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Aryal Anup Associates Address: Bharatpur-10, Chitwan
Chartered Accountants Phone: 9866060260

Email: caanuparyal@gmail.com

Independent Practitioner’s Report on the Examination of Projected Financial Statements

To the Board of Directors and Management of Narayani Development Bank Limited.

We have reviewed the projected financial statements of Narayani Development Bank Limited for
the fiscal years 2081/82 to 2083/84, as prepared by the management. Our examination was
conducted in accordance with the Nepal Auditing Standard” NSAE 3400, The Examination of
Prospective Financial Information”

These projections have been made specifically for the purpose of issuing Right Shares to the
existing shareholders of the Bank. The assumptions include hypothetical events and actions that
the management expects to take to ensure their realization. As such, these projections may not be
appropriate for purposes other than what is stated above.

Management’s Responsibility
Management is responsible for:

o The preparation and fair presentation of the Projected Financial Statements in accordance with the
stated assumptions and with applicable financial reporting framework,

« Determining that the assumptions provide a reasonable basis for the preparation of the Projected
Financial Statements,

« Ensuring that all material assumptions, including those relating to interest rates, deposits, loan
disbursements, capital injections, and operating costs, are disclosed and are consistent with the
intended purpose of the information, and

o The completeness and accuracy of the information contained therein.

Our Responsibility

Our responsibility is to express an opinion on whether the Projected Financial Statements are, in all material
respects, properly prepared on the basis of the stated assumptions and presented in accordance with NSAE
3400 and the relevant financial reporting framework. We conducted our examination in accordance with
Nepal Standard on Assurance Engagements (NSAE) 3400, “The Examination of Prospective Financial
Information.” This standard requires us to comply with ethical requirements and to plan and perform
procedures to obtain reasonable assurance as to whether:

e Management’s assumptions provide a reasonable basis for the preparation of the Projected
Financial Statements, and

e The Projected Financial Statements are properly prepared on the basis of those assumptions and
are presented in accordance with applicable financial reporting framework.
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Scope of Our Examination

An examination under NSAE 3400 involves performing procedures to assess whether the assumptions used
by management provide a reasonable basis for the Projected Financial Statements. The nature, timing, and
extent of procedures selected depend on our judgment, including our assessment of the risks of material
misstatement, whether due to fraud or error. Our procedures included, but were not limited to:

Evaluating the process used to develop the assumptions: We reviewed management’s process for
deriving key assumptions such as interest rate projections, deposit growth, loan disbursements,
operating expense increases, provision and bonus policies, and additional capital injection plans.

Assessing the reasonableness of the assumptions: We compared these assumptions to historical
trends, industry data, and publicly available economic forecasts.

Testing the calculations and consistency of the projected financial information: We tested the
mathematical accuracy of how these assumptions were applied in preparing the Projected Financial
Statements and checked the internal consistency of the various components.

Valuating the presentation and disclosure: We evaluated whether the Projected Financial Statements
adequately disclose all significant assumptions and the possible impacts of uncertainties, including
the Bank’s transition from having been deemed a problematic bank and its ongoing compliance
with Nepal Rastra Bank regulations.

Because prospective financial information relates to events and actions that have not yet occurred and may
not occur as expected, actual results may vary materially from the information presented in the Projected
Financial Statements.

Opinion

In our opinion, based on our examination:

L

2

The assumptions provided by management, as set out in the Notes to the Projected Financial
Statements, provide a reasonable basis for the preparation of the Projected Financial Statements for
the periods ending in 2081/82, 2082/83, and 2083/84.

The Projected Financial Statements have been properly prepared on the basis of the stated
assumptions in accordance with applicable financial reporting framework and are presented in
conformity with NSAE 3400.

However, we emphasize that the projected results are subject to inherent uncertainties and that actual results
may differ materially from the projections, particularly given the Bank’s evolving regulatory status and the

potential varigbility in economic conditions and depositors' behavior.
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Restriction on Use and Distribution

The Projected Financial Statements have been prepared for the specific purpose of issuing Right shares as
prerequisites of Security Board of Nepal and may not be suitable for other purposes. This report is intended
solely for the information and use of the Board of Directors and Management of Narayani Development
Bank Limited, and any other intended users specifically identified in the engagement letter. It should not
be distributed to or relied upon by any other parties without our prior written consent.

