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Ensure inclusive & smart services
of Financial Cooperatives to
improve the lives of people
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Shared network of Sound &
Sustainable Financial Cooperatives
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Alliance

International
Cooperative
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CHARTERED ACCOUNTANT

Independent Auditor’s Report
To
The Members of Nepal Federation of Savings & Credit Cooperative Union Ltd.

Report on the Audit of the Financial Statements

Adverse Opinion

We have audited the financial statements of Nepal Federation of Savings & Credit Cooperative Union Ltd. (hereinafter referred as
“Federation”), which comprise of Statement of Financial Position as at 31** Aashadh 2080 ( Corresponding to 16 July 2023), Statement
of Profit or Loss, Statement of Other Comprehensive Income (OCI), Statement of Cash Flows, Statement of Changes in Equity and
Schedules for the period covering 1* Shrawan 2079 to 31 Aashadh 2080 ( Corresponding to 16 July 2022 to 16 July 2023) and Notes
to financial statement, including Summary of accounting policies.

In our opinion and to the best of our information and according to the explanations given to us, because of the significance of the matter
discussed in the Basis for Adverse Opinion section of our report,, the accompanying Financial Statements do not present fairly, in all
material respects, the financial position of the Federation as at 16 July 2023 and of its financial performance and its Cash flows for
the period covering 16 July 2022 to 16 July 2023, in accordance with Nepal Financial Reporting Standards (NFRS) and other relevant
practices.

Basis for Adverse Opinion

A) Inadequate Loan Loss Provisions

The financial statements of the federation lack sufficient provisions for impairment of loans and advances to member cooperatives.
Although the federation has allocated NRs 424,290,124 for provision for impairment on such loans and advances, our impairment
assessment indicates a requirement for provisions amounting to NRs 5,787,821,547. If the additional provisions of NRs 5,363,531,423
were recorded in the books, the federation's reported profit would decrease by the same amount, and the assets would also reflect a
corresponding decrease.

B) Impairment on Intangible Assets

The federation has made investments in "Myra ERP software" as detailed in "Note 4.11-Goodwill and Intangible Assets" of the fi-
nancial statements amounting to NRs 43,515,062 as at 31** Aashadh 2080. The software is experiencing a lackluster response from
potential customers after its soft launch, raising significant concerns about its marketability. Furthermore, the due date for full-fledged
commercial launch of the software was 25" Kartik 2080; however, commercial operation has not been achieved by the date of issue of
this report. In accordance with NAS 38-Intangible Assets, intangible assets not yet available for use should be tested for impairment at
least annually. Our evaluation indicates that the recoverable amount of the intangible asset is nil due to reasons mentioned above and
we propose an impairment loss of NRs 43,515,062 to be recognized against the asset. This impairment amount has not been reflected
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in the financial statements. If the impairment is recognized in the books, the federation's reported profit would decrease by the same
amount and the assets would also reflect a corresponding decrease.

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 Financial Statements section of our report. We are independent of NEFSCUN
in accordance with the Institute of Chartered Accountants’ of Nepal (ICAN) Handbook of Code of Ethics for Professional Accountants
together with the ethical requirements that are relevant to our audit of the financial statements and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and appropriate
to provide a basis for our opinion.

Key Audit Matters

Except for the matter described in the Basis for Adverse Opinion section, we have determined that there are no other key audit matters
to communicate in our report.

Emphasis of Matter

We draw attention to "Note no. 4.19-Other Liabilities" of the financial statements. During financial year 2079-80, the federation has
recognized a provision of 95,00,000 against legal claim made by Zenobe Inc. Pvt. Ltd. related to premature termination of agreement
for promotion and sales of Necos Plus software. The payment was made on 22 Bhadra, 2080 pursuant to an agreement for out of court
settlement of the legal case.

Our opinion is not modified in respect of this matter.

Other information

The directors are responsible for the other information such as “Report of Board of Directors/ Chairman’s statements” to be presented in
the NEFSCUN 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

The management of NEFSCUN is responsible for the preparation and fair presentation of the financial statements in accordance with
Nepal Financial Reporting Standards (NFRS), and for such internal control as management determines is necessary to enable the prepa-
ration 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 federation’s ability to continue as a going concern,
disclosing, as applicable, matters related to going concern and using going concern basis of accounting unless management either in-

tends to liquidate the federation or cease operations, or has no realistic alternative but to do so.

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

BP Associates
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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 misstate-
ment, 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 reason-
ably 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 judgement and maintain professional skepticism throughout the
audit. We also:

e Identify and assess the risks of material misstatements of the financial statements, whether due to fraud or error. We 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 from one resulting from error,
as fraud may involve collusion, forgery, intentional omission, misrepresentation, or the override of internal control.

e  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 federation’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 the management’s use of the going concern basis of accounting and, based on the audit evi-
dence obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the feder-
ation’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 disclosure in the financial statements or, if such disclosure are inadequate, to modify our
opinion. Our conclusion are based on the audit evidences obtained up to the date of our auditor’s report. However, future events
or conditions may cause the federation to cease 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 have communicated 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.

Report on the legal and other regulatory requirements

We have decided to communicate following matters in accordance with reporting responsibilities under the Co-operatives Act, 2074;
the Co-operative Rules, 2075 and other regulatory requirements:

= We have obtained replies to the queries as per our request,

=  We found that the statement of financial position, off-balance sheet transactions, statement of profit or loss and comprehensive
income, statement of cash flows, statement of changes in equity and other financial statements as well have been prepared in such
format and in accordance with such procedures as prescribed in Nepal Financial Reporting Standards issued by the Institute of
Chartered Accountants of Nepal (ICAN), and that they matched with the accounts, records, books and ledgers maintained by the
Federation, except as detailed in the "Basis for Adverse Opinion" section of the report

= We found the accounts, records, books and ledgers have been maintained accurately in accordance with prevailing laws except
the items included in the "Basis for adverse opinion" paragraph,
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= We observed certain cases of capitalization of accrued interest on loans and advances to member cooperatives.

= We observed some discrepancies in distribution of patronage refund reserve for FY 2078-79, which was distributed during FY
2079-80.

= We did not come across, based on our audit, cases of accounting related fraud and the cases where the board of directors or any
director or any office bearer of the federation has acted contrary to the provisions of law or caused loss or damage to the federation
or committed any misappropriation of the funds of federation.

o

. 0
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Prabin Baral FCA

Proprietor

Date: December 6, 2023 (Mangsir 20, 2080)

Place: Kathmandu

UDIN :- 231217CA01037qlYte
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Nepal Federation of Savings and Credit Cooperative Unions Ltd. (NEFSCUN)

Statement of Financial Position

As on 31 %t Ashadh, 2080

Amount in NPR
Particulars Note As on 31 Ashadh, 2080 As on 32 " Ashadh, 2079
Assets
Cash and Cash Equivalents 4.1 6,701,537,226 4,417,583,400
Placement with Bank and Financial Institutions 42 3,374,600,000 1,780,000,000
Derivative Financial Instruments 43 - -
Loans and Advances to Member Co-operatives 4.4 15,233,801,219 15,573,240,943
Loans and Advances to Staff 4.5 78,806,648 90,184,329
Investment Securities 4.6 2,311,000 2,311,000
Current Tax Assets 4.7 227,960,465 184,226,771
Investment Property 4.8 24,861,447 24,861,447
Property, Plant and Equipment 4.9 265,110,178 253,948,451
Right of Use Assets 4.10 63,066,673 56,182,107
Goodwill and Intangible Assets 4.11 44,167,446 18,139,762
Other Assets 4.13 124,300,829 77,619,409
Total Assets 26,140,523,131 22,478,297,619
Particulars Note As on 31 ** Ashadh, 2080 As on 32 " Ashadh, 2079
Liabilities
Deposits from Member Co-operatives 4.14 23,330,876,128 18,338,867,893
Borrowings 4.15 41,750,000 1,260,900,000
Provision for Employee Benefits 4.16 60,959,300 59,220,100
Deferred Tax Liabilities 4.12 11,192,156 6,584,688
Deferred Grant Income 4.17 427,578 475,087
Lease Liabilities 4.10 68,711,230 58,974,747
Grant Liabilities 4.18 543,125 714,505
Other Liabilities 4.19 298,662,063 234,111,195
Total Liabilities 23,813,121,580 19,959,848,215
Equity
Share Capital 4.20 1,749,233,300 1,670,484,500
General Reserve Fund 4.21 34,87,17,917 347,014,062
Patronage Refund Reserve 763,511 81,537,172
Other Statutory Reserves 4.22 135,637,993 317,041,819
Revaluation Reserve 4.23 76,568,429 86,139,482
Other Reserves and Funds 4.24 16,480,401 16,232,368
Total Equity 2,327,401,550 2,518,449,404
Total Liabilities and Equity 26,140,523,131 22,478,297,619

Place: NEFSCUN's Head Office, New Baneshwor, Kathmandu

www.nefscun.org.np

Deepak Paneru
Treasurer

Paritosh Paudyal

Chairperson

As per our report of even date
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CA Prabin Baral
B.P. Associates
Chartered Accountant
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Nepal Federation of Savings and Credit Cooperative Unions Ltd. (NEFSCUN)

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

Amount in NPR
Restated
Particulars Note FY 2079/80 FY 2078/79
Interest Income 4.27 1,988,398,592 1,997,828,684
Interest Expense 4.28 (1,628,612,776) (1,239,020,876)
Net Interest Income 359,785,816 758,807,808
Sales and Other Operating Income 4.29 131,195,313 124,140,456
Cost of Goods Sold and Other Direct Expenses 4.30 (43,423,466) (43,777,670)
Net Sales and Other Operating Income 87,771,847 80,362,786
Net Interest, Fee and Commisson Income 447,557,663 839,170,593
Net Trading Income 431 - -
Other Incomes 432 11,384,847 5,657,514
Total Operating Income 458,942,510 844,828,107
Impairment (Charge)/ Reversal for Loans and Other Losses 4.33 (178,453,012) (65,029,244)
Net Operating Income 280,489,498 779,798,863
Operating Expense
Personnel Expenses 434 (187,626,458) (190,018,902)
Other Administrative and Operating Expenses 435 (70,102,276) (57,377,968)
Depreciation, Amortisation and Impairment 4.36 (22,493,972) (22,949,572)
Operating Profit 266,793 509,452,421
Non Operating Income 4.37 - -
Non Operating Expense 4.38 - -
Profit Before Income Tax 266,793 509,452,421
Income Tax Expense 4.39
Current Tax Expense (1,110,814) (52,618,048)
Deferred Tax 4,963,585 1,043,858
Profit for the Year 4,119,565 457,878,230
Earnings per Share
Basic Earnings per Share 0.24 27.41
Diluted Earnings per Share 0.24 27.41

f Executive Officer

Date: 20" Mangsir,

Place: NEFSCUN's Head Office, New Baneshwor, Kathmandu
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Treasurer

Paritosh Paudyal
Chairperson
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Nepal Federation of Savings and Credit Cooperative Unions Ltd. (NEFSCUN)

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

Particulars

FY 2079/80

Amount in NPR
FY 2078/79

Profit for the year

4,119,565

457,878,230

Other Comprehensive Income, net of income tax

a) Items that will not subsequently be reclassified to profit or loss
Gains/(losses) on equity instruments measured at FVTOCI
Gains/(losses) on revaluation of property, plant and equipment

Actuarial gains/(losses) on defined benefit plans

27,439,384
(1,466,548)

Income tax relating to above items

(2,597,284)

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

23,375,552

b) Items that are or may subsequently be reclassified to profit or loss
Gains/(losses) on cash flow hedge

Exchange difference on translation of 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

23,375,552

Total Comprehensive Income for the Year

4,119,565

481,253,782

Deepak Paneru
Treasurer

Date: 20" Mangsir, 2080 (6" Dec, 2023)
Place: NEFSCUN's Head Office, New Baneshwor, Kathmandu

www.nefscun.org.np

Paritosh Paudyal
Chairperson

As per our report of even date

PA&Ssociates
Chartered Accountant
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Nepal Federation of Savings and Credit Cooperative Unions Ltd. (NEFSCUN)

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

Particulars

FY 2079/80

Amount in NPR
Restated
FY 2078/79

CASH FLOWS FROM OPERATING ACTIVITIES
Interest received

Fee and other operating income received

Interest paid

Other direct expenses paid

1,988,398,592
141,094,762
(1,628,612,776)
(43,423,466)

1,988,897,392
124,140,456
(1,239,020,876)
(43,777,670)

Cash payment to employees (185,887,257) (164,324,910)
Other operating expenses paid (81,809,924) (57,377,968)
Operating Cash Flows before Changes in Operating Assets and Liabilities 189,759,931 608,536,424
(Increase) Decrease in Operating Assets

Placement with banks and financial institutions (1,594,600,000) 6,247,400,000
Loans and advances to member co-operatives 160,986,713 (4,246,377,075)
Loans and advances to staff 15,071,597 (25,381,342)
Other assets (50,375,337) (36,644,678)

Increase (Decrease) in Operating Liabilities

Deposit from member co-operatives 4,992,008,234 (3,456,333,153)
Borrowings (1,219,150,000) 1,152,000,000
Other Liabilities 64,379,488 99,661,555
Net Cash Flow from Operating Activities before Tax Paid 2,558,080,627 342,861,731
Income Tax Paid (44,844,508) (65,152,217)
Net Cash Flow from Operating Activities 2,513,236,119 271,709,514
CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of Property, Plant and Equipment (18,240,756) (23,946,854)
Purchase of investment securities - (1,000,000)
Purchase of Intangible Assets (26,613,273) (17,099,539)
Dividend and patronage refund received 1,168,101 5,657,514
Net Cash Used in Investing Activities (43,685,928) (36,388,880)
CASH FLOWS FROM FINANCING ACTIVITIES

