














Notes to the Interim Financial StatementsFor the Period Ended Chaitra 2082
1. Basis of PreparationThe interim financial statements of the Laghubitta have been prepared in accordance with Nepal FinancialReporting Standards (NFRS): NAS 34 Interim Financial Reporting as published by the Accounting StandardsBoard (ASB) Nepal and pronounced by The Institute of Chartered Accountants of Nepal (ICAN). The preparationand presentation of the Interim Financial Statements comply with the requirements of format issued by NepalRastra Bank via Unified Directives to Microfinance FIs, 2081.
The financial statements comprise the Statement of Financial Position, Statement of Profit or Loss, Statementof Other Comprehensive Income, the Statement of Changes in Equity, the Statement of Cash Flows, and theNotes to the Accounts.
2. Statement of ComplianceThe Interim financial statements have been prepared in accordance with Nepal Financial Reporting Standards(NFRSs) to the extent applicable with allowed carve-outs as issued by the Accounting Standards Board (ASB)Nepal.
3. Use of Estimates, Assumptions and JudgementsThe Laghubitta, under NFRS, is required to apply accounting policies to suit its circumstances and operatingenvironment most appropriately. Further, the Laghubitta is required to make judgments in respect of itemswhere the choice of specific policy, accounting estimate or assumption to be followed could materially affectthe financial statements. This may later be determined that a different choice could have been moreappropriate. The NFRS requires the Laghubitta to make estimates and assumptions that will affect the assets,liabilities, disclosure of contingent assets and liabilities, and profit or loss as reported in the financialstatements. The Laghubitta applies estimates in preparing and presenting the financial statements and suchestimates and underlying assumptions are reviewed periodically. The revision to accounting estimates arerecognized in the period in which the estimates are revised and are applied prospectively.
4. Changes in Accounting PoliciesThe Laghubitta prepared the interim financial statements as per Nepal Financial Reporting Standard (NFRS) byrecognizing all assets and liabilities whose recognition was required by NFRS, not recognizing the items ofassets or liabilities which were not permitted by NFRS and applying NFRS in measurement of recognized assetsand liabilities. The accounting policies adopted while preparing these interim financial statements areconsistent with those applied in the Laghubitta’s annual financial statements for the year ended Ashad 31,2081.
5. Significant Accounting PoliciesThe accounting policies and methods of computation adopted in the preparation of the interim financialstatements are consistent with those adopted and disclosed in the Laghubitta’s annual financial statementsfor the financial year ended Chaitra 30 , 2082.
5.1 Basis of MeasurementThe interim financial statements have been prepared on the historical cost basis except for the following



material items in the statement of financial position. Investment property is measured at fair value. Liabilities for cash-settled, share-based-payment arrangements are measured at fair value. Defined benefit schemes, surpluses and deficits are measured at fair value. Impairment of asset ismeasured at fair value and related disposal cost.
5.2 Cash and Cash EquivalentCash and cash equivalents include cash in hand, balances with Bank and Financial Institutions, money at calland highly liquid financial assets with original maturities of three months or less from the acquisition datesthat are subject to an insignificant risk of changes in their fair value and are used by the Bank in themanagement of its short-term commitments.
5.3 Financial assets and financial liabilitiesA. RecognitionThe Laghubitta initially recognizes a financial asset or a financial liability in its statement of financial positionwhen, and only when, it becomes party to the contractual provisions of the instrument. The Laghubitta initiallyrecognize loans and advances, deposits and debt securities/ subordinated liabilities issued on the date thatthey are originated which is the date that the Laghubitta becomes party to the contractual provisions of theinstruments. Investments in equity instruments, bonds, debenture, Government securities, NRB bond ordeposit auction, reverse repos, outright purchase are recognized on trade date at which the Laghubittacommits to purchase/ acquire the financial assets. Regular way purchase and sale of financial assets arerecognized on settlement date.
