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I' l4 l‘(l Associates

Chartered Accountants

2074.02.16

Pokhara Finance Limited,
Pokhara, Kaski.

RE: Report on Review of Projected Financial Statements & Determination of Issue Price of Share for
Pokhara Finance Limited

We have reviewed the accompanying Projected Balance Sheet, Projected Profit & Loss Account,
Projected Cash Flow Statement and Projected Net worth Statements of Pokhara Finance Limited from
F/Y 2073/074 to 2077/078. These projected financial statements are prepared by the company itself as
per the requirement to issue FPO. The valuation was done based on average price obtained from three
different methods. These methods are Capitalized Earnings Method, Discounted Cash Flow Method and
Market Price Model. The final price determined based on the above methods is NPR. 257.39.

We have express an opinion on these projected financial statement based on our review.

The financial projections are reviewed and certified by us considering:

a. The forecast have been made on basis of their past financial statements, in view of current
scenario.

b. The projected figures are considered to be valid and realistic based on our understanding and
judgment, however there will usually be differences between the forecasted and the actual
results.

. The projections have been reviewed by us, which reflects the current industry average and the
current market positioning of Pokhara Finance Limited.

CA. Santosh Lamsal™

Partner

PLRG Associates
Chartered Accountants .
mailtoplrg@gmail.com, +977-1-4011079, 4011050, P.O. Box: 5638, New Plaza Marg, Putalisadak, Kathmandu
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ICRA ICRA Nepal Limited
NEPAL

Ref No: ICRAN/073/074/GRA/15
Date: January 24, 2017

Mr. Raj kumar Gurung

Chief Executive Officer

Pokhara Finance Limited
Newroad, Pokhara, Nepal

Dear Sir,

Re: ICRA Nepal Grading of FPO Issue of 983,682 nos. Equity Shares to be issued by
Pokhara Finance Limited to the Public (“Further Public Offer”)

Please refer to your mandate letter dated 20" October, 2016 for grading the Further Public Offer
of Pokhara Finance Limited. The Rating Committee of ICRA Nepal, after due consideration, has
assigned the “[ICRANP] IPO Grade 4"* (pronounced ICRA NP IPO Grade Four) grading to the
captioned FPO programme. This grading indicates below average fundamentals.

In any of your publicity material or other document wherever you are using the above grading, it
should be stated as “[ICRANP] IPO Grade 4". We would appreciate if you can sign on the
duplicate copy of this letter and send it to us within 35 days from the date of this letter as a token
of your confirmation about the use of this letter. The rationale for assigning the above grading has
been enclosed with this letter.

This grading is specific to the terms and conditions of the proposed FPO issue as was indicated
to us by you and any change in the terms or size of the FPO would require the grading to be
reviewed by us. If there is any change in the terms and conditions or size of the rated FPO, as
above, the same must be brought to our notice before the issue of the FPO. If there is any such
change after the grading is assigned by us, it would be subject to our review and may result in
change in the grading assigned.

ICRA Nepal reserves the right to suspend, withdraw or revise the above grading at any time on
the basis of new information or unavailability of information or such other circumstances, which
ICRA Nepal believes, may have an impact on the aforesaid grading assigned to you.

The grading, as aforesaid, however, should not be treated as a recommendation to buy, sell or
hold the Equity Shares to be issued by you. If the issue graded, as above, is not placed by you
within a period of 6 months from date of this letter communicating the grading, the same would
stand withdrawn unless revalidated before the expiry of 6 months.

You are required to keep us forthwith informed of any developments (including any default or
delay in repayment of interest or principal amount of any debt instruments/ borrowing or proposal

* IPO fundamentals are graded on a five point scale from Grade 1 (indicating strong fundamentals) to Grade §
(indicating poor fundamentals) For the Grading categories 2, 3 and 4, the sign of + (plus) indicates their relative
better position within the Grading categories concerned. .

