downturns. The microfinance is a
licensed institution providing financial services therefore it must comply with the capital requirement
of Nepal Rastra Bank.

Qualitative disclosures

Nepal Rastra Bank has directed the Microfinance to develop its 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, an efficient process of managing all material risks and an
effective regime for assessing and maintaining adequate capital. Microfinance has BODs approved
risk management policies for proper governance.

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. The
microfinance prepares the ICAAP report annually complying with the NRB requirement. The report
is reviewed and analysed by Risk Management Committee and Board.

Quantitative disclosures

Capital structure and capital adequacy



Tier 1 capital and breakdown of its components;
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Particulars

Current Year
Amount (Rs.)

Previous Year
Amount (Rs.)

Paid-up Equity Share Capital

1,320,000,000

1,320,000,000

Proposed Bonus Equity shares

Share Premium

Irredeemable Preference Share

Statutory General Reserve

335,603,276

306,459,748

Retained Earnings

107,141,100

75,621,750

Capital Redemption Reserve

Capital Adjustment Fund

Calls in Advance

Other Free Reserves

36,637,459

32,672,164

Deductions

a. Goodwill

b. Deferred Tax Assets

(36,637,459)

(32,672,164)

c. Investment on shares and securities in excess of limits

d. Investment to the company having financial interest

e. Fictitious assets

f. Investment on land and building for self-use not
complying the Directive of NRB

g. Investment on land development and housing
construction in excess of limits

h. Underwriting shares not sold within stipulated time

i. Credit and other facilities banned by the prevailing laws

Total Tier 1 Capital

1,762,744,375

1,702,081,498

Tier 2 capital and a breakdown of its components;

Particulars

Current Year
Amount (Rs.)

Previous Year
Amount (Rs.)

Provisions of loan loss made for pass loan

27,181,874

41,124,747

Additional loan loss provision

105,196,700

83,517,428

Hybrid capital instruments

Unsecured Subordinated Term Debt

Exchange Equalization Fund

Asset revaluation Fund (max. 2% of Supplementary
capital is added automatically)

Investment adjustment Fund

Total Tier 2 Capital

132,378,574

124,642,175

g
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¢ Detailed Information about Subordinated Term debts.

Microfinance does not have any subordinated term debts.

* Total Qualifying Capital;

Total Qualifying capital

Current Year
Amount (Rs.)

Previous Year
Amount (Rs.)

Total Tier 1 Capital

1,762,744,375

1,702,081,498

Total Tier 2 Capital 132,378,574 124,642,175

Total Qualifying Capital 1,895,122,949 1,826,723,673
® (Capital adequacy ratio;

Minimum Core Capital Required (4% of RWA) 595,048,430 594,590,278

Minimum Capital Fund Required (8% of RWA)

1,190,096,859

1,189,180,555

Core Capital Ratio

11.85%

11.45%

Capital Adequacy Ratio

12.74%

12.29%

The microfinance has maintained the capital adequacy as required by Nepal Rastra Bank. Capital adequacy
ratio as on Ashadh end 2081 is 11.85% and 12.74% on core capital and capital fund respectively.

5.2.3 Compliance with External Requirement

The financial institution has complied with externally imposed capital requirements to which it
is subject and there are no such consequences where the institution has not complied with those

requirements.

5.3 Classification of Financial Assets and Financial Liabilities

The financial assets and liabilities are classified in amortised cost, fair value through profit and loss
and fair value through other comprehensive income. The following table exhibits the classification of

