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Independent Auditor’s Report

S>A=

To the Shareholders of NMB Bank Limited AS S O C I A-I-E S

Report on the Audit of the Consolidated Financial Statements CHARTERED ACCOUNTANTS

Qualified Opinion

We have audited the consolidated financial statements of the NMB Bank Ltd. (the “Bank™) and its
subsidiary (the “Group”), which comprise the consolidated statement of financial position as at Ashadh
31, 2077 (July 15, 2020), and the consolidated statement of profit or loss, consolidated statement of
other comprehensive income, consolidated statement of changes in equity and consolidated statement
of cash flows for the year then ended, and notes to the consolidated financial statements, including a
summary of significant accounting policies.

In our opinion, except for the effects of the matter described in the Basis for qualified opinion section
of our report, the accompanying financial statements present fairly, in all material respects, the
consolidated financial position of the Group as at Ashadh 31, 2077 (July 15, 2020), and of its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with Nepal Financial Reporting Standards.

Basis for Qualified Opinion

During the financial year, the Bank has merged with then Om Development Bank Ltd. and the purchase
considerations have been provided in the form of equity shares of the Bank as per due diligence audit
carried out for the purpose of the merger. The Bank has followed the procedures for the business
combinations as per NRB Merger and Acquisition Bylaws, 2073 which is binding on banks and financial
institutions in the country. Accordingly, the resulting difference amount on share swap of the entities is
transferred to Capital Reserve as per the provisions of the NRB Bylaws. The Bank has also measured
idl}ntiﬁabl}e assets acquired and liabilities assumed on cost basis and purchase consideration transferred
at face value.

However, as per Nepal Financial Reporting Standard 3: Business Combinations and Carve-Out issued
by The Institute of Chartered Accountants of Nepal dated Kartik 25, 2077 (November 10, 2020), the
Bank shall measure the identifiable assets acquired, the liabilities assumed and consideration
transferred at their acquisition date fair value and recognize goodwill or bargain purchase gain for the
difference between net assets acquired and the consideration provided.

This has resulted in overstatement of Capital Reserve by NPR 603,656,544, Other Reserves (including
Retained earnings) by NPR 874,499,174 and understatement of Other Component of Equity - Share
Premium by NPR 3,667,041,077, Goodwill by NPR 2,094,309,361 and Property, Plant and Equipment
by NPR 94,575,999.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in
the audit of the consolidated financial statements of the current period. These matters were addressed

in the context of our audit of the consolidated financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these matters. In addition to the matter
described in the Basis for Qualified Opinion section we have determined the matters described below
to be the key audit matters to be communicated in our report.

S.N | Key Audit Matters Auditor’s Response
1 Interest Recognition Our audit approach regarding verification of
process of interest recognition included:

The interest income of the bank has to be
recognized on accrual basis and following | 3 Obtaining clear understanding of the process of

the Interest Income Recﬂgnition Guidelines acerual of interest income on loans and
2019 issued by NRB. Though accrual basis advances in the Core Banking Software of the
of income recognition is prescribed in bank.

general, the guidelines requires suspension
of interest recognition on accrual basis for
loans and advances with overdue of more

b. For fair valuation of collateral, we relied on the
latest available engineer's valuation of the

B4 Bishal Basti *Ka®, Bishal Nagar, Kathmandu, Nepal: Tel: +977 14420807 /081 10 Fax: =377 14440528 Email: info@sar.com.np’ Web: www.sar.com.np
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than 12 months whereas for loans and collateral and have test checked the hair cut in
advances with overdue interest/installment fair value of collateral as per NRB Income
for 3 to 12 months, interest recognition on Recognition guidelines 2019.
2?;;?;3;3{::&;?12 2:;;%2351(3}?5;55;1; c. Test check of the ilnterest income booking with
lack of system -capability to suspend szl o putatian.
recognition of income on the basis of
overdue status of loan and fair value of
collateral as well as review of fair valuation
of collateral on regular basis, manual
intervention will be required in interest
recognition process and hence create risk of
improper application of the guidelines and
determination of the Fair Value of the
collateral. This may, in turn, have etfect on
recognition of interest income the bank.
Thus, we have considered it as key audit
matter.