Regd. Office : Tel. : +977 | 4419910/20 = “Website : www.icranepal.com
Sunrise Bizz Park - éth Floor, Fax : +977 | 4419930 Email : info@icranepal.com



for re-schedulement or postponement of the repayment programmes of the dues/ debts) which
may have a direct or indirect impact on the grading assigned to the aforesaid FPO programme.

In determining the grading, ICRA Nepal has relied on the information available/made available to
it by your company and ICRA Nepal does not guarantee the completeness or accuracy of such
information on which the grading is based.

We thank you for your kind cooperation extended during the course of the grading exercise.
Should you require any clarification, please do not hesitate to get in touch with us.

With kind regards,

Yours sincerely,
For ICRA Nepal Limited

A

Deepak Raj Kafle Kishor Prasad Bimali
Managing Director Senior Analyst

R



ICRA Nepal Limited

Ref No: ICRAN/074/075/REV/001
Date: July 31, 2017

Mr. Raj kumar Gurung
Chief Executive Officer
Pokhara Finance Limited
Newroad, Pokhara, Nepal

Dear Sir,

Re: ICRA Nepal Grading of FPO Issue of 983,682' nos. Equity Shares to be issued b
Pokhara Finance Limited to the Public (“Further Public Offer"”)

Please refer to your letter dated July 21, 2017 for revalidation of grading the NPR. 216.41 million
FPO of Pokhara Finance Limited. The Rating Committee of ICRA, after due consideration, has
revalidated the grading of “[ICRANP] IPO Grade 4" (pronounced as ICRA NP IPO Grade Four) to
the captioned FPO programme. This grading indicates below-average fundamentals.

The grading is valid from the date of this letter till January 23, 2018. If the instrument rated/graded,
as above, is not issued by you within the date mentioned above, the same would stand withdrawn
unless revalidated before the expiry.

The other terms and conditions for the grading of the aforementioned issue shall remain the same
vide our letter Ref No: ICRAN/073/074/GRA/15 dated January 24, 2016.
With kind regards,

Yours sincerely,
For ICRA Nepal Limited

-
Deepak Raj Kafle Kishor Prasad Bimali
Managing Director Assistant Vice President

Head-Rating Division

' FPO size NPR 216.41 million @NPR 220 per share including premium

Regd. Office : Tel. : +977 | 4419910/20 Website : www.icranepal.com
Sunrise Bizz Park - 6th Floor, Fax : +977 | 4419930 Email : info@icranepal.com
Dillibazar , Kathmandu - 33, Nepal
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ICRA
NEPAL

lCRA Nepal assigns [ICRANP] IPO Grade 4 to the proposed Further Publlc Offer
(equity shares) of Pokhara Finance Limited

| Facility/Instrument. = |
Further Public Offer (Equity)

on:(January:20:
Grade 4 (Assigned)

ICRA Nepal has assigned an “[ICRANP] IPO Grade 4", indicating below-average fundamentals to
the proposed Further Public Offering (FPO) of Pokhara Finance Limited (PFL) amounting NPR
216.41 million. ICRA Nepal assigns IPO grading' on a scale of IPO Grade 1 through IPO Grade 5,
with Grade 1 indicating strong fundamentals and Grade 5 indicating poor fundamentals. For the
Grading categories 2, 3 and 4, the sign of + (plus) appended to the Grading symbols indicate their
relative position within the Grading categories concerned. Thus, the Grading of 2+, 3+ and 4+ are
one notch higher than 2, 3, and 4, respectively. PFL is proposing to come out with FPO of 983,682
equity shares of face value NPR 100 each, to be issued to public at NPR 220 each including
premium of NPR 120 per share (subject to approval of regulatory authorities). The proposed FPO is
being issued to augment the company’s capital base to meet the elevated regulatory capital
requirements and would be diluting the promoter holding to 51% (i.e. the regulatory minimum) vs.
60% as of now.

