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BAKER TILLY
DEV ASSOCIATES

CHARTERED ACCOUNTANTS

Patan Dhoka, Lalitpur-3

PO Box 252
Lalitpur DPO 44700
INDEPENDENT AUDITOR’S REPORT Nepal
TO THE SHAREHOLDERS’ OF P —-
M/s ILFCO Microfinance Bittiya Sanstha Ltd. F1+977 (1) 5520976

devassociates@ntc.net.np
www.bakertillydev.com

1. We have audited the accompanying financial statements of M/s ILFCO Microfinance Bittiya Sanstha Ltd., which
comprise the balance sheet as at Ashad 31, 2073 (corresponding to July 15, 2016), and the income statement,
statement of changes in equity and cash flow statement for the year then ended, and a summary of significant
accounting policies and other explanatory notes.

2. Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance
with Nepal Accounting Standards. This responsibility includes: designing, implementing and maintaining internal
control relevant to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

3. Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with Nepal Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements 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 entity’s internal control. An audit shall not be
construed as certification to management's act. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

4. Opinion on Financial Statement
In our opinion and to the best of our information and according to the explanation given to us, read together with
significant accounting policies and Notes to the Accounts forming part of financial statements, the financial
statements give a true and fair view of the financial position of the company as of Ashad 31, 2073, and of the
results of its operations and its cash flow for the year then ended in accordance with Nepal Accounting Standards
or relevant practices, so far as applicable in compliance with prevailing laws.

5. Regulatory and Other Reporting
Based on our examination of the financial statements, we report that:
a. We have obtained all the information and explanations, which to the best of our knowledge and bellef ‘were
necessary for the purpose of our audit. \
b. The accounts and records of the company have been maintained as required by law and practlce .

Dev Associates, Chartered Accountants is registered as a partnership firm in Institute of Chartered Accountants of Nepal with firm registration no. 230 and the PAN no. 600430025. Baker Tilly is the trademark of the UK firm
Baker Tilly UK group LLP, used under license. Baker Tilly International is a member of the Forum of Firms.

An independent member of Baker Tilly International

qit arfies gfddeT
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c. The Balance Sheet, Profit & Loss Account & Cash Flow Statement dealt with by this report are in agreement
with the books of account.

* d. The capital fund, risk bearing fund and the provisions for possible impairment of assets of the company are
adequate as per the Directives issued by Nepal Rastra Bank.

e. As per the requirement of Institute of Chartered Accountants of Nepal, our audit included the audit of branches
of the company whose deposit or loan exceeded 2% of total deposit or gross loan and advances of the
company. In case of other branches, though the branches were not independently audited, the details received
were adequate for purpose of audit.

f.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 company has not acted contrary to the provision of law
relating to accounts nor caused direct loss or damage to the company deliberately or acted in a manner that
would jeopardized the interest and security of the company and the business of the company appears to have
been conducted satisfactorily.

CA. Rajnish Daha
Partner
For Dev Associates;-
Chartered Accountants

| o) Date: 3 October 2016
3! / Place: Lalitpur
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Schedule — 4.26

ILFCO MICRO FINANCE BITTIYA SANSTHA LIMITED
SIGNIFICANT ACCOUNTING POLICIES
FISCAL YEAR 2072/73(2015/16)

General Information

I.L.F.C.O. Micro Finance BittiyaSanstha Limited was incorporated on 01 Chaitra 2067 (15 March 2011) under
the Companies Act of Nepal. The Company got the business operating license from Nepal Rastra Bank to con-
duct micro-finance activities as a ‘D’ class financial institution on 07 Baishak 2069 (19 April 2012). The Compa-
ny started its operation from 21% Asadh 2069 (05 July 2012). The Company has its registered office at Ward No:
7, Chabahil, Kathmandu, Nepal.

Principal Activities:
The institution is primarily engaged in micro finance activities, according to which group members are provided
credit without any collateral. The institution also provides savings and micro-insurance services to its clients. The
institution’s sources of fund include the client’s savings deposit, borrowings from banks and financial institutions
and the shareholders equity fund.
Approval of Financial statement by Board
Preparation and presentation of true and fair Financial Statements as per the Nepal Accounting Standard and
Companies Act 2063 is the responsibility of the management. The enclosed Financial statements of the bank
for fiscal year 2072/73 (2015-16) has been approved by the Board of Directors through their meeting dated 16
Ashwin 2073 (2™ October 2016).
Summary of Significant Accounting Policies
Statement of Compliance
The financial statements have been prepared on historical cost convention and under accrual basis of accounting
in conformity with the Nepal Accounting Standards (except where stated to the contrary) and other pronounce-
ment to conform to the Companies Act-2063, Bank and Financial Institutions Act-2063, the directives of Nepal
Rastra Bank and as per generally accepted accounting principles.

Management is required to select and apply appropriate accounting policies and make reasonable accounting
estimates while preparing the financial statements. Nepal Accounting Standards requires the consistent applica-
tion of accounting policies adopted by the management. The accounting policies of the institution are applied
consistently from year to year unless otherwise stated.

Basis of Preparation

The financial statements have been prepared on going concern assumption, as the management of the Company
has no intention to liquidate the Company in the near future or to cease the operations of the Company. The
management has determined that the profitability and resources of the Company are adequate to continue the
business and hence going concern assumption is appropriate.

Interest income

Interest income on loans and advances is recognized on accrual basis realized in cash as per the directives of
Nepal Rastra Bank. The policy of interest recognition is not in accordance with Nepal Accounting Standards-7
that requires the recognition of interest income on accrual basis using effective interest rate method.

Interest income on investment is accounted for on accrual basis.

Interest expense

Interest payable on deposits and borrowings are accounted for on accrual basis.

Loans and advances

Loans and advances refer to the group based micro credit loan provided to group member with group guarantee
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2.6.

2.7.

2.8.

2.9.

and without collateral. The institution has classified all loans as per NRB Directives and disclosed at net of
provisions in balance sheet. The amount recovered from borrowers is first applied to interest recoverable and
remaining amount is applied against settlement of outstanding principal.

Loan loss provision

The institution has charged loan loss provision ranging from 1% to 100% on loan and advances as per the di-
rective issued by Nepal Rastra Bank, on the basis of classification of loans and advances.

Investments
Investments in shares of companies are recorded at cost or market price, whichever is lower.

The investment on bank deposits is valued at cost. Interest received on investments has been recognized in full.
Any withholding tax on such payment has been considered as advance income tax.

Property, Plant & Equipments and Depreciation

Property, plant and equipment are tangible items that:

a. are held for use in the production or supply of goods or services, for rental to others, or for administrative
purposes

b. are expected to be used during more than one period.

Initial Recognition & Cost of Property, Plant & Equipment:

The cost of an item of property, plant and equipment has been recognized as an asset, if and only if:

(a) It is probable that future economic benefits associated with the item will flow to the entity; and (b) The cost
of the item can be measured reliably and initially recognized at cost.

The cost of Property, Plant & Equipment includes purchase price, including import duties and non-refundable
purchase taxes, after deducting trade discounts and rebates; any costs directly attributable to bringing the asset
to the location and condition necessary for it to be capable of operating in the manner intended by management,
and the initial estimate of the costs of dismantling and removing the item and restoring the site on which it is
located, the obligation for which an entity incurs either when the item is acquired or as a consequence of hav-
ing used the item during a particular period for purposes other than to produce inventories during that period.

Subsequent Measurement

Properties, Plants &Equipment are subsequently measured at Cost less any accumulated depreciation and
possible impairment loss.

Depreciation

The property, plant and equipments are depreciated at the rates determined by the management based on the
useful life of the assets using the written down value method. The depreciation rates applied for various assets
categories are as follows.

1 | Furniture 25%
2 | Equipment 25%
3 | Computers 25%
4 | Vehicles 20%

The depreciation of the fixed assets purchased and used in the current fiscal year has been accounted from the
subsequent month of the purchase/used at mentioned rate on monthly basis

Purchase of capital items with a unit value of NRs. 5,000/- or less are expensed in the year of purchase.
Deferred revenue expenditure (Software Expenses)
Deferred revenue expenditures are amortized over the period as determined by the management. Accordingly,
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expenditures incurred on software purchase are amortized over the period of five years.
Amortization

Amortization is charged to Profit and Loss Account on a straight-line basis over the estimated useful lives of
the intangible assets. Intangible assets are recognized from the date they are available for use. The estimated
useful lives are as follows:

e Computer Software 5 years
Provision for staff bonus
Provision for staff bonus has been made on the basis of Bonus Act-2030 and amendments thereto.
Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.
Current year’s Provision for Taxation

The tax currently payable is based on taxable profit for the year. Taxable profit differs from ‘profit before tax’ as
reported in the statement of profit or loss because of items of income or expense that are taxable or deductible
in other years and items that are never taxable or deductible. The Company’s current tax is calculated using tax
rates that have been enacted or substantively enacted by the end of the year 2072/73.

a. Deferred Tax

Deferred tax is recognized on temporary differences between the carrying amounts of assets and liabilities
in the consolidated financial statements and the corresponding tax bases used in the computation of taxable
profit.

Deferred tax liabilities are generally recognized for all taxable temporary differences and Deferred tax
assets for all deductible temporary differences to the extent that it is probable that taxable profits will be
available against which those deductible temporary differences can be utilized. Such deferred tax assets
and liabilities are not recognized if the temporary difference arises from the initial recognition (other than
in a business combination) of assets and liabilities in a transaction that affects neither the taxable profit
nor the accounting profit. In addition, deferred tax liabilities are not recognized if the temporary difference
arises from the initial recognition of goodwill.

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income
in the years in which those temporary differences are expected to be recovered or settled. The effect of
changes in tax rates on deferred tax assets and liabilities is recognized as income in the period that includes
the enactment date.
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Schedule — 4.27

ILFCO MICRO FINANCE BITTIYA SANSTHA LIMITED
NOTES TO ACCOUNTS

FISCAL YEAR 2072/73 (2015/16)
1. Interest Income and Interest Suspense

Entire interest receivable on loans & advances as on yearend has been transferred to interest suspense account
as per the Directives of NRB.

2. Amortization

Expenses incurred on purchase of Software are amortized over the period of five years, and accordingly
NRs.62,150/- has been charged in the current year.

3. Retirement benefit

No staffs are eligible to get retirement benefit as per our policy. To confirm with the accrual basis of accounting,
gratuity liability for the staffs of the company is provided in the books of accounts.

4. Staff bonus
Provision for staff bonus has been provided at 10% of the net profit after such bonus.
5. General Reserve

As per the requirement of Bank and Financial Institution Act, 2063, the institution has practiced to transfer 20%
of the current year’s net profit to General Reserve.

6. Related Party Transaction

Key management personnel and their immediate relatives have been provided with no loans and advances and
the outstanding balance on 15 July 2016 was nil.

e Total of NRs. 1,086,823.42 was paid to Sr. Manager (Act. CEO) as Salary, Allowances, Leave compensa-
tion &Contribution to Provident Fundin fiscal year 2072/73.

e Total outstanding borrowing amount from Parent Company as at 31 Ashad 2073 is NRs. 80,000,000/-

e Total deposit balance in current accounts maintained in Parent Company as at 31 Ashad 2073 is NRs.
681,798.48

7. Statement of loan disbursement, recovery and write off loans & interest during the year

Particulars Amount (NRs.)
Opening balance of loans & advances 97,807,277
Disbursement during the year 284,391,421
Recovery during the year (210,161,663)

Loans & advances written off -

Interest written off -

Balance as at 15 July 2016 172,037,035

8. Statement of changes in deposit liabilities during the year

Particulars Balance as at 15 July 2016 (NRs.) Balance as at 16 Change Change
July 2015(NRs.)
(NRs.) (%)
Compulsory Saving 45,252,199 25,541,594 19,710,605 77%
Voluntary Saving 7,494,482 3,352,823 4,141,659 124%
Other Saving 802,324 321,658 480,666 149%
Total deposit liabilities 53,549,005 29,216,075 24,332,930 83%
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9. Statement of weighted average interest rate spread

Particulars Percentage

The weighted average yield rate on loans and investments 13.30%
The weighted average cost rate on deposits and borrowings 5.01%
The weighted average interest rate spread 8.29%

10. Statement expenses to be written off

Particulars

Amount (NRs.)