Receipt from issue of shares 78,748,800 211,784,500
Dividends paid (169,348,156) (161,324,199)
Patronage refund payment (81,471,122) (58,256,647)
Other receipts/payments (13,525,887) (12,397,217)
Net Cash from Financing Activities (185,596,365) (20,193,562)
Net Increase (Decrease) in Cash and Cash Equivalents 2,283,953,826 221,127,073
Cash and Cash Equivalents (opening) 4,417,583,400 4,196,456,327
Effect of Exchange difference on cash and cash equivalents held - -
Cash and Cash Equivalents (closing) 6,701,537,226 4,417,583,400

ivajee Sapkota, PhD

Account Officer Chief Executive Officer Treasurer

Date: 20" Mangsir, 2080 (6" Dec, 2023)
Place: NEFSCUN's Head Office, New Baneshwor, Kathmandu

Oy | 3230 aIftfer WURURAHHAT Tl aIfieh gferdiget 06/ 0o

Deepak Paneru Paritosh Paudyal

Chairperson
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Nepal Federation of Savings and Credit Co-operative Unions Limited (NEFSCUN)

2.
2.1

2.2

Yz

Notes to the Financial Statements
For the year ended 31% Ashadh 2080

Reporting Entity

Nepal Federation of Savings and Credit Cooperative Unions (NEFSCUN) is a member based national federation of savings
& credit cooperative societies (SACCOS) & their district unions (DUs). The federation is registered under the Co-operatives
Act, 2074. It received registration no. 329/050/51 (Date: 2050/05/29) from the cooperatives department under the Ministry
of Land Management, Cooperative and Poverty Alleviation and has been registered with the Inland Revenue Department
with Permanent Account Number (PAN) 303403054. NEFSCUN has been, since the last three decades, committed to the
development, promotion & strengthening of its member organizations through supporting SACCOS & DU in their aim to
contribute to the uplifting of financial, social, cultural aspiration of individual members from the communities. NEFSCUN
follows the credit union principles propounded by World Council of Credit Union (WOCCU) in 1984. Currently, NEFSCUN
has 25 member service offices in Sunsari, Chitwan, Nepalgunj, Dolakha, Lamjung, Sarlahi, Lalitpur, Chabahil, Kanchanpur,
Rupendehi, Jhapa, Kaski, Kalanki, Dadeldhura, Dang, Parsa, Banepa, Surkhet, Newroad, Dhadingbesi, Janakpur,
Makawanpur, Bhaktpur, Gongabu and Manthali respectively. Similarly, it has extended 13 service offices on Biratnagar,
Letang, Bhumahi, Tandi, Khairenitar , Birtamod, Dhangadi, Suryabinayak, Sidhuli, Lahan, Chapagau, Pepsicola and Myagdi
respectively.

NEFSCUN has completed 36 years advocating solidarity in SACCOS movement and facilitating its branded-affiliated
SACCOS and district unions on ACCESS and PROBATION programmes. In this SACCOS movement, around 36 lakh 97
thousand individuals involved from 4640 of its affiliated active members have participated; which also covers 3 province
unions, 65 districts unions and 4572 primary cooperatives from 76 districts of Nepal. Mustang is the only district that doesn’t
have NEFSCUN participation. NEFSCUN has been conducting institutional saving and credit transaction regularly since its
establishment.

Basis of Preparation
Statement of Compliance

The separate financial statements of the Federation, have been prepared in accordance with Nepal Financial Reporting
Standard (NFRS) issued by Accounting Standard Board (ASB) of Institute of Chartered Accountants of Nepal. Consolidated
financial statements have not been prepared since the federation does not have any investments in entities classified as
associate, subsidiary or a joint arrangement.

Previous year’s figures have been regrouped/reclassified wherever necessary to conform with the current year’s classification
/ disclosures.

Reporting Period and Approval of Financial Statements

The federation follows Nepalese financial year based on Nepali calendar starting from 1% Shrawan and ending on last
day of Ashadh.

The Board of Directors acknowledges the responsibility for the preparation and presentation of financial statements as
per the provision of The Companies Act, 2074 (First Amendment).

These financial statements were authorized for issue by the Board of Directors on 31 Ashwin 2079 and recommended
for the approval by shareholders in the 31 Annual General Meeting.

BP Associates
GHARTERED ACCOUNTANTS
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23

24

2.5

2.6

2.7

2.8

Functional and Presentation Currency

The financial statements are presented in Nepalese Rupees (NPR) which is the currency of the primary economic
environment in which the Federation operates. The financial information presented has been rounded off to nearest rupee
except where otherwise stated.

Use of Estimates, Assumptions and Judgments

The preparation of financial statements requires management to make judgments, estimates and assumptions in the
application of accounting policies that affect the reported amounts of assets, liabilities, income and expenses. Actual
results may differ from these estimates. Continuousevaluation is done on the estimation and judgments based on historical
experience and other factors, including expectations of future events that are believed to be reasonable. Revisions to
accounting estimates are recognized prospectively in current and future periods.

Changes in Accounting Policies

The accounting policies are applied consistently to all the periods except where deviations have been explicitly mandated
by the applicable accounting standards presented in the financial statements.

New Standards issued but not yet effective

NFRS-9, Financial Instrument replaces the existing standard relating to Financial Instrument which provides guidelines
for expected credit loss model for impairment of the financial assets. This standard is neither issued nor made applicable
by the Institute of Chartered Accountants of Nepal (ICAN). Thus, the financial assets are recognized, measured,
presented and disclosed using NAS-32 Financial Instrument- Presentation, NAS-39 Financial Instrument-Recognition
and Measurements and NFRS-7 Financial Instrument- Disclosure.

New Standards and Interpretation not adopted

e  IFRS-9 has been internationally made applicable by International Accounting Standard Board from 1st January
2018 but the same has not been adopted by the ICAN. Thus, this standard was not considered in the financial
statement.

e  Other amendments in existing standards and interpretations issued by IASB are not adopted as those are not
notified by ICAN.

Discounting

The non-current assets and liabilities are discounted whenever the discounting is material and if required by the NFRS.

BP Associates
CHARTERED AGCOUNTANTS
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3. Significant Accounting Policies

3.1 Basis of Measurement

The Financial Statements of Federation have been prepared on the historical cost basis, except for the following material
items:

Items Basis of Measurement

Present value of defined benefit obligations less

Other long term employee benefits obligations the fair value of the plan assets

Property, plant and equipment-Land Fair Value

Fair value being the contractual cash flows dis-

Loans and advances to staff counted at market rate of interest

Investment securities Fair value

Investment properties Fair value

3.2 Basis of Consolidation

Business combinations are accounted for using the acquisition method in line with the NFRS 3 "Business Combination".
The consideration transferred in the acquisition and identifiable net assets acquired are measured at fair value. Any
goodwill that arises is tested annually for impairment. Any gain on a bargain purchase is recognized in profit or loss
immediately. Transaction costs are expensed as incurred, except ifthey are related to the issue of debt or equity securities.

The federation doesn’t have any interest in other entities requiring consolidation as per NFRS 10 Consolidated Financial
Statements.

3.3 Financial Assets and Financial Liabilities
Recognition
The Federation recognizes financial assets and financial liabilities when it becomes a party to the contractual provisions
of the instrument. Allfinancial assets and liabilities are measured at fair value on initial recognition. Transaction costs in
relation to financial assets and financial liabilities, other than those carried at fair value through profit or loss (FVTPL),
are added to the fair value on initial recognition. Transaction costsin relation to financial assets and financial liabilities

which are carried at fair value through profit or loss (FVTPL), are charged to the statement ofprofit and loss as and when
incurred.

Classification and Measurement

The financial assets and liabilities are subsequently measured at amortized cost or fair value on the basis of business
model for managing thefinancial assets and the contractual cash flow characteristics of the financial assets.

Financial Assets

Financial assets are classified under three categories as required by NFRS 9, namely:

a. Measured at amortized cost:

Financial assets that are held within a business model whose objective is to hold financial assets in order to collect
contractual cash flows thatare solely payments of principal and interest, are subsequently measured at amortized
cost using the effective interest rate (‘EIR’) method less impairment, if any. The amortization of EIR and loss
arising from impairment, if any is recognized in the Statement of Profit and Loss.

b.  Measured at fair value through OCI:

BP Associates
CHARTERED AGCOUNTANTS
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Financial assets that are held within a business model whose objective is achieved by both, selling financial
assets and collecting contractual cash flows that are solely payments of principal and interest, are subsequently
measured at fair value through other comprehensive income. Fair value movements are recognized in the Other
Comprehensive Income (OCI).

Equity Instrument which are held as long-term strategic investments and not for trading for which the Federation
makes an irrevocable election to carry the changes in fair value of the instrument through OCI are measured at fair
value through Other Comprehensive Income.

C.  Measured at fair value through profit or loss:
The Federation classifies the financials assets as fair value through profit or loss if they are held for trading or
designated at fair value through profit or loss.
Any other financial asset not classified as either Financial Assets at amortized cost or Financial Assets at FVTOCI, is
classified as Financial Assets at FVTPL.

Financial Liabilities

Financial liabilities are classified under two categories as required by NFRS 9, namely:

a. Financial liabilities at fair value through profit or loss:
Financial liabilities at fair value through profit or loss include financial liabilities held for trading and financial
liabilities designated upon initial recognition at fair value through profit or loss. Upon initial recognition,
transaction cost is directly attributable to the acquisition are recognized in Statement of Profit or Loss as incurred.
Subsequent changes in fair value are recognized at profit or loss.

b. Financial liabilities measured at amortized cost:
All financial liabilities other than measured at fair value though profit or loss are classified as subsequently
measured at amortized cost usingeffective interest method.

De-recognition

The Federation derecognizes a financial asset when the contractual rights to the cash flows from the financial asset expire
or it transfers the contractual rights to receive the cash flows from the asset.

A financial liability is derecognized when the obligation specified in the contract is discharged, cancelled or expires.

Determination of Fair Value

The fair value of a financial instrument is the price that would be received to sell an asset or paid to transfer a liability
in an orderly transactionbetween market participants at the measurement date.

The Federation follows three levels of the fair-value-hierarchy as 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 of
quoted for similar instrument in active markets or quoted prices for identical or similar instrument in
inactive markets; and

Level 3: Significant inputs to the fair value measurement are unobservable.

‘BP Associates
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3.4

3.5

3.6

&R

Impairment

The Federation reviews its individually significant loans and advances at each reporting date to assess whether an
impairment loss should be provided in the Statement of Profit or Loss. The Management’s judgement is extensively
used in the estimation of the amount and timing of future cash flows when determining the impairment loss. These
estimates are based on assumptions about a number of factors and hence actual results may differ, resulting in future
changes to the provisions made.

The individual impairment provision applies to financial assets evaluated individually for impairment and is based on
Management’s best estimate of the present value of the future cash flows that are expected to be received. In estimating
these cash flows, Management makes judgementsabout the number of factors including a borrower’s financial situation
and the net realizable value of any underlying collateral. Each impaired asset is assessed on its merits to estimate the
recoverable amount of cash flows. A collective impairment provision is established for:

e groups of homogeneous loans and advances and investment securities which are held-to-maturity, that are not
considered individually significant; and
e  groups of assets that are individually significant but that were not found to be individually impaired.

The collective impairment is carried using the statistical modelling such as historical trends of probability of defaults,
timings of recoveries, and current economic and market conditions which may warrant for greater losses than that
suggested by the historical trends.

Trading Assets

Financial assets are classified as trading assets (held for trading) if they have been acquired principally for the purpose
of selling in the near term, or form part of a portfolio of identified financial instruments that are managed together and
for which there is evidence of a recent pattern of short- term profit taking. They are recognized on trade date, when
the Federation enters into contractual arrangements with counterparties, and are normally derecognized when sold.
They are initially measured at fair value, with transaction costs taken to profit or loss. Subsequent changes in their fair
values are recognized in profit or loss in ‘Net trading income’. However, the Federation does not have such assets to be
recognized as trading assets as on Ashadh end 2079.

Derivative Assets and Derivative Liabilities

Derivative instruments include transactions like interest rate swap, currency swap, forward foreign exchange contract
etc. held for trading as well as risk management purposes. Derivative financial instruments are initially measured at fair
value on the contract date and are subsequentlyre-measured to fair value at each reporting date. However, the Federation
does not have such instruments as on Ashadh end 2079.

Property, Plant and Equipments

Recognition and measurement: Property, plant and equipments are measured at cost less accumulated depreciation and
impairment losses, ifany. Cost includes expenditures directly attributable to the acquisition of the asset.

Depreciation: The Federation depreciates property, plant and equipments following Written Down Value method
applying the Depreciation rates prescribed by Income Tax Act, 2058. The rates used for depreciation of assets for the
current and comparative period of significant items ofproperty, plant and equipments are as follows:
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S. No. Particulars Depreciation Rates
1 Buildings 5%
2 Office Equipments, Furnitures and Computers 10%
3 Vehicles 20%
4 Other Assets 10%
5 Safe Vaults 2.5%

The federation adopts revaluation model for its land. Fair values are generally determined based on the report of
a professional valuator every two years. The federation adopts cost model for other classes of property, plant and
equipments. The items of property, plant and equipments are measured at cost less accumulated depreciation and any
accumulated impairment losses.

Depreciation of newly acquired assets is charged based upon the date of invoice and assets having acquisition cost less
than NPR.10,000 are written down as an expense for the period in the Statement of Profit and Loss.