2. Investment Valuation, Identification, | Our audit fipproach regardir_lg V(?riﬁcqtion_of
and Impairment process of investment valuation, identification

and impairment included:
Investment of the bank comprises of P

R

investment in government bonds, T-bills, | 2. Review of the investment of the bank and its

development bonds and investment in
quoted and unquoted equity instruments.
The valuation of the aforesaid securities has
been done in compliance with NAS 39 read
with NFRS 9 and NRB Directive no. 8. The
investment in the government and NRB
bonds and T-bills should be recognized on
reporting date on Amortized cost basis
whereas other investments in equity
instruments, other than those held for
trading, should be valued at Fair Value
through Other Comprehensive Income.

Given the wvarieties of treatments
recommended for valuation of investment
based on nature of cash flow, the business
model adopted, complexity of calculations
and the significance of amount involved in
such investments, same has  been
considered as Key Audit Matter in our
audit.

valuation having reference to NFRS issued by
the Accounting Standard Board of Nepal and
NRB Directive 4 read with 8.

. We assessed the nature of expected cash flow of

the investments as well as the business model

adopted by the management on the basis of
available evidences/circumstances and
ensured that classification of investment is
commensurate with nature of cash flow and
management intention of holding the
investment.

. For the investment valuation that are done at

amortized cost, we checked the EIR and
amortization schedule on test basis.

. For the investment valued through OCI for

quoted investment, we ensured that fair
valuation has been done at the closing
transaction rate in NEPSE as on 15.07.2020
and for the unquoted investment the fair value
has been taken as the NPR 100.

- Impairment of Loans and Advances

As per NRB Directive 4, bank shall measure
impairment loss on loans and advances at
the higher of:

=  Amount derived as per norms prescribed
by Nepal Rastra Bank for loan loss
provisioning; and

= Amount determined as per para 63 of
NAS 39 adopting Incurred Loss Model

As per the norms prescribed by NRB,
provision at prescribed rate should be
created on loans and advances based on
overdue status of loans and advances as

Our audit approach regarding verification of
impairment of loans and advances included:

a. Review of the overdue status of loans and

advances by obtaining data from the system
and matched the same with the NRB 2.2 report.

. Sample credit files were reviewed, among other

things, from the perspective of utilization of
loans and advances for intended purpose by
way of scrutiny of financial statements, account
movement, account turnover etc.

. Expected future cash flows from the

individually significant loans and advances
with indication of impairment are assessed on
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well as utilization status of the facility,
status of security, borrower’s whereabouts
ete.

As per NAS 39 read with NFRS o,
impairment of loans and advances should
be made on individual impairment basis for
loans and advances that are individually
significant and collective impairment basis
for homogeneous groups of loans that are
not considered individually significant.

On individual impairment, amount of the
loss is measured as the difference between
the assets’ carrying amount and the present
value of estimated future cash flows. Under
collective impairment, loss is determined
after taking into account the Historical Loss
Experience in portfolios of similar credit
risk and Management's experienced
judgment as to whether current economic
and credit conditions are such that the
actual level of inherent losses at the
reporting date is like to be greater or less
than that suggested by historical
experience.

Given the fact that impairment of loans and
advances under incurred loss model require
assessment of future cash flows as well as
historical loss experiences of portfolios.
Further, impairment of loans and advances
under NRB norms for loan loss
provisioning will require assessment of
overdue status of loans and advances and
proper utilization of loan for intended
purpose. Hence, assessment of availability
and accuracy of required data for
impairment of loans and advances under
incurred loss model as well as NRB
provisioning norms is regarded as key audit
matters.

the basis of realizable value of collateral
securities based on management estimate.

d. Grouping of homogeneous group of loans was

assessed on the basis of nature and purpose of
loans and data of historical loss experience in
portfolios are assessed on the basis of past due
data from the system as well as data of loan loss
provisions of the defined group in the past.

Information Technology General
Controls

IT controls with respect to recording of
transactions, generating various reports in
compliance with NRB guidelines and other
compliances to regulators is an important
part of the process. Such reporting is highly
dependent on the effective working of Core
Banking Software and other allied systems.

We have considered this as key audit matter
as any control lapses, validation failures,
incorrect input data and wrong extraction
of data may result in wrong reporting of
data to the management, shareholders and
regulators.