B. ClassificationI. Financial AssetsThe Laghubitta classifies the financial assets subsequently measured at amortized cost or fair value based onthe Laghubitta’s business model for managing the financial assets and the contractual cash flow characteristicsof the financial assets. The two classes of financial assets are as follows:
1. Financial assets measured at amortized costThe Laghubitta classifies a financial asset measured at amortized cost if both of the following conditionsare met: The asset is held within a business model whose objective is to hold assets in order to collect contractualcash flows and The contractual terms of the financial asset give rise on specified dates to cash flows that are solelypayments of principal and interest on the principal amount outstanding.
2. Financial asset measured at fair valueFinancial assets other than those measured at amortized cost are measured at fair value. Financial assetsmeasured at fair value are further classified into two categories as below:
a) Financial assets at fair value through profit or loss.Financial assets are classified as fair value through profit or loss (FVTPL) if they are held for trading or aredesignated at fair value through profit or loss. Upon initial recognition, transaction cost is directly attributableto the acquisition are recognized in profit or loss as incurred. Such assets are subsequently measured at fairvalue and changes in fair value are recognized in Statement of Profit or Loss



b) Financial assets at fair value through other comprehensive incomeInvestment in an equity instrument that is not held for trading and at the initial recognition, the Laghubittamakes an irrevocable election that the subsequent changes in fair value of the instrument is to be recognizedin other comprehensive income are classified as financial assets at fair value though other comprehensiveincome. Such assets are subsequently measured at fair value and changes in fair value are recognized in othercomprehensive income.
I. Financial LiabilitiesThe Laghubitta classifies its financial liabilities as follows:
a) Financial Liabilities at Fair Value through Profit or LossFinancial liabilities are classified as fair value through profit or loss (FVTPL) if they are held for trading or aredesignated at fair value through profit or loss. Upon initial recognition, transaction costs directly attributableto the acquisition are recognized in Statement of Profit or Loss as incurred. Subsequent changes in fair valueare recognized at profit or loss.
b) Financial Liabilities measured at amortized costAll financial liabilities other than measured at fair value though profit or loss are classified as subsequentlymeasured at amortized cost using an effective interest rate method.
C. Measurementi. Initial MeasurementA financial asset or financial liability is measured initially at fair value plus or minus, for an item not at fair valuethrough profit or loss, transaction costs that are directly attributable to its acquisition or issue. Transactioncost in relation to financial assets and liabilities at fair value through profit or loss are recognized in theStatement of Profit or Loss.
ii. Subsequent MeasurementA financial asset or financial liability is subsequently measured either at fair value or at amortized cost basedon the classification of the financial asset or liability. Financial asset or liability classified as measured atamortized cost is subsequently measured at amortized cost using effective interest rate method.
The amortized cost of a financial asset or financial liability is the amount at which the financial asset or financialliability is measured at initial recognition minus principal repayments, plus or minus the cumulativeamortization using the effective interest method of any difference between that initial amount and thematurity amount, and minus any reduction for impairment or un-collectability.
Financial assets classified at fair value are subsequently measured at fair value. The subsequent changesin fair value of financial assets at fair value through profit or loss are recognized in Statement of Profit orLoss whereas of financial assets at fair value through other comprehensive income are recognized in othercomprehensive income.
5.3.1 De-recognitionThe Laghubitta derecognizes a financial asset when the contractual rights to the cash flows from the financialasset expire or it transfers the contractual rights to receive the cash flows from the asset. A financial liability isderecognized when the obligation specified in the contract is discharged, cancelled, or expires.



5.3.2 Determination of Fair ValueThe fair value of a financial instrument is the price that would be received to sell an asset or paid to transfer aliability in an orderly transaction between market participants at the measurement date. The Microfinancefollows 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 ofquoted for similar instrument in active markets or quoted prices for identical or similar instrument in inactivemarkets; andLevel 3: Significant inputs to the fair value measurement are unobservable. Investment in Unquoted EquityInstrument are carried at cost as the market price of such shares could not be ascertained with certainty at thereporting date.