3.7 Goodwill/Intangible Assets

Any excess of the cost of acquisition over the fair values of the identifiable net assets acquired in Business Combination
is recognized as goodwill. Goodwill is measured at cost less any accumulated impairment losses. Goodwill is reviewed
for impairment annually, or more frequently, if events or changes in circumstances indicate that the carrying value may
be impaired.

Intangible assets are recognized separately from goodwill when they are separable or arise from contractual or other
legal rights, and their fair value can be measured reliably. These intangible assets are recognized at historical cost less
impairment / amortization over their estimateduseful life.

Federation currently has software as intangible assets and is amortized at 25% on diminishing balance method.

3.8 Investment Property

Investment properties include land or land and buildings other than those classified as property and equipment and
non-current assets held for sale. Generally, it includes land, land and building acquired by the Federation as non-banking
assets but not sold as on the reporting date.

Investment properties are initially recognized at cost and subsequently measured using fair value model.

3.9 Income Tax

Tax expenses comprises of current tax and deferred tax.

Current Tax

Current tax is the income tax expense recognized in the statement of Profit or Loss, except to the extent it relates to items
recognized directlyin equity or OCI in which case it is recognized in equity or in other comprehensive income. Current
tax is the amountsexpected or paid to Inland Revenue Department in respect of the current year, using the tax rates and
tax laws enacted or substantively enacted on the reporting date and any adjustment to tax payable in respect of prior years.
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3.10

3.11

Deferred Tax

Deferred tax is recognized on temporary differences between the carrying amounts of assets and liabilities in the balance
sheet and the amounts attributed to such assets and liabilities for tax purposes. Deferred tax liabilities are generally
recognized for all taxable temporary differences and deferred tax assets are recognized to the extent that it is probable
that future taxable profits will be available against which deductible temporary differences can be utilized.

Deferred tax is calculated using the tax rates expected to apply in the periods in which the assets will be realized or the
liabilities settled, based on tax rates and laws enacted, or substantively enacted, by the balance sheet date. Deferred tax
assets and liabilities are offset when they arisein the same tax reporting group and relate to income taxes levied by the
same taxation authority, and when the group has a legal right to offset.

Deposit, Debt Securities issued and Subordinated liabilities
Deposits:

Deposits by members are initially recognized at fair value, net of transaction costs for those financial liabilities not at fair
value through profit and loss. The transaction price is considered as the fair value for measuring the deposits.

Debt Securities Issued

Debt Securities are initially measured at the fair value less incremental direct cost and subsequently at their amortized
cost using effectiveinterest method except where the federation designates the liabilities at fair value through profit or
loss. However, the Federation does not have such debt securities as on Ashadh end 2080.

Subordinate Liabilities

These are the liabilities subordinated, at the event of winding up, to claims of depositors, debt securities issued and
other creditors. It shall include redeemable preference shares, subordinated notes issued, borrowings etc. During the
reporting period the Federation did not haveany such liabilities.

Provisions, Other Liabilities Contingent Liabilities

A provision is recognized, if as a result of a past event, the Federation has a present legal or constructive obligation that
can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the obligation.
The amount recognized is the best estimate of the consideration required to settle the present obligation at the reporting
date, taking into account the risks and uncertainties surrounding the obligation at that date. Provisions are reviewed at
each reporting date and adjusted to reflect the current best estimate and arereversed if there is no probability of outflow
of resources.

The contingent liabilities are the liabilities for which it is uncertain as to whether it will become an obligation as it
depends on the occurrence of an uncertain future event. These amounts are off-balance sheet items and are disclosed
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 Federation from a
contract are lower thanthe unavoidable cost of meeting its obligations under the contract. The Federation does not have
such contingent liabilities and onerous contracts as at Ashadh end 2080.

BP Associates
CHARTERED ACCOUNTANTS

ol

oY | 333% At RO U aifties gfcfdas 06-/0¢0 www.nefscun.org.np



3.12 Revenue Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to Federation and the
consideration can be reliably measured. The following specific recognition criteria shall also be met for revenue
recognition:

Interest Income

For all financial instruments measured at amortized cost, interest bearing financial assets classified as available-for-sale
and financial instruments designated at fair value through profit or loss, interest income or expense is recorded using the
Effective Interest Rate (EIR). EIR isthe rate that exactly discounts estimated future cash payments or receipts through
the expected life of the financial instrument or a shorter period, where appropriate, to the net carrying amount of the
financial asset or financial liability. The calculation of effective interest rate includesall charges and fee paid or received
that are integral part of the effective interest only if considered necessary. Such a charges are not amortized over the life
of the loan and advances as the income so recognized closely approximates the income that would have derived under
effectiveinterest method and are recognized directly in statement of profit and loss.

The interest income recognized in the statement of profit and loss includes the following:

e Interest income on financial assets measured at amortized cost calculated on an effective interest rate method,
except for impaired loans and advances. These financial assets include investment in government securities,
investment in NRB Bond and deposit instruments, reverse repos, inter-bank lending, etc.

e Aspercarve out on NAS 39 Para 9, the Federation has not included the fees paid or received in loans and advances
that are immaterial or impracticable to determine reliably the effective interest rate and have recognized them
directly as revenue in the Statement of Profit or Loss.

e As per carve out on NAS 39 AG 93, the Federation has applied the effective interest rate to the gross carrying
amount of a financial assetunless the financial asset is written off either partially or fully.

e Interest on investment securities measured at fair value is calculated on effective interest rate.

e Income on discounted instruments like bills purchased, documents negotiation is recognized over the period of
discounting on accrual basisusing effective interest rate.

e Interest income on all trading assets is considered to be incidental to the Group’s trading operations and are
presented together with all otherchanges in fair value of trading assets and liabilities in net trading income.

e Interest income accrued but not received from Performing loans and advances till date has been recognized in the
current year interest income.

Fees and Commissions Income.

Fees and commissions are generally recognized on an accrual basis when the service has been provided.

Dividend Income.

Dividend income received from equity shares is recognized in the books when the right to receive the dividend is
established.
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3.13

3.14

Net Trading Income.

Net Trading Income includes all gains and losses from changes in fair value, related capital gain/loss and dividend from
financial assets ‘Held for Trading’. Trading expenses are deducted from the trading income and the amount net of
trading expenses are disclosed in statement of profitand loss.

Grant Income

Grants related to income are recognized in the statement of profit or loss on a systematic basis over the period in which
the federation recognizes the expense for the related cost which the grants intend to compensate. Grants related to assets
are recognized as deferred grant income. The deferred grant income is amortized to the statement of profit or loss over
the useful life of the related asset in the ratio of depreciation charged on the related asset over the useful life.

Interest Expenses

Interest expense on all financial liabilities measured at amortize cost including deposits is recognized in statement of profit
or loss using effective interest rate method. The Federation uses ASB carve- outs as mentioned above and treats coupon
rate as effective interest rate.

Interest expense on all financial liabilities measured at fair value through profit or loss is recognized as and when
incurred.

Employee Benefits
Short term employee benefits

The Federation’s short term employee benefits mainly include wages, salaries, allowances, bonus as provided under
prevailing laws and other employee related expenses. Short term employee benefits are measured on an undiscounted
basis and are charged to statement of profit and loss as and when the related service is provided.

Short-term paid leaves

Federation provides 12 days of casual and ritual leave, 7 days of force leave to employees every year. These leaves are
non-accumulating and non-vesting. In addition, the federation provides 60 days of maternal leave, 15 days of paternal
leave and mourning leave as per its bylaws.

Post-Employment Employee Benefits
Defined Contribution Plans

Post-Employment benefits plan under which the federation pays a fixed contribution to a separate entity and retains no
legal or constructive obligation to pay future amounts are categorized under defined contribution plans. The contributions
to defined contribution plans are recognized in profit or loss as and when the services are rendered by employees.

Social Security Fund Contribution

Social security fund is the defined contribution plan opted by the federation. In compliance with The Labor Act, 2074,
the federation contributes 20% of the basic salary and grade amount of all the employees to the Fund and 11% is deducted
from employees’ pay; totaling 31%. The social security fund is a government-operated fund. The Federation has no further
obligations underthese plans beyond its obligation for periodic contributions.

BP Associates
CHARTERED ACCOUNTANTS

g% | 33 aftier TURUREsAT eqd Tt gfcrdeat 206R/0¢0 www.nefscun.org.np



Defined Benefit Plans

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan. The Federation’s net
obligation in respect of defined benefit plans is calculated separately for each plan by estimating the amount of future
benefit that employees have earned in return fortheir service in current and prior periods. That benefit is discounted to
determine its present value. Any unrecognized past service costs and the fair value of any plan assets are deducted. The
discount rate is the yield at the reporting date on corporate bonds, that have maturity dates approximating the terms of
the Federation's obligation and that are denominated in the currency in which the benefit is expected to be paid. The
defined benefit obligation is recognized on the basis of the report of qualified actuary using the projected unit credit
method. The Federation recognizes all actuarial gains and losses arising from defined benefit plans immediately in OCI
and all expenses related to defined benefits plans in employee benefit are expensed in profit and loss account. When the
calculation results in a potential asset for the group, the recognized assets are limited to the present value of economic
benefits available in the form of any future refunds from the plan or reductions in future contributions to the plan. To
calculate the present value of economic benefits consideration is givento any applicable minimum funding requirements.

Measurements of the net defined benefit liability comprise actuarial gains and losses. The return on plan assets (excluding
interest income) and the effect of the assets ceiling (if any excluding interest) are recognized immediately in OCI. The
Federation determines the net interest expense (income) on the net defined liability (assets) for the period by applying the
discount rate used to measure the definedbenefit obligation at the beginning of the annual period to the then net defined
benefits liability (assets), taking into account any changes in thenet defined benefit liability (asset) during the period as
a result of contribution and benefits payments. Net interest expenses and other expensesrelated to defined benefit plans
are recognized as personal expenses in Statement of profit and Loss.

Other Long-Term Employee Benefits

Other long-term employee benefits are employee benefits other than those classified as either short-term, post-retirement
or termination benefits. The Federation’s net obligation in respect of'such benefits is calculated separately for each plan
by estimating the amount of future benefits that have accrued to the employees in return fortheir service in current and
prior periods. That benefit is discounted to determine its present value. Any unrecognized past service costs and the fair
value of any plan assets are deducted. The discount rate is the yield at the reporting date on corporate bonds, that have
maturity dates approximating the terms of the Federation's obligation and that are denominated in the currency in which
the benefit is expected to bepaid. The obligation is recognized on the basis of the report of qualified actuary using the
projected unit credit method. The Federation recognizes all expenses including actuarial gain/loss on re-measurement
of other long-term employee benefits in the statement of profit or loss.

3.15 Leases

The Group has applied NFRS 16 using the cumulative catch-up approach and therefore comparative information has not been
restated and is presented under NAS 17. The details of accounting policies under both NAS 17 and NFRS 16 are presented
separately below.

Policies applicable from 1 Shrawan 2078.

The Federation assesses whether a contract is or contains a lease, at inception of the contract. The Federation recognises a
right-of-use asset and a corresponding lease liability with respect to all lease arrangements in which it is the lessee, except
for short-term leases (defined as leases with a lease term of 12 months or less) and leases of low value assets (such as tablets
and personal computers, small items of office furniture and telephones). For these leases, the Federation recognises the lease
payments as an operating expense on a straight-line basis over the term of the lease unless another systematic basis is more
representative of the time pattern in which economic benefits from the leased assets are consumed.
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The lease liability is initially measured at the present value of the lease payments that are not paid at the commencement date,
discounted by using the rate implicit in the lease. If this rate cannot be readily determined, the Federation uses its incremental
borrowing rate.

Lease payments included in the measurement of the lease liability comprise:
=  Fixed lease payments (including in-substance fixed payments), less any lease incentives receivable;

= Variable lease payments that depend on an index or rate, initially measured using the index or rate at the commencement
date;

= The amount expected to be payable by the lessee under residual value guarantees;
= The exercise price of purchase options, if the lessee is reasonably certain to exercise the options; and

=  Payments of penalties for terminating the lease, if the lease term reflects the exercise of an option to terminate the lease.

The lease liability is subsequently measured by increasing the carrying amount to reflect interest on the lease liability (using
the effective interest method) and by reducing the carrying amount to reflect the lease payments made.

The Federation remeasures the lease liability (and makes a corresponding adjustment to the related right-of-use asset)
whenever:

= The lease term has changed or there is a significant event or change in circumstances resulting in a change in the
assessment of exercise of a purchase option, in which case the lease liability is remeasured by discounting the revised
lease payments using a revised discount rate.

- The lease payments change due to changes in an index or rate or a change in expected payment under a guaranteed
residual value, in which cases the lease liability is remeasured by discounting the revised lease payments using an
unchanged discount rate (unless the lease payments change is due to a change in a floating interest rate, in which case
arevised discount rate is used).

. A lease contract is modified and the lease modification is not accounted for as a separate lease, in which case the lease
liability is remeasured based on the lease term of the modified lease by discounting the revised lease payments using a
revised discount rate at the effective date of the modification.

The right-of-use assets comprise the initial measurement of the corresponding lease liability, lease payments made at or before
the commencement day, less any lease incentives received and any initial direct costs. They are subsequently measured at
cost less accumulated depreciation and impairment losses.