Proprietor,

For,

Aryal Anup Associates,
Chartered Accountants
2082.02.04

UDIN Number:250518CA01967jevJr
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INDEPENDENT AUDITOR'S REPORT
To the Shareholders of
NARAYANI DEVELOPMENT BANK LIMITED
Ratnagar-1, Chitwan

Report on the Audit of Financial Statements

Opinion

We have audited the financial statements of Narayani Development Bank Limited (hereinafter
"NDBL" or "Bank") comprising of the Statement of Financial Position as at 31 Ashad 2081
(Corresponding to 15 July 2024), Statement of Profit or Loss, Statement of Other Comprehensive
Income, Statement of Changes in Equity and Statement of Cash Flow for the year then ended and a
summary of Significant Accounting Policies and other explanatory information.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the bank as at 31 Ashad 2081 (Corresponding to 15 July 2024) its Financial
performances and its cash flows for the year then ended in accordance with Nepal Financial
Reporting Standards (NFRSs)

Basis for Opinion

We conducted our audit in accordance with Nepal Standards on Auditing (NSAs). Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the bank in
accordance with the ICAN’s Handbook of the Code of Ethics for professional Accountants, and we
have fulfilled our other ethical responsibilities in accordance with the ICAN’s Handbook of the
code of Ethics for professional Accountants. We believe that the audit evidence we have obtained
is sufficient and appropriate to provide basis for our opinion.

Emphasis of Matters regarding compliance of legal obligations
The development bank has not fulfilled capital fund requirement as per the directives of Nepal

Rastra Bank. Our opinion is not modified in respect of this matter.

Key Audit Matters

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

445, Jwagal Madhu Marg, Jwagal, Lalitpur, Nepal.
P.O. Box No: 9222, Kathmandu, Nepal.

Tel + 977 1 5450424, 5269887

Email: info@Ispa.com.np

Web: www.Ispa.com.np
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Chartered Accountants

SNo. | Key Audit Matters | Auditor’s Response
L Interest Income
Ref. note no. 4.29 and accounting policies to the financial Statements
Interest income has been recognized on | We applied following procedure in respect of
accrual basis as per the interest recognition | verification of interest income:
guidelines of Nepal Rastra Bank / NFRS. | e Understanding of the core banking
Interest has been recognized on accrual software of the company how interest rate
basis in case of nonperforming loans. on loans & advances has been
implemented in system.
Due to limitation of lack of system | e Whether interest income on advances in
capability to review the fair value of the automatically generated in the CBS
collateral on regular basis, manual System.
intervention might be required for | e Review of accrual & recognition interest
recognition of accrual of interest income. income whether relevant NFRS and the
NRB norms have been followed by the
As this may have effect on the recognition company for the same.
of the interest income by the company, we | o Review and verify the transactions
have considered it as a key audit matter. relating to manual debit or credit of
interest in the system.

e Understanding as to how the company
management in monitors their businesses
analyze its credit portfolio & the interest
income thereon.

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

Our Results
Accounting policies and recognition of interest
income has been considered acceptable.
2. Impairment of Loans and Advances to Customers
Ref. Note no. 4.6.1 and accounting policies to the financial statements.
Company's policy for the allowance for | We applied following procedures in respect of
impairment of loans and advances has been verification of loan Loss provision:
based on the application of incurred loss | e We tested the company's operating
model and Nepal Rastra Bank regulations, effectiveness of key controls to identify
as applicable. It involves significant loss events and for determining the extent
management judgment and estimation. of provisioning required against non-
performing loans and advances.
In addition, assessment of allowances for | ¢  Controls over correct identification and
impairment is important as carve out classification of non-performing loans
provides for higher of the incurred loss and advances on time based criteria.
model or NRB's directive. The carrying | ¢  Review of IT system to provide loan loss
value of the loans and advances to provision based on overdue payments.
customers can be materially misstating if | o Control over accurate computation and
management's judgment and estimation are recording of provisions.
inappropriate. ' e  Control over statistical model used to
Lo L calculate the incurred loss in accordance |
Therefore considering the significance of
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the above matter to the financial statements,
we have identified this as a key audit
matters.

° Control over the monitoring of loans
advances to customers with higher default
risk.