financial assets and liabilities:
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As at 31st Ashadh 2081 (NPR)
Particulars Amortized Cost | FVTPL | FVTOCI Total
Financial Assets
Cash and Cash Equivalents 584,264,563 - - 584,264,563
Statutory Balances & due from NRB 60,357,490 - - 60,357,490
Placement with Bank & Financial Institutions - - - -
Derivative Financial Instruments - - - -
Other Trading Assets - - - -
Loans and Advances to MFIs & Cooperative - - - -
Loans and Advances to Customers 13,756,742,914 - -1 13,756,742,914
Investment Securities 2,000,000 -1 2,000,000 4,000,000
Investment Property - - - -
Other Assets 108,574,195 - - 108,574,195
Total Financial Assets 14,511,939,162 -| 2,000,000 | 14,513,939,162
Financial Liabilities
Due to Bank and Financial Institutions - - - -
Due to Nepal Rastra Bank - - - -
Derivative Financial Instruments - - - -
Deposits from Customers 3,407,984,072 - - 3,407,984,072
Borrowings 8,368,320,721 - - 8,368,320,721
Other Liabilities 862,144,119 - - 862,144,119
Debt Securities Issued - - - -
Subordinated Liabilities - - - -
Total Financial Liabilities 12,638,448,912 - -1 12,638,448,912
As at 31st Ashadh 2080 (NPR)
Particulars Amortized Cost | FVTPL | FVTOCI Total
Financial Assets
Cash and Cash Equivalents 419,373,140 - - 419,373,140
Statutory Balances & due from NRB 63,557,490 - - 63,557,490
Placement with Bank & Financial Institu-
tions - - - -
Derivative Financial Instruments - - - -
Other Trading Assets - - - -
Loans and Advances to MFIs & Cooperative - - - -
Loans and Advances to Customers 13,916,645,766 - - 13,916,645,766
Investment Securities 49,347,512 -1 2,000,000 51,347,512
Investment Property - - - -
Other Assets 58,118,790 - - 58,118,790
Total Financial Assets 14,507,042,698 -| 2,000,000 | 14,509,042,698
Financial Liabilities
Due to Bank and Financial Institutions - - - -
Due to Nepal Rastra Bank - - - -
Derivative Financial Instruments - - - -
Deposits from Customers 3,424,775,873 - - 3,424,775,873

N
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Borrowings 8,605,107,399 - 8,605,107,399
Other Liabilities 763,412,426 - - 763,412,426

Debt Securities Issued - - - R

Subordinated Liabilities - - - -
Total Financial Liabilities 12,793,295,698 - 12,793,295,698

5.4 Operating Segment Information
5.4.1. General Information

A component of the Microfinance that engages in business activities from which it may earn
revenues and incur losses, including revenue and expenses that relate to transactions with
any other components of the microfinance, whose operating results are reviewed regularly
by the management to make decisions about resources allocation to each segment and
assess its performance, and for which discrete financial information is available is termed
as operating segment.

Based on the nature of the business, transactions, products and services, the management
have identified seven reporting segments of the microfinance for the purpose of financial
reporting:

a) Koshi Province

b) Madesh Province
c) Bagamati Province
d) Gandaki Province
e) Lumbini Province
f)  Karnali Province

g)  SudurPaschim Province
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55.4.3 Measurement of operating segment profit or loss, assets and liabilities

The Microfinance has determined segment based on the provinces.

5.5.4 Reconciliations of reportable segment revenues, profit or loss, assets and liabilities

5.4.5

5.4.6

a) Revenue

Total revenues from reportable segment 2,057,469,968
Other Revenues -
Elimination of intersegment revenues -
Unallocated amount 45,369,136

Entity's revenue

2,102,839,105

b) Profit or Loss

Total profit or loss for reportable segments

285,230,792

Other profit or loss

Elimination of intersegment profits

Unallocated amounts

(45,701,376)

Profit before bonus and income tax 239,529,416
c) Assets
Total assets for reportable segments 16,219,477,882

Other Assets

Unallocated amounts

(1,537,090,160)

Entity's assets

14,682,387,722

d) Liabilities

Total Liabilities for reportable segments

13,507,482,854

Other Liabilities

Unallocated Liabilities

(869,033,942)