Whenever the Federation incurs an obligation for costs to dismantle and remove a leased asset, restore the site on which it
is located or restore the underlying asset to the condition required by the terms and conditions of the lease, a provision is
recognised and measured under NAS 37. To the extent that the costs relate to a right-of-use asset, the costs are included in
the related right-of-use asset, unless those costs are incurred to produce inventories.
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3.16

Share Capital and Reserves
Share Capital

Financial instruments issued are classified as equity when there is no contractual obligation to transfer cash, other
financial assets or issue available number of own equity instruments. Puttable instruments that meet the criteria
specified by para 16A and 16B of NAS 32 Financial Instruments-Presentation are also calssified as equity. Incremental
costs directly attributable to the issue of new shares are shown in equity as deduction net of taxes from the proceeds.

Dividends on ordinary shares classified as equity are recognized in equity in the period in which they are declared.

The shares issue expenses which can be avoided for the issue was charged in the year of issue directly through equity
and disclosed in the statement of changes in equity. Tax impact is also disclosed.

Statutory Reserves

The reserve includes reserves required to be maintained by law.

General Reserve Fund

As per the provisions of the Co-operatives Act, 2074 and the Co-operative Rules, 2075; 25% of net profit of a financial year
is transferred to the general reserve fund. Profits on sale of fixed assets and amortized deferred income on grants related to
assets are also transferred to this fund.

Patronage Fund (3fa g fibaf i)

As per the provisions of the Co-operatives Act, 2074 and the Co-operative Rules, 2075; 25% of net profits for the year
remaining after allocation to the general reserve fund has been transferred to the patronage fund.

Co-operative Promotion Fund (Fe®R} uaga ®iv)

As per the provisions of the Co-operatives Act, 2074 and the Co-operative Rules, 2075; 0.5% of net profits for the year
remaining after allocation to the general reserve fund has been transferred to the co-operative promotion fund. The fund is
managed by the Department of Co-operatives under the Ministry of Land Management, Co-operatives and Poverty Alleviation.

. a/%/'d%
=
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Other Funds

As per the provisions of the Co-operatives Act, 2074 and the Co-operative Rules, 2075; the balance of profits for the year
remaining after allocation to the general reserve fund, patronage fund and the Co-operatives promotion fund has been
allocated as follows pursuant to the decision by the Board of Directors in accordance with the laws, regulations and the

bylaws of the organization:

Particulars Allocation (%)
Share Dividend Fund 9% @TH19T &1 70%
Loss Equaliation Fund ‘aqu:cﬁ FY 5%
Member Education Fund I&& ferelr @iy 5%
Co-operatives Development Fund FEPpn [aehra Iy 5%
Community Development Fund JTHETA® [qehT& I 5%
Stabilization Fund FeaRTe0T I 5%
Other Risks Management Fund 37 S@H Sa&dmad %Y 4%
Staff Welfare Fund FFH=T FeaT0 HIT 1%
TOTAL 100%

3.17 Earnings per Share (EPS) including diluted EPS

0

Federation presents basic and diluted Earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated by
dividing the profit and loss attributable to ordinary equity holders of the federation by the weighted average number of
ordinary shares outstanding during the period. DilutedEPS is determined by adjusting both the profit and loss attributable
to the ordinary equity holders and the weighted average number of ordinary shares outstanding, for the effects of all
dilutive potential ordinary shares.

3231 TIffer WURUTEHIAT Txd alidieh gferdgst 068/ 0¢o
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4. Notes to the Financial Statements

4.1 Cash and Cash Equivalents

The cash and cash equivalents for the purpose of cash flow statement include cash in hand, balances with banks and financial
institutions, money at call and short notice and highly liquid financial assets with original maturity of three months or less from
the acquisition date that are subject to and insignificant risk of changes in their fair values and are used by the federation in the

management of its short-term commitments.

Cash and cash equivalents includes cash in hands, deposits with BFIs and other short-term investments with original maturities of
three months or less. Details of cash and cash equivalents are presented hereunder:

Particulars As on 31 % Ashadh, 2080 As on 32 " Ashadh, 2079
Cash in Hand 0 -
Balance with banks (available on demand) 5,771,537,226 3,805,583,400
Fixed deposit with banks (original maturity upto 3 months) 930,000,000 612,000,000
Other - -
Total 6,701,537,226 4,417,583,400

4.2 Placements with Financial Instutions

Fixed Deposit placement with financial institutions are financial assets that are held within a business model whose objective is to
hold financial assets in order to collect contractual cash flows that are solely payments of principal and interest. They are subsequently
measured at amortized cost using the effective interest rate (‘EIR”) method less impairment, if any. The amortization of EIR and loss
arising from impairment, if any is recognized in the Statement of Profit and Loss. The details of such financial assets are as follows:

Particulars

As on 31 * Ashadh, 2080

As on 32 " Ashadh, 2079

Fixed Deposit Placements with Banks and Financial Institutions

3.,274,600,000

1,780,000,000

Fixed Deposit - Stabilization Fund 100,000,000
Less: Allowances for Impairment - -
Total 3,374,600,000 1,780,000,000

4.3 Derivative Financial Instruments

Particulars

As on 31 %* Ashadh, 2080

As on 32 ™" Ashadh, 2079

Held for Trading
Interest Rate Swap

Forward Exchange Contracts
Others

Held for Risk Management
Interest Rate Swap
Forward Exchange Contracts.

Others

Total

www.nefscun.org.np
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4.4 Loans and Advances to Member Co-operatives

The federation provides various loans and advance facilities to its member co-operatives. These assets are held within a business
model whose objective is to hold financial assets in order to collect contractual cash flows that are solely payments of principal and
interest, and are subsequently measured at amortized cost using the effective interest rate (‘EIR”) method less impairment, if any. The
amortization of EIR and loss arising from impairment, if any is recognized in the statement of Profit or Loss.

The Federation has adopted an alternative method for assessment of impairment of loans. Accordingly, individual and collective
impairment loss amount calculated as per NFRS is to be compared with the impairment provision required under co-operative
guidelines, higher of the amount derived from these measures is to be taken as impairment loss for loans and receivables. However,
due to lack of required information for such statistical analysis; the federation has made provision for impairment as per the existing
co-operative guidelines. Management believes that the provision made sufficiently covers the impairment that would have been
calculated as per NFRS.

The existing co-operative guidelines require impairment to be provided for using the following ageing matrix:

Particulars Provision for Impairment
Good loans (not overdue) 1%

Doubtful loans (overdue for not more than 12 months) 35%

Delinquent loans (overdue for more than 12 months) 100%

The details of loans and advances to member co-operatives has been presented herewith:

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Inter-lending Loan 93,315,977 75,423,689
NYC Loan 67,324,376 90,710,745
Loan against FD Loan 211,800,000 599,050,000
RRP Loan 895,368 895,368
Other Loan (Software) - 925,000
Whole Sale Loan 15,280,079,896 15,036,615,906
NYC Certificate Collateral Loan 4,675,726 5,682,014
Total 15,658,091,343 15,809,302,723
Interest Receivable - 9,775,333
Gross Loans and Advances 15,658,091,343 15,819,078,056
Less: Allowances for Impairment (424,290,124) (245,837,113)
Total 15,233,801,219 15,573,240,943

Loans are generally secured against various collaterals including land and building, personal and group guarantee of directors of
the respective co-operatives, fixed deposits held by the federation and others.

4.4.1 Allowances for Impairment

As on 31 ** Ashadh,

Particulars As on 32 "¢ Ashadh, 2079
2080

Balance at Shrawan 01 245,837,112 180,807,868

Impairment Losss for the year: - -
Charge for the year 749,191,803 95,968,625
Recoveries/Reversal (570,738,791) (30,939,381)

Amount Written Off - -

Balance at Ashadh End 424,290,124 245.83&
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4.4.2 Allowances for Impairment by Loan Ageing

Particulars

As on 31 * Ashadh, 2080

As on 32 " Ashadh, 2079

Loan Category by Ageing
Good loans (not delinquent)

15,186,664,935

15,677,906,889

Doubtful loans (delinquent for not more than 12 months) 306,158,297 65,226,692
Bad loans (delinquent for more than 12 months) 165,268,071 66,169,140
Total 15,658,091,303 15,809,302,722
Impairment Allowances

Good loans (not delinquent) @ 1% 151,866,649 156,779,069
Doubtful loans (delinquent for not more than 12 months) @ 35% 107,155,404 22,829,342
Bad loans (delinquent for more than 12 months) @ 100% 165,268,071 66,169,140
Allowance for Impairment 424,290,124 245,777,552

4.5 Loans and Advances to Staff

The federation provides various loan facilities to its employees as per its by-laws. These loans are provided at concessional rates
of interest as compared to market rates. These loans are initially measured at fair values by discounting contractual cash flows at
market rate of interest. The difference between the gross amount disbursed and the fair value is recognized as prepaid expense and
is amortized to profit or loss over the loan tenure. The amortization of such expenses is presented under "Personnel expenses (Note
4.34)". The unamortized portion of such prepaid expenses is presented under "Other assets (Note 4.13)".

The federation provides vehicle loan and property loan to its staff. Vehicle loans are secured against the respective vehicles and
property loans are secured against the respective properties. The loans are repayable on EMI (Equated monthly instalment) basis
and deducted against salary payable to staff each month. None of the loans are impaired as per the assessment of management. The
details of loans are presented hereunder:

Particulars As on 31 ** Ashadh, 2080 As on 32 " Ashadh, 2079
Loans to staff (gross outstanding) 101,353,261 116,424,858
Fair Value adjustment (related to concessional rate of interest) (22,546,613) (26,240,529)
Amortized cost of loans and advances to staff 78,806,648 90,184,329
Less: Impairment Allowances

Collective Impairment - -

Individual Impairment - -
Total 78,806,648 90,184,329
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4.6 Investment Securities

The federation has made investment in equity instruments of certain entities which are held as long-term strategic investments and
not for trading. The Federation has made an irrevocable election to carry the changes in fair value of the instrument through OCI

and the investments are measured at fair value through other comprehensive income (FVTOCI).

Particulars As on 31 % Ashadh, 2080 As on 32 " Ashadh, 2079
Investment in Equity measured at FVTOCI 2,311,000 2,311,000
Total 2,311,000 2,311,000
4.6.1: Investment in Equity measured at FVTOCI
Particulars As on 31%* Ashadh, 2080 As on 32" Ashadh, 2079
Equity Instruments
Quoted Equity Securities - -
Unquoted Equity Securities 2,311,000 2,311,000
Total 2,311,000 2,311,000
4.6.3: Information relating to Investment in Equities
As on 31% Asadh, 2080 As on 32" Asadh, 2080
Particulars
Cost Fair Value Cost Fair Value
Investment in Unquoted Equity
National Cooperative Bank Limited 1,301,000 1,301,000 1,301,000 1,301,000
13,010 shares of 100 each
National Cooperative Federation of Nepal 1,010,000 1,010,000
10,100 shares of 100 each
Total 2,311,000 2,311,000

The above investments are unlisted and are not transferable. They can only be redeemed at the nominal values and hence, their fair

value has been determined to be equal to the nominal value.
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4.7 Current Tax Assets

Particulars As on 31t Ashadh, 2080 As on 32 " Ashadh, 2079
Current Tax Assets

Current year Income Tax Assets 45,016,247 65,152,217
Tax Assets of Prior Periods 184,226,771 171,692,603

Current Tax Liabilities

Current year Income Tax Liabilities 808,594 52,445,064
Tax Liabilities of Prior Periods 473,959.27 172,984
Total 227,960,465 184,226,771

4.8 Investment Properties

Investment properties are land and/or building held for sale. The federation generally provides loans and advances to
its members against collateral of land and/or building. Such properties are put up for sale through auction for recovery
of loans in case of default. Sometimes, the properties may not be so realized; in which case the federation assumes
ownership of the properties according to the prevailing laws. Such properties are generally held for sale and not for use
and are classfied as investment properties.

The federation measures its investment properties using the fair value model. The properties are initially measured at
cost and subsequntly at fair values at each reporting dates, with differences transferred to profit or loss. The cost includes
the gross carrying amount of loan including interest and other charges.

However, the management assesses that the fair value of the properties cannot be determined reliably since the properties
are located in areas that do not witness frequent property transactions, which is evidenced by the fact that the ownership
of those properties had to be assumed by the federation because they could not be realized through auction. As such,
since the fair value of the properties could not be measured reliably and hence, the properties have been measured at
cost. The federation continuously assesses whether the fair value subsequently become measurable reliably .

Particulars As on 31t Ashadh, 2080 As on 32 " Ashadh, 2079
Investment Properties measured at Fair Value
Balance as on Shrawan 01. 24,861,447 24,861,447

Addition/(Disposal) during the year. - -
Net Changes in fair value during the year. - -

Adjustment/Transfer. - -

Net Amount 24,861,447 24,861,447

The details of the investment properties have been mentioned hereunder:

Particulars Area Cost

é)alré(g rellfnlr‘iiléarlr;s;l)b Metro Politan City, ward No. 3 jha. 1693.20 Sq. m. 8,430,400
Land at Rautaht , Sakhuawa Dhamaura, Ward no. 7 16,431,047
Plot number 662 1693.2 Sq.m.

Plot number 1759 650.19 Sq.m

Plot number 1775 592.58 Sq.m

Total 24,861,447

4//%/'0’ %
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4.9 Property, Plant and Equipment (Continued....)
Land is carred under the revaluation model. The carrying amount under the cost model would be Rs. 86553932,

During FY 2079/80 certain items of Furniture and fixture, office equipments and computer have been disposed off. The details are
as follows.