Our audit approach regarding Information
technology of the bank is based upon the
Inforination Technology Guidelines 2012 issued
by NRB and it included:

a. Understanding the coding system adopted by

the bank for various categories of customers

b. Understanding the feeding of the data in the

system and going through the extraction of the
financial information and statements from the
IT system existing in the bank

. Checking of the user requirements for any
changes in the regulations/ policy of the bank

d. Reviewed the reports generated by the system

on sample basis. We verified the interest
incoine and expense booking regarding loan

www.nmbbanknepal.com

R



Y

and deposit on test basis with the CBS or the
bank.

e. We relied on the IT' audit conducted by the
bank.

f. We verified the provisioning of the loan and
advances based on ageing on the test check
basis as on 15.07 2020.

Responsibility of Management and Those Charged with Governance for the
Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with Nepal Financial Reporting Standards and for such internal control as
management determines is necessary to enable the preparation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Group’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
Group or to cease operations, or has no realistic alternative but to do so.

Those charged with Governance are responsible for overseeing the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated 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 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. Misstatement can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these consolidated financial statements.

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

¢ Identify and assess the risk of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtained 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 omissions, misrepresentations, 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 purposes of expressing an opinion on the
effectiveness of the Group’s internal control.

o Evaluate the appropriateness of accounting polices used and the reasonableness of accounting
estimates and related disclosures made by the management,

e Conclude on the appropriateness of the 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 Group’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’
report to the related disclosures in the consolidated 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 Group to cease
to continue as a going concern.

e Evaluate the overall presentation, structure, and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair presentati@{;@?&&},
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e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision, and performance of the group audit. We remain
solely responsible for our audit opinion.

We communicate 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.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and
other matters that may reasonably be thought to bear on our independence, and where applicable,
related safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse consequences
of doing so would reasonably be expected to outweigh the public interest benefits of such
communication.

Report on the requirements of Banks and Financial Institutions Act, 2073 and Company
Act, 2063

We have obtained satisfactory information and explanations asked for, which to the best of our
knowledge and belief were necessary for the purpose of our audit; the returns received from the branch
offices of the bank, though the statements are independently not audited, were adequate for the purpose
of the audit; the consolidated financial statements including the consolidated statement of financial
position, consolidated statement of profit or loss, consolidated statement of other comprehensive
income, consolidated statement of changes in equity, consolidated statement of cash flows including a
summary of significant accounting policies and other explanatory notes have been prepared in all
material respect in accordance with the provisions of the Company Act, 2063, and they are in agreement
with the books of accounts of the Bank; and the accounts and records of the Bank are properly
maintained in accordance with the prevailing laws.

To the best of our information and according to the explanations given to us, in the course of our audit,
we observed that the loans have been written off as specified; the business of the Bank was conducted
satisfactorily, and the Bank's transactions were found to be within the scope of its authority. We did not
come across cases of accounting related fraud and the cases where the board of directors or any director
or any office bearer of the Bank has acted contrary to the provisions of law or caused loss or damage to
the Bank or committed any misappropriation of the funds of bank.

Sunir Kumar Dhungel
Managing Partner

Place: Kathmandu, Nepal
Date: December 20, 2020

UDIN No.: 201220CA00109nFfIB
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fRi faeRer @R =/ d6 FEaweEer AR o,
JGAM X URUTE® TAISA AEEH B | TAS  PHdbl
T, fxig Refder faaror 7 aiffe gitees uwga
IRCHT I AFPRIEwOs GHd R T Faes |
A JgAFEE UG GMGRI X §F  IGeIId!
WAAHEAT EMRA &0 | dRafdd IRATES Jearg
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JErifa oReds e | dEHifiesed aRadHsl g9
Transaction fAferT =TT = a1 (= ®Iy) A1 fASyH!
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SRgHHT e gl HUD! o fbave uRfS feem
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gfides AM 9¢: AR (Revenue)’ X UG faRi™
gfdded  #9  9a: A gEwE (Construction

Contracts)*®Ts ufazeud TEw |

292 AR T AUAD IR

Jo SeoRudess favgss v R e tfoefies
BNAD! MERAT TAR TRIBT B:

e faxi Ruifes #Me (TIUH8mRYd) (‘o Sy
FIfom & RRIRES (ST IRR I =ES WS
BT B8 BIX WG A9 IRYB © |