The grading factors in PFL’s long track record (operating since 1997), ability to maintain moderate
portfolio growth (CAGR? of ~16% and ~19% in terms of credit and deposits respectively over last five
years ending FY16) and healthy asset quality indicators (NPLs® were 2.15% as of mid-Oct-16
against 15.27% for the industry; 0+ days delinquencies were ~10% of portfolio as of mid-Jul-16
which has however moved up to ~20% as of mid-Oct-16). The grading also takes into account PFL's
adequate CASA?* profile (~55% as of mid-Oct-16 vs. ~53% for industry) supported by higher interest
rates on saving accounts and hence moderately higher cost of funds (6.27% for FY16) than industry
average. Comfortable capitalization profile (CRAR® of 21.25% as of mid-Oct-16), experienced
management team and plans of expansion in uncovered regions are expected to provide PFL with
adequate growth opportunities going forward.

While PFL has granular portfolio profile (~16% and ~14% among top 20 borrowers and depositors
respectively as of mid-Oct-16), however PFL's small base of operations with limited franchise®
among national level players results in geographical concentration (>80% of portfolio in Kaski
district) thereby constraining the grading. The grading remains further constrained by higher
exposure to personal loan segment (~39% of total credit portfolio as of mid-Oct-16) which might be
more vulnerable compared to other segments. Lack of diversity in earnings (fee base income <1% in
average) for PFL constrains the overall profitability (RoNW? ~12% on an average over last five years
vs. ~14% for industry), though PFL has been able to maintain healthy NIMs® (4.08% for FY16). ICRA
Nepal has also factored in PFL's capital base being much lower to revised regulatory capital
framework to be complied by Jul-17® and relatively marginal borrower profile compared to
commercial and development banks.

Moreover, the grading is also constrained by lack of institutional promoters, high competition from
other BFIs'™ who have ability to offer finer lending rates coupled with uncertain political and

! Includes rights and further public issue of equity shares

2 Compounded Annual Growth rate

3 Non-Performing Loans

4 Current And Saving Accounts.

3 Capital to Risk-weighted Assets Ratio

6 Asset base of NPR 3,909 million and franchise of seven branches in three out of 75 districts of Nepal as on mid-Oct-16.
7 Return on Net-worth

8 Net Interest Margins as a % of Average Total Assets

9 Regulator may impose restrictions in PFL operations if it fails to comply the capital requirements.

19 Bank and Financial Institutions
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operating environment that can impact the asset quality of Nepalese BFls. Going forward, attaining
requisite credit and deposit growth to ensure deployment of existing and incoming capital for
generating adequate returns and also adequately diversifying its portfolio towards various
sectors/geographies would remain key challenges for PFL.

PFL’s credit portfolio has grown moderately at a CAGR ~16% over last five years and stood at NPR
2,804 million as of mid-Oct-16 despite long track record of ~20 years. Credit portfolio remains
concentrated towards personal loans (39%), followed by business loans (26%), housing loans
(16%), hire purchase loans (9%), deprived sector loans (4%), among others. Compared to peers,
PFL'’s credit portfolio is granular wherein top 20 borrowers accounted for ~16% of portfolio as of mid-
Oct-16.

Similar to the trends in the sector, asset quality of PFL witnessed major stress in FY12 with NPLs
rising from ~5% to ~11% due to slump in real estate market owing to tight liquidity and regulatory
changes in lending to real estate. Thereafter, with decline in interest rates and hence reduction in
debt servicing burden of borrower, PFL has gradually brought down NPLs to 2.15% as of mid-Oct-16
(1.67% as of mid-Jul-16), which is much better than finance company industry average of ~15%; but
closer to similar sized peers. Disregarding the regulatory forbearance towards NPL recognition for
term loans accorded to class C finance companies', PFL's NPLs would be 3.73% as of mid-Oct-16.
0+ days delinquencies for PFL were ~10% of portfolio as of mid-Jul-16 which has however moved
up to ~20% as of mid-Oct-16 amidst festive seasons, remaining in line with the trend across the
industry. Portfolio vulnerability remains high for PFL due to high share of assessed income based
lending (especially personal loans) and also due to marginal profile of borrowers compared to higher
class BFls.