5.4 ImpairmentAt each reporting date, the Laghubitta assesses whether there is objective evidence that a financial asset orgroup of financial assets not carried at fair value through profit or loss are impaired. A financial asset or a groupof financial assets is impaired when objective evidence demonstrates that a loss event has occurred after theinitial recognition of the asset(s) and that the loss event has an impact on the future cash flows of the asset(s)that can be estimated reliably.
Objective evidence that financial assets are impaired can include significant financial difficulty of the borroweror issuer, default or delinquency by a borrower, restructuring of a loan or advance by the Laghubitta on termsthat the Laghubitta would not otherwise consider, indications that a borrower or issuer will enter Bankruptcy,the disappearance of an active market for a security, or other observable data relating to a group of assetssuch as adverse changes in the payment status of borrowers or issuers in the group, or economic conditionsthat correlate with defaults in the Laghubitta. In addition, for an investment in an equity security, a significantor prolonged decline in its fair value below its cost is objective evidence of impairment.
In case of financial difficulty of the borrower, the Laghubitta considers restructuring loans rather than takepossession of collateral. This may involve extending the payment arrangements and agreement of new loanconditions. Once the terms have been renegotiated, any impairment is measured using the original EIR ascalculated before the modification of terms and the loan is no longer considered past due. Managementcontinually reviews renegotiated loans to ensure that all criteria are met and that future payments are likelyto occur. The loans continue to be subject to an individual or collective impairment assessment, calculatedusing the loan’s original EIR.
a) Impairment of financial assets measured at amortized cost
The Laghubitta considers evidence of impairment for loans and advances and investment securities measuredat amortized cost at both specific asset and collective level. The Laghubitta first assesses individually whetherobjective evidence of impairment exists for financial assets that are individually significant and that are notindividually significant are assessed collectively.
If there is objective evidence that an impairment loss has been incurred, the amount of the loss is measuredas the difference between the asset’s carrying amount and the present value of estimated future cash flows.



The carrying amount of the asset is reduced using an allowance account and the amount of the loss isrecognized in profit or loss.
All individually significant loans and advances and investment securities are assessed for specific impairment.Those found not to be specifically impaired are then collectively assessed for any impairment that has beenincurred but not yet identified. Loans and advances and investment securities that are not individuallysignificant are collectively assessed for impairment by grouping together loans and advances and investmentsecurities with similar risk characteristics.
Impairment of loans and advances portfolios is based on the judgments in experience of portfolio behavior. Inassessing collective impairment, the Group uses historical trends of the probability of default, the timing ofrecoveries and the amount of loss incurred, adjusted for management’s judgment as to whether currenteconomic and credit conditions are such that the actual losses are likely to be greater or less than suggestedby historical trends. Default rates, loss rates and the expected timing of future recoveries are regularlybenchmarked against actual outcomes to ensure that they remain appropriate. Impairment losses on assetsmeasured at amortized cost are calculated as the difference between the carrying amount and the presentvalue of estimated future cash flows discounted at the asset’s original effective interest rate.
In case of impairment of financial assets, being loans and advances, the impairment has not been consideredas per NFRS. The assets are impaired on the basis of directives no 2 issued by NRB.
Loans together with the associated allowance are written off when there is no realistic prospect of futurerecovery, and all collateral has been realized or has been transferred to the Laghubitta. If in a subsequent year,the amount of the estimated impairment loss increases or decreases because of an event occurring after theimpairment was recognized, the previously recognized impairment loss is increased or reduced by adjustingthe allowance account. If a write off is later recovered, the recovery is recognized in the ‘Non-OperatingIncome.’
b) Impairment of investment in equity instrument classified as fair value through other comprehensiveincomeObjective evidence of impairment of investment in an equity instrument is a significant or prolonged declinein its fair value below its cost. Impairment losses are recognized by reclassifying the losses accumulated in thefair value reserve in equity to profit or loss. The cumulative loss that is reclassified from equity to profit or lossis the difference between the acquisition cost, net of any principal repayment and the current fair value, lessany impairment loss recognized previously in profit or loss.