AYTG FEHM A (TAUTH) -8o "I FHRI-IR b
ORI WU YTl HUD] ST X 999 HIR RITGAT AT
TIRYP! B | UG SEMH A4S (TIYCH)-9R "HHAR BT
FTRM HHaNel S aRwifta &v <l 3 s/
Hqq1 @Y g TREeR BIR RIGAT 7199 TRYDT B |
Jro foxi wwafer =1 s affexer el © |
(%) aReNf&T SRIEH AII=

(@) WIR AFAT ATIH

AT FATHRYT FRIRIDT ST fINATES R Al qRATITHT
BN AP FaalS AaoH TR 6o |
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Cost) @ SIS URSNEG SETH aiiexel T 4l
FVTPL AT I WY&l §g 99 < =1 g4 #uevs gu1
U §F 9SO |

() TP FTEAF Alee TURIGRE Bles T < AGTHd
TR U FHST T |
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IR WG FERY RS TORAT SRER g1 fR7ig SuaRor
(SRufew Juawur afta)dl R WG aead! e
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|RT TOIR g R SuarvEwal R WG faft= e
o faffes (vl fafd) garr IR ek 1R | @
fafdewers arfey AaeEs (inputs) ™G T W 3[TBIHT
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e faftew®r wam IR 9199 MRS | 99 JaHa =
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ETPIS<’ G T Ueo | A IUGRVGRED! S JFFAH
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TEADIS WehSaD |

WR-9:- A SYSPROTHT BIRT FHT TORAT IgYd T9IR
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TR-:- ATBIHA AT 39S (observable inputs) BT
JIMRAT A1 T RS (oud! A1) a1 el wuHl (RIS
<) qou fAeiRor fafdr |

I A AT SUBRUEwRD! oI = aRares war T
Ry R -

(®) FAM IUBRUB] SR FEHT IRAT IgYd TR A
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(@) I3FT I9TR W1 HH A1 SOIREHHT FTHH SUBROTH]
@I IYA o a

(M) o Y FuRv (ffes e 99 el Foees
(inputs) TIcgEl 1 STUIET HUHT IOIR JRATgaTe FARIErT T+
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wWR-3- g = F9fE weaqol awEs  (Signficant
unobservable inputs) TN TRA Fea feRor fafy |

T T A=A T SUIRVEED! ISYA [eAoTs SER
fowR qea feRer IR IuHRUES UGB | I Jeargd
TR wEEyy e T Tafen SERieE (Significant
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293 iRy wwufy * f<iw <R

JgedId FRPIT GEAR WAH g1 TS Yale a1 3Tl
SHEH IR IYGUD WIfAw@de goid FgaRy i
R =T Yes | R w=afe 919 avhian ardEe
A9 g1 ga1 A 7 9Ife wuH g8 X 9N I |EIRT
A= 98I TRe AT | IIedia Al gwd o
g afi@er fxi sl wfee 7 g sl fuert
TR 9 o g FwRe Sfowee g5 | fai
TR FUeRT o1 SEc! IR TR siepal 3 foRi
iy a1 iy aRaers a=nfaa sgfa aRRefom
IR /3MEA- USHae §1 970 |

293 R SupRvEws! uftam ¥ R

(Recognition and de-recognition)

o SusrvEwerE R SR fAaRom fRueRTe
A JMMURAT TE® TR YU~ SUGVG 1 ATIRE
fAfY (Trade Date) &1 MERAT SEB | faxig wwfEe g7
T Yaed! AWPR TH daeg ufs i awRers
de-recognize TIR™G | ARHIAHT HYHI TR b, FHIG
91 %€ ufy faxig <1fi@@Ts de-recognize RS |
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TATHARTE-3 §HM =0 S/MR0 MY 99
Afreer Y oM ™R @uR HAM TIRyET
B | Ufdad AFg e FHRT  (Identifiable Net Assets)
I Consideration Transferred ®&8 WIR HogqT  HIYA
RS | @iy Muel GrsH qiffe wUHT BEN ARl
TReror IR W Aede GREHAT HUHI BHBE (FoTa=
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TR ¥ e F9ged 9 @RE TR Al BT
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TRuges g1 Afed TRl al BEA<el Hess |
Yfefd Aaaers T9E ¥ TS GA GAEY TRUGT B9
R gReNