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Chartered Accountants

INDEPENDENT AUDITOR’S REPORT
To the Shareholders of
Swarojgar Laghubitta Bittiya Sanstha Ltd.
Banepa, Kavrepalanchowk

Report on the Audit of the Financial Statements

Opinion

We have audited the accompanying financial statements of Swarojgar Laghubitta Bittiya Sanstha
Limited, (hereinafter referred to as “Microfinance,” which comprise the Statement of Financial
Position as at Ashadh 32, 2082 (July 16, 2025) and the Statement of Profit or Loss and Other
Comprehensive Income, Statement of Changes in Equity and Statement of Cash Flow for the year
then ended, and Notes to the Financial Statements, including a summary of significant
accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects,
the Financial Position of the Microfinance as at Ashadh 32, 2082 (July 16, 2025), and its financial
performance and its cash flows for the year then ended in accordance with Nepal Financial
Reporting Standards (NFRS).

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
Microfinance in accordance with the ICAN’s Handbook of Code of Ethics for Professional
Accountants, and we have fulfilled our other ethical responsibilities in accordance with 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 basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance

in the audit of financial statements of the current period, which were addressed in the context

of the audit of the financial statements as a whole, and in forming our opinion thereon. We do

not provide a separate opinion on these matters. We have determined the matters described

below as the key audit matters to be communicated in our report. The results of our audit

procedures, including the procedures performed to address the matters below, provide the basis

for our audit opinion on the accompanying financial statements.

S.N. Key Audit Matters Manner in which key audit matter was
addressed

Interest Income
Ref. Note no. 4.27 and accounting policies to the financial statements.

The Microfinance has total interest | We applied following procedures in
income of Rs. 1,270,026,175.91. This | respect of verification of interest income:
includes Rs. 1,266,234,762.74 interest

1.

| from loans and advances to customers.

Interest income has been recognized on
accrual basis as per the interest
recognition guidelines of Nepal Rastra
Bank/ NFRS. Interest has not been
recognized on accrual basis in case of

» Understanding of the core banking
software of the Microfinance how
interest rate on loans and advances
has been implemented in system.

» Whether interest income on advances
is automatically generated in the CBS

non-performing loans. system.
» Review of accrual and recognition
Due to limitation of lack of i)%ﬁm-\im«srest income whether relevant NFRS

capability to review the fair value an
"l@

P.L.R.G. Associates, Chartered Accountants
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collateral on regular basis, manual
intervention might be required for
recognition of accrual of interest income.

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

and the NRB norms have been followed
by the Microfinance for the same.

» Review and verify the transactions
relating to manual debit or credit of
interest in the system.

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

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

Accounting policies and recognition of

interest income has been considered

acceptable.

Impairment of Loans and Advances to Customers

Ref. Note no. 4.7 and accounting policies

to the financial statements.

As per NFRS 9, the Microfinance shall
measure impairment loss on loans and
advances, which is the higher of:

a) Amount derived as per
prescribed by NRB for loan
provisioning Rs. 248,938,045.36, or

norms
loss

b) Amount determined as per para 5.5 of
NFRS adopting the expected credit loss
model Rs. 208,147,475.08.

As per the norms prescribed by NRB,
provision at the prescribed rate shall be
created on the loans and advances based
on overdue status of loans and advances
as well as utilization status of the
facility, status of security etc. Hence,
assessment of availability and accuracy
of data for impairment under NRB
provisioning norms is regarded as key
audit matters.

Loan loss provision on loans and
advances measured at amortized cost is
Rs. 248,938,045.36 which is higher of
ECL Model and NRB regulatory
provisions and the same has been
disclosed in other disclosures. ECL
model has been validated as per the NRB
guidelines and ECL policy of the
Microfinance company.

This is a key audit matter due to
¢ The involvement of significant
management judgments,

Our audit approach included:

a. Reviewing the overdue status of loans
and advances by obtaining data from the
system and matching the same with NRB
2.2 report.

b. Sample credit files were reviewed for
the purpose of assuring the utilization of
loan & advances for the intended
purpose, account movement and account
turnover.

c. Assessed the alignment of the
Microfinance Company’s Impairment for
expected credit losses computations and
underlying methodology including
responses to current economic conditions
with its accounting policies, based on the
best available information up to the date
of our report.

d. Evaluated the design, implementation
and operating effectiveness of controls
over estimation of expected credit losses,
which included assessing the level of
oversight review and approval of
impairment for expected credit losses,
policies and procedures by the board and
management.

e. Tested the completeness, accuracy and
reasonableness of the underlying data
used in the expected credit loss
computations by agreeing details to
relevant source documents and

accounting records.
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e The

assumptions and level of uncertainty
associated

advances; and

materiality of the reported
amount of expected credit losses.

| Key areas of significant judgments,
| assumptions and estimates made by

| management in

| advances include forward-looking |
macroeconomic scenarios, associated
| weightages and considerations that

the assessment of
expected credit losses for loans and

indicate significant increase in credit

risk. These are subject to inherently
| heightened levels of  estimation
\ uncertainty.

with estimating future |
cash flows to recover such loans and |

f.

quality

Evaluated the reasonableness of credit ‘
assessments and related stagei

classifications.

In addition to the above, the following‘I

g

procedures were performed:

|

For loans and advances assessed on an |

individual basis for impairment: ‘

>

Tested the arithmetical accuracy of the ‘
underlying  individual  impairment |
calculations.

Evaluated the reasonableness of key\
inputs used in the impairment for
expected credit losses made with |
economic conditions. Such evaluations |
were carried out considering the value |
and timing of cash flow forecasts |
particularly relating to elevated riskL
industries and status of recovery |
actions of the collaterals. %

|

h. For loans and advances assessed on a |
collective basis for impairment: }

calculations used in the impairment for
expected credit losses. .
Assessed the reasonableness of

Tested the key inputs and the~

judgements, estimates used by the
Management in the underlying
methodology and the management
overlays. Our  testing  included

reasonableness  of forward-looking!
information used, economic scenarios
considered, and probability weighting
assigned to each scenario. |

We applied following procedures ini
respect
provision:

of wverification of loan loss |

Review of borrower’s files, which |
includes evaluation of borrowers’
repayment behavior, assessment of
financial strength based on the
available financial statements,
adequacy of security/collateral, and
obtainment  of  required legal |
documents, CIC reports, and

it aTfifer ATLMUT THI-2059/05 3
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| » Evaluation

with

compliance
regulations.

prudential

» Business sites visit of the borrowers |

on sampling basis.

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

On sampling basis, verification of
accuracy of provision against non-
performing loan calculated by the IT
system and manual calculation on
sampling basis.

of appropriateness of
subjective judgment made by the
management for performing loans’
borrowers.

‘!

» Review of Management and Board’s |

evaluation and decisions on loans.
Reviewed the ECL validation report

v

and assessed kev assumptions, model |

methodology, and recommendations
provided.

Loan loss provision made by
Microfinance is considered acceptable.

the |

Information Technology System

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

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

application controls are required to |

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

Due to the importance of the impact of
the IT systems and related control
environment on the institution’s
financial reporting process, we have

identified testing of such IT systems and |

related control environment as a key
audit matter.

Our audit approach
information technology
Microfinance is based upon
Information  Technology  Guidelines
issued by NRB and it also included:

» Verification of interest income and

of the

expense booking regarding loan and |
deposits on test check basis with the

core banking system of the institution.
Verification of the provisioning of the
loan and advances based on ageing on
test check basis.

Y

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

regarding |

the |
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