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Q>  B. SANTOSH & ASSOCIATES

‘ CHARTERED ACCOUNTANTS

Report on Examination of Prospective Financial Information

of
Vijaya Laghubitta Bittiya Sanstha Ltd.

We have examined the projected financial statements of Vijaya Laghubitta Bittiya Sanstha [td.
(hereinafter refer to as “the company ™) for the projected financial years from 2082-83 to 2084-
85 in accordance with the Nepal Standards on Assurance Engagements applicable to the
Examination of Prospective Financial Information. Management is responsible for the
assumptions set out in Annexure on which it is based.

This projection has been prepared for further public issue of 466,817 shares amounting to Rs
46,681,700 (in words forty-six million, six hundred eighty-one thousand, seven hundred only)
using a set of assumptions that include hypothetical assumptions about future events and
management’s actions that are not necessarily expected to occur. Consequently, readers are
cautioned that this projection may not be appropriate for purposes other than that described

above.

Rased on our examination of the evidence supporting the assumptions, nothing has come 1o
our attention which causes us to believe that these assumptions do not provide a reasonable
basis for the projection. Further, in our opinion the projection is properly prepared on the basis

of the assumptions.

Even if the events anticipated under the hypothetical assumptions described above occur, actual
results are still likely to be different from the projection since other anticipated events

frequently do not occur as expected and the variation may be material.

CA Santosh Bhattarai\ *
Proprietor N\ hmand®
B. Santosh & Associates
Chartered Accountants

;
COPNo.: 1124

Date: 2082/05/23
Place: Kathmandu
UDIN:
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@ Kalanki-14, Kathmandu, Nepal



> B.SANTOSH & ASSOCIATES

CHARTERED ACCOUNTANTS

INDEPENDENT PRACTITIONER'S REVIEW REPORT

To The Board of Directors

Report on the Financial Statements

We have reviewed the accompanying financial statements of Vijay Laghubitta Bittiya Sanstha
Ltd. which comprise the statement of financial position as at Ashad 32" 2082, and the related
statement of profit or loss, changes in equity, and cash flows for the year then ended, and a
summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with the Nepal Financial Reporting Standards (NFRS). Our
responsibility is to express a conclusion on this interim financial information based on our
TEeVICW,

Practitioner’s Responsibility

Our responsibility is to express a conclusion on the accompanying financial statements. We
conducted our review in accordance with Nepal Standards on Review Engagements 2400
(revised), Engagements to review Historical Financial Statements. NSRE 2400 (revised)
requires us to conclude whether anything has come to our attention that causes us to believe
that the financial statements, taken as a whole, are not prepared in all material respects in
accordance with the applicable financial reporting framework. This standards also require us

to comply with relevant ethical requirements.

A review of financial statements in accordance with NSRE 2400 (revised) is a limited assurance
engagement. The practitioner performs procedures, primarily consisting of making inquiries of
management and others within the entity, as appropriate, and applying analytical procedures,

and evaluates the evidence obtained.

The procedures performed in a review are substantially less than those performed in an audit
conducted in accordance with Nepal Standards on Auditing. Accordingly, we do not express an

audit opinion on these financial statements.

‘ O Kalanki-14, Kathmandu, Nepal @01 5234258 @ 9851221340
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Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the
accompanying financial statements do not present fairly, in all material respects, the financial
position of the company as at Ashad 32" 2082, and of its financial performance and its cash
flows for the year then ended, in accordance with the Nepal Financial Reporting Standards
(NFRS). However, these financial statements do not reflect the impact of impairment of
financial assets as required by NFRS 9. We do not consider the net impact of exclusion of this
item to be material enough to modify our conclusion.

CA. Santosh Bhattarai
B. Santosh & Associates
Chartered Accountants
COP No. : 1124

Date: 2082.05.23
Place: Kathmandu
UDIN:
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Audit, Advisory, Taxation, €onsulting I' Kathmandu, Nepal

INDEPENDENT AUDITOR'S REPORT
TO THE SHAREHOLDERS OF VIJAYA LAGHUBITTA BITTIYA SANSTHA LIMITED.

