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B.R.S. Neupane & Co. Kathmancd, Nepal

Independent Reasonable Assurance Report on Dhaulagiri
Laghubitta Bittiya Sanstha Limited (DLBSL)

Complianee Position as required by Securities Board of hepal (5 EBOMN

Intreduction

\We were engaced by Dhaulagiri Laghubitta Bittivy Sanstha Limited there in after referred as
DLEBSL) to perform u reasonable assuranes enpagement en DLBSLs eompliance ol relevant
lawa and repulaions as requined fo he complicd by Migrofinanee, This teport covers the
period starfing from 1¥ Shrawan, 2080 to 31% Ashad 2081,

Seope

'I'hfp{:llzuj::r;iirt of this enpagement s 1o provide an opinion on whether the Complianee Report
hased on the questionnaire enclosed describes fuirly the activities underluken 1o demonstrats
compliance  whethet DLBSL's avlivities have been drawn in accordance with the
requirements of the Securities Board o Nepal thore in aller referred as SEBON) and the
provisicng of acts and regulations related thereto.

Management's Responsibilities.

It is the responaibility of DLISL's management to o0 mply with the requirements of relovant
wets and also 1o implememt proper internal contrels 50 a5 to ensure that the relevam
compliznees have been mel to satisly the provisions mlated 1o Microfinanes, The
management of DLI3SL is vespensible for the prepuration and public disclosure of its
complismee report in accerdance with the criteria presoribed by SEBON,

(hur independence

We have cotplicd with the Code of Ethics for Professionul Avcounants issued by AN
(The Instinuee of Chanered Accowitants ‘ol Nepall which includes independence and other
requitements [ounded cn fundamental principles of ineprity, objestivity, professional
competence and Jue care, confidentialing and professional behavior. Owr Independence is not
alected by the fact of being staiory auditors of lhe company. Our Responsibilily Our
responaibility is to report, in accorddnce with Nepal Siandard on Assurance Engagement
(NSAE) 3000 standard, wither the IN.BSL's Compliznce Report deseribes [uirly the activitics
undertaken o demonstrate compliance with the SEBONS requirement and whether
managements averall activities hawe been drawn in acconlance with the reguircrnents of
SEBON and relevant acts.

We conducted our redsonable assursmes engapement in wecondance with NSAE3000:
Assurance Engugerents other than Audits o Roviews of Tlisterical Fioaneal itforination
imaued by Mepal Auditing snd Assuranee Standards loard. This standard reguires that wa
plan and perform this cngugement to eblan the reasonable level ol assurnns.

A repsonahle assurance engagement i agcurdancs with NEAE 3000 involves performing
procedurcs o abain evidence about the faimess of the TLAS1s compliance reperd the lact
ibai management's everall activitics have heen drown in avcordance with the requircmgnlic]

ﬁ-;?_l g
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SEBON and relevant acts. The nature, timing and extent of procedures selected depend on
our judgment. A reasonable assurance engagement also includes:

« Enquiries with the management.

» inspection of documents and records.

» Testing on sample basis, for the compliance requirements.

« Review of compliance procedures of the entity

« Confirmations from external parties as and when required.

Inherent Limitations

Nonfinancial information, such as that included in the DLBSL's compliance report, is subject
to more inherent limitations than financial information, given the more qualitative
characteristics of the subject matter and the methods used for determining such information.
We conducted our reasonable assurance engagements in accordance with NSAE3000
Assurance Engagement other than Audits or Reviews of Historical Financial Information.
The accuracy of selected qualitative statements in the DLBSL's Compliance Report relating
to the material issues was done through interviews and sample docyments reviews. The
authenticity of documents produced by DLBSL was not checked by contacting the respective
government organizations.

Opinion ]

In our opinion, the DLBSL's Compliance Report for the period from 1 st Shrawan 2080 to
31st Ashad 2081 describes fairly the activities undertaken during the reporting period to
demonstrate compliance and management's overall activities contained therein is In
accordance with the applicable provisions as required by SEBON and relevant provisions of
related acts applicable to Microfinance.

Gyanendra B. Bhari, FCA
Partner

Date: 2081/10/03
Place: Baluwatar Kathmandu,

UDIN: 256113}cApocro kv 95M
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Independent Anditor's Repot
To the Sharehalders of
Dhaulagiri Laghubitia Bictiya Sanstha Led.

Opinieo

W have audived the financial starements of M Dhaulagd Lagaubitta Billiva Samstha Ltd.. the
“I0 class Financial Instiotion, whick comprise the Statement ol Finuegial Positon as ot Asbeclb
31, 2081 ¢July 13, 2023, the Statement of Prodit or Less and Ocher Comprehensive Ineome,
Staterment of € hanges in Rquity snd Sesweenent of Cash Hows for the year then ended. and notes
1 the financial statements, eluding @ summary of signilicant ayeountiog policies,

I pr ppinion, the aveompunying financial statements present Laicly, i all macrial respecls, the
Smeanwis] positian of the compamy as o Ashadh 31 2081 fluly 150 20240, and Nts financiyl
perfarmanes amal its cash Tews for the yoar then endsl in accordancs walh Mepa linaneial
RBeporing Standards (MFTES). )

Dasts For Opinion

We conducled aur audit i acecedanes wilh Mepal Standseds on Awdiling (MN¥AR1 Our
responaillites under those standinds are further deseribed in the Auditer's Responaibilities Lar ke
andit of e Financial Statements section of aur reporl, We are indeponden: o the misroficance in
aegordance with the ICAN's Handbook o Cade of BEthics for Professional Accountants, and w
have fulfilled our wller cinival respersibilities in accordanee with the 1CAN's Handhaok ol the
Code ol Fihies for Prefessional Accountanis, 2023, We believe that the wudil evidence we have
chizined is sullivient and appropriae w provide a basis [or o apinion.

Key Audit Matisrs

oy auilil maiters are those marters that, in our prolessional judgement, were vl most sigriticznee
in the audit of financial stalements o the cureent period. which were addressed in the ¢untgsy of
the gudil ol the fimancial statements A 5 whale, and in forming our opinion thereon. Wwe e Lot
provads a separale opinion oo Thets nattors,

W have determimed e matters desertibed below as 1he key audit matwers o by sommynicated in
s report We nave fulfilled he respansihitities desciibed n the A uditor’s Responsibililics Lor
the Audil ol Finaneial Statements” section of our repurl, incloding = relalivo Lo These matrers.,
Aveordingle, owe audit fneluded the perlormance af procedures designed to respond 1o sur
azzessmicnt of tae risks of material misstatzment of the standulone financial statoments. The resuls
of our zudil procedures, including the procedures perlormed we addicss the matters below, roviids
Ihe basis far our audit oplaion oa lbhe acvempanying financial stalements,

Member of @ Nexia
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Key Audit Matters

Auditor’s Response

Interest Income

Ref. Note no. 3.11.1 and 4.27 of accounting policies to the financial statements.

The company has total interest income
from customers of Rs. 262,933,149,

Interest income has been recognized on
accrual basis as per Nepal Financial
Reporting Standards (NFRS) and interest
recognition guidelines 2019 issued by
Nepal Rastra Bank. Interest has not
been recognized on accrual basis in case
of non-performing loans.

Due to limitation of lack of system
capability to review the fair value of

collateral on regular basis, manual
intervention might be required for
recognition of accrual of interest
income.,

As this may have an effect on the
recognition of the interest income by the
Microfinance, we have considered it as a
key audit matter. '

-

Owr audit procedures included:

# Understanding of the core
banking software and process of
the Microfinance how interest
rate on loans and advances has
been implemented in system.
Whether interest income on
advances is automatically
generated in the CBS system,

Test checking of booking of
interest income with the manual
computation.

Review of accrual and recognition
interest income whether relevant
NFRS and the NRB norms have

'tl'

been followed by the
Microfinance for the same.
» Review and verify the

transactions relating to manual
debit or credit of interest in the
system.

Understanding as to how the
Microfinance’s management
monitors their business, analyze
its credit portfolio and the interest
income thereon.

# Review whether the legal
remedies  against defaulting
borrowers are not adversely
affected.

Impairment of Loans and Advances to Customers

Ref. Note no. 3.3.7 and 4.7 of accounting

policies to the financial statements.

The Microfinance’'s Loans and
advances to customers represent
90.39% of its total assets at the end of
vear under review and are stated at Rs.

2,162,045,026 which is net of
provision of Rs. 46,082,237. The
provision against advances was

identified as a key audit matter as it
involves a considerable degree of
management judgment and compliance
with Directives and Circulars issued by
Nepal Rastra Bank.

As per the Nepal Rastra Bank Directive
and Carve out issued by ICAN, the
impairment loss shall be measured on
loan and advances higher of following.