Gross Carrying Amount 1171402.57
Accumulated Depreciation (433,495)

Net carrying amount 737908
Sales proceeds 8407.07
Loss on disposal 729500.93

The loss on disposal has been presented under "other administrative and operating expenses (Note 4.35)"

4.10 Right of Use Assets and Lease Liabilities
Right of Use Assets

Particulars Building Total
Cost

Balance as on Ashadh end 2079 71,839,314 71,839,314
Addition during the Year 20,040,962 20,040,962
Modifications and adjustments 2,596,707

Terminations and Completions (8,818,011) (8,818,011)
Balance as on Ashadh end 2080 85,658,972 83,062,265

Depreciation and Impairment

Balance as on Ashadh end 2079 15,657,207 15,657,207
Depreciation charge for the year 14,375,949 14,375,949
Impairment for the year - -
Disposals (7,440,857) (7,440,857)
As on Ashadh end 2080 22,592,299 22,592,299
Net Book Value

As on Ashadh end 2079 56,182,107 56,182,107
As on Ashadh end 2080 63,066,673 60,469,966

The federation has taken various assets under lease. The lease contracts relate to building premises taken on lease by the federation
for its head office and Member Service Offices. The federation had total 42 premises on lease during FY 2079-80 with average
remaining lease period of 3.62 years. No lease contract provides a purchase option at the end of the lease term and does not include
purchase option.

The federation applied NFRS 16 Leases as follows:

(i) The lease liabilities have been measured at the present value of the remaining lease payments, discounted using the federation's
incremental borrowing rate which was assessed at 10%.

(ii) The federation chose to measure all right-of-use assets at an amount equal to the lease liability, adjusted by the amount of any
prepaid or accrued lease payments relating to that lease recognised in the statement of financial position.

(iii) Federation classified all lease contracts that had a remaining lease period of upto 12 months as as short-term leases and
has applied the recognition exemptions related to short-term leases provided by NFRS 16. The lease payments made under those
contracts have been recognized as expenses during the year.

As at 31 Ashadh 2080; the federation is not committed to any payment for short-term leases.

The lease contracts include fixed lease payments. There are no payments other than those included in the assessment of lease
liabilities.

f .d% ~ 'BP Associates
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Lease Liabilities

Particulars As on 31 st Ashadh, 2080 As on 29th Ashadh, 2079
Total Lease Liabilities 68,711,230 58,974,746
Analysed as:

Current 14,695,601 10,213,334
Non-current 54,015,629 48,761,412

Maturity Analysis of Lease Liabilities

Unwinding of lease

Lease Payments

Particulars Lease Liabilities liablities (undiscounted)
Year 1 14,695,601 1,143,224 15,838,825
Year 2 13,596,479 1,873,371 15,469,850
Year 3 10,761,331 3,077,212 13,838,543
Year 4 6,551,291 5,016,375 11,567,666
Year 5 7,129,690 1,548,367 8,678,057
Onwards 15,976,838 10,408,814 26,385,652
TOTAL 68,711,230 23,067,363 91,778,592

The federation does not face a significant liquidity risk with regard to its lease liabilities. Lease liabilities are monitored within the

federation’s general management function.

Movement of Lease Liability

Particulars FY 2079/80 FY 2078/79
Opening Lease Liability 58,974,746 -
Addition during the year 20,040,962 71,839,314
Modification and adjustments 2,596,707 -
Unwinding of lease liability 6,899,648 6,177,931
Patments made (18,153,891) (19,042,499)
Lease Terminated (1,646,942) -
Closing lease liability 68,711,230 58,974,746
Amounts recognized in profit or loss

Particulars Included within FY 2079/80 FY 2078/79
Depreciation on right of use assets Note 4.36 14,375,949 15,657,206.95
}?;;rﬁfitele’eme on unwinding of lease Note 4.35 6,899,648 6,177,930.95
Expense relating to short-term leases Note 4.35 4,899,610 1,450,271.83
Expense relating to leases of low value assets - -
Loss or gain on termination Note 4.32 269,788 -

Income from subleasing right-of-use assets
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4.11 Goodwill and Intangible Assets

. Software
Particulars Purchased Developed Others Total

Cost
Balance as on Ashadh end 2078 2,344,259 - - 2,344,259
Addition during the year

Acquisition 197,750 - - 197,750

Capitalization - - - -
Disposal during the year - - - -
Adjustment/Revaluation - - - -
Balance as on Ashadh end 2079 2,542,009 - - 2,542,009
Addition during the Year

Acquisition - - -

Capitalization - - -
Disposal during the year (1,163,466) - (1,163,466)
Adjustment/Revaluation - - -
Balance as on Ashadh end 2080 1,378,543 - - 1,378,543
Amortisation and Impairment
As on Ashadh end 2078 947,390 - - 947,390
Amortization charge for the year 356,646 - - 356,646
Impairment for the year - - - -
Disposals - - - -
Adjustment - - - -
As on Ashadh end 2079 1,304,036 - - 1,304,036
Impairment for the year -
Amortization charge for the year 309,493 - 309,493
Disposals (887,370) - (887,370)
Adjustment - - -
As on Ashadh end 2080 726,159 - - 726,159
Intangible Asset-Work in Progress 2079 16,901,789 16,901,789
Add this year 26,613,273 26,613,273
Intangible Asset-Work in Progress 2080 43,515,062 43,515,062
Net Book Value
As on Ashadh end 2078 1,396,869 - - 1,396,869
As on Ashadh end 2079 18,139,762 - - 18,139,762
As on Ashadh end 2080 44,167,446 - - 44,167,446

Intangible asset work in progress as at 31st Ashadh 2080 includes expenditure incurred on "Myra software" amounting to Rs.
43,515,062 (refer Note 4.26 for details) of which invoice has been received from M/s Neosys Technology Private Limited and Rs.

300,000 of other direct expenses.

During FY 2079/80 certain items of intangible assets have been disposed off. The details are as follows.

Gross Carrying Amount 1,163,466
Accumulated Depreciation (887,370)
Net carrying amount disposed off 276095.93

The loss on disposal has been presented under "other administrative and operating expenses (Note 4.35)"

www.nefscun.org.np
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4.12 Deferred tax assets and liabilities:

Deferred tax is calculated on temporary differences using a tax rate of 20% (FY 2078-79: 10%). Deferred tax assets have been rec-
ognized in respect of all tax losses and other temporary differences giving rise to deferred tax assets where the management believe

it is probable that these assets will be recovered.

As on 31 % Ashadh, 2080

As on 32 "¢ Ashadh, 2079

Reconciliation of deferred tax assets net

Opening Balance as at 1st Shrawan (6,584,688) (5,031,262)
Tax income/(expense) during the period recognised 4,963,585 1,043 858
in profit or loss

Tax income/(expense) during the period recognised ) (2,597,284)
in OCI

Recognized in equity (9,571,054) -
Closing balance as at 31st Ashad (11,192,156) (6,584,688)

Details of the deferred tax assets, amounts recognized in profit or loss and amounts recognized in other comprehensive income are

as follows:
Asset/ (Liability)

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Property, Plant & Equipment-Land (19,142,107) (9,571,054)
Property, Plant & Equipment-Others (7,294,161) (3,193,656)
Intangible Assets 23,341 (21,252)
Provision for Gratuity - 1,332,550
Provision for Leave benefits 12,191,860 4,589,460
Lease liabilities (net of right of use assets) 1,128,911 279,264
Provision for Expenses 1,900,000

(11,192,156) (6,584,688)

Particulars

(Charged)/Credited to Profit or Loss

As on 31 ** Ashadh, 2080

As on 32 " Ashadh, 2079

Property, Plant & Equipment-Land

Property, Plant & Equipment-Others (4,100,505) (770,899)
Intangible Assets 44,593 5,877
Provision for Gratuity (1,332,550) 166,525
Provision for Leave benefits 7,602,400 1,363,090
Lease liabilities (net of right of use assets) 849,647 279,264
Provision for Expenses 1,900,000 0

4,963,585 1,043,858

(Charged)/Credited to OCI/Equity

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Property, Plant & Equipment-Land (9,571,054) (2,743,938)
Property, Plant & Equipment-Others - -
Intangible Assets - -
Provision for Gratuity - 146,655
Provision for Leave benefits - -
Lease liabilities (net of right of use assets) - 0

(9,571,054) 20 1 (2,597,284)
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4.13 Other Assets

Particulars As on 31 ** Ashadh, 2080 As on 32 " Ashadh, 2079
Stock of stationery items 5,980,071 5,132,600
Vat Credit 715,936 -
Prepaid Vat 67,037 210,942
Stock of silver coins 148,000 278,000
Receivable from Stabilization Fund 13,581,415 8,373,578
Assets related to Stabilization Fund 826,079 845,582
Borrowing & Advance on behalf of Stabilization Fund 8,000,000

Trade Receivables 718,126 822,098
Advances and Prepayments 70,091,373 33,346,107
Prepaid expense related to loans to staff at concessional rates 22,546,613 26,240,529
Other deposits and advances 1,626,180 2,369,974
Total 124,300,829 77,619,409

Advances and Prepayments includes Rs. 19575375.12 advance paid to M/s Neosys Technology Private Limited (refer Note 4.26 for

details) and Rs. 42622000 advance paid to Contect pvt Itd.

The federation has provided advance to certain members associated with the stabilization fund as a liquidity support on behalf of

the stabilization fund pursuant to decision of the stabilization fund. The adance is for upto 12 months.

4.14 Deposits from Member Co-operatives

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Regular Savings 335,831,811 282,066,252
Optional Savings 325,368,356 369,027,046

Fixed Savings
Special Savings

9,286,049,333
10,999,403,884

5,151,396,251
10,249,463,863

Credit Union Savings 160,146,942 334,151,993
NEFSCUN Transaction Savings 178,443,830 245,224,579
Raiffeisen Savings 110,168,031 135,117,990
Daily Savings 40,385,365 42,968,481
Share Dividend Savings 193,877,319 175,027,093
Program Savings 281,250 281,750
Central Liquidity Savings 1,362,367,115 1,093,137,540
Share related Savings 2,159,425 3,238,919
Regular Accumulated Savings 2,549,460 1,365,150
District Cooperative Special Savings 333,844,006 256,400,986
Total 23,330,876,128 18,338,867,893
4.15 Borrowings

Borrowings are financial liabilities and are measured at amortized cost. The details of borrowings are as follows:

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079

Domestic Borrowings
Banks and Financial Institutions

1,182,000,000

National Youth Council-Revolving Fund 41,750,000 78,900,000

Sub Total (A) 41,750,000 1,260,900,000
Foreign Borrowings

Foreign Banks and Financial Institutions - -

Multilateral Development Banks - -

Other Institutions S “Z T _ im _

Sub Total (B) $ % - , -
Total (A+B)) PG g , 41,750,000

°,}, EFsc,_,N
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Loan from National Youth Council (NYC) was received under an arrangement where the proceeds were to be disbursed to various
member co-operatives as interest-free loans. The loan is repayable upon receipt from the members. The loan does not carry any

interest cost. The details of the loan are as follows:

Particulars Agreement Date Amount
Loan from NYC to NEFSCUN for providing loan against

academic/other certificate through member co-operatives. 25:03-2075 29000000
Loan from NYC to NEFSCUN for providing co.llateral loans to 07-03-2074 2300000
young entrepreneurs through member co-operatives.

Loan from NYC to NEFSCUN for providing loan against

academic/other certificate through member co-operatives. 21:02:2075 3600000
Loan from NYC to NEFSCUN under entrepreneurship

programme for providing collateral-free loans through member 26-01-2076 9450000
co-operatives.

TOTAL 41,750,000
4.16 Provision for Employee Benefits

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Liabilities for employees defined benefit obligations - 13,325,500
Other long-term employee benefit liabilities 60,959,300 45,894,600
Total 60,959,300 59,220,100

Defined Benefit Obligations

The federation provided a gratuity scheme to its permanent employees. The scheme had been classified as a defined benefit plan. The
federaton has registered with the Social Security Fund and had started to deposit contributions into the fund from April 14, 2021.
During financial year 2079.80. The accrued gratuity obligation before the commencement of social security scheme were settled
during the year. The federation has no further gratuity obligation as at 31st Ashadh 2080.

4.16.1: Liabilities for employees defined benefit obligation

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Present value of defined benefit obligations - 13,325,500
Fair value of plan assets - -
Recognised liability for defined benefit obligations - 13,325,500
4.16.1.1: Movement in the present value of defined benefit obligations

Particulars FY 2078-79 FY 2078-79
Defined benefit obligations at Shrawan 1 13,325,500 10,193,700
Service Cost - 910,578
Interest Cost - 754,674
Actuarial (gain)/loss on remeasurement - 1,466,548
Payments made (3,426,050) -
Gain/loss on Settlement (9,899,450)

Defined benefit obligations at Ashadh end - 13,325,500
4.16.1.2: Amount recognised in profit or loss

Particulars FY 2079-80 FY 2078-79
Current service costs - 910,578
Interest on obligation - 754,674
Gain/loss on Settlement (9,899,450)

Total (9,899,450) 1,665,252

e
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4.16.1.3: Amount recognised in other comprehensive income

Particulars FY 2078-79 FY 2078-79
Actuarial remeasurement loss/(gain) - 1,466,548
Total - 1,466,548
4.16.1.4: Actuarial assumptions

Particulars As on 31 ** Ashadh, 2080 As on 32 " Ashadh, 2079
Discount rate 0.00% 7.50%
Expected return on plan asset - -
Future salary increase 0.00% 8.00%
Retirement age - 58 years

Other Long-Term Employee Benefits

The federation provides two paid leave schemes under this category; namely home leave and sick leave; to its employees.

Home Leave: Employees are entitled to 30 days of paid home leave for each year of service. Unavailed home leaves can be
accumulated upto maximum 90 days beyond which the leaves are encashed. Accumulated leaves can be availed at anytime in the

future and any leave balance remaining unused are encashed at the time of completion of employment.