Software expenses to be written off

Opening Balance 1,47,371

Addition in FY 2072/73 1,69,500

Written off in FY 2072/73 62,150

Closing Balance of Software expenses to be written off 2,54,721

11. Concentration of institution’s assets and liabilities as well as off balance sheet items in one indi-
vidual, firm, organizations or in a single sector in excess of prescribed limit.

No such cases exist.

12. Classification of Assets and Liabilities on the basis of maturity date:
AS AT 31 ASHAD 2073 (15 JULY 2016)

(in NRs.)
Patticulars  Period 1-90days | 91-180days | 181-270 days 27(11&13365 Above 1 years Total

Cash balance - - -
Balance with Nepal Rastra Bank 800,000 - - 800,000
Balance with banks/financial institutions 60,681,798 - - 60,681,798
Money at call and short notice 14,702,039 - - 14,702,039
Investments - - 457,470 457,470
Loans & advances and bills purchase 6,261,436 15,073,680 39,846,589 | 78,494,821 29,901,379 169,577,905
Fixed assets - - 7,713,753 7,713,753
Non-banking assets - - - -
Other assets 2,149,693 186,318 - 441,165 2,777,175
Total assets 84,594,966 15,259,998 39,846,589 | 78,494,821 38,513,766 256,710,140
Share capital - - 105,000,000 105,000,000
Reserves & funds - - - 1,865,436 1,865,436
Debentures & bonds - - -
Borrowings 29,978,875 20,000,000 20,000,000 | 20,000,000 89,978,875
Deposit liabilities 36,334,855 - - 17,214,150 53,549,005
Proposed cash dividends - - - 263,158 263,158
Income tax liabilities 1,668,285 - - 1,668,285
Other liabilities 2,805,090 536,097 - 1,044,195 4,385,382
Total capital & liabilities 70,787,105 20,536,097 20,000,000 | 20,263,158 | 125,123,780 256,710,140
Net assets 13,807,861 (5,276,099) 19,846,589 | 58,231,663 | (86,610,014)

Cumulative net assets 13,807,861 8,531,762 28,378,351 | 86,610,014 0
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13. The company has not taken any loan against mortgage of own property.

14. Non-banking assets accepted and sold
The company does not have any non-banking assets as on 15 July 2016.

15. Details of amount paid in advance, calls in arrears and details of shares forfeited but not issued.
No such cases exist.

16. Leasehold properties
The company does not possess any leasehold properties.

17. Reconciliation of Agency Balance
No reconciliation is pending on agency balance.

18. Deferred tax
Deferred tax assets and liabilities have been computed in accordance with Nepal Accounting Standards-9 on
Income Taxes, and are attributable to the following:

(In NRs.)
Particulars Carrying Amount | Tax Base Temporary Dif-
ferences (Net)

Fixed assets (Depreciation-Base) 7,968,473.54 7,727,075.64 (241,397.89)
Gratuity Liability 330,455.09 - 330,455.09
Net temporary differences 89,057.20
Deferred tax Assets @30% 26,717.16
Deferred tax Asset until last year 65,859.46
Deferred tax Expense for the year 39,142.30

The deferred tax as above has been booked as income in the Profit and Loss Account of the current year.

The deferred tax expenses resulting from decrease in deferred tax asset of Rs. 39,142.30 is transferred to accu-
mulated profit from deferred tax reserve.

19. Share Issue Expenses:

Expenses of NRs. 592,056.56 incurred during 2072/73 for Initial Public Offering (IPO) of institution’s share cap-
ital has been charged as expense in the current year.

20. Others

Figures for the previous year have been regrouped, reclassified and rearranged where necessary to facilitate
comparison. Figures have been rounded off to the nearest rupee.
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