5.5 Property and Equipmenta) Recognition and MeasurementProperty 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.
b) Capital Work in ProgressThese are expenses of a capital nature directly incurred in the construction of buildings and systemdevelopment, awaiting capitalization. Capital work-in-progress would be transferred to the relevant assetwhen it is available for use, i.e., when it is in the location and condition necessary for it to be capable ofoperating in the manner intended by management. Capital work-in-progress is stated at cost less anyaccumulated impairment losses.



c) Depreciation
Property and equipment are depreciated from the date they are available for use on property on written downvalue method over estimated useful lives. Whereas, Amortization of intangible assets are done Depreciationis recognized in profit or loss. Leased assets under the finance lease are depreciation over the shorter of thelease term and their useful life. Land is not depreciated. Charging of depreciation is ceased from the earlierdate from which the asset is classified as held for sale or is derecognized. The rate of depreciation of significantitems of property and equipment for current year and comparative periods are as follows:Class of Assets Rate of DepreciationComputer & Accessories 25%Vehicles 20%Furniture & Fixtures 25%Equipment & Others 25%Intangible Assets As per Period of Use
The capitalized value of software purchase and installation costs are amortized over a maximum 5-year periodor within the ownership period. Assets costing less than NPR 5,000 are fully depreciated in the year of purchase.For assets purchased/ sold during the year, depreciation is provided up to the date of use on a pro-rata basis.Depreciation method, useful lives and residual value are reviewed at each reporting data and adjusted, if any.
d) De-recognitionThe carrying amount of an item of property and equipment is derecognized on disposal or when no futureeconomic benefits are expected from its use. The gain or loss arising from de-recognition of an item of propertyand equipment is included in the Statement of Profit or Loss when the item is derecognized. When replacementcosts are recognized in the carrying amount of an item of property and equipment, the remaining carryingamount of the replaced part is derecognized. Major inspection costs are capitalized. At each such capitalization,the remaining carrying amount of the previous cost of inspections is derecognized. Any gain or losses on de-recognition of an item of property and equipment is recognized in profit or loss.
5.5 Income TaxTax expense is the aggregate amount included in the determination of profit or loss for the period in respectof current and deferred taxes. The Laghubitta applies NAS 12 – “Income Taxes” for the accounting of IncomeTax. Income tax expense is recognized in profit or loss, except to the extent it relates to items recognizeddirectly in equity or directly in other comprehensive income. Tax expenses relating to items recognized directlyin other comprehensive income is recognized in the Statement of Other Comprehensive Income.
Current TaxCurrent tax comprises the amount of income taxes payable (or recoverable) in respect of the taxable profit (ortax loss) for the reporting period, and any amount adjusted to the tax payable (or receivable) in respect ofprevious years. It is measured using tax rates enacted, or substantively enacted, at the reporting date. TheFinancial Institution has determined tax provision for the reported period based on its accounting profit forthat period and incorporating the effects of adjustments for taxation purpose as required under the IncomeTax Act, 2058 and amendments thereto, using a corporate tax rate of 30%.



Deferred TaxDeferred tax liabilities are the amounts of income taxes payable in future periods in respect of taxabletemporary differences. Deferred tax assets are the amounts of income taxes recoverable in future periods inrespect of:(a) deductible temporary differences.(b) the carry forward of unused tax losses; and(c) the carry forward of unused tax credits.
Deferred tax is recognized at the reporting date in respect of temporary differences between the carryingamounts of assets or liabilities for financial reporting purposes and the corresponding amounts used fortaxation purposes.
Deferred tax has not been calculated for the interim period ending Ashad 32, 2082.
5.5 ProvisionThe Laghubitta recognizes a provision if, as a result of past event, the Laghubitta has a present constructive orlegal obligation that can be reliably measured, and it is probable than an outflow of economic benefit will berequired to settle the obligation. A disclosure for contingent liability is made when there is a possible obligationor a present obligation that may, but probably will not require an outflow of resources. When there is a possibleobligation or a present obligation in respect of which the likelihood of outflow of resources is remote, noprovision or disclosure is made.