Report on the Audit of the Financial Statements

Opinion

We have audited the accompanying financial statements of M/s Vijaya Laghubitta Bittiya
Sanstha Limited (hereinafter referred to as “the Company”, “the Bank” or “the
Microfinance”), which comprise the Statement of Financial Position as on 31st Asadh, 2081
(15 July, 2024) and the Statement of Comprehensive Income, Statement of Changes in Equity
and Statement of Cash Flows for the year then ended, and significant accounting policies and
notes to the financial statements,

In our opinion, the accompanying financial statements present fairly, in all material respects,
the financial position of the Company as on 31st Asadh, 2081 (15t July 2024) and its financial
performance, cash flows and changes in equity for the year then ended in accordance with
applicable Nepal Financial Reporting Standards (NFRSs).

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 Auditors 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 ICAN's Handbook of 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 Matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the financial statements of the current period. These matters were
addressed in the context of our audit of the financial statements as a whole, and in forming
our audit opinion thereon, and we do not provide a separate opinion on these matters. We
have determined, assessed and explained how we addressed the following key audit matters
to be communicated in our audit report:

Bidur Associates
Chartered Accountants

S.N | Key Audit Matters Auditor's Response
1. Information Technology (IT) systems and We have carried out our audit procedures
controls over financial reporting with Nepal Standards on Auditing

The entire preparation of financial guidelines towards implementation of IT
statements is highly dependent on CBS policies and procedures followed by

and other supporting software and Bank in order to effectively monit g
hardware  controls.  Adequate and control, and evaluate the IT applicatid

A

Bidur Associates, Chartered Accountants I 1st Floor, Orange Building, Opposite of Omkareshwor Temple, | Tel. : +9779851

» Omkareshwor Marga, Shantinagar, » Email : luitel.bidur@g

0_6(3“0‘755;\

N
&)
2>

rrered

o
\C"antan\

s

: bidur@birdurassociates.com
l Web : www. bidurassociates.com

Y



S.N

Key Audit Matters

Auditor's Response

appropriate IT controls are required to
ensure that IT application process data are
as expected, appropriate user access and
changes are made in an appropriate
manner. Such controls ensure mitigating
the expected risk of erroneous output data.
Audit outcome is dependent on the extent
IT controls and systems, and accordingly
the above areasare determined to be as key
audit matter,

and controls to ensure effective
implementation of such policies and
procedures. Also, our approach for
Information Technology (IT) systems and
controls over financial reporting was based
on  NRB Information Technology
Guidelines 2012 andincludes the following;:
a. Reviewed report generated by CBS
b. Verified a few loans and deposits
interest calculations on test basis
c. Verified the loan loss provision of
loans and advances based on ageing
dated 2023.07.16

Impairment of loans and advances
NRB directive 4 prescribes that the Banks
shall measure impairment on Loan and
advances at higher of following:
- Provision amount derived as per
norms prescribed by NRB
- Impairment amount derived as per
NAS 39 using Incurred Loss Model

The process of estimating the provision for
loans and advances associated with credit
risk is significant and complex. The
materiality of the reported amounts for the
loans and advances (and impairment
allowance thereof), is basically based on
performance of the borrower which has
been hit hard by anti-microfinance
movement and slowdown in economic
activity.  Thus,  considering  the
deteriorated repaying capacity, increasing
risk of credit default due to several reasons
stated above and involvement of complex
calculations underpinned our basis for
considering it as Key Audit Matter,

Our audit approach consisted of testing the
design and operating effectiveness of the
internal controls and substantive testing as
under.

a. Reviewing the overdue status of the
loans and advances

b. Evaluating the design of internal
controls relating to implementation of
circulars/ directives issued by NRB and
internal policies and procedures of the
Bank.

¢. Examining all the large and other
advances on a sample basis including
review of valuation reports of the
independent valuators as provided by
the Bank’s management.

d. Reviewing the files of borrowers
containing credit appraisal and other
substantiating documents selected on a
sample basis and assessing the assigned
risk premium and appropriate action
takencommensurate with the operation
of such accounts,

e. Performing relevant
procedures.

analytical

Recognition of Interest Income on Loans
and advances

Following implementation of NFRS and
NRB Interest Income  Recognition
Guidelines 2019, Banks are recognizing
interest income on an accrual basis.
Though the accrual basis of income
recognition is prescribed in general, the
guidelines require suspension of interest
recognition on accrual basis for loans and
advances with overdue of more than 12
months whereas for loans and advances
with overdue of interest and installment
between 3 to 12 months, interest
recognition on accrual basis islimited on
the basis of result of collateral testing is

Our audit method for recognition of interest
income on Loans and advances includes the
following;

a. Reviewing the internal control process
for accrued interest on loan and
advances

b. Obtaining the accrued interest from
CBS and testing on a sample basis by
manual computations

For fair value collateral mortgage as

security, we considered the latest available

valuation report provided by the

independent valuators of the Microfina.nc,e.‘éf \ATE
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Key Audit Matters

Auditor's Response

specified. Considering the lack of in-built
system for automatically suspending the
recognizing, lack of reviewing the fair
value of collateral on regular basis may
create improper application of NRB
guidelines.

Additional loan loss
multiple banking loan
As per Clause 3.2 of Unified Microfinance
Directive No. 3/079, when providing
micro-loans without collateral or under the
security of collateral, only one micro-
finance financial institution shall provide
loans to one borrower in such a way as not
to exceed the loan limit as per this
provision. Borrowers who have taken
loans from banks and financial institutions
of categories 'A', 'B' and 'C' will not be
eligible to take loans from microfinance
financial institutions.

In addition, in the case of providing loans
exceeding such limits in the past, the last
microfinance financial institution that
provides loans will have to maintain a
100% provision as loan loss on the loan
amount exceeding the limit.

Microfinance institutions have extended
loans to its members in contravention to
the said provision. However, due to lack of
systematic record  control  with
Microfinance and non-availability of
centralized records to monitor the stated
compliance and was based on
management judgment and
declaration/inquiry with borrowers thus
classifying this matter as a Key Audit
Matter.

provision for

We conducted the following procedures to

verify whether institution members have

obtained loans from other banks and
financial institutions:

a. Reviewed the loan files of the
borrowers  including  declaration
obtained from the borrowers.

b. Inquiry with the Microfinance
regarding the existence of such
scenario.

c.  On a sample basis, on-site visits of the
borrowers’ locations were performed to
assess such scenario.

Identification and provisioning for Non-
Performing Asset (NPA)

The guidelines established by the Nepal
Rastra Bank ("NRB") regarding the
recognition of Interest Income and the
Unified Directives outline prudential
norms for Income Recognition,
Identification and Classification of Non-
Performing Advances, and Provisioning
for Loans and Advances.

In accordance with these directives, the
Bank is obligated to exercise judgment in
identifying and provisioning for Non-
Performing Assets (NPAs), incorporating
both quantitative and qualitative factors.
The risk  associated with NPA

Our key audit procedures encompassed a
comprehensive  examination,  which,
although not exhaustive, included the
following focal points:

A. Understanding Process and Controls:
We gained insight into the overall process
and controls, meticulously testing the
design and operational effectiveness of
pivotal controls, with a specific emphasis
on IT-based controls. This encompassed:

a. The approval of new lending facilities
aligned with the Bank's credit policies
and the performance of annual loan
assessments.

credit quality, involving aspects such

7
b. Controls overseeing the monitoringgy
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Key Audit Matters

Auditor's Response

identification is influenced by factors such
as stress and liquidity concerns in specific
sectors.

Provisions for identified NPAs are
determined based on considerations like
ageing and classification of NPAs,
recovery estimates, the value of security,
and other qualitative factors. These
provisions are subject to the minimum
norms specified by NRB and impairment
of risk assets, following the carve-out
provided by the Institute of Chartered
Accountants of Nepal (ICAN).

Given the substantial level of estimation
involved in identifying NPAs and
provisioning advances, coupled with its
pivotal role in the overall audit and the
potential scrutiny by NRB leading to
disclosure in the financial statements, it
presents a significant audit challenge.
Additionally, the risk of a shortfall in
collateral, as mandated by NRB Directives
2 for credit facilities provided to various
borrowers, poses a potential source of
financial loss for the Bank.