We applied following procedures in

respect of verification of loan loss

provision:

» Review of borrower's files, which
includes evaluation of borrowers'
repayment behavior, assessment of

financial strength based on the |
available financial  statements,
obtainment of required legal
documents, CIC reports, and
compliance with prudéntial
regulations.

Review of IT system to provide loan
loss provision based on overdue
payments.

# On sampling basis.rvcriﬁc

Q{}J‘lﬂ !‘.']E'
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e Amount derived as pe norms
prescribed by NRB for Loan
Loss Provision or

* Amount determined as per
NFRS using Incurred Loss
Model

accuracy of provision against
nonperforming loan calculated by
IT system and manual calculation
sampling basis.

# Evaluation of appropriateness
of subjective judgement made by
the management for performing
loans' borrowers.

7 Review of Board's
evaluatiog and decisions on loans.

We considered the determination /

measurement and recognition of the

loan loss provisions as adequate and
acceptable.

Information Technology System and Control

The information technology of the
company involves many independent
and inter-dependent IT systems that are
used to process and record a large
volume of transactions in the
microfinance’s activities.

As a result, the financial accounting
and reporting procedure places a
significant level of reliance and rely on
such IT systems. '

Appropriate IT general controls and
application controls are required to
ensure that such IT systems are able to
process the data, as required,
completely, accurately and consistently
for reliable financial reporting.

Due to the importance of the impact of |

the IT systems and related control
environment on the institution's
financial reporting process, we have
identified testing of such IT systems
and related control environment as a
key audit matter.

Our audit approach regarding
information technology of
microfinance is based upon the
Information Technology Guidelines
issues by NRB and it also included:
» Verification of the interest income
and expense booking regarding loan
and deposits on test check basis with
the core banking system of the
institution.
» Verification of the provisioning of
the loan and advances based on
ageing on test check basis.

We considered the IT systems and
their relevant controls to be adequate

Other Information

Management is responsible for the preparation of other information. The other information
comprises the information included in the Annual Report but does not include the financial
statements and our auditor's report thereon.

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

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

Responsibilities of the 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 (NFRS), and for such internal
control as management determines is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.

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

Those charged with governance are responsible for overseeing the microfinance's financial
reporting process,

Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error and to issue an auditor's
report that includes our opinion. Reasonable assurance is a high level of assurance but is nota
guarantee that an audit conducted in accordance with NSAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

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

» ldentify and assess the risks of material misstatement of the financial statements.
whether due to fraud or error, design and perform audit procedures responsive o
those risks, and obtain 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 ishigher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations or the override of
internal control.

» Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the organization's internal control.

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

» Conclude on the appropriateness of management's use of the going conegrn basis
of accounting and based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast si gnificant doubt
on institution's ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditor’s repar
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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 institution to cease to continue as a going concermn.

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

We communicate 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 identify during our audit. W also provide those charged
with governance with a statement that we have complied with relevant ethical requirements
regarding independence, and to communicate with them all relationships and other matters that
mat reasonably be thought to bear on our independence, and where applicable, related safeguards.

Report on Other Legal and Regulatory Requirements

We have determined to communicate the following matters in accordance with the requirements
of NRB Directives, Companies Act, 2063, BAFIA, 2073 and other regulatory requirements:

»

=

We have obtained all the information and the explanations, which, to the best of our

knowledge and belief, were necessary for the purpose of our audit.

Based on our audit, proper books of accounts as required by law have been kept by

the company.

The Statement of Financial Position. the Statement of Profit or Loss and Other
Comprehensive Income, the Statement of Cash Flows, and the Statement of Changes
in Equity dealt with by this report agree with the books of accounts maintained by

the company.

The capital fund, risk bearing fund and the provisions for possible impairment of
assets of the Microfinance are adequate considering the Directives issued by Nepal

Rastra Bank.

In our opinion and to the best of our information and according to the explanations
and from our examination of the books of accounts of the company, we have not
come across any case where the Board of Directors or any office bearer of the
company have aected contrary to the provisions of law, or committed any
misappropriation or caused any loss or damage to the company and violated
Directives issued by Nepal Rastra Bank or acted in a manner, as would jeopardize
the interest and security of the company. its sharcholders and its depositors.

The business of the company has been conducted satisfactorily and operated within
its jurisdiction and has been functioning as per NRB Directives.

Gyanendra B. Bhari, FCA
Partner

Place: Kathmandu, Nepal
Date:16/12/2024
UDIN: 250113CA00070FtKbu
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Dhaulagiri Laghubitta Bittiya Sanstha Limited
Ba.Na.Pa-2, Shreenagar Tole, Baglung
Statement of Financial Position
As at 2081 Ashadh 31

Amount in NPR
PARTICULARS Notes Current Previous
Year Year

ASSETS
Cash and Cash equivalent 4.1 155,820,117 118,057,337
Statutory Balances and Due from Nepal Rastra Bank 4.2 12,133,404 9,133,404
Placement with Bank & Financial Institutions 43 - -
Derivative Financial Instruments 4.4 - -
Other Trading Assets 4.5 - -
Loan and Advances to MFIs & Cooperatives 4.6 - -
Loans and Advances to Customers 4.7 2,162,045,026 1,711,021,393
Investment Securities 4.8 - -
Current Tax Assets 49 6,878,169 7,697,172
Investment Property 4.10 - -
Property and Equipment 4.11 43,176,760 41,449,460
Goodwill and Intangible assets 4.12 814,852 815,754
Deterred Tax Assets 413 7,031,627 5,520,073
Other Assets 4.14 4,068,290 4,338,489
TOTAL ASSETS 2,391,968,244 1,898,033,081
LIABILITIES
Due to Bank and Financial Institutions 4.15 - -
Due to Nepal Rastra Bank 4.16 - -
Derivative Financial Instrument 4.17 - -
Deposits tfrom Customers 4.18 780,742,851 708,093,807
Borrowing 4.19 1,262,118,240 845,594,166
Current Tax Liabilities 49 - -
Provisions 4.20 - -
Deterred Tax Liabilities 4.13 - -
Other Liabilities 421 138,999,139 120,244,998
Debt Securities Issued 422 - -
Subordinated Liabilities 4.23 - -
TOTAL LIABILITIES 2,181,860,229 1,673,932,988
EQUITY
Share Capital 4.24 133,100,000 133,100,000
Share Premium - -
Retained Earnings (14,352,796) 5,779,647
Reserves 4.25 91,360,811 85,220,446
TOTAL EQUITY 210,108,015 224,100,093
TOTAL LIABILITIES & EQUITY 2,391,968,244 | 1,898,033,081
Contingent Liabilities and Commitment 4.26 - 38,281,714
Net assets value per share 158 168

Durga Bahadur Thapa Shivaram Joshi Sirjana Thapa Gyanendra B. Bhari, FCA

Account Depart Head Acting Chief Executive Officer Chairperson Partner

B.R.S. Neupane & Co.,
Chartered Accountants
Baluwatar Kathamandu, Nepal
Suman Prasad Shrestha Shalikram Sharma Jiban Acharya
Director Director Director
Ganesh Paudel Chet Narayan Sapkota Resham Lal Sapkota Date: 2081-08-29
Director Director Independent Direcotor Location: Baglung

affs gferagel

AR eTefae e Feen Riffies



Dhaulagiri Laghubitta Bittiya Sanstha Limited
Ba.Na.Pa-2, Shreenagar Tole, Baglung

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

Amount in NPR

Particulars Notes Current Previous
Year Year
Interest Income 4.27 262,933,149 202,897,992
Interest Expense 4.28 188,469,624 123,205,201
Net Interest Income 74,463,525 79,692,791
Fee and Commission Income 4.29 42,016,411 32,355,155
Fee and Commission Expense 4.30 - -
Net Fee and Commission Income 42,016,411 32,355,155
Net Interest, Fee and Commission Income 116,479,935 112,047,946
Net Trading Income 431 - -
Other Operating Income 4.32 - -
Total Operating Income 116,479,935 112,047,946
Impairment char-ge/(reversal) for loans and other losses 4.33 (6,959,758) 15,330,181
Net Operating Income 123,439,693 96,717,765
Operating Expense
Personnel 'Expenses 4.34 92,986,796 80,259,809
Other Operating Expenses 4.35 33,152,959 34,531,316
Depreciation & Amortization 4.36 11,997,332 8,365,385
Operating Profit (14,697,394) (26,438,746)
Non Operating Income 4.37 - 17,827,990
Non Operating Expense 4.38 - -
Profit before Income Tax (14,697,394) (8,610,756)
Income Tax Expense -
Current Tax 4.39 1,250,779 29,438
Deferred Tax (Income)/Expense 4.13 (1,511,554) 749,292
Profit for the year (14,436,619) (9,389,486)
[ Profit Attributable To:

Equity Holders Of The Financial Institution (14,436,619) (9,389,486)
Profit For The Year (14,436,619) (9,389,486)
Earnings Per Share
Basic Earnings Per Share (10.85) (9.35)
Basic Earning Per Share Restatement Due to Bonus Share - -
Diluted Earnings Per Share (10.85) (9.35)

Gyanendra B. Bhari, FCA

Durga Bahadur Thapa Shivaram Joshi Sirjana Thapa
Account Depart Head Acting Chief Executive Officer Chairperson Partner
B.R.S. Neupane & Co.,
Chartered Accountants
Baluwatar Kathamandu, Nepal
Suman Prasad Shrestha Shalikram Sharma Jiban Acharya
Director Director Director
Ganesh Paudel Chet Narayan Sapkota Resham Lal Sapkota Date: 2081-08-29
Director Director Independent Direcotor Location: Baglung
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Dhaulagiri Laghubitta Bittiya Sanstha Limited
Ba.Na.Pa-2, Shreenagar Tole, Baglung
Statement of Distributable Profit/Loss

For the Year Ended 31 Ashadh 2081
(As per NRB Regulation)

Amount in NPR

Particulars

Current Year

Previous Year

Opening Balance of Retained Earnings

5,779,647

36,766,202

Adjustments

a. Dividend Paid

b. Bonus Shares Issued

c. Share Issue Expenses

(4,909,417)

d. Transter from CSR Fund

5,000

e. Transter from CPF Fund

f. Acquisition of Khaptad Laghubitta Bittiya Sanstha Limited

(1235776339

Balance in Retained Earnings after aforementioned Adjustments

5,779,647

19,524,152

Net profit or (loss) as per statement of profit or loss

(14,436,619)

(9,389,486)

Appropriations:

a. General Reserve

b. Foreign Exchange Fluctuation Fund

c. Capital Redemption Reserve

d. Corporate Social Responsibility Fund

e. Employees' Training Fund

t. Chient Protection Fund

g. Other

Profit or (loss) before regulatory adjustment

(8,656,972)

10,134,666

Regulatory adjustment :

(A 184727709

657,916

b. Short loan loss provision 1n accounts (-)/reversal (+)

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

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

e. Deterred tax assets recognized (-)/ reversal (+)

(1;511;5549

(4,989,075)

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

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

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

1. Other (+/-)

(23:860)

Distributable Profit or (Loss)

(14,352,796)

5,779,647

Durga Bahadur Thapa Shivaram Joshi
Account Depart Head Acting Chief Executive Officer
Suman Prasad Shrestha Shalikram Sharma
Director Director
Ganesh Paudel Chet Narayan Sapkota
Director Director

Sirjana Thapa
Chairperson

Jiban Acharya
Director

Resham Lal Sapkota
Independent Direcotor

Gyanendra B. Bhari, FCA

Partner

B.R.S. Neupane & Co.,
Chartered Accountants
Baluwatar Kathamandu, Nepal

Date: 2081-08-29
Location: Baglung
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Dhaulagiri Laghubitta Bittiya Sanstha Limited
Ba.Na.Pa-2, Shreenagar Tole, Baglung

Statement of Cash Flows

For the year ended 31st Ashadh 2081

Amount in NPR
Particulars Current Year Previous Year

CASH FLOWS FROM OPERATING ACTIVITIES
Interest Received 258,748,879 202,919,387
Fees And Other Income Received 42,016,411 32,355,155
Divided Received -
Receipts From Other Operating Activities
Interest Paid (185,027,079) (123,706,713)
Commission And Fees Paid -
Cash Payment To Employees (89,369,772) (79,444,314)
Other Expense Paid (33,162,488) (23,839,755)
Operatmg cash tlows before changes in operating assets and liabilities (6,794,050) 8,283,759
(Increase)/Decrease In Operating Assets
Statutory Balances & Due From Nepal Rastra Bank (3,000,000) (2,068,341)
Placement With Bank And Financial Institutions -
Other Trading Assets -
Loan And Advances To Bank And Financial Institutions -
Loans And Advances To Customers (443,798,308) 75,584,192
Other Assets 1,089,202 6,112,457
Increase/(Decrease) In Operating Liabilities
Due To Bank And Financial Institutions -
Due To Nepal Rastra Bank -
Deposit From Customers 72,649,043 9,594,642
Borrowings 416,524,073 (137,784,289)
Other Liabilities 4,992,701 (16,736,228)
Net cash flow from operating activities before tax paid 41,662,662 (57,013,807)
Income Tax - (179,469)
NET CASH FLOW FROM OPERATING ACTIVITIES (A) 41,662,662 (57,193,275)
CASH FLOWS FROM INVESTING ACTIVITIES

Purchase Of Investment Securities -
Receipts From Sale Of Investment Securities -
Purchase Ot Property And Equipment (881,703) (2,239,290)
Receipt From The Sale Of Property And Equipment -
Purchase Of Intangible Assets -
Receipt From The Sale Of Intangible Assets (169,500) -
Purchase Of Investment Properties -
Receipt From The Sale Of Investment Properties -
Interest Received -
Dividend Received -
Other Received (Acquisition of Khaptad Laghubitta Bittiya Sanstha Limited) 28,194,295
NET CASH USED IN INVESTING ACTIVITIES (B) (1,051,203) 25,955,006
CASH FLOWS FROM FINANCING ACTIVITIES

Receint From Tocne OF Debt Secmmnes ™ -
Repayment Of Debt Securities -
Receipt From Issue Of Subordinated Liabilities -
Repayment Of Subordinated Liabilities -
Receipt From Issue Of Shares 46,018,573
Dividends Paid -
Interest Paid -
Other Receipt/Payment (2,848,679) (364,395)
NET CASH FLOWS FROM FINANCING ACTIVITIES (C) (2,848,679) 45,654,178
NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS 37,762,780 14,415,908
Cash and cash equivalents at Shrawan 1 118,057,337 103,641,429
Etfect of exchange rate fluctuations on cash and cash equivalents held
Cash and cash equivalents at Asar end 155,820,117 118,057,337

Gyanendra B. Bhari, FCA
Partner
B.R.S. Neupane & Co.,
Chartered Accountants
Baluwatar Kathamandu, Nepal

Durga Bahadur Thapa Shivaram Joshi
Account Depart Head Acting Chief Executive Officer

Sirjana Thapa
Chairperson

Suman Prasad Shrestha
Director

Shalikram Sharma
Director

Jiban Acharya
Director

Date: 2081-08-29
Location: Baglung

Ganesh Paudel Chet Narayan Sapkota

Director

Resham Lal Sapkota

Director Independent Direcotor
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Dhaulagiri Laghubitta Bittiya Sanstha Limited
Ba.Na.Pa-2, Shreenagar Tole, Baglung
Statement of Comprehensive Income
For the year ended 31st Ashadh 2081

Amount in NPR
Particulars Notes C;:;int Pl;f::;us
Profit For The Year (14,436,619) (9,389,486)
Other Comprehensive Income, Net Of Income Tax
A) Items That Will Not Be Reclassified To Profit Or Loss - -
Gains/(Losses) From Investments In Equity Instruments Measured At Fair Value
Gains/(Losses) On Revalation
Acturial Gains/(Losses) On Defined Benefit Plans -
Income Tax Relating To Above Items -
Net Other Comprehensive Income That Will Not Be Reclassified To Profit Or Loss
B) Items That Are Or May Be Reclassified To Profit Or Loss - -
Gains/(Losses) On Cash Flow Hedge
Exchange Gains/(Losses) (Arising From Translating Financial Assets Of Foreign
Operation)
Income Tax Relating To Above Items
Reclassify To Profit Or Loss
Net Other Comprehensive Income That Are Or May Be Reclassified To Profit Or Loss - -
Other Comprehensive Income For The Year, Net Of Income Tax - -
Total Comprehensive Income For The Year (14,436,619) (9,389,486)
Durga Bahadur Thapa Shivaram Joshi Sirjana Thapa Gyanendra B. Bhari, FCA
Account Depart Head Acting Chief Executive Officer Chairperson Partner
B.R.S. Neupane & Co.,
Chartered Accountants
Baluwatar Kathamandu, Nepal
Suman Prasad Shrestha Shalikram Sharma Jiban Acharya
Director Director Director
Ganesh Paudel Chet Narayan Sapkota Resham Lal Sapkota Date: 2081-08-29
Director Director Independent Direcotor Location: Baglung
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Dhaulagiri Laghubitta Bittiya Sanstha Limited

= '
Ba.Na.Pa.-2 Shreenagar Tole, Baglung

Significant Accounting Policies and Notes to the Financial Statements
For the year ended 31* Ashadh 2081

1. Reporting Entity

Dhaulagiri Laghubitta Bittiya Sanstha Limited (hereinafter refers to “DLBSL” or “the Bittiya
Sanstha” or “the Microfinance”) is domiciled and incorporated in Nepal as a D Class licensed
financial institution as per Bank and Financial Institution Act, 2063. Microfinance is a
limited company registered in the Office of the Company Registrar on 2075.03.19. The
microfinance obtained license to carry out the financial transactions on 2075.10.28 from
Nepal Rastra Bank. Microfinance started its micro finance services from 2057 BS in the
name of ‘Dhaulagiri Community Resource Development Centre (DCRDC), a NGO before
incorporation as Public limited company in 2075.03.19.

