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INDEPENDENT AUDITOR’S REPORT
To the Shareholders,
Sadhana Laghubitta Bittiya Sanstha Limited

Report on the Audit of the Financial Statements

Opinion

We have audited the accompanying financial statements of Sadhana Laghubitta Bittiya Sanstha
Limited (“Microfinance” or “SDLBSL”), which comprise the Statement of Financial Position as Aashadh
31, 2080 (corresponding to July 16, 2023), the statement of Profit or Loss (including Other Comprehensive
Income), the statement of Changes in Equity and the Statement of Cash flows for the year then ended on
that date, and a summary of the significant accounting policies and other explanatory information
(hereinafter referred as “the financial statements™).

In our opinion, and to the best of our information and according to the explanation given to us, the aforesaid
financial statements presents fairly, in all material respects, the financial position of SDLBSL as at Aashadh
31, 2080 (July 16, 2023), and its financial performance, changes in equity, cash flows for the year then
ended, and the summary of significant accounting policies and other explanatory information, in accordance
with Nepal Financial Reporting Standards with allowed carveouts, comply with companies Act 2063 and
Bank and Financial Institutions Act, 2073.

Basis for Opinion

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

Key — Audit Matter : Our Assessment of risks of Material Misstatements

Key audit matters are those matters that, in our professional judgement, were of most significance in the
audit of the financial statements and include the most significant assessed risks of material misstatements
(whether or not due to fraud) identified, including those which had the greatest effect on: the overall audit
strategy, the allocation of resources in the audit, and directing the efforts of the engagement team. We
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summarizes below the key audit matters together with our key audit procedures to address those matters
and, as required for public interest entities.

Key Audit Matters How our Audit addressed the matter

Information Technology (IT)

The SDLBSL’s key financial accounting and reporting
processes are highly dependent on the automated control over
the SDLBSL’s IT system. There is a risk that gaps in the
change management, segregation of duties or users access
management controls (in relation to key financial accounting
and reporting systems) may undermine our ability to place
some reliance thereon in our audit.

Our procedure included:

a)

b)

c)

We tested the design, operation and
effectiveness of control over granting,
and of
access rights on the accounting and
reporting system of SDLBSL.

We obtained and inspected the change
management process and, for a
sample of changes in inputs and

removal appropriateness

control functions on the systems, has
been reviewed to that
changes had been performed in line
with approved decisions.

We have tested a sample of outputs
particularly interest income and
expenses on loans and advances of the

confirm

system through manual calculation

We considered the change management,
segregation of duties controls and outputs
in relation to financial accounting and

reporting systems to be acceptable.

Loan Loss Provision
As per NRB Unified Directives for Microfinance, the

Our procedures regarding verification

of

impairment of loans and advances included:

company shall measure impairment loss on loans and a. Reviewed the NRB 2.2 report and
advances at the higher of : tallied with the overdue status of
a) Amount derived as per norms prescribed by Nepal report.
Rashtra Bank for loan loss provisioning; and b. Reviewed sample credit files for loan
b) Amount determined as per para 63 of NAS 39 utilization, borrower credit history
adopting incurred loss model. and physical verification of collateral
As per norms prescribed by NRB, provision at prescribed rate (if applicable) of the loan.
should be created on loans and advances based on overdue c. Grouping of homogenous group of

status on loans and advances as well as utilization of loan,
status of collateral and status of borrower, etc.

As per NAS 39 read with NFRS 9, impairment of loans and
advances should be made on individual impairment basis for
loans and advances that are individually significant and
collective impairment basis for homogenous groups of loans
that are not considered individually significant. The
impairment of loans and advances under incurred loss model

loans were assessed on the basis of
nature and purposes of loans and data
of historical experience in
portfolios in portfolios are assessed
on the basis of past due data from the

loss

System software as well as data of
loan loss provisions of the defined
group in the past.
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require assessment of future cash flows as well as historical
loss experience of portfolios.

The calculation of loan loss provision is regarded as Key Audit
Matter

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

The directors are responsible for the other information such as “Report of Board of Directors/ Chairman’s
statements™ to be presented in the “Sadhana Laghubitta Bittiya Sanstha Limited” Annual Report and
Accounts for FY 2079/80 (2022-23). Our opinion on the Financial Statements does not cover those other
information and, accordingly, we do not express any form of assurance or conclusion thereon.

In Connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or our knowledge obtained during the course of our audit or otherwise appears to be materially
misstated. As the other information documents are in the process of completion, the management has
provided written representations that final version of the documents will be provided when available.

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 Accounting Standards, and for such internal control as management determines is
necessary to enable the preparation of financial statements that are free from material m isstatement, whether
due to fraud or error.

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

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

Auditor’s Responsibilities for the Audit of the Financial Statements

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

¢ Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit




Tt T ATEROT 8T (AT, 0%/ 0c0)

SADHANA LAGHUBITTA BITTIYA SANSTHALTD.

T AT § T B O TR @I ) Rl D

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 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 Company’s internal control.

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

e Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Company’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 disclosures 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 Company to
cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements 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.

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

Report on Other Legal and Regulatory Requirements
Based on our examination, we would like to further report that:

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

ii.  The accounts and records of the Microfinance has been maintained as required by law,

iii. Financial statements are in agreement with the books of account maintained by the Microfinance,

iv.  The capital fund, risk bearing fund and the provision for probable impairment of asset of the
Microfinance are adequate as per the directives issued by Nepal Rashtra Bank.

v.  In our opinion and to the best of our information and according to the explanation given to us, the
Board of Directors, the representative or any employee of the SDLBSL has not acted contrary to
the provision of law relating to accounts nor caused direct loss or damage to the Microfinance
deliberately or acted in a manner that would jeopardize the interest and security of the
Microfinance.

vi.  The operations of the Microfinance were within its jurisdiction,
vii.  The Microfinance has not acted in a manner to jeopardize the interest and security of the depositors
and investors
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viii. The Microfinance has a centralized core accounting system and details received from branches of
the Microfinance though the statements are independently not audited, were adequate for the
purpose of our audit, and

iXx. We have not come across any fraudulence in the accounts except cash misappropriation has
occurred in three separate branches, with a total amount of 14,477,995, so far as it appeared from
our examination of books of accounts.

For S.D.& Associates Date: 01 /09 /2080

Chartered Accountants Place: Kathmandu, Nepal
?\ﬂ\l 7 o \ .:\/'».:\\ﬁ’('{:'

Sanfeev Dhakal, FEA=

Partner
Firm No. 679
UDIN-231217CA01077Solro
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Sadhana Laghubitta Biyttiya Sanstha Ltd.
Statement of Financial Position

As on 31% Ashadh, 2080

Amount in NPR

Restated
Asat3lst Ashadh | 5 o 35nd Ashadh 2079
Particulars Note 2080
Assets
Cash and Cash Equivalents 41 12,11,39,571.16 14,27,71,701.62
Statutory Balances & due from Nepal Rastra Bank 4.2 2,65,33,333.34 -
Placement with Bank and Financial Institutions 4.3 - -
Derivative Financial Instruments 4.4 - -
Other Trading Assets 45 - -
Loans and Advances to MFIs & Co-operatives 4.6 - -
Loans and Advances to Customers 4.7 5,08,80,28,137.42 5,42,65,29,119.20
Investment Securities 4.8 - -
Current Tax Assets 49 83,58,051.45 1,52,53,099.73
Investment Property 4.10 - -
Property and Equipment 411 5,43,93,064.17 5,74,28,181.45
Goodwill and Intangible Assets 4.12 5,92,787.69 9,48,048.42
Deferred Tax Assets 4.13 73,52,013.35 61,88,221.77
Other Assets 4.14 37,04,818.29 28,28,392.52
Total Assets 5,31,01,01,776.87 5,65,19,46,764.72
Asat3lstAshadh | 1 o 3514 Ashadh 2079

Particulars Note 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 1,28,37,85,337.98 1,34,21,90,426.35
Borrowings 4.19 3,40,04,02,076.43 3,68,08,16,475.45
Current Tax Liabilities 4.9 18,37,500.00 -
Provisions 4.20 - -
Deferred Tax Liabilities 413 - -
Other Liabilities 421 11,80,34,152.69 12,86,03,056.71
Debt Securities Issued 422 - -
Subordinated Liabilities 4.23 - -
Total Liabilities 4,80,40,59,067.10 5,15,16,09,958.51
Equity
Share Capital 4.24 38,22,58,345.00 32,12,25,500.00
Share Premium - -
Retained Earnings (1,40,96,044.85) 7,11,42,455.07
Reserves 4.25 13,78,80,409.61 10,79,68,851.14
Total Equity 50,60,42,709.77 50,03,36,806.21
Total Liabilities and Equity 5,31,01,01,776.87 5,65,19,46,764.72
Contingent Liabilities and Commitments 4.26 - -
Net Assets Value per share 132.38 155.76

As per our report of even date
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Sadhana Laghubitta Biyttiya Sanstha Ltd.

Statement of Profit or Loss
For the year ended 31* Ashadh, 2080

Amount in NPR

Restated

Particulars Note FY 2079/80 FY 2078/79
Interest Income 4.27 77,35,13,783.08 71,65,96,601.52
Interest Expense 4.28 52,82,12,598.14 38,64,94,831.96
Net Interest Income 24,53,01,184.94 33,01,01,769.56
Fee and Commission Income 4.29 5,84,73,763.23 9,39,72,721.01
Fee and Commission Expense 4.30 - -
Net Fee and Commission Income 5,84,73,763.23 9,39,72,721.01
Net Interest, Fee and Commisson Income 30,37,74,948.17 42,40,74,490.57
Net Trading Income 431 - -
Other Operating Income 4.32 7,78,746.21 1,36,912.00
Total Operating Income 30,45,53,694.38 42,42,11,402.57
Impairment Charge/ (Rewersal) for Loans and Other Losses 4.33 4,05,66,406.98 (43,61,140.55)
Net Operating Income 26,39,87,287.40 42,85,72,543.12
Operating Expense
Personnel Expenses 4.34 16,17,13,367.68 16,60,28,716.24
Other Operating Expenses 4.35 6,75,87,756.56 6,82,65,910.62
Depreciation & Amortisation 4.36 1,72,95,984.56 1,73,69,741.94
Operating Profit 1,73,90,178.60 17,69,08,174.32
Non Operating Income 4.37 2,62,495.49 -
Non Operating Expense 4.38 - -
Profit Before Income Tax 1,76,52,674.09 17,69,08,174.32
Income Tax Expense 4.39

Current Tax 95,08,682.80 5,51,59,022.46

Deferred Tax (21,51,377.88) (3,15,472.53)
Profit for the Year 1,02,95,369.17 12,20,64,624.40
Profit Attributable to:

Equity-holders of the Financial Institution 1,02,95,369.17 12,20,64,624.40
Non-controlling interest - -
Profit for the Year 1,02,95,369.17 12,20,64,624.40

Earnings per Share
Basic Earnings per Share 2.69 38.00
Diluted Earnings per Share 2.69 38.00

As per our report of even date
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Sadhana Laghubitta Biyttiya Sanstha Ltd.

Statement of Comprehensive Income
For the year ended 31° Ashadh, 2080

Amount in NPR

Particulars Note FY 2079/80 FY 2078/79
Profit for the year 1,02,95,369.17 12,20,64,624.40
Other Comprehensive Income, Net of Income Tax
a) Items that will not be reclassified to profit or loss
Gains/(losses) from investment in equity instruments measured at fair
value - -
Gains/(losses) on revaluation 8,11,054.32 -
Actuarial gains/(losses) on defined benefit plans 24,80,900.00 (28,65,606.00)
Income tax relating to above items (9,87,586.30) 8,59,681.80

Net other comprehensive income that will not be reclassified to
profit or loss

23,04,368.02

(20,05,924.20)

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

23,04,368.02

(20,05,924.20)

Total Comprehensive Income for the Year

1,25,99,737.19

12,00,58,700.20

Total Comprehensive Income attributable to:
Equity-holders of the Financial Institution
Non-controlling interest

1,25,99,737.19

12,00,58,700.20

Total Comprehensive Income for the Period

1,25,99,737.19

12,00,58,700.20

As per our report of even date
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Sadhana Laghubitta Biyttiya Sanstha Ltd.

Statement of Cash Flows
For the year ended 31*" Ashadh, 2080

Amount in NPR

Fee and Other Income Received
Dividend Received

Receipts from Other Operating Activities
Interest Paid

Commissions and Fees Paid

Cash Payment to Employees

Other Expenses Paid

5,95,15,004.93

(52,20,77,800.65)
(16,17,13,367.68)
(6,78,86,634.71)

Particulars FY 2079/80 FY 2078/79
CASH FLOWS FROM OPERATING ACTIVITIES
Interest Received 74,33,03,852.91 67,52,71,877.63

9,31,37,798.60

(38,64,94,831.96)
(16,43,93,568.30)
(6,82,01,135.02)

Operating Cash Flows before Changes in Operating Assets and Liabilities
(Increase) Decrease in Operating Assets

Due from Nepal Rastra Bank

Placement with Banks and Financial Institutions

Other Trading Assets

Loans and Advances to Bank and Financial Institutions

Loans and Advances to Customers

Other Assets

Increase (Decrease) in Operating Liabilities
Due to Banks and Financials Institutions
Due to Nepal Rastra Bank

5,11,41,054.80

34,06,02,938.77
(8,76,425.77)

14,93,20,140.95

20,00,00,000.00

(2,11,42,61,968.68)
(2,60,689.09)

Deposit from Customers (5,84,05,088.37) 50,69,67,005.97
Borrowings (28,04,14,399.02) 92,37,42,063.31
Other Liabilities (3,09,93,523.12) 2,51,62,723.93
Net Cash Flow from Operating Activities before Tax Paid 2,10,54,557.29 (30,93,30,723.61)
Income Tax Paid (87,32,548.28) (5,97,24,644.67)
Net Cash Flow from Operating Activities 1,23,22,009.01 (36,90,55,368.28)

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of Investment Securities

Receipts from Sale of Investment Securities
Purchase of Property and Equipment

Receipts from Sale of Property and Equipment
Purchase of Intangible Assets

Purchase of Investment Properties

Receipts from Sale of Investment Properties
Interest Received

Dividend Received

(44,71,046.61)

(92,72,430.52)

(2,02,211.00)

Net Cash Used in Investing Activities

(44,71,046.61)

(94,74,641.52)

CASH FLOWS FROM FINANCING ACTIVITIES
Receipts from Issue of Debt Securities

Repayments of Debt Securities

Receipts from Issue of Subordinated Liabilities
Repayments of Subordinated Liabilities

Receipt from Issue of Shares

Dividends Paid

Interest Paid

Other Receipts/Payments

(32,12,255.00)

2,62,495.49

(33,81,321.05)

(23,48,423.84)

Net Cash from Financing Activities

(29,49,759.51)

(57,29,744.89)

Net Increase (Decrease) in Cash and Cash Equivalents

49,01,202.89

(38,42,59,754.70)

Cash and Cash Equivalents at Shrawan 01, 2078
Effect of Exchange Rate fluctuations on Cash and Cash Equivalents Held

14,27,71,701.61

52,70,31,456.31

Cash and Cash Equivalents at Ashadh 32, 2079

14,76,72,904.50

14,27,71,701.61

As per our report of even date
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Sadhana Laghubitta Biyttiya Sanstha Ltd.
Statement of Distributable Profit or Loss

For the year ended 31° Ashadh, 2080
(As per NRB Regulation)

Particulars FY 2079/80 FY 2078/79
Opening balance in Retained Earnings 7,11,42,455.07 7,84,39,219.67
Adjustments:

a. Cash Dividend Paid (32,12,255.00) (33,81,321.05)

b. Bonus Shares issued (6,10,32,845.00) (6,42,45,100.00)

c. Share issue expenses (6,06,097.69) (3,63,085.20)

d. Transfer from CSR Fund 2,36,130.00 -
Balance in Retained Earnings after aforementioned appropriations (A) 65,27,387.38 1,04,49,713.42
Net profit or (loss) as per statement of profit or loss 1,02,95,369.17 12,20,64,624.40
Appropriations:

a. General reserve 20,59,073.83 2,44,12,924.88

b. Foreign exchange fluctuation fund - -

c. Capital redemption reserve - -

d. Corporate social responsibility fund 1,02,953.69 12,20,646.24

e. Employees' training fund - -

f. Client Protection Fund 1,02,953.69 12,20,646.24

g. Other

Other Reserves (Restructured LLP Adjustment) 21,70,337.58 -
Other Reserves (Employee Training Fund) 24,03,581.26 2,88,943.36

Profit or (loss) before regulatory adjustment 34,56,469.11 9,49,21,464
Regulatory adjustment :

a. Interest receivable (-)/previous accrued interest received (+) (1,90,32,256.01) (2,60,34,576.05)

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 (+) (73,52,013.35) (61,88,221.77)

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

g. Bargain purchase gain recognised (-)/resersal (+) - -

h. Acturial loss recognised (-)/reversal (+) 23,04,368.02 (20,05,924.20)

i. Other (+/-) - -
Distributable profit or (loss) for the year (B) (2,06,23,432.22) 6,06,92,741.65
Closing balance in retained earnings (A+B) (1,40,96,044.85) 7,11,42,455.07

As per our report of even date
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