A provision for an onerous contract is recognized when the expected benefits to be derived by the Laghubittafrom a contract are lower than the unavoidable cost of meeting its obligation under the contract.
Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. If it is nolonger probable that an outflow of resources would be required to settle the obligation, the provision isreversed. Contingent assets are not recognized in the financial statements. However, contingent assets areassessed continually and if it is virtually certain that an inflow of economic benefits will arise, the asset andrelated income are recognized in the period in which the change occurs.
Contingent liabilities are the liabilities for which it is uncertain as to whether it will become an obligation as itdepends on the occurrence of an uncertain future event. These amounts are off-balance sheet items and aredisclosed 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 Laghubittafrom a contract are lower than the unavoidable cost of meeting its obligations under the contract. TheLaghubitta does not have such contingent liabilities and onerous contracts during this fiscal year.
5.5 Revenue RecognitionRevenue comprises of interest income, fees and commission, disposal income, etc. Revenue is recognized tothe extent it is probable that the economic benefits will flow to the Laghubitta and the revenue can be reliablymeasured. Revenue is not recognized during the period in which its recoverability of income is not probable.The bases of incomes recognition are as below:
Interest incomeInterest income is recognized under an accrual basis in the profit or loss for all interest-bearing financial



assets. Effective Interest Rate is the rate that exactly discounts estimated future cash receipts or cash paymentsthrough the expected life of a financial asset to the net carrying amount of the financial asset.
Fee and commission incomeFees and commission income that are integral to the effective interest rate on a financial asset are included inthe measurement of effective interest rate. Other fees and commission income including management fee,service charges, commission on remittance transactions and other commission income are recognized as therelated services are performed.
Dividend incomeDividend on investment in resident company is recognized when the right to receive payment is established.
Net Income from other financial instrument at fair value through Profit or LossNet income from other financial instruments at fair value through profit or loss relates to non-tradingderivatives held for risk management purposes that do not form part of qualifying hedge relationships, financialassets and financial liabilities designated as at fair value through profit or loss and non-trading assetsmandatorily measured at FVTPL. The line item includes fair value changes, interest and dividends.
5.6. Interest ExpensesInterest expense on all financial liabilities including deposits and Borrowings is recognized in profit or loss usingan effective interest rate method. Interest expense on all trading liabilities is incidental to the Laghubitta’strading operations and are presented together with all other changes in fair value of trading assets andliabilities in net trading income.
5.7. Employee BenefitsEmployee benefits are all forms of consideration given by an entity in exchange for service rendered byemployees. The Laghubitta’s remuneration package includes both short term and long-term benefits andcomprises of Salary, Allowances, Incentives, Overtime allowances, leave encashments, provident fund, gratuityand annual statutory bonus. The Laghubitta applies NAS 19- “Employee Benefits” in accounting of all employeebenefits and recognizes the followings in its financial statements: a liability when an employee has provided services in exchange for employee benefits to be paid in thefuture; and an expense when the Laghubitta consumes the economic benefits arising from service provided by anemployee in exchange for employee benefits.
5.8. LeasesThe determination of whether an arrangement is a lease, or contains a lease, is based on the substance of thearrangement at the inception date and requires an assessment of whether the fulfilment of the arrangementis dependent on the use of a specific asset or assets and the arrangement conveys a right to use the asset, evenif that right is not explicitly specified in an arrangement. Lease payments under an operating lease to berecognized as an expense when accrued as the payments to the lessor are structured to increase in line withexpected general inflation to compensate for the lessor's expected inflationary cost increases.
Due to insignificant & immaterial impact of increase in the rent per annum, house rental agreements are nottreated as per above mentioned NFRS and are calculated on straight line basis.
5.9. Share Capital & Reserves5.9.1. Share Capital



The Laghubitta classifies capital instruments as financial liabilities or equity instruments in accordance withthe substance of the contractual terms of the instruments. Equity is defined as residual interest in total assetsof the Laghubitta after deducting all its liabilities. Common shares are classified as equity of the Laghubitta anddistributions thereon are presented in a statement of changes in equity.