The microfinance was provided with a license to carry out financial transactions within the
national level of Nepal. The microfinance during the FY 2079.80 completed merger with
Khaptad Laghubitta Bittiya Sanstha Limited which was head office in Godawari
Municipality-1, Attariya, Kailali District. After the completion of the merger, up to the end of
the financial year 2079/80 the microfinance has expanded its work area to 26 districts with
58 branches.

The microfinance having its shares listed on Nepal Stock Exchange with trading code
“DLBS” after issuing its shares to the general public during FY 2079.80. The microfinance
has been promoted by organizations like DCRDC, Prabhu Bank Limited, Shine Resunga
Development Bank Limited, ICapital Limited and several other reputed persons. The
Registered Office of microfinance is at Baglung municipality ward No. 2 Shreenagar Tole
Balgung.

Being a D Class licensed institution, major activities of the microfinance include deprived
sector lending to under group guarantee without collateral in order to enhance economic and
social factors of the members. Also, the microfinance provides additional micro-enterprise
loans to its members within the limit as prescribed by Nepal Rastra Bank from time to time.

The major sources of funds are member savings along with loans from other BFIs and Equity
holders’ funds.

2.  Basis of Preparation

2.1. Statement of Compliance
The financial statements of the Microfinance, have been prepared in accordance with Nepal
Financial Reporting Standard (NFRS) issued by Accounting Standard Board (ASB) and
pronounced by Institute of Chartered Accountants of Nepal (ICAN).

The financial statements are based on the formats mandated by the Directive No. 4 of The
Unified Directives, 2079 as made applicable by the Nepal Rastra Bank (NRB). The financial
statement comprises of:
a) Statement of financial position stating the financial position of microfinance as at
the end of reporting period.
b)  Statement of profit or loss stating the financial performance of microfinance for the
reporting period.
c) Statement of comprehensive income for the reporting period.
d) Statement of cash flow stating the ability of the microfinance to generate cash and
cash equivalents.
e) Statement of changes in equity stating all the changes in equity of the microfinance
during the reporting period.
f)  Notes to financial statements comprising summary of principal accounting policies
and explanatory notes that are of significant importance to the user of financial
statements.
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Dhaulagiri Laghubitta Bittiya Sanstha Limited

Ba.Na.Pa.-2 Shreenagar Tole, Baglung

Significant Accounting Policies and Notes to the Financial Statements
For the year ended 31* Ashadh 2081

2.2. Reporting Period and Approval of Financial Statements
The microfinance follows the Nepalese financial year based on Nepali calendar starting from
1* Shrawan and ending on the last day of Ashadh.
For the purpose of presentation of this financial statement, following reporting period has
been considered:

Particulars Nepalese Date English Date
Current Period Ashad 31, 2081 July 15, 2024
Corresponding Period Ashad 31, 2080 July 16, 2023

The Board of Directors acknowledges the responsibility for the preparation and presentation
of financial statements as per the provision of The Company Act, 2063 (first amendment).

These financial statements were authorized for issue by the Board of Directors on its 25™
meeting held on 2081/08/29 and recommended for the approval of shareholders in the 6th
Annual General Meeting of the company.

2.3. Functional and Presentation Currency
The financial statements are presented in Nepalese Rupees (NPR) which is the currency of
the primary economic environment in which Microfinance operates. There has been no
changes in the presentation and working currency during the year under review. The
presented financial information has been rounded up to the nearest rupee except where
otherwise stated.

2.4. Use of Estimates, Assumptions and Judgments

The preparation of financial statements requires management to make judgments, estimates
and assumptions in the application of accounting policies that affect the reported amounts of
assets, liabilities, income and expenses. Actual results may differ from these estimates.
Continuous evaluation is done on the estimation and judgments based on historical
experience and other factors, including expectations of future events that are believed to be
reasonable. Revisions to accounting estimates are recognized prospectively in current and
future periods.

The most significant uses of judgment and estimates are as follows:

a) Going Concern
The management of Bittiya Sanstha has assessed the entity's ability to continue as a going
concern and is satisfied that it has the resources to continue in business for the foreseeable
future. Furthermore, management is not aware of any material uncertainties that may cast
significant doubts on the entity's ability to continue as a going concern. Therefore, the
financial statements continue to be prepared on a going concern basis.

b) Fair Value of Financial Instruments
Where the fair value of the financial assets and financial liabilities recorded in the
statement of financial position cannot be derived from active markets, they are determined
using judgments that may among other things, include considerations of liquidity and
model inputs such as volatility for longer dated derivatives and discount rates, prepayment
rates, default rates assumptions for the assets backed securities.

¢) Impairment losses on Loans and Advances
As per the carve-out approved by the ICAN, Banks and Financial Institutions shall
measure impairment losses on loans and advances as the higher of the amount derived as
per rule-based norms prescribed by NRB and the amount determined by as per paragraph-
5 of NFRS 9, with proper disclosure of the same. Accordingly, the Bittiya Sanstha has
assessed the impairment loss under both norms and impairment provided in the financial
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statements is the impairment under norms prescribed by NRB with separate disclosure of
impairment calculated under NFRS9.

d) Taxation Matters

The Bittiya Sanstha is subject to Income Tax. Significant judgments were required to
determine the total provision for current and deferred taxes pending the issuance of tax
guidelines on treatment of adoption of NFRS in the financial statements and the taxable
profit for the purpose of imposition of taxes. Uncertainties exist, with respect to the
interpretation of the applicability of tax law, at the time of the preparation of these
financial statements.

The Bittiya Sanstha has recognized the assets and liabilities for current, deferred and other
taxes based on the estimates of whether additional taxes will be due. Where the final tax
outcome of these matters is different from the amount initially recorded, such differences
shall impact the income of that year.

e) Deferred Tax

Deferred tax assets and liabilities are recognized in respect of temporary differences in tax
bases of assets and liabilities and their carrying amount in the financial statements.
Deferred tax income is determined using tax rate applicable to the Bittiya Sanstha as at the
reposting date which is expected to apply when the related deferred tax income assets is
realized or the deferred income tax liability is settled. Deferred tax assets are recognized
where it is probable that future taxable profit will be available against which the
temporary differences can be utilized.

f)Defined Benefit Plans
The Bittiya Sanstha has recognized sick and home leave encashment as defined benefit
plans. The cost of a defined benefit plan is determined using actuarial valuation by an
actuary. The actuarial valuation requires making assumptions about discount rates, Salary
increment, and mortality rates, among other things. Due to the long term nature of these
plans, such estimates are subject to significant uncertainties. Assumptions Used for the
valuations is disclosed in Note: 4.21.

g) Valuation of Lease Liabilities
The application of NFRS 16 requires the Bittiya Sanstha to make judgments that affect the
valuation of lease liabilities and valuation of right to use assets. These include identifying
contracts falling within the scope of NFRS 16, assessing the contract terms and
determining the interest rates for discounting future cash flows.
The lease term determined by the Bittiya Sanstha generally comprises of non-cancellable
period of lease contracts, periods covered by an option, to extend the lease if the Bittiya
Sanstha is reasonably certain to exercise that option and periods covered by an option to
determine the lease if the Bittiya Sanstha is reasonable certain not to exercise that option.
The same term is applied as an economic useful life of right to use.
Adjustment has been done during the period which results in increase in lease liability as well as
right to use assets due to incorrect projection of the future cash flows as well as increment.

h) Materiality and Aggregation
Each material class of similar items is presented separately in the financial statements.
Items of dissimilar nature or function are presented separately, unless they are immaterial
as permitted by the Nepal Accounting Standards-NAS-1 on "Presentation of Financial
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Statements". Notes to the Financial Statements are presented in a systematic manner
which ensures the understandability and comparability of Financial Statements of the
Bittiya Sanstha. Understandability of the Financial Statements is not compromised by
obscuring material information with immaterial information or by aggregating material
items that have different nature or functions.