Sick Leave: Employees are entitled to 12 days of paid sick leaves for each year of service. Unavailed sick leaves can be accumulated
indefinitely. Accumulated leaves can be availed at anytime in the future and any leave balance remaining unused are encashed at the

time of completion of employment.

4.16.2: Other Long-term employee benefit liabilities

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Present value of other long-term employee benefits 60,959,300 45,894,600
Fair value of plan assets - -
Recognised liability for defined benefit obligations 60,959,300 45,894,600
4.16.2.1: Movement in the present value of other long-term employee benefits
Particulars FY 2079-80 FY 2078-79
Defined benefit obligations at Shrawan 1 45,894,600 32,263,700
Service Cost 7,278,718 6,143,625
Interest Cost 3,319,324 2,329,117
Actuarial (gain)/loss on remeasurement 4,808,179 5,953,561
Payments made (341,521) (795,403)
Defined benefit obligations at Ashadh end 60,959,300 45,894,600
4.16.2.2: Amount recognised in profit or loss
Particulars FY 2078-79 FY 2078-79
Current service costs 7,278,718 6,143,625
Interest on obligation 3,319,324 2,329,117
Actuarial (gain)/loss on remeasurement 4,808,179 5,953,561
Total 15,406,221 14,426,303
4.16.2.3: Amount recognised in other comprehensive income
Particulars FY 2078-79 FY 2078-79
Amounts recognized in OCI - -
Total - -
M/%/'d% BP Associates
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4.16.2.4: Actuarial assumptions

Particulars As on 31 ** Ashadh, 2080 As on 32 " Ashadh, 2079
Discount rate 7.50% 7.50%
Expected return on plan asset - -
Future salary increase 10.00% 8.00%
Retirement age 58 years 58 years

4.16.2.5: Sensitivity analysis

A quantitative sensitivity analysis for significant assumption at the end of the reporting period is as shown below:

1.00% 1.00%
Sensitivity Level Increase Decrease
Impact on leave obligation due to change in discount rate (7,004,300) 8,439,300
Impact on leave obligation due to change in salary escalation rate 8,157,800 (6,924,000)

The sensitivity analyses above have been determined based on a method that extrapolates the impact on other long-term employee
obligation as a result of reasonable changes in key assumptions occurring at the end of the reporting period.

4.16.2.6: Maturity analysis

The maturity analysis of defined benefit obligations have been presented herewith:

Expected benefit payments Amount
Within the next 12 months 3,492,870
1-2 years 4,069,649
2-3 years 4,172,976
3-4 years 4,080,854
4-5 years 4,220,356
Beyond 5 years 24,990,271
Weighted average duration of the plan 13 years

4.17 Deferred Grant Income

Particulars As on 31 ** Ashadh, 2080 As on 32 " Ashadh, 2079
Balance in deferred grant income (opening) 475,087 527,874
Amortized grant recognized in profit or loss (47,509) (52,787)
Balance in deferred grant income (closing) 427,578 475,087

The federation had received a grant from the Department of co-operatives for various fixed assets for overall institutional
development during FY 2075-76. The federation had acquired various items of property, plant and equipment totalling Rs. 1,251,703
(Rs. 1,107,702 plus VAT) of which 60% amounting to Rs. 6,64,621 (excluding VAT) had been reimbursed by the department of co-
operatives. This amount has been recognized as deferred grant and is amortized to profit or loss over the useful life of the assets in
the ratio of depreciation on those assets.

'BP Associates
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4.18 Grant Liabilities

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
1. Grant from World Council of Credit Unions (WOCCU)
Opening Grant Liabilities 477,915 477,915

Addition during the year - R
Expenses during the year - -

A. Closing Grant Liabilities 477,915 477,915
2. Grant from Association of Asian Confederation of Credit Unions (ACCU)

Opening Grant Liabilities 236,590 236,590

Addition during the year - -

Expenses during the year (171,380) -

B. Closing Grant Liabilities 65,210 236,590

Total (A+B) 543,125 714,505

Grants related to income that were intended to compensate various expenses have been recognized as liabilities and are recognized
as income as and when the expenses are incurred.

4.19 Other Liabilities

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Trade payables 3,413,652 15,363,150
Audit Fee Payable 1,349,500 1,161,000
Software Deposits 615,177 575,177
ACCU Forum Registration Fee Payable 2,537,675 500,417
Trade and Other Deposits 5,920,845 4,738,356
Income received in advance 2,983,629 1,874,834
TDS Payable 65,125,287 48,722,382
VAT Payable 103,394 6,092,904
Payable to Stabilization Fund 193,677,926 117,841,022
Staff Bonus Payable 29,643 23,074,376
Staffs Salary Payable 420,679 599,832
CIT Payable 1,724,320 2,838,702
Social Security Fund Payable 2,832,204 2,618,315
Interest payable on deposits 819,649 -
Payable to member SACCOS 2,997,537 3,067,145
Provision for legal claim settlement 9,500,000 -
Other Liabilities 4,610,947 5,043,083
Total 298,662,063 234,111,195

During financial year 2079-80, the federation has recognized the provision of 95,00,000 against legal claim made by Zinob Inc. Pvt.
Ltd. related to premature termination of agreement for promotion and sales of Necos Plus software. The payment was made on 22
Bhadra, 2080 pursuant to an agreement for out of court settlement of the legal case.

4.20 Share capital

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Opening Share Capital 1,670,484,500 1,458,700,000
Addition during the year 82,583,400 373,180,900
Redemption/transfer during the year (3,834,600) (161,396,400)
Total 1,749,233,300 1,670,484,500

Share capital represent residual interest in the federation. These shares are puttable at the option of the holders but qualify for
classification as equity as per paragraphs 16A and 16B of NAS 32 Financial Instruments: Presentation. As per the prevailing laws,
members can g othe federation to redeem the shares at their discretion. The shares have a face value of Rs. 100. All shares are
api\there are no shares with differential rights with regards to dividend or otherwise. No expenses have been
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4.21 General Reserve

General reserve is a statutory reserve required to be maintained as per the Co-operatives Act, 2074. As per the prevailing laws, the
federation needs to transfer 25% of net profits of each year to this reserve. In addition, profit on sale of property, plant and equipment
and other fixed assets; amortized portion of deferred income in respect of grant related to assets and amount remaining undistributed
by the end of the fiscal year out of patronage refund fund appropriated in the immediately preceeding year are also transferred to
this reserve. During the year excess appropriation made to cooperative promotiOn fund in previous period have been transferred to
general reserve.

Particulars As on 31 % Ashadh, 2080 As on 32 " Ashadh, 2079
Opening balance 347,014,063 232,494,408
Appropriation from net profits for the year 1,018,014 114,456,361
Amortization of grant related to assets 47,509 52,787
Transfer from Patronage Refund Fund (66,050) 10,506
Transfer from Other Reserves and Funds 572,282 -
Total 348,585,818 347,014,063

4.22 Other Statutory Reserves

As per the Co-operatives Act, 2074; out of the profits for a fiscal year remaining after apportionment to the general reserve; 25% is
transferred to patronage refund fund. This amount is distributed to the members as per the methodology prescribed in the act. Any
amount remaining undistributed by the end of the next fisal year has to be transferred to the general reserve. Similarly, out of the
profits for a fiscal year remaining after apportionment to the general reserve; 0.5% is transferred to co-operative promotion fund.
This amount has to be deposited into the Poverty Alleviation Fund set-up under the Ministry of Land Management, Co-operatives
and Poverty Alleviation.

Out of profits for the year remaining after allocation to general reserve, patronage refund reserve and co-operatives promotion fund;
70% is transferred to share dividend fund and 5% to each of losses recovery fund, member education fund, co-operative development
fund, community development fund, stabilization fund. 4% is transferred to other risk management fund and 1% is transferred to
staff welfare fund.

Particulars As on 31 % Ashadh, 2080 As on 32 " Ashadh, 2079
Cooperative Promotion Fund 15,270 2,203,025
Share Dividend Fund 1,930,469 169,685,942
Losses Recovery Fund 29,825,143 29,711,380
Member Education Fund 27,621,338 27,507,575
Cooperative Development Fund 27,621,338 27,507,575
Community Development Fund 27,584,838 27,471,075
Stablization Fund 113,763 12,120,424
Other Risk Management Fund 20,925,833 20,834,822
Total 135,637,993 317,041,819

4.23 Revaluation Reserve

Particulars As on 31 %t Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Opening balance 86,139,482 61,444,037
Revaluation gain recognized in other comprehensive income 27,439,384.00
Deferred tax (9,571,054) (2,743,938.40)
Closing balance 76,568,429 86,139,482.40

No items of property, plant and equipment have been revalued during the year. The tax rate has changed from 10 % to 20% during
the year; new rate being applicable from FY 2080-81 onwards. Accordingly, the increase in deferred tax liability due to revaluation
on account of increase in tax rate has been recognized directly in revaluation reserve (refer note 4.12).
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4.24 Other Reserves and Funds

Particulars As on 31 % Ashadh, 2080 As on 32 "¢ Ashadh, 2079
Employee Welfare Fund 13,585,320 13,835,432
NEFCUDEF Fund 611,861 611,861
Welfare Fund 915,690 417,546
Natural Disaster Welfare Fund 900,000 900,000
Founder President Award Fund 467,529 467,529
Total 16,480,401 16,232,368

4.25 Contingent liabilities

The federation does not have any material contingent liabilities that warrant disclosures

4.26 Capital commitments

1. Myra- ERP Software

The federation has entered into a tripartite agreement with M/s Neosys Technology Private Limited and M/s Rara Digital Lab Private
Limited whereby M/s Neosys will develop an ERP-based software named "Myra" designed for the co-operative sector. As per the
contract, the total cost of the software is estimated to be Rs. 20 crores of which; 60% amounting to Rs. 12 crores will be invested by
the federation and 40% amounting to Rs. 8 crores by M/s Rara Digital Lab. The federation will retain 60% of the rights to intellectual
property of the software and related revenue from the software.

The federation has made a payment of Rs. 6,27,90,437 till 31st Ashadh 2080 of which; invoice has been received for Rs.4,32,15,062
which has been shown as an intangible asset work in progress (refer Note 4.11). The remaining advance amount paid of Rs. 2.40
crores has been grouped within "Advances and Prepayments" under "Other Assets" (refer Note 4.13).

2. Construction of Building

The federation has entered into an agreement with M/s. Contech Ltd for construction of building at Minbhawan, Baneshwor,
Kathmandu on 24 march 2023. The total contract price is Rs. 213112566 excluding vat. The construction is scheduled to be completed
within 18 months

The federation has made a payment of Rs. 4,67,60,963 crores till 31st Ashadh 2080 of which; invoice has been received for
Rs.41,38,963 which has been shown as an Building work in progress (refer Note 4.9). The remaining advance amount paid of Rs.
4,26,22,000 crores has been grouped within "Advances and Prepayments" under "Other Assets" (refer Note 4.13).
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4.27 Interest Income

Particulars FY 2079/80 FY 2078/79
Cash and cash equivalent 104,568,344 41,295,995
Placement with bank and financial institutions 181,438,079 399,043,446
Loan and advances to member co-operatives 1694743769 1,544,898,607
Investment securities -
Loan and advances to staff 7,648,400 12,590,636
Other Interest Income - -
Total interest income 1,988,398,592 1,997,828,684
4.28 Interest Expenses

Particulars FY 2079/80 FY 2078/79
Borrowings from banks and financial institutions 13,775,196 103,502,043

Deposits from member co-operatives
Debt securities issued

Subordinated liabilities

Other

1,614,837,580

1,135,518,834

Total Interest Expenses 1,628,612,776 1,239,020,876
4.29 Sales and Other Operating Income

Particulars FY 2079/80 FY 2078/79
Sale of stationery items 8,010,278 8,515,590
Less: Discount on sales (1,343,045) (1,325,206)
Net Sale of stationery items 6,667,232 7,190,384
Other income from interlending activities (refer 4.29.1) 55,298,140 39,715,200
Income from services to members (refer 4.29.2) 51,249,029 54,889,947
Income from SACCOS Summit 707,965 8,208,991
Income From C.E.O workshop 6,226,016

Other income from members (refer 4.29.3) 11,046,931 14,135,934
Total Sales and Other Operating Income 131,195,313 124,140,456
4.29.1 Other income from Interlending activities

Particulars FY 2079/80 FY 2078/79
Loan management fees 31,654,406 36,601,409
Valuation and related fees 14,637,953 355,000
Late fines and penalties on overdue loans 8,996,782 2,754,441
Late fines and penalties on overdue compulsory deposits 500 -
Account closure fees 8,500 4,350
Total other income from Interlending activities 55,298,140 39,715,200
4.29.2 Income from services to members

Particulars FY 2079/80 FY 2078/79
PROBATION Programme income 10,784,292 10,761,611
ACCESS Programme income 4,871,979 4,265,620
CURBS Programme income 9,529,701 9,882,688
DU partinership Program 156,743 322,478
Training Program Income 8,507,761 10,167,248
Bulletin Income 45,000 220,221
Software Sales & Renewal Income 8,156,636 11,571,857
International Exposure Visit Fee 315,487 338,937
Program and Development Income 3,948,115 2,615,085
Insurance and Remmittence 630,372 1,419,901
Manager's Club Renewal Fee 627,885 442
Stabilization Fund Program Income 3,022,027 2,841,331
Other Incomes 653,031 482,528
Total income from services to members 51,249,029 54,889,947
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4.29.3 Other income from members

Particulars FY 2079/80 FY 2078/79
Membership Entry Fees 214,000 376,110
Annual Membership Fees 10,823,832 13,747,724
Fines and penalties related to delayed renewal 9,099 12,100
Total other income from members 11,046,931 14,135,934
4.30 Cost of Goods Sold and Other Direct Expenses

Particulars FY 2079/80 FY 2078/79
Cost of stationery goods sold (refer 4.30.1) 4,069,807 4,641,757
Programme and Development expenses (refer 4.30.2) 3,243,525 2,202,654
Software and Information Technology related expenses 4,525,505 6,721,486
Member service related expenses (refer 4.30.3) 18,487,135 17,579,436
SACCOS Summit expenses - 7,048,645
CEO work shop 5,361,900

Training and related expenses 7,735,594 5,583,692
Total Cost of Goods Sold and Other Operating Expenses 43,423,466 43,777,670
4.30.1 Cost of Stationery Goods Sold

Particulars FY 2079/80 FY 2078/79
Opening stock of stationery 5,132,600 5,533,709
Purchases 4,907,878 4,235,448
Royalty expenses 9,400 5,200
Closing stock of stationery (5,980,071) (5,132,600)
Total Cost of Goods Sold 4,069,807 4,641,757
4.30.2 Programme and Development Expenses

Particulars FY 2079/80 FY 2078/79
National Youth Council programme expenses 80,709 255,065
Aadharsheela programme expenses 1,994,646 1,345,942
Manager's Club Expenses 628,501 -
Other programme and development expenses 539,669 601,648
Total Programme and Development Expenses 3,243,525 2,202,654
4.30.3 Member Service Expenses

Particulars FY 2079/80 FY 2078/79
ACCESS Programme expenses 1,301,325 629,210
PROBATION Programme expenses 1,486,597 1,469,980
CURBS Programme expenses 4,996,121 1,316,575
Member Information System Programme expenses 383,388 163,980
Unification and monitoring programme expenses - 120,000
D.U. Partnership programme expenses 206,850 3,412,235
Province Unions Partnership Expenses 280,267 -
Insurance and remittance programme expenses - 27,802
SACCOS Awaj & Online 413,882 412,365
Rebate on programme cost to members 12,501 1,768,584
Interlending programme expenses 3,528,389 2,961,674
SACCOS and NEFSCUN initiative expenses 684,541 237,016
Business development interaction expenses 2,216,264 -
Internal Program & Need based programme expenses at field offices 2,037,839 4,330,604
Review meeting and related expenses 939,172 1,141,776
Total Member Service Expenses 18,487,135 17,579,436
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4.31 Net Trading income

Particulars FY 2079/80 FY 2078/79
Changes in fair value of trading assets - -
Gain/loss on disposal of trading assets - -
Dividend income on trading assets - -
Gain/loss foreign exchange transation - -
Net trading income - -
4.32 Other Incomes

Particulars FY 2079/80 FY 2078/79
Amortization of deferred income (grant related to assets) 47,509 52,787
Fair value gain/loss on investment properties - -
Dividend on equity instruments 185,900 1,358,485
Patronage refund income receipt 982,201 4,246,241
Gain on Settlement of Provision for Gratuity 9,899,450 -
Gain/loss on Termination of lease 269,788 -
Total 11,384,847 5,657,514
4.33 Impairment charge/(reversal) for loan and other losses

Particulars FY 2079/80 FY 2078/79
Impairment charge/(reversal) on loan and advances to member co-operatives 178,453,012 65,029,244
Impairment charge/(reversal) on loan and advances to staff - -
Impairment charge/(reversal) on property, plant and equipment - -
Impairment charge/(reversal) on goodwill and intangible assets - -
Impairment charge/(reversal) on investment properties - -
Impairment charge/(reversal) on other receivables - -
Total 178,453,012 65,029,244
4.34 Personnel Expenses

Particulars FY 2079/80 FY 2078/79
Salary and allowances 131,034,304 109,421,505
Social Security Fund contribution expense 21,310,976 17,849,257
Uniform 1,870,000 1,755,000
Medical expenses 8,864,899 7,430,031
Gratuity expense - 1,665,252
Insurance premium 4,313,795 4,592,124
Long term leave provision paid leave provision 15,406,221 14,426,303
Training & development expenses 1,102,704 873,761
Amortization of prepaid staff expense related to loans at concessional rates 3,693,916 8,931,292
Subtotal 187,596,815 166,944,525
Employees Bonus 29,643 23,074,376
Total personnel expenses 187,626,458 190,018,902
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4.35 Other Administrative and Operating Expense

Particulars FY 2079/80 FY 2078/79
Board and Sub-Committee Meeting Allowances 5,177,100 4,208,900
Board and Sub-Committee Meeting Expenses 1,252,144 1,167,295
BOD/ ASC Uniform and tool kits Expenses 351,000 -
Directors' training and capacity enhancement expenses 1,626,237 608,637
BOD/ASC Insurance 781,094 759,251
BOD Communication 576,000 466,000
Statutory auditors' remuneration 226,000 226,000
Statutory audit related expenses 183,401 206,168
Internal audit fee expenses 1,163,900 1,800,000
Internal audit related expenses 34,418 25,387
Unwinding of lease liabilities 6,899,648 6,177,931
Lease expenses (related to short-term lease for current year) 4,899,700 1,450,272
Annual General Meeting expenses 1,945,939 1,346,538
Annual Report Publication 162,303 88,140
Professional and legal expenses 730,324 1,143,505
Office supplies and stationery expenses 2,965,319 2,688,857
Fuel and transportation expenses 3,293,083 2,349,558
Monitoring, evaluation and related expenses 1,290,334 487,116
Repair & Maintenance ( fur. & off. Equi.) 1,628,578 1,209,392
Repair & Maintenance (Vehicels) 781,927 468,867
Annual Maintenance Charge 272,247 91,345
Communication expenses 2,112,627 1,821,163
Membership fees and expenses 4,202,998 2,578,945
Newspapers, periodicals & books 95,715 98,234
Public relation and guest entertainment expenses 2,027,390 1,489,549
Advertisement, promotion and marketing expenses 752,383 326,250
NEFSCUN Day Expenses 1,585,959 491,637
Extended Forum Expenses 1,794,936 -
Festival and other celebration expenses 568,732 477,895
Calendar and other publication expenses 344,000 356,995
Insurance premium expenses 296,720 255,226
Security management expenses 1,949,341 1,817,452
Electricity, water and other office utilities 3,464,883 2,939,640
Bank charges 154,924 285,803
Casual labour and carriage expenses 2,144,482 2,003,925
New office opening expenses 446,819 4,238,209
Registration and Renewal 614,627 557,605
Postage and courier expenses 72,522 59,459
Notice publication expenses 221,172 189,936
VAT related expenses 103,394 6,092,904
Loss on disposal of Property, Plant and Equipment 691,363 1,109,373
Loss on sale of Property, Plant and Equipment 38,138 1,905,018
Software Write off 276,096 -
Legal Claim Settlement Expenses 9,500,000 -
Other expenses 402,357 901,232
Total Administrative and Operating Expenses 70,102,276 57,377,968

During FY 2078-79; the tax assessment of the federation for F/Y 2074.75was conducted by the Large Taxpayer's Office, Lalitpur. Pursuant to the order, a demand of Rs.
6,092,904 in respect of VAT has been raised which has been accepted by the federation.

During FY 2079-80; the tax assessment of the federation for F/Y 2075.76 was conducted by the Large Taxpayer's Office, Lalitpur. Pursuant to the order, a demand of Rs.
1,03,394 in respect of VAT has been raised which has been accepted by the federation.

Please refer note 4.19 for details about legal claim settlement expenses Rs. 95,00,000.

4.36 Depreciation and Amortisation

Particulars FY 2079/80 FY 2078/79
Depreciation on property and equipment 7,808,530 6,935,719
Depreciation on right to use assets 14,375,949 15,657,207
Depreciation on investment property - -
Amortisation of intangible assets 309,493 356,646
Total 22,493,972 22,949,572
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4.37 Non Operating Income
Particulars FY 2079/80 FY 2078/79

Recovery of loan written off
Other income

Total - -

4.37.1 Other Income
Particulars FY 2079/80 FY 2078/79

Grant income
Other

Total - -

4.38 Non Operating Expenses
Particulars FY 2079/80 FY 2078/79

Loan written off
Redundancy provision
Expense of restructuring

Other expense.

Total - -

4.39 Income Tax Expenses

Particulars FY 2079/80 FY 2078/79
Current tax expense
Current year 808,594 52,445,064
Adjustments for prior years 302,220 172,984
Deferred tax expense
Origination and reversal of temporary differences (4,963,585) (1,043,858)

Changes in tax rate - R

Recognition of previously unrecognised tax losses - -

Total income tax expenses (3,852,772) 51,574,191

During FY 2079-80; the tax assessment of the federation for F/Y 2075.76 was conducted by the Large Taxpayer's Office, Lalitpur. Pursuant to the
order, a demand of Rs. 3,02,220 in respect of income tax has been raised which has been accepted by the federation.

4.39.1: Reconciliation of tax expense and accounting profit

Particulars FY 2079/80 FY 2078/79
Profit before tax 266,793 509,452,421
Tax amount at tax rate of 10% (FY 2078-79: 10%) 26,679 50,945,242
Difference in depreciation as per books and as allowed by tax laws 730,524 911,686
iAdjustment in respect of gratuity and leave expense deductible upon payment as per tax 173.920 1529615
aws. ’ e
If;)(;stsagr; 151%60 22;1, disposal of property, plant and equipment and intangible not deductible 100,560 301,439
ggjustment in respect of lease allowed upto the amount payable during the year as per (1,152,403) (1,286,457)
Income not taxable as per tax laws (116,810) (565,751)
Bonus of Previous year not distributed taxable 43,237

Other expenses not deductible for tax purposes 1,002,887 609,290
Total income tax expense 808,594 52,445,064
Effective tax rate (calculated on book profits) 303.08% 10.29%
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Disclosure and Additional Information
Risk Management

In particular, the federation program provides financial services to its members. The members then use the proceeds to further
provide loans to various individuals. Since people from rural households lack awareness and business skills, transactions with
them requires proper due-diligence and care. This type of financial service is also more prone to risk as financial services have
to be provided by making the person aware and capable of such services. Therefore, identification of risk has been carried out
and adequate control system has been adopted in order to mitigate such current and possible future risks in the Federation. The
robust risk management capabilities are imperative in order to achieve an effective risk management framework and contain the
risks associated with the business, a fully functional Account Supervisory Committee is responsible for identifying reporting,
controlling and managing credit risk, operational risk, market risk & liquidity risk. The Account Supervisory Committee oversees
global, macro, micro and departmental level risk that arise out of daily business operation as well as on periodic basis and are put
to the oversight of Senior Management, Account Supervisory Committee and the Board to discuss the reports thereon and
issue instructions as appropriate.

Account Supervisory Committee:

The Account Supervisory Committee is an independent committee appointed by the annual general meeting, has the responsibility
for oversight of implementation of risk management framework and overall internal audit of the federation. The committee
assists the board of directors in fulfilling its oversight responsibilities with regard to risk appetite that the federation is able
and willing to assume in its exposures and business activities, risk management, compliance framework, and governance
structure that supports it. It periodically reviews the financial data to ensure its integrity, accuracy, and reasonableness. It
also reviews whether the internal control and risk management system is adequate or not to ensure well-ordered and prudent
conduct of business. The committee is to review the overall risk management structure and monitor the effectiveness of the
risk management system. The Account Supervisory Committee comprises of following Members:

S.N. Name Designation
Mr. Nabaraj Sapkota ASC - Co-ordinator
2 Mrs. Subhadra Devi Mahato ASC - Member
Mr. Sushil Kumar Basnyat ASC - Member

Risk Governance

Federation implements policies and procedures to mitigate the risk at enterprise level arising to the federation and has
inculcated risk management culture among the employees by establishing ownership mentality, capacity building programs,
well defined job responsibilities and inhabiting good ethical culture. The Board of Directors is responsible for the
establishment of, and compliance with, policies relating to Operation risk & Credit risk.

The Federation’s risk governance structure is such that the responsibility for maintaining risk within the Federation's risk
blanket is dropped down from the Board to the appropriate functional, client business, senior management and committees.
The Board has set policies and procedures of risk identification, risk evaluation, risk mitigation, and control/ monitoring in
line with best practices, and has effectively implemented the same. The effectiveness of the Federation’s internal control
system is reviewed regularly by the Board, its committees, senior management, and accounts supervisory committee.
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Liquidity Risk

Liquidity risk is the risk related to ability to meet short term financial demands. This usually occurs due to the inability to
convert a security or hard asset to cash without a loss of capital and/or income in the process. Liquidity risk arises because
of the possibility that the Federation might be unable to meet its payment obligations when they fall due, as a result of
mismatches in the timing of the cash flows under both normal and stress circumstances. Such scenarios could occur when
funding needed for liquid asset positions is not available to the Federation on acceptable terms. Due to lack of liquidity,
entities are not able to lend as per the demand of the customer, they are not able to repay the savings and other legal
obligations on time. Therefore, the federation has managed the liquidity as per its requirement in time to prevent such a
situation.

Interest Rate Risk

Interest rate risk is the potential that a change in overall interest rates will reduce the value of a bond or other fixed-rate
investment. The Federation takes the following measures to minimize the risk arising from interest rates:

Only assets and liabilities affected by changes in interest rates has been included in the assets and liabilities.

When analyzing the difference in the situation where the payment term of assets and liabilities does not match, the amount
of cash balance and non-payment of interest has been included.

Credit Risk

Credit risk is the probability that any borrower will not be able to repay the loan as per the conditions accepted by the
borrower. Credit is the main wealth or sources of income of any financial institution. The future of the financial institution
is at stake when the borrower is unable to repay the loan borrower had agreed at the time of taking the loan. Therefore, it
is necessary to study the impacting indicators to get information about the condition of the loan at risk. In order to prevent
the loss of the loan invested and to minimize the risks related to it, standard loan disbursement procedure is followed to
reduce the risk accordingly. Since every employee involved in the process of approving the loan and investing is assigned a
certain responsibility, the concerned employee has to invest the loan after conducting proper risk-assessment. The following
procedures/practices have been followed:

e Analyze the Requirement and Repayment Capacity for the demanded loan,

e Invest in loans based on disciplinary records of the borrower,

e Monitor utility of the borrowed fund in the following months of borrowing and ensuring the fund is utilized for income
generating activities/businesses,

° Motivated members to increase savings,

. Taking details of the borrower's business and income and expenditure at the time of loan application, for business
loans,

e  Taking necessary documents of secured property, if collateral loan,

° Classify the loans and arrange the loss provision as per the co-operative directives,

. Disbursement of loans within the limits as per its bylaws,

° Continuously monitor and inspect the loan from the unit manager, branch manager and monitoring level.

. In the monthly performance appraisal of the staffs, a definite score will be given in this title including the title of loan
recovery of the branch to be monitored.

e  Each branch will be audited once a year. While conducting such audit, it is compulsory for Internal Auditors to inspect
the monthly meetings of few of the units and submit the details observed in meetings through Audit report, either observed
compliance and other discrepancies or not.
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Operational Risk

The risk that arises during the day-to-day operations of an entity is called operating risk. In this program, small but large
number of transactions has been done, decentralized working method has been adopted, more focus has been given on area
expansion, priority has been given to cost reduction, Due to lack of integrated information system, expansion of programs
in rural areas with lack of infrastructure and lack of appropriate technology to provide services as per the needs of the
customers, there is always a possibility of operational risk in this program. The entity has arranged the necessary staff to
carry out various responsibilities for daily operations. All the employees have to carry out their post responsibilities in the
working process within the policy rules specified by the entity. But sometimes due to the negligence of the employees and
personal interests, the organization is at risk when it goes beyond the policy rules. This type of risk is likely to reduce the
entity's income, the increase entity's credit risk (Reputation Risk). Since the operational risk is due to internal factors, this
risk can be reduced only if the internal control system is strengthened.

Market Risk

The Federation recognizes market risk as the possibility for loss of earnings or economic value to the Federation caused due
to adverse changes in the market level of interest rates or prices of securities (equity), foreign exchange rates and volatilities
of those prices. After Understanding the market conditions and demands, the Board and the management bring programs
to suit the potentials and conditions of the market, and reduce the risk by providing appropriate responsibilities to the
employees from the top to the bottom based on their capabilities. For this, the internal control system has been strengthened.

The following has been considered in market analysis:

° Information about competitors' services (programs) and interest rates
e Attitude of the members towards the organization

e  Perception of other institutions towards this federation

e  Cost of service

e  Fluctuations from changes in policy rules

° Strategies adopted by other organizations to attract their customers

. Customer dropout/retention rate

Institutional or Strategic Risk

Strategic risk is often a major factor in determining a company's worth, particularly observable if the company experiences
a sharp decline in a short period of time. Due to this and its influence on compliance risk, it is a leading factor in modern risk
management. In order to manage this risk, the following things has been considered:

° Strategies has been decided or modified according to the overall economic and social environment of the country,
e  Keeping abreast of the services provided by their competitors and their status,
e  Providing service facilities as much as possible without giving in to the expectations and desires of our customers

e Adopting appropriate strategies in resource mobilization,

Internal Control Risk

The Board and Management is committed to managing risks and in controlling its business and financial activities in
a manner which enables it to maximize profitable business opportunities, avoid or reduce risks which can cause loss or
reputational damage, ensure compliance with applicable laws and regulations and enhance resilience to external events.
To achieve this, the Board and management has adopted policies and procedures of risk identification, risk evaluation, risk
mitigation and control/monitoring.

u/%/'””% BP Associates
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The effectiveness of the Company’s internal control system is reviewed regularly by the Board, its Committees, management
and the accounts supervisory committee. The accounts supervisory committee has reviewed the effectiveness of the entity's
system of internal control during the year and has provided feedback to the Board as appropriate. The entity has appointed
a Chartered Accountants firm as Internal Auditor to maintain independency on the internal control system of institution. The
Internal Audit Department monitors compliance with policies/standards and the effectiveness of internal control structures
across the Company through its program of business/unit audits. The Internal Audit function is focused on the areas of
greatest risk as determined by a risk-based assessment methodology. Internal Audit reports are quarterly forwarded to the
Board of Directors. The findings of all audits are reported to the Chief Executive Officer and Business Heads for initiating
immediate corrective measures.

Compliance Risk

The Federation is committed to follow best practices and market standards in the areas of accountability, transparency and
business ethics. It aims for zero tolerance of misconduct. In the day-to-day operations the three lines of defense model
defines the roles and responsibilities for compliance and integrity risk in the Federation. The first line of defense lies with
the respective Federation departments and units, which are responsible for ensuring that compliance risks are identified,
understood and reported to the management and to monitoring and compliance officer. The second line of defense lies
with Monitoring and Compliance Officer, who assesses and monitors the compliance and integrity risks and coordinates
its control activities with the management. The monitoring and compliance officer reports to the CEO. The Compliance
function assists the Federation in identifying, assessing, monitoring and reporting on compliance risks in matters relating to
the institution, its operations and the personal conduct of staff members.

Fair value of financial assets and Liabilities

Fair value is a market-based measurement, not an entity specific measurement. For some assets and liabilities, observable market
transactions or market information might be available. For other assets and liabilities, observable market transactions and market
information might not be available. However, the objective of a fair value measurement in both cases is the same — to estimate the
price at which an orderly transaction to sell the asset or to transfer the liability would take place between market participants at
the measurement date under current market conditions (i.e., an exit price at the measurement date from the perspective of a market
participant that holds the asset or owes the liability).

BP Associates
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5.3 Classification of financial assets and financial liabilities

The financial assets and liabilities are classified in Amortised Cost, fair value through profit and loss and fair value through other

comprehensive income. The following table exhibit the the classification of financial assets and liabilities:

As on 31 Ashadh, 2080

Financial Assets

Amortised Cost FVTPL FVTOCI Total
Cash and Cash Equivalents 6,701,537,226 - - 6,701,537,226
Placement with Bank and Financial Institutions 3,374,600,000 - - 3,374,600,000
Loans and Advances to Member Co-operatives 15,233,801,219 - - 15,233,801,219
Loans and Advances to Staff 78,806,648 - - 78,806,648
Investment Securities - - 2,311,000 2,311,000
Other Assets 14,447,541 - - 14,447,541
Total Financial Assets 25,403,192,633 - 2,311,000 25,405,503,633

Financial Liabilities

Deposits from Member Co-operatives

23,330,876,128

23,330,876,128

Borrowings 41,750,000 - - 41,750,000
Other Liabilities 193,677,926 - - 193,677,926
Total Financial Liabilites 23,566,304,054 - - 23,566,304,054
Financial Assets As on 31 ™ Ashadh, 2080

Amortised Cost FVTPL FVTOCI Total
Cash and Cash Equivalents 4,417,583,400 - - 4,417,583,400
Placement with Bank and Financial Institutions 1,780,000,000 - - 1,780,000,000
Loans and Advances to Member Co-operatives 15,573,240,943 - - 15,573,240,943
Loans and Advances to Staff 90,184,329 - - 90,184,329
Investment Securities - - 2,311,000 2,311,000
Other Assets 9,473,676 - - 9,473,676
Total Financial Assets 21,870,482,348 - 2,311,000 21,872,793,348

Financial Liabilities

Deposits from Member Co-operatives

18,338,867,893

18,338,867,893

Borrowings 1,260,900,000 - - 1,260,900,000
Other Liabilities 117,841,022 - - 117,841,022
Total Financial Liabilites 19,717,608,916 - - 19,717,608,916

4//%/"" %
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Fair values are determined according to the following hierarchy:
Level 1-

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the entity can access at the
measurement date. Held for trading and available for sale investments have been recorded using Level 1 inputs.

Level 2-

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly or indirectly.

Level 3-
Level 3 inputs are unobservable inputs for the asset or liability.

The following table shows an analysis of financial instruments recorded at fair value by level of the fair value hierarchy:

31 Ashadh 2080 32" Ashadh 2079
Particulars Level 1 Level 11 Level III | Level I Level 11 Level 111
Property, plant and equipment-land 182,264,468 154,800,784
Investment Securities 23,11,000 23,11,000
Loans and advances to staff 7,88,06,648 9,01,84,329
Total 0.00 182,264,468 0.00 0.00 154,800,784 0.00

- - |
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5.4 Related Party Disclosures

List of Directors and Key Managerial Personnel

The members of the Board of Directors, Accounts Committee and key managerial personnel have been identified as the related

parties of the organization.

The following parties have been identified as the related party transaction as per NAS 24:

S.N. Name Relationship apl]));;;i::lfen " relt)iizzlt)efll "

1 | Mr. Paritosh Paudyal Chairperson 2076.09.05 2080.09.04

2 | Mr. Chandra Prasad Dhakal Senior Vice Chairperson 2076.09.05 2080.09.04

3 | Ms. Shanti Adhikari Vice Chairperson 2076.09.05 2080.09.04

4 | Mr. Damodar Adhikari General Secretary 2076.09.05 2080.09.04

5 | Mr. Deepak Paneru Treasurer 2076.09.05 2080.09.04

6 | Mr. Yagya Prasad Dhakal Board Member 2076.09.05 2080.09.04

7 | Mr. Madhav Prasad Joshi Board Member 2076.09.05 2080.09.04

8 | Ms. Goma Nepal Board Member 2076.09.05 2080.09.04

9 | Mr. Ghanshyam Adhikari Board Member 2076.09.05 2080.09.04

10 | Mr. Chandi Prasad Sharma Paudel Board Member 2076.09.05 2080.09.04

11 | Ms. Reena Acharya Board Member 2076.09.05 2080.09.04

12 | Mr. Nhuchhe Narayan Shrestha Board Member 2076.09.05 2080.09.04

13 | Ms. Kamala Devi Giri Board Member 2076.09.05 2080.09.04

14 | Mr. Jibas Raj Khadka Board Member 2076.09.05 2080.09.04

15 | Ms. Mandra Mishra Board Member 2076.09.05 2080.09.04

16 | Ms. Bidhya Koirala Board Member 2076.09.05 2080.09.04

17 | Mr. Sandeep Sapkota Board Member 2076.09.05 2080.09.04

18 | Mr. Hareram Prasad Board Member 2076.09.05 2080.09.04

19 | Mr. Janak Khatri Board Member 2076.09.05 2080.09.04

20 | Mr. Nabaraj Sapkota ASC Coordinator 2076.09.05 2080.09.04

21 | Ms. Subhadra Devi Mahato ASC Member 2076.09.05 2080.09.04

22 | Mr. Sushil Kumar Basnyat ASC Member 2076.09.05 2080.09.04

23 | Mr. Prakash Prasad Pokharel Chief Executive Officer 2078.08.02 2080.03.31

Transactions with and Payments to Directors & Key Managerial Personnel
Board of Directors /ASC Allowances and Facilities
Particulars Current Year Previous Year
Meeting Allowance 26,65,000 25,63,200
Communication and Fuel Facilities 5,76,000 4,66,000
Uniform and tool kits Expenses 3,51,000 -
Accidental insurance premium (Insured amount: Rs. 5,00,000 per person) 10,272 10,272
Life Insurance Premium ( 10 years Life Insurance) 7,48,979 7,48,979
TOTAL 43,51,251 37,88,451
Loans, advances and other receivables/payables - -
Receivables written off - -

www.nefscun.org.np
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Chief Executive Officer’s Emoluments and Facilities

Particulars Current Year Previous Year
Basic Salary 23,95,800 21,78,000
Grade 1,32,641 73,810
Residential Allowances 6,00,000 6,00,000
Fuel Allowance - -
Provident Fund and Social Security Fund Contribution 5,05,688 435600
Festival expenses 2,06,305 1,81,500
Medical expenses 2,12,960 1,81,500
Force Leave Allowance 49,690 -
Home Leave accumulated 2,12,960 1,81,500
Communication Expenses 12,000 -
Uniform Allowance 10,000 10,000
Life Insurance Premium 25,000 25,000
Vehicle Facility Yes Yes
Accommodation Facility No No
TOTAL 43,63,044 38,81,672
Loans, advances and other receivables/payables - -
Receivables written off - -

In addition to above, the Federation also provide other facilities like travelling allowance as per the Federation's financial policy.

5.5 Merger and Acquisition

The federation has not entered into any agreement for merger or acquisition.

5.6 Additional disclosure of non-consolidated entities

The federation doesn’t have any subsidiaries & associates. So, additional disclosure is not required.

5.7 Events after reporting date

During financial year 2079-80, the federation has recognized the provision of 95,00,000 against legal claim made by Zinob
Inc. Pvt. Ltd. related to premature termination of agreement for promotion and sales of Necos Plus software. The payment
was made on 22 bhadra, 2080 pursuant to an agreement for out of court settlement of the legal case.

Apart from the above, no events requiring the adjustment as per NAS 10 "Events occurring after Reporting Period" are
observed after the reporting period.
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Nepal Federation of Savings and Credit Cooperative Unions Ltd. (NEFSCUN)

PEARLS Analysis Based on NFRS
For the year ended 31*Ashadh, 2080
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RATES OF RETURN AND COSTS (R)
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