Entity's Liabilities

12,638,448,912

Information about product and services

Revenue from each type of product and services

Amount

(a) Microfinance related Services

2,102,839,105

(b) Others

Total

2,102,839,105

Information about geographical areas

Revenue from following geographical areas Amount

(A) Domestic

(a) Koshi Province 259,753,839
(b) Madesh Province 825,396,414
(c) Bagamati Province 328,083,452
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(d) Gandaki Province 67,906,105
(e) Lumbini Province 327,882,830
(f) Karnali Province 101,835,192
(g) Sudur Paschim Province 146,612,136
(h) Others 45,369,136
(B) Foreign

Total 2,102,839,105

Share options and share based payment
The microfinance does not have any share option and share based payment.
Contingent Liabilities and commitment

Contingent Liabilities are possible obligations whose existence will be confirmed only by uncertain
future events or present obligations where the transfer of economic benefits is not probable or cannot
be reliably measured.

Details of the contingent liabilities and commitments if any, are made on Note 4.26.

Related Party Disclosures

In the ordinary course of its business operation, Microfinance has conducted commercial transactions
with parties who are defined as related parties in NAS 24 “Related Party Disclosures”.

5.7.1 Key Management Personnel

Key Management Personnel of the Microfinance including members of the Board of Directors,
Chief Executive Officer and other executive level staffs, as follow:

S.N. Key Management Personnel Relation
1 Mr. Kalyan Bikram Pande Director
2 Mr. Nepal Bhushan Shrestha Director
3 Mr. Suman Mulepati Director
4 Mrs. Sajana Manandhar Director
5 Mr. Badri Prasad Pudasaini Director (Public)
6 Mr. Gyanu Krishana Adhikari Director (Public)
7 Mr. Ayush Ojha Director (Independent)
8 Mr. Ram Hari Dahal CEO
9 Mr. Nabaraj Dahal DCEO
10 Mr. Raju Prasad Pudasaini Senior Manager
11 Mr. Shekhar Neupane Senior Manager
12 Mr. Ser Bahadur Gurung Deputy Manager
13 Mr. Umesh Man Dangol Assistant manager
14 Mr. Bhim Prasad Bhattarai Assistant manager
15 Mr. Rabi Prasad Acharya Assistant manager
16 | Mr Ishor Acharya Acting Assistant manager
17 Mr. Madhab Neupane Acting Assistant manager
18 Mr. Krishna Prasad Gaihre Acting Assistant manager
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5.8

5.9

5.10

5.7.2 Transactions with Board of Directors

Particulars Amount
Directors Sitting Fees 1,313,000
Other Director Fees 520,000
Total 1,833,000

5.7.3 Compensation to Key Management Personnel

Total financial benefits provided to Chief Executive Officer, Deputy-CEO and other
Managerial level employees of the Microfinance during FY 2079/80 and 2078/79

are presented below:

Categories 2080/81 2079/80
Short-Term Employee Benefits 20,556,282 16,362,165
Gross Salary Payments 20,149,599 13,540,886
Bonus as per Bonus Act 403,664 2,405,509
Other Short-term Benefits 3,019 415,770
Post-Employment benefits 2,280,657 2,025,481
Total 20,836,939 18,387,646

Out of which the compensation provided specifically to Chief Executive Officer is

presented below:

Categories 2080/81 2079/80

Short Term Employee Benefits 5,935,504 6,793,645
Gross Salary Payments 5,801,500 5,762,767
Bonus as per Bonus Act 134,004 1,030,878
Other Short-term benefits - -
Post-Employment benefits 629,086 1,123,034
Total 6,564,590 7,916,679

*Post-Employment benefit comprises defined contribution plan and defined benefit
plan. Under the defined contribution plan, Provident fund is provided at 10% of basic
salary. Defined benefit plan includes gratuity and accumulated leave encashment
which is provisioned as per actuarial valuation. Gratuity fund is deposited in
independent planned assets.

In addition to above, the Microfinance has also paid non-cash benefits such as fuel,
repairs, telephone to KMPs who are employees of the microfinance in line with the
approved benefit plans of the Microfinance.

Merger and Acquisition

Microfinance has not entered into any merger and acquisition activities in the reporting
period.

Additional disclosures of non-consolidated entities

Microfinance does not have any non-consolidated entities to report for the reporting period.