2.5. Changes in Accounting Policies
The accounting policies are applied consistently to all the periods except otherwise changes
in the accounting policies have been disclosed separately.

2.6. New Standards Issued but not yet effective

IFRS-9, Financial Instrument which replaces the existing standard relating to Financial
Instrument and provides for the expected credit loss model for the impairment of the
financial assets. But the amendments and new standard become applicable only when the
Institute of Chartered Accountants of Nepal (ICAN) pronounces them.

The Bittiya Sanstha has availed the Carve out on NFRS-9 Financial Instrument dated ond
Shrawan 2079. Thus, the impairment of financial assets are measured, presented and
disclosed using NAS-39 Financial Instrument-Recognition and Measurements and NFRS-9
Financial Instrument- Disclosure.

2.7. New Standard and Interpretation not Adopted
Financial statements of Bittiya Sanstha have been prepared in accordance with Nepal
Financial Reporting Standard (NFRS) issued by the Institute of Chartered Accountants of
Nepal (ICAN) to the extent applicable.

2.8. Discounting
The non-current assets and liabilities are discounted whenever the discounting is material and
if required by the NFRS.

3.  Significant Accounting Policies

3.1. Basis of Measurement
The Financial Statements of Bittiya Sanstha have been prepared on the historical cost basis,
except for the following items:

Items Basis of Measurement

Leave Liability Present Value of the defined benefit obligation is less than the fair value
of plan assets, if any.

Lease Liability Present value of obligation to make lease payment, along with Right To

Use (ROU) Assets are recognized based on the right to use the underlying
leased assets in accordance with NFRS-16.
Staff Loan Fair value using amortization model as per the requirement of NFRS-9.

3.2. Cash & Cash Equivalent
The cash and cash equivalents for the purpose of cash flow statement include cash in hand,
balances with banks and financial institutions, money at call and short notice and highly
liquid financial assets with original maturity of three months or less from the acquisition date
that are subject to and insignificant risk of changes in their fair values and are used by the
Bittiya Sanstha in the management of its short-term commitments.
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Cash and Cash equivalents include cash in hands, deposits with BFIs and other short-term
investments with original maturities of three months or less, if any. Details of Cash and Cash
Equivalents are presented under Note 4.1.

3.3. Financial Assets and Financial Liabilities

3.3.1. Recognition
The Bittiya Sanstha recognizes financial assets and financial liabilities when it becomes a
party to the contractual provisions of the instrument. All financial assets and liabilities are
measured at fair value on initial recognition. Transaction costs in relation to financial assets
and financial liabilities, other than those carried at fair value through profit or loss (FVTPL),
are added to the fair value on initial recognition. Transaction costs in relation to financial
assets and financial liabilities which are carried at fair value through profit or loss (FVTPL),
are charged to the statement of profit and loss.

3.3.2. Classification and Measurement
The financial assets and liabilities are subsequently measured at amortized cost or fair value
on the basis of the business model for managing the financial assets and the contractual cash
flow characteristics of the financial assets.

3.3.3. Financial assets
Financial assets are classified under three categories as required by NFRS 9, namely:

a.  Measured at amortized cost:
Financial assets that are held within a business model whose objective is to hold
financial assets in order to collect contractual cash flows that are solely payments of
principal and interest, are subsequently measured at amortized cost using the effective
interest rate (‘EIR’) method less impairment, if any. The amortization of EIR and loss
arising from an impairment, if any is recognized in the Statement of Profit and Loss.

b.  Measured at fair value through OCI:
Financial assets that are held within a business model whose objective is achieved by
both, selling financial assets and collecting contractual cash flows that are solely
payments of principal and interest, are subsequently measured at fair value through
other comprehensive income. Fair value movements are recognized in the other
comprehensive income (OCI).
Equity instruments which are not held for trading and initially recognized as held for
trading for which the Bittiya Sanstha makes an irrevocable election to carry the
changes in fair value of the instrument through OCI are measured at Fair Value
through other Comprehensive Income.

c.  Measured at fair value through profit or loss:
The Bittiya Sanstha classifies the financial assets as fair value through profit or loss if
they are held for trading or designated at fair value through profit or loss.
Any other financial asset not classified as either amortized cost or FVOCI, is classified
as FVTPL.

3.3.4. Financial Liabilities
Financial liabilities are classified under two categories as required by NFRS 9, namely:
a.  Financial liabilities at fair value through profit or loss:
Financial liabilities at fair value through profit or loss include financial liabilities held
for trading and financial liabilities designated upon initial recognition as at fair value
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through profit or loss. Upon initial recognition, transaction cost is directly attributable
to the acquisition are recognized in statement of Profit or Loss as incurred. Subsequent
changes in fair value are recognized at profit or loss.
b.  Financial liabilities measured at amortized cost:
All financial liabilities other than measured at fair value through profit or loss are
classified as subsequently measured at amortized cost using effective interest method.
3.3.5. De-recognition
The Bittiya Sanstha derecognizes a financial asset when the contractual rights to the cash
flows from the financial asset expire or it transfers the contractual rights to receive the cash
flows from the asset.
A financial liability is derecognized when the obligation specified in the contract is
discharged, cancelled or expires.
3.3.6. Determination of Fair Value
The fair value of a financial instrument is 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. The Bittiya Sanstha follows three levels of the fair-value-hierarchy are
described below:
Level 1 : Quoted (unadjusted) prices for identical assets or liabilities in active markets;
Level 2 : Significant inputs to the fair value measurement are directly or indirectly
observable or valuations of quoted for similar instrument in active markets or
quoted prices for identical or similar instrument in inactive markets.
Level 3  : Significant inputs to the fair value measurement are unobservable.

Investment in Unquoted Equity Instrument are carried at cost as the market price of such
shares could not be ascertained with certainty at the reporting date.
3.3.7. Impairment

The Bittiya Sanstha reviews its individually significant loans and advances at each reporting
date to assess whether an impairment loss should be provided in the Statement of Profit or
Loss. The Management’s judgement is extensively used in the estimation of the amount and
timing of future cash flows when determining the impairment loss. These estimates are based
on assumptions about a number of 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 the number of factors including a borrower’s financial situation and
the net realizable value of any underlying collateral. Each impaired asset is assessed on its
merits to estimate the recoverable amount of cash flows. A collective impairment provision
is established for:

» groups of homogeneous loans and advances and investment securities which are held-

to-maturity, that are not considered individually significant; and
» groups of assets that are individually significant but that were not found to be
individually impaired.

The collective impairment is carried using the statistical modeling such as historical trends of
probability of defaults, timings of recoveries, and current economic and market conditions
which may warrant for the loss being greater than the suggested by the historical trends.
For the purpose of collective assessment of impairment, Bittiya Sanstha has categorized
assets into following broad products as follows:
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> Collateral Loan
> Non-Collateral Loan

Carveout adopted for computation of impairment charge

The Bittiya Sanstha has opted to apply carveout on para 5.5 of NFRS 9 on impairment of
financial assets measured at amortized cost. Accordingly, the individual and collective
impairment loss amount calculated as per NFRS is compared with the impairment provision
required under NRB directive no. 2. Higher of the amount derived from these measures is
taken as impairment loss for loans and receivables.

Comparison of Impairment as per NFRS and NRB:

Particulars Current Year Previous Year
LLP as per NRB Directives 46,082,237 53,307,569
As per NFRS
Individual Impairment 31,113,740 26,878,792
Collective Impairment 5,440,163 2,109,056
Total Impairment 36,553,903 28,987,848

The impairment provision (Loan Loss Provision-LLP) as per NRB Directives is higher and
accordingly, the impairment as per NRB directives has been provided for in the financial
statements in each of the above fiscal years. The LLP as per NRB directives has been
presented as ‘Collective Impairment’ in the financial statements.

Details of LLP for FY 2080/81 as per NRB Directives

Loan Type Insured Loan Un Insured Loan

Performing Loans 1,994,242,802 2,654,364
Good 1,705,688,009 1,161,107
Watch list 74,504,873 381,865
Restructured Loans 214,049,920 1,111,392
Non-Performing Loans 166,761,242 9,159,838
Substandard 50,688,200 298,925
Doubtful 34,238,868

Bad 81,834,174 8,860,913
Total Loan 2,161,004,044 11,814,202
Loan Loss Provision 37,056,835 9,025,402
Good 5,543,486 15,094
Watch list 931,311 19,093
Restructured Loans 2,675,624 55,570
Substandard 3,168,013 74,731
Doubtful 4,279,858

Bad 20,458,543 8,860,913
Additional

3.4. Trading Assets

Financial assets are classified as trading assets (held for trading) if they have been acquired
principally for the purpose of selling in the near term, or form part of a portfolio of identified
financial instruments that are managed together and for which there is evidence of a recent
pattern of short- term profit taking. They are recognized on trade date, when the Bittiya
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Sanstha enters into contractual arrangements with counterparties, and are normally
derecognized when sold. They are initially measured at fair value, with transaction costs
taken to profit or loss. Subsequent changes in their fair values are recognized in profit or loss
in ‘Net trading income’. However, the Bittiya Sanstha does not have such assets to be
recognized as trading assets as on Ashadh end 2081.