Considering the materiality of the
aforementioned issues to the financial
statements, the intensified regulatory
scrutiny, and the substantial auditor
attention required, we have classified this
as a Key Audit Matter.

overdue reports, drawing power limits,
and pending security creation.

c. Identification and classification of Non-
Performing  Assets (NPAs) in
accordance with the circular issued by
the Nepal Rastra Bank (NRB), the
impairment requirement as per the
carve-out on NFRS 9 provided by the
Bank, and consideration of certain
qualitative aspects.

d. Assessment of the adequacy of NPA
provisions, determined as the higher of
NRB norms and carve-out on NFRS 9
provided by the Institute of Chartered
Accountants of Nepal (ICAN).

B. Testing Loan Identification: To verify
the identification of loans with default
events and other triggers, we selected a
sample of performing loans and
independently assessed the necessity of
classifying such loans as NPAs.

C. Management Discussions: We engaged
in specific discussions with the Bank's
management regarding sectors perceived
to carry credit risk and the measures
implemented to mitigate risks within
these identified sectors.

D. Impairment Calculation Review: Our
review of the impairment calculation
revealed that impairment is determined
based on the higher of the following
prescribed methods:

i. NRB Regulation

ii. NFRS Pronouncement, with specific
reference to the carve-out on NFRS-9
provided by ICAN.

Other Information

The Microfinance’s Management is responsible for the preparation of the 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. The annual report is
expected to be made available for our review after the date of this auditor's report.

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

In connection with our audit of the financial statements, our responsibility is to read the other' ES *\
information 1dent1f1ed above when it becomes avaﬂable and in domg so, we will com' eér 5

g



When we read the annual report, if we conclude that there is a material misstatement therein,
we are required to request management and those charged with governance to correct the
material misstatement.

If, based on the work we have performed, we conclude that there is a material misstatement
therein of this other information; we are required to report the fact. We have nothing to report
in this regard.

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

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

In preparing the financial statements, management is responsible for assessing the Company's
ability to continue as a going concern, till its maturity, 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 the operation, 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 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. Misstatement 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 scepticism throughout the audit. We also:

o 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 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.

e Obtain an understanding of internal financial 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.

%



¢ 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.

e Obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the Microfinance to express an opinion on the
financial statements. We are responsible for the direction, supervision and performance of
the audit. We remain solely responsible for our audit opinion.

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.

From the matters communicated with those charged with governance, we determine those
matters that were of most significance in the audit of the financial statements of the current
period and are therefore the key audit matters. We describe these matters in our auditor’s
report unless law or regulation precludes public disclosure about the matter or when, in
extremely rare circumstances, we determine that a matter should not be communicated in our
report because the adverse consequences of doing so would reasonably be expected to
outweigh the public interest benefits of such communication.

Report on the Requirements of Banks and Financial Institutions Act, 2073 and Company
Act, 2063

We have obtained satisfactory information and explanations asked for, which to the best of
our knowledge and belief were necessary for the purpose of our audit; the returns received
from the branch offices of the Microfinance, though the statements are independently not
audited, were adequate for the purpose of the audit; the financial statements including the
statement of financial position, statement of profit or loss, statement of comprehensive
income, statement of changes in equity, statement of cash flows including a summary of
significant accounting policies and other explanatory notes have been prepared in all material
respect in accordance with applicable Nepal Financial Reporting Standard (NFRS) with

accounts and records of the Microfinance are properly maintained in accordance Wit@

prevailing laws. W '\9
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To the best of our information and according to the explanations given to us, during our audit,
we were not observed that the loans has been written off; the business of the Microfinance
was conducted satisfactorily, and the Microfinance's transactions were found to be within the
scope of its authority. We did not come across cases of accounting related fraud and the cases
where the Board of Directors or any employee or any office bearer of the Microfinance has
acted contrary to the provisions of law or caused loss or damage to the Microfinance or
committed any misappropriation of the funds of the Microfinance.

CA. Bidur Luitel

Bidur Associates

Chartered Accountants
UDIN: 241219CA00876FVsfS

Place: Kathmandu, Nepal
Date: Poush 04, 2081
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