Events After Reporting Period

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

There are no material events that have occurred subsequent to 31st Ashad 2081 till the signing of this
financial statement except the proposition of cash and bonus share by the board for approval from
Annual General Meeting.

5.10 Declaration of Dividend

The BOD Meeting dated 2081/09/01 has proposed 7.5% Bonus Share and 0.3947% Cash
Dividend (For Tax Purpose) on the Share Capital as on Ashadh End 2081.
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MEROMICROFINANCE LAGHUBITTA BITTIYA SANSTHA LTD
Head office: Bidur-4 , Battar, Nuwakot. Ph: 010-561746,
Website: www.meromicrofinance.com, Email: corporate@meromicrofinance.com

Unaudited Condensed Statement of Financial Position ( As per NFRS)
As on Quarter Ended 31°t Ashad 2081

Amount (NPR)
Particulars This Quarter Ending Immedialf:el:“l:ir;‘grious Year

Assets
Cash & Cash Equivalents 584,264,558 419,373,140
Statutory Balances and Due from Nepal Rastra Bank 60,357,490 63,557,490

Placement with Banks & Financial Institutions

Derivative Financial Institutions

Other Trading Assets

Loans and Advances to MFIs & Cooperatives

Loan & Advances to Customers

13,850,160,504

13,916,645,766

Investment Securities 47,093,048 51,347,512
Current Tax Assets - 18,066,494
Investment Property - -
Property and Equipment 117,982,240 134,704,250
Goodwill and Intangible Assets 926,761 1,095,003
Deferred Tax Assets 32,775,150 32,672,164
Other Assets 65,376,627 58,118,790
Total Assets 14,758,936,378 14,695,580,610
Liabilities

Due to Bank and Financial Institutions - -
Due to Nepal Rastra Bank - -
Derivative Financial Instruments - -
Deposits from Customers 3,407,984,072 3,424,775,873
Borrowings 8,368,320,721 8,605,107,399
Current Tax Liabilities 5,299,900 -
Provisions 2,083,610 -
Deferred Tax Liabilities - -
Other Liabilities 856,272,093 763,412,426
Debt Securities Issued - -
Subordinated Liabilities - -
Total Liabilities 12,639,960,397 12,793,295,698
Equity

Share Capital 1,320,000,000 1,320,000,000
Share Premium - -
Retained Earnings 196,231,934 75,621,750
Reserves 602,744,048 506,663,162
Total Equity 2,118,975,982 1,902,284,912
Total Liabilities and Equity 14,758,936,378 14,695,580,610

¢
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Condensed Statement of Profit and Loss

For the Quarter Ended on 31° Ashad 2081

Amount (NPR)
Current Year Previous Year Corresponding
Particulars This Quarter Ug:;r'lt-tis This Quarter I(J)I:I:rgis

Interest Income 527,882,884 2,006,623,108 594,593,491 2,238,538,033
Interest Expense 262,292,991 1,131,775,133 354,860,187 1,471,522,005
Net Interest Income 265,589,892 874,847,974 239,733,304 767,016,028
Fee and Commission Income 27,838,410 117,886,905 12,670,727 90,073,610
Fee and Commission Expense - - - -
Net Fee and Commission Income 27,838,410 117,886,905 12,670,727 90,073,610
Net Interest, Fee and Commisson Income 293,428,303 992,734,879 252,404,031 857,089,638
Net Trading Income - - - -
Other Operating Income 7,303 170,006 - 68,811
Total Operating Income 293,435,605 992,904,885 252,404,031 857,158,449
g:ﬁ:iﬁi?;fharge/ (Reversal) for Loans and (19,337,482) 19,469,873 (9,560,200) 125,420,327
Net Operating Income 312,773,087 973,435,013 261,964,231 731,738,122
Operating Expense 175,540,537 660,317,491 206,538,354 662,576,228
Personnel Expenses 127,801,353 479,674,926 143,964,386 482,917,872
Other Operating Expenses 36,887,126 138,643,002 50,132,055 136,732,560
Depreciation & Amortisation 10,852,059 41,999,564 12,441,912 42,925,796
Operating Profit 137,232,550 313,117,521 55,425,877 69,161,894
Non Operating Income (4,100) 1,028,717 (4,000) 5,024,700
Non Operating Expense 617,459 617,459 - -
Profit Before Income Tax 136,610,991 313,528,779 55,421,877 74,186,594
Income Tax Expense

Current Tax 40,983,297 94,058,634 27,631,154 33,239,926

Deferred Tax (102,986) (102,986) - (6,519,794)
Profit for the Period 95,730,680 219,573,131 27,790,723 47,466,462

Condensed Statement of Comprehensive Income

Current Year Previous Year Corresponding

Particulars This Quarter Ugltl:l:lt-:li_s This Quarter Ig&:fg‘f
Profit for the Period 95,730,680 219,573,131 27,790,723 47,466,462
Other Comprehensive Income
Total Comprehensive Income 95,730,680 219,573,131 27,790,723 47,466,462
Basic Earning per share:
Annualized Basic Earing Per Share 16.63 3.60
Diluted Earning per share 16.63 3.60

Ratios as per NRB Directives

Current Year Previous Year Corresponding
Particulars . Upto This . Upto This
This Quarter Quarter This Quarter Quarter
Capital Fund to RWA - 13.31% - 12.66%
Non-Performing Loan (NPL) to Total Loan - 7.68% - 5.84%

®




Total Loan Loss Provision to total NPL - 34.56% - 40.75%
Cost of Funds - 7.94% - 11.11%
Credit to Deposit and Borrowing Ratio - 118.02% - 115.68%
Base Rate - 13.55% - 16.72%
Interest Rate Spread - 6.88% - 4.18%

Details about the Distributable Profit for the Quarter

Particulars Amount (NPR)
Net Profit for the period end 4th Quarter 2080/81 219,573,131
1. Appropriations
1.1 Profit required to be appropriated to: 58,798,315
a. General Reserve 43,914,626
b. Capital Redemption Reserve -
c. Foreign Exchange Fluctuation Fund -
d. Corporate Social Responsibility 2,195,731
e. Employee Training Fund 8,296,495
f. Client Protection Fund 2,195,731
g. Other 2,195,731
1.2 Profit required to be transferred to Regulatory Reserve: 40,164,632
a. Transfer to Regulatory Reserve 40,164,632
b. Transfer from Regulatory Reserve -
Net Profit for the period end 4th Quarter 2080/81 available for distribution 120,610,184
Opening Retained Earnings as on 1st Shrawan 2080 75,621,750
Adjustment (+/-) -
Distribution:
Bonus shares issued -
Cash Dividend Paid -
Total Distributable profit or (loss) as on Quarter Ended 31st Ashad 2081 196,231,934
Annualised Distributable Profit/loss per share 14.87

Notes:

1. The above Financial Statements have been prepared in accordance with Nepal Financial Reporting Standards (NFRS) and
certain carve-outs issued by the Institute of Chartered Accountants of Nepal (ICAN).

Actuarial Valuation has been done on annual basis for Employee Benefit.

S o

The Loans and Advance includes interest receivable & Staff Loans and are presented net of impairment loss.

Personnel Expenses also include provision for staff bonus which has been calculated in line with the provision in Bonus Act.
Previous period figures are regrouped/rearranged/restated wherever necessary for consistent presentation and comparison.

All Lease contracts have been accounted for as per NFRS 16. Accordingly, Right of Use Assets and Lease Liabilities have been

recognised along with Right of Use Assets being depreciated on straight line basis and interest calculated on Lease Liabilities.

N

8. Adjustment related to NFRS has been transferred to Regulatory Reserve.

9. The Detailed interim financial report has been published in our website.

The above figures are subject to change as per the direction of Regulators and/or External Auditors.

Interest Rate

1. Deposit

7.5%-13.69%

2. Loan & Advance

9%-15%

@
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