3.5. Property, Plant and Equipment
Recognition and Measurement
The Bittiya Sanstha applies the requirement of the Nepal Accounting Standard 16 (Property,
Plant and Equipment) for the purpose of accounting these assets. Property, Plant and
Equipment are recognized if it is probable that the future economic benefits associated with
the assets will flow to the entity and the cost of the assets can be reliably measured.
Property, plant and equipment are measured at cost less accumulated depreciation and
impairment losses, if any. Cost includes expenditures directly attributable to the acquisition
of the asset.

Depreciation

The Bittiya Sanstha depreciates property, plant and equipment following Written Down
Value method on cost of Property, Plant and Equipment other than intangible assets applying
the rates prescribed by Income Tax Act, 2058. The depreciation for Intangible Assets is
calculated using the straight-line method on the cost of property over its estimated useful life.
The rates used for depreciation of assets for the current and comparative period of significant
items of property, plant and equipment are as follows:

Type of Asset Depreciation Rate
Buildings 5%
Computer & Accessories 25%
Vehicles 20%
Furniture & Fixtures 25%
Equipment & Others - Equipment 25%
Other Assets 25%
Intangible Assets Amortized Over 5 years on Straight Line Basis

The Bittiya Sanstha adopts a cost model for the entire class of Property, Plant and
Equipment. It has not measured any Property Plant and Equipment at revaluation model and
at fair value. The items of Property, Plant and Equipment are measured at cost less
accumulated depreciation and any accumulated impairment losses.

Depreciation of newly acquired assets is charged based upon the date of invoice and assets
having acquisition cost less than NPR.1000 have been written down as an expense for the
period in the Statement of Profit and Loss.

De-recognition

The carrying amount of an item of Property, Plant and Equipment is derecognized on
disposal or when no future economic benefits are expected from its use. The gain or loss
arising from the derecognition of the item of Property, Plant and Equipment is included in the
statement of Profit or Loss when the item is derecognized.

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

Intangible assets are recognized separately from goodwill when they are separable or arise
from contractual or other legal rights, and their fair value can be measured reliably. These
intangible assets are recognized at historical cost less impairment / amortization over their
estimated useful life.

3.7. Investment Property
Investment properties include land or land and buildings other than those classified as
property and equipment and non-current assets held for sale. It includes assets which are held
for capital appreciation or for rental to others or held for undetermined future use. It also
includes land, land and building acquired by the Bittiya Sanstha as non-banking assets but
not sold as on the reporting date.
However, the Bittiya Sanstha does not have Investment Property as on Ashadh end 2081.

3.8. Income Tax
As per Nepal Accounting Standard-12, Income Taxes, tax expenses is the aggregate amount
included in the determination of profit or loss for the period in respect of current and deferred
taxation.

Tax expenses comprises current Tax and Deferred Tax.

3.8.1. Current Tax
Current tax is the income tax expense recognized in the statement of Profit or Loss, except to
the extent it relates to items recognized directly in equity or OCI in which case it is
recognized in equity or in other comprehensive income. Current tax is the amount expected
or paid to the Inland Revenue Department in respect of the current year, using the tax rates
and tax laws enacted or substantively enacted on the reporting date and any adjustment to tax
payable in respect of prior years.

Current tax calculation as per the Income Tax Act, 2058 as:

Particulars Amount Amounts (NPR.)

Profit as per NFRS (Before Tax) (14,697,394)

Less: NFRS Adjustment of Interest Income on Staff Loan -

Less: Gain on Sale of Assets -

Less: Excess Loan Loss Provision of Previous Year -

Profit as per NFRS (14,697,394)

Add:

Inadmissible Expenses as per Income tax Act, 2058 18,795,254

Depreciation as per Accounting System 11,997,332

Staff Gratuity Provision -

Staff Leave Provision 2,980,969

Deferred Employee Expenditure -

Interest on Lease Liability 3,487,415

Repair and Maintenance Expenses as per Accounting
System

Donation -
Accrued Lease Rental -

224,037
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WriteOff of Assets -

Other expenses 105,500

Less:

Admissible Expenses as Per Income Tax Act, 2058 16,569,857
Depreciation as per Section 19 2,664,456

Write back of provision on other assets -

Rent Paid 10,389,468

Leave Encashment 559,341

Dividend Income -

Share Issue Expenses Deducted directly in Equity -

Loss Provision of Khaptad Laghubitta 2,732,556
Repair and maintenance expenses as per section 16 224,037
Total Taxable Income (12,471,997)
Income Tax Liability -
Advance Tax deposited 6,878,169
Income Tax Payable/ (Receivable) (6,878,169)

In addition to above, during the current fiscal year, the full audit of FY 2076/77 has been
completed resulting in additional tax liability amount of 1,250,779 and has provisioned the
said amount.

3.8.2. Deferred Tax
Deferred tax is recognized on temporary differences between the carrying amounts of assets
and liabilities in the balance sheet and the amounts attributed to such assets and liabilities for
tax purposes. Deferred tax liabilities are generally recognized for all taxable temporary
differences and deferred tax assets are recognized to the extent that it is probable that future
taxable profits will be available against which deductible temporary differences can be
utilized.

Deferred tax is calculated using the tax rates expected to apply in the periods in which the
assets will be realized or the liabilities settled, based on tax rates and laws enacted, or
substantively enacted, by the balance sheet date.

Deferred tax assets and liabilities are offset when they arise in the same tax reporting group
and relate to income taxes levied by the same taxation authority, and when the group has a
legal right to offset.

3.9. Deposit, Debt Securities Issued and Subordinated Liabilities

3.9.1. Deposits.
Deposits by members and public depositors are initially recognized at fair value, plus for
those financial liabilities not at fair value through profit and loss. The transaction price is
considered as the fair value for measuring the deposits.

3.9.2. Debt Securities Issued
Debt Securities are initially measured at the fair value less incremental direct cost and
subsequently at their amortized cost using effective interest method except where the bank
designates liabilities at fair value through profit or loss. However, the Bittiya Sanstha does
not have such Debt Securities as on Ashadh end 2081.
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3.9.3. Subordinate Liabilities
These are the liabilities subordinated, at the event of winding up, to claims of depositors,
debt securities issued and other creditors. It shall include redeemable preference shares,
subordinated notes issued, borrowings etc. During the reporting period the Bittiya Sanstha
did not have any such liabilities.

3.10. Provisions, other Liabilities Contingent Liabilities
A provision is recognized, if as a result of a past event, the Bittiya Sanstha has a present legal
or constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. The amount recognized is the best
estimate of the consideration required to settle the present obligation at the reporting date,
taking into account the risks and uncertainties surrounding the obligation at that date.
Provisions are reviewed at each reporting date and adjusted to reflect the current best
estimate and are reversed if there is no probability of outflow of resources.
The contingent liabilities are the liabilities for which it is uncertain as to whether it will
become an obligation as it depends on the occurrence of an uncertain future event. These
amounts are off-balance sheet items and are disclosed when there is a possible obligation that
may but probably will not require an outflow of resources.
A provision for onerous contracts is recognized when the expected benefits to be derived by
the Bittiya Sanstha from a contract are lower than the unavoidable cost of meeting its
obligations under the contract. The Bittiya Sanstha does not have such contingent liabilities
and onerous contracts as on Ashadh end 2081.

3.11. Revenue Recognition
Revenue is recognized to the extent that it is probable that the economic benefits will flow to
Bittiya Sanstha and the consideration can be reliably measured. The following specific
recognition criteria shall also be met for revenue recognition:

3.11.1. Interest Income

For all financial instruments measured at amortized cost, interest income or expense is
recorded using the Effective Interest Rate (EIR). EIR is the rate that exactly discounts
estimated future cash payments or receipts through the expected life of the financial
instrument or a shorter period, where appropriate, to the net carrying amount of the financial
asset or financial liability. The calculation of effective interest rate includes all charges and
fees paid or received that are integral part of the effective interest only if considered
necessary. Such charges are not amortized over the life of the loan and advances as the
income so recognized closely approximates the income that would have derived under
effective interest method and are recognized directly in statement of profit and loss.