As for funding profile, PFL has fair CASA proportion (~55% as of mid-Oct-16) compared to industry
average of ~53% resulting into modest cost of deposits being slightly higher among peers (6.27%%
for FY16 and 5.42% for Q1FY17) as it offers slightly higher saving rates. Further, concentration to
top 20 depositors remains lower at ~14% as of mid-Oct-16. Going forward, the ability of PFL to
increase its presence across different geographies thereby increasing the depositor base will remain
vital to future cost of deposits as well as portfolio growth while achieving diversification and overall
financial profile.

Despite slightly higher cost of deposits, supported by higher mix of personal loans in asset mix and
consequently higher yields on advances; PFL has been able to maintain healthy NIMs (~4.1% for
FY16), which have supported the profitability despite lower fee income. Profitability has been
impacted during Q1FY17 due to increase in credit costs (0.65% of ATA for Q1FY17 vs. -0.01% for
FY16). The profitability indicators declined during Q1FY17 (RoE and RoA of ~10% and 1.71% for
Q1FY17 vs. ~14% and 2.44% for FY16). PFL'’s earnings profile going forward will largely depend on
the ability to maintain NIMs, improve its scale of operations and control its assets quality.

As on mid-Oct-16, capital adequacy ratio (CRAR) of PFL was comfortable at 21.25% (22.66% as on
mid-Jul-16) as compared to regulatory minimum of 11%, but is comparable to similar sized peers.
Monetary policy of FY 2015-16 requires national level finance companies to increase their paid-up
capital to NPR 800 million within mid-Jul-17, failure to comply the same may constrain growth. PFL
has capital of ~NPR 557 million as of mid-Oct-16 and the same is expected to reach to ~NPR 656
million after proposed FPO (assuming full subscription). PFL plans to meet the shortfall in meeting
the elevated capital requirements through 15% rights thereafter and retention of future profits.PFL’
ability to raise planned capital in a timely manner would also have critical bearing on its ability to
absorb any deterioration in asset quality and maintain comfortable solvency profile. However,
attaining adequate quality growth to ensure adequate returns to shareholders would remain key
challenge for the company.

' Only overdue installment up to 1 year can be reported as NPLs.
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Company Profile

In operation since March 1997, Pokhara Finance Limited (PFL) is a National Level Class C Finance
Company. PFL is promoted by a group of individual promoters from diverse backgrounds with
maximum shareholding by largest? shareholder at ~6% of total capital (As on mid-Oct 2016). Its
Corporate Office is located at Newroad, Pokhara. Share capital of the company is distributed among
promoter & public in the ratio of 60:40 which is proposed to be diluted to 51:49 post proposed FPO.
The shares of the company are listed on the Nepal Stock Exchange. Mr. Raj Kumar Gurung is the
Chief Executive Officer of the company.

PFL has presence in three districts of Nepal through its seven branches. PFL has market share of
5.52% in terms of deposit base and 5.45% in terms of credit portfolio of Finance Companies’
Industry as on mid-Oct-16. PFL reported a net profit of NPR 88 million during 2015-16 over an asset
base of NPR 3,805 million as on mid-Jul-16 as against net profit of NPR 156 million during 2014-15
over an asset base of NPR 3,398 million as on mid-Jul-15. During Q1FY17, company has reported
net profit of NPR 16 million over an asset base of NPR 3,909 million. PFL's CRAR stood at 21.25%
and reported gross NPLs were 2.15% as on mid-Oct-2016. In terms of technology platform, PFL has
implemented Pumori Plus IV System which is centralized throughout its branches.
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