5.9.2. Statutory General ReservesThis is a statutory reserve and is a compliance requirement of NRB, 20% of the net profit as stated in Bank andfinancial Institution Act, 2073 and 50% of additional amount of Cash Dividend and Bonus Shares if declaredand distributed more than 20% as provisioned in Circular GHA/1/078/79 of NRB Dated 2078/04/11 is set asideto the general reserve.
5.9.3. Corporate Social Responsibility FundThis is a reserve in which a 1% of net profit is set aside in the fund as per the NRB Directives for the purpose ofcorporate social responsibility.
5.9.4. Employee Training FundThe fund is created for the purpose of employee training. As per the directives to microfinance by NRB, themicrofinance needs to spend at least 3% of last fiscal year’s total personnel expenses for the development andtraining of the employees. Further if the microfinance couldn’t spend up to the limit of 3%, the shortfall amountshall be transferred to the Employee Training Fund and shall be used for employee training in subsequentyears.
5.9.5. Investment Adjustment FundIt is a reserve created on investment in equity instruments if the equity doesn’t get listed in Security Marketwithin 2 years as per the directives issued by NRB.
5.9.6. Investments SecuritiesInvestment in securities is not made by the Laghubitta.
5.9.7. Regulatory ReserveThe amount that is allocated from profit or retained earnings of the microfinance to this reserve as per thedirectives of NRB for the purpose of implementation of NFRS and which shall not be regarded as free fordistribution of dividend shall be presented under this reserve. The regulatory reserve of the microfinanceincludes re-measurement adjustments such as interest income recognized against interest receivables,difference in loan loss provision as per NRB directive and impairment on loan and advance as per NFRS, amountequals to deferred tax assets, actual loss recognized in other comprehensive income, amount of goodwillrecognized under NFRS, etc.
5.9.8. Actuarial Gain/Loss ReserveThe amount that is allocated from profit or retained earnings of the Laghubitta both positive or negative tothis reserve as per the directives of NRB for the purpose of implementation of NFRS and which shall not beregarded as free reserve for distribution of dividend are recorded in this reserve. The reserve includes actuarialgain/(loss) net of tax on defined benefit plan.5.9.9. Client protection fundClient protection fund is created at 1.5% of net profit as per NRB Directives.
5.9.10. Retained Earning



The accumulated profits which have not been distributed to shareholders and has been ploughed back in theLaghubitta’s operations and is free for distribution of dividend to the shareholders are presented under thisretained earnings.
5.11. Earnings per ShareThe Laghubitta presents basic and diluted earnings per share (EPS) data for its ordinary shares. Basic EPS iscalculated by dividing the profit or loss attributable to ordinary shareholders of the Laghubitta by the weightedaverage number of ordinary shares outstanding during the period. Diluted EPS is determined by adjusting theprofit or loss attributable to ordinary shareholders and the weighted average number of ordinary sharesoutstanding for the effects of all dilutive potential ordinary shares. The Laghubitta does not hold any dilutivepotential ordinary shares, and hence the Basic EPS itself is the Diluted EPS.
6. Segmental InformationReport segmenting data into validating segments could not be presented as the system is unable todifferentiate the segments except each and every branch.
7. Related Party DisclosureIn the Ordinary course of its business operations the Laghubitta has conducted commercial transactions withparties who are defined as related parties in NAS 24 "Related Party Disclosure". All those transactions wereconducted on an arm's length price basis.
Compensation of Board of DirectorsParticulars AmountMeeting Fees 71580.97Other Meeting Fees Total
Compensation of Chief Executive OfficerParticulars AmountShort Term Employee Benefits 1969945.9BonusPost Employee BenefitsOther Long-Term Benefits -Total -
8. DividendNone.
9. Issue, Purchase, and Repayment of debt and equity SecuritiesNone.
10. Events after interim PeriodThere are no material events after the reporting date affecting the financial status of the Laghubitta.
11. Effect of changes in the composition of the entity during the interim period including merger &acquisitionNo such events occurred.