The interest income recognized in the statement of profit and loss includes the following:

» Interest income on financial assets measured at amortized cost calculated on an
effective interest rate method, except for impaired loans and advances. These
financial assets include investment in government securities, investment in NRB
Bond and deposit instruments, reverse repos, inter-bank lending, etc.

» As per carve out on NFRS 9 Para 5.4, the Bittiya Sanstha has not included the fees
paid or received in loans and advances that are immaterial or impracticable to
determine reliably the effective interest rate and have recognized them directly as
revenue in the Statement of Profit or Loss.
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» As per carve out on NFRS 9, Para 5.4, the Bittiya Sanstha has applied the effective
interest rate to the gross carrying amount of a financial asset unless the financial asset
is written off either partially or fully.

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

» Income on discounted instruments like bills purchased, documents negotiation is
recognized over the period of discounting on accrual basis using effective interest
rate.

» Interest income on all trading assets is considered to be incidental to the Group’s
trading operations and are presented together with all other changes in fair value of
trading assets and liabilities in net trading income.

» Interest income accrued but not received from Performing Loan and Advance till
Ashad end 2081 has been recognized in the current year interest income (based on the
Guideline on Recognition of Interest Income, 2019 by Nepal Rastra Bank).

3.11.2. Fee and Commission Income.
Fees and commissions are generally recognized on an accrual basis when the service has
been provided.

Adjustment during FY 2080/81
The Bittiya Sanstha has booked the provision (on account head under sundry credit service
charge refund to member) of amount NPR 3,84,220 as a result of deduction of excess service
charges from member while making loan investment as per the clause of 2 of Unified
Directives for Bittiya Sanstha 19/2079, which subject to refund to respective members.

3.11.3. Dividend Income.
Dividend income received from equity shares is recognized in the books when the right to
receive the dividend is established.

3.11.4. Net Trading Income.
Net Trading Income includes all gains and losses from changes in fair value, related capital
gain/loss and dividend from financial assets ‘Held for Trading’. Trading expenses are
deducted from the trading income and the amount net of trading expenses are disclosed in the
statement of profit and loss.

3.11.5. Net Income from Other Financial Instruments at Fair Value Through Profit and
Loss.
Net income from other financial instruments measured at fair value through Profit or Loss
includes all gains/(losses) raised from the revaluation of financial instruments at fair value.

3.11.6. Grant Income
Grant income is recognized in income statements on a systematic basis over the period in
which the Bittiya Sanstha has recognized the expense for the related cost for which the grants
are intended to compensate. In the case of grants related to assets, deferred grant income has
been recognized. The amount equal to the depreciation on the grant assets is charged to grant
income for the period.
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3.12. Interest Expenses
Interest expense on all financial liabilities including deposits is recognized in a statement of
profit or loss using an effective interest rate method.
The Bittiya Sanstha uses carve-outs as mentioned above and treats coupon rate as effective
interest rate.

3.13. Employee Benefits

3.13.1. Short term employee benefits
The Bittiya Sanstha’s short term employee benefits mainly include wages, salaries,
allowances, social security expenses, bonuses as provided in the law and other employee
related expenses. Short term employee benefits are measured on an undiscounted basis and
are charged to the statement of profit and loss as and when the related service is provided.

3.13.2. Post-employment employee benefits

3.13.2.1. Defined Contribution Plans
Post-employment benefits plans under which the Bittiya Sanstha pays a fixed contribution to
a separate entity and has no legal or constructive obligation to pay future amounts are
categorized under defined contribution plans. The contributions to defined contribution plans
are recognized in profit or loss as and when the services are rendered by employees.

Social Security Fund

Contribution to social security fund is the defined contribution plan opted by Bittiya Sanstha.
Complying with the labor Act, 2074, the Bittiya Sanstha contributes 10% of the basic salary
for provident fund, 8.33% of basic salary as gratuity and 1.40% & 0.27% of basic salary as
additional contribution for accidental and disability protection and dependent Family
protection respectively as prescribed by social security law of all the employees to the social
security fund.

3.13.2.2. Defined Benefit Plans

A defined benefit plan is a post-employment benefit plan other than a defined contribution
plan. The Bittiya Sanstha’s net obligation in respect of defined benefit plans is calculated
separately for each plan by estimating the amount of future benefit that employees have
earned in return for their service in current and prior periods. That benefit is discounted to
determine its present value. Any unrecognized past service costs and the fair value of any
plan assets are deducted. The discount rate is the yield at the reporting date on corporate
bonds, that have maturity dates approximating the terms of the Bittiya Sanstha's obligation
and that are denominated in the currency in which the benefit is expected to be paid. The
defined benefit obligation is recognized on the basis of the report of qualified actuary using
the projected unit credit method. The Bittiya Sanstha recognizes all actuarial gains and losses
arising from defined benefit plans immediately in OCI and all expenses related to defined
benefits plans in employee benefit are expensed in profit and loss account. When the
calculation results in a potential asset for the group, the recognized assets are limited to the
present value of economic benefits available in the form of any future refunds from the plan
or reductions in future contributions to the plan. To calculate the present value of economic
benefits consideration is given to any applicable minimum funding requirements.

Measurements of the net defined benefit liability comprise actuarial gains and losses. The
return on plan assets (excluding interest income) and the effect of the assets ceiling (if any
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excluding interest) are recognized immediately in OCI. The Bittiya Sanstha determines the
net interest expense (income) on the net defined liability (assets) for the period by applying
the discount rate used to measure the defined benefit obligation at the beginning of the
annual period to the then net defined benefits liability (assets), taking into account any
changes in the net defined benefit liability (asset) during the period as a result of contribution
and benefits payments. Net interest expenses and other expenses related to defined benefit
plans are recognized as personal expenses in Statement of profit and Loss.

The Bittiya Sanstha does not have any defined benefit plan schemes for its employees. The
gratuity as per the old labour Act, 2048 is now contributory as per Social Security
Regulations and accordingly, Bittiya Sanstha only has the defined contribution plans.

3.13.2.3. Other Long-Term Benefits:
Leave
Other long-term benefits include those payments which are not due within 12 months after
the end of the reporting period.
Bittiya Sanstha provides accumulated leave benefits under its Employees Bylaw. The home
leave is accumulated up to 90 days and there is no limit for the accumulation of sick leave.
Accumulated leave benefits are treated as long term benefit liability. Accumulated leave
obligations are calculated based on actuarial valuations. The interest costs, current service
cost and actuarial gains and losses are all charged to the statement of profit or loss as
required by NAS 19.

3.14. Leases
Bittiya Sanstha has applied NFRS 16 using the cumulative catch-up approach and therefore
comparative information has not been restated and is presented under NAS 17. The details of
accounting policies under both NAS 17 and NFRS 16 are presented separately below.

Policies applied from 1 Shrawan 2078

The Bittiya Sanstha assesses whether a contract is or contains a lease, at inception of the
contract. The Bittiya Sanstha Recognizes a right-of-use asset and a corresponding lease
liability with respect to all lease arrangements in which it is the lessee, except for short-term
leases (defined as leases with a lease term of 12 months or less) and leases of low value
assets (such as tablets and personal computers, small items of office furniture and
telephones). For these leases, the Bittiya Sanstha Recognizes the lease payments as an
operating expense on a straight-line basis over the term of the lease unless another systematic
basis is more representative of the time pattern in which economic benefits from the leased
assets are consumed. The lease liability is initially measured at the present value of the lease
payments that are not paid at the commencement date, discounted by using the rate implicit
in the lease. If this rate cannot be readily determined, the Bittiya Sanstha uses its incremental
borrowing rate.

Lease payments included in the measurement of the lease liability comprise:

» Fixed lease payments (including in-substance fixed payments), less any lease incentives
receivable.

» Variable lease payments that depend on an index or rate, initially measured using the
index or rate at the commencement date;

» The amount expected to be payable by the lessee under residual value guarantees.
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» The exercise price of purchase options, if the lessee is reasonably certain to exercise the
options.

» Payments of penalties for terminating the lease if the lease term reflects the exercise of
an option to terminate the lease.

» The lease liability is subsequently measured by increasing the carrying amount to
reflect interest on the lease liability (using the effective interest method-assumed to be
9% based on the rate of saving bonds issued by NRB at the beginning of FY 2078/79)
and by reducing the carrying amount to reflect the lease payments made. The Bittiya
Sanstha re-measures the lease liability (and makes a corresponding adjustment to the
related right-of-use asset) whenever:

» The lease term has changed or there is a significant event or change in circumstances
resulting in a change in the assessment of exercise of a purchase option, in which case
the lease liability is re-assured by discounting the revised lease payments using a
revised discount rate.