° Control over the governance and approval
process for the provisions including
ongoing reassessment by the
Management. ’

. Carrying out the substantive procedure,
selected sample of loan and advances to

the customers and checked the
documentation, repayment schedules,
tested the classification of non-

performing loans based on overdue
period. Assessed - the management's
assumption and judgment for
classification of loans and advances based
on repayment pattern,

. Assessment of mortgage value of loans
and advances.

Our Results

We considered the impairment charges on loans

and advances to the customers to be acceptable.

Information Technology System

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

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

Appropriate IT general application controls
and are required to ensure that such IT
systems are able to process the data, as
required  completely, —accurately and
consistently for reliable financial reporting.
Due to the importance of the impact of the
IT systems and related control environment
on the company's financial reporting
process,, we have identified testing of IT
system and related control environment as
key audit matter.

Our Audit Regarding Information Technology
of the company is based upon the Information
Technology Guidelines issued by NRB and it
also included:

e Verification of the interest income and
expense booking regarding loan and
deposits on test check basis with the
core banking system of the institution.

e Verification of the provisioning of the
loan and Advance based on ageing on
the test check.

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

Responsibilities of Management and Those Charged with Governance for the F inancial
Statements
Management is responsible for the preparation and fair presentation of these financial statements

in accordance with the Nepal Financial Reporting Standards (NFRS), and for rnal control
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as management determines is necessary to enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the management is responsible for assessing the bank's
ability to continue as a going concern, disclosing as applicable, matters related to going concern
and using the going concern basis of accounting unless management either intends to liquidate the
bank or to cease operations or has no realistic alternative but to do so.

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

Auditor’s Responsibilities for the Audit of Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a

whole are free from material misstatement, whether due to fraud or error, and to issue an auditor's
report that includes our-opinion. Reasonable assurance is 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 aggregate, they could reasonably be expected to influence the
economic decision of users taken on the base of these financial statements.

As part of an audit in accordance with NSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omission
misrepresentations or the override of internal control.

e Obtained 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 of the effectiveness of the organization's internal control.

e Evaluate appropriateness of accounting policies used and reasonableness of accounting
estimates and related disclosures made by the management.

e Conclude on the appropriateness of management's use of the going concern basis of
accounting and based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the entity's ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor's report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions
are based on the audit evidence obtained up-to the date of our auditor's report. However,
future events or conditions may cause the bank to cease to continue as a going concern.
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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 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 Other Legal and Regulatory Requirements
Report as per the requirements of and company Act 2063, Banks and financial Institution Act 2073
and other regulatory requirements.

e We have obtained all information and explanations asked for, which to the best of our
knowledge and belief were necessary for the purpose of our examination.

e Based on our audit proper books of account as required by law have been kept by the
bank.

o The statement of financial Position, the statement of profit or Loss and Other
comprehensive income, the statement of Cash flows and the statement of Changes in
Equity dealt with by this report are in agreement with the books of account maintained by
the bank.

e The provision for possible impairment of assets of the bank is adequate considering the
Directives issued by Nepal Rastra Bank.

e In our opinion and to the best of our information and according to the explanations given
to us and from our examination of the books of account of the bank we have not come
across any case where the Board of Directors or any office bearer, employee of the bank
has acted contrary to the provisions of the law, or committed any misappropriation or
caused any loss or damage to the bank and violated Directives issued by Nepal Rastra
Bank or acted in a manner as will jeopardize the interest of the bank, its shareholders and
its depositors.

e In our opinion, the business of the bank has been conducted satisfactorily and operated
within its jurisdiction and has been functioning as per NRB Directives.

_=H

Partner
L.S.P. Associates
Chartered Accountants

Place: Lalitpur, Nepal
Date: 2081/11/12

UDIN Number:250302CA00144Cs7d2
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Aryal Anup Asso ciates Address: Bharatpur-10, Chitwan
Phone: 9855060260

Email: caanuparyal@gmail.com
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Chartered Accountants

Date: 2082.03.17
TO WHOM IT MAY CONCERN

The Projected Financial Statements of Narayani Development Bank Ltd. prepared for the 1:1 right issue on
the assumptions presented in projected financial statements in consideration of good financial scenarios,
current regulatory provisions which might be affected and changed due to external and internal forces
beyond control.

Gyt

CA Anup Aryal Upadhayay

Aryal Anup Associates
2082.03.17
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