» The lease payments change due to changes in an index or rate or a change in expected
payment under a guaranteed residual value, in which cases the lease liability is re-
measured by discounting the revised lease payments using an unchanged discount rate
(unless the lease payments change is due to a change in a floating interest rate, in which
case a revised discount rate is used).

» A lease contract is modified, and the lease modification is not accounted for as a
separate lease, in which case the lease liability is remembered based on the lease term
of the modified lease by discounting the revised lease payments using a revised
discount rate at the effective date of the modification.

The right-of-use assets comprise the initial measurement of the corresponding lease liability,
lease payments made at or before the commencement day, less any lease incentives received
and any initial direct costs. They are subsequently measured at cost less accumulated
depreciation and impairment losses.

The Right of Use Assets is presented under ‘Property, Plant and Equipment’ in Note 4.11 and
the Lease Liability is presented under ‘Other Liabilities’ in Note 4.21.

Adjustment During FY 2080/81

The Bittiya Sanstha has made the adjustment during the current period due to inappropriate
estimation of future cash flows, incorrect adjustment of future cash flows increment and
estimation of future cash flows of non-cancellable lease periods. Based on these factors, the
values of Right-of-Use (ROU) assets and lease liabilities were reassessed, and the resulting
impacts have been adjusted prospectively for leases existing as of Ashadh 2080.

This adjustment led to a net increase in ROU assets of NPR 5,681,962 (after depreciation), a
decrease NPR 2,404,138, and an increase in lease liabilities of NPR 8,086,100.

3.15. Share Capital and Reserves

3.15.1. Share Capital
Financial instruments issued are classified as equity when there is no contractual obligation
to transfer cash, other financial assets or issue an available number of own equity
instruments. Incremental costs directly attributable to the issue of new shares are shown in
equity as deduction net of taxes from the proceeds.
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Dividends on ordinary shares classified as equity are recognized in equity in the period in
which they are declared.

The shares issue expenses which can be avoided for the issue was charged in the year of
issue directly through equity and disclosed in the statement of changes in equity.

3.15.2. Reserves

The reserve includes regulatory and free reserves.
a) Statutory General Reserves
20% of the net profit as stated in Bank and financial Institution Act, 2073 (BAFIA) and 50%
of additional amount of Cash Dividend and Bonus Shares if declared and distributed in
excess of 15% as provisioned in NRB Directives is set aside to the general reserve.

b) Exchange Equalization Reserve

This is statutory reserve created in compliance with BAFIA. 25% of the revaluation on the
foreign currency computed as per regulatory books is set aside to exchange Equalization
Reserve.

¢) Assets Revaluation Reserve

This is a non-statutory reserve and is the requirement in the application of accounting policy
for non-financial assets such as property, equipment, investment property and intangible
assets that are measured following revaluation model. Revaluation reserve often serve as a
cushion against unexpected loss but may not be fully available to absorb unexpected losses
due to the subsequent deterioration in the market values and tax consequences of revaluation.
The Bittiya Sanstha hasn’t followed the revaluation model.

d) Capital reserve

This is a non-statutory reserve and represents the amount of all the capital nature reserves
such as the amounts arising from share forfeiture, capital grants and capital reserve arising
out of business combinations. Funds in this reserve are not available for distribution of cash
dividend but can be capitalized by issuing bonus shares upon obtaining prior approval from
the central bank.

e) Corporate Social Responsibility (CSR) Fund
1% of net profit is set aside in the fund as per the NRB Directives for the purpose of
corporate social responsibility. The movement in CSR Fund is noted below:

Particulars 2080-081 2079/80
Opening Balance of 1¥ Shrawan 531,088 519,427
Add: Addition on Acquisition of Khaptad Laghubitta Bittiya Sanstha
Limited 16,661
Add: Provision of this F/Y (1% of net profit as per NFRS)
Total (A) 531,088 536,088
Less: Expense for the F/Y
a. Donation to Old Age Home 138,000 5,000
Total (B) 138,000 5,000
Closing Balance as on Ashadh End (A-B) 393,088 531,088

f) Actuarial Gain/Loss Reserve

The amount that is allocated from profit or retained earnings of the Bittiya Sanstha both
positive or negative to this reserve as per the directives of NRB for the purpose of
implementation of NFRS and which shall not be regarded as free reserve for distribution of
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dividend are recorded in this reserve. The reserve includes actuarial gain/(loss) net of tax on
defined benefit plan.

g) Client protection fund
Client protection fund is created at 1% of net profit. In addition to this, 25% of dividend in
excess of 15% is also allocated to this fund as per NRB Directives. The movement in Client

Protection Fund is as follows:

Particulars 2080-081 2079-080
Opening Balance of 1st Shrawan 48,252,930 48,607,677
Addition to the Fund this F/Y

a. Interest Income to the Fund 4,153,526 4,125,818
b. 1% of Net profit as per NFRS of the F/y - -
c. 25% of dividend more than 20% - -
d. Acquisition of Khaptad Laghubitta Bittiya Sanstha Limited - 9,648
Total (A) 52,406,456 52,743,143
Less: Expenses from Fund this Year

a. Assistance on the death of Borrower and Guardian of Borrower 271,752 961,220
b. Center Meeting Workshops and Financial Literacy Programs 154,873 3,319,683
¢. Member tour Program 372,802 65,615
d. Seeds and Mats Distributions 367,420 143,695
e. Transferred to Other Reserve 38,518,453 -
Total Expenses (B) 39,685,300 4,490,213
Closing balance as on Ashadh End (A-B) 12,721,156 48,252,930

Note: refer 3.15.2 (h) for details transferred to other reserve details.
(Client Protection Fund includes NFRS adjustment of previous year amounting NPR 48,586
resulting difference in actual balance as per bank statement.)

h) Other reserves

The organization previously known as Dhaulagiri Community Resource Development Centre
(DCRDC), an NGO has allocated an amount NPR 38,518,453 from its income as an Loan
Security Fund (not distributable to anyone). During the process of conversion into
microfinance in 2075, the amount has been included in client Protection Fund rather than
other reserves.

As per the Board Meeting no. 25 dated 2081-08-29, decided that the said amount of fund has
been transferred to other reserve (considered free reserve not to be distributed to anyone).

Any other reserve created with specific or non-specific purpose are presented under this by
disclosing account heads.

i) Proposed bonus distribution
No dividend is proposed during the period of FY 2080/81.

3.16. Earnings per share (EPS) including diluted EPS
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Bittiya Sanstha presents basic and diluted earnings per share (EPS) data for its ordinary
shares. Basic EPS is calculated by dividing the profit and loss attributable to ordinary equity
holders of the Bank by the weighted average number of ordinary shares outstanding during
the period. Diluted EPS is determined by adjusting both the profit and loss attributable to the
ordinary equity holders and the weighted average number of ordinary shares outstanding, for
the effects of all dilutive potential ordinary shares.

Earning per share is calculated and presented in the face of the statement of profit or loss.

3.17. Segment Reporting
The Bittiya Sanstha's operating segments are organized and managed separately through the
respective department/business managers according to the nature of products and services
provided with each segment representing a strategic business unit. These business units are
reviewed by Chief Executive Officer of the Bittiya Sanstha.
The Bittiya Sanstha has identified seven segments namely: Madhesh Province, Bagmati
Province, Gandaki Province, Lumbini Province and Sudurpaschim Province as the five
operating segments and the segment report is set out in Notes 5.4.
Segment reports include items directly attributable to a segment as well as those that can be
allocated on a reasonable basis. The income, expenses, assets & liabilities that cannot be
allocated to aforesaid segments or those related to head office are unallocated. The
unallocated items generally comprise head office assets, head office expenses, and tax assets
and liabilities. The geographical segment has been identified on the basis of the location of
the branches in 5 different provinces of the country.
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4.1 Cash and Cash Equivalent

Particulars Current Previous
Year Year
Cash In Hand 3,111,329 3,948,029
Balances With B/Fis 152,708,788 114,109,308
Money At Call And Short Notice
Other
Total 155,820,117 118,057,337
4.2 Statutory Balances and Due from Nepal Rastra Bank
Particulars Current Previous
Year Year
Statutory Balances With NRB 2,050,000 2,050,000
Statutory Balances With BFIs-CRR 10,083,404 7,083,404
Securities Purchased Under Resale Agreement
Other Deposit And Receivable From NRB
Total 12,133,404 9,133,404
4.3 Placements with Financial Institutions
Particulars Current Previous
Year Year
Placements with Domestic Fls
Less: Allowances for Impairment
Total
4.4 Derivative financial Instrument
Particulars Current Previous
Year Year
Held For Trading
Interest Rate Swap
Currency Swap
Forward Exchange
Contract
Others

Held For Risk Management

Interest Rate Swap

Currency Swap

Forward Exchange

Contract

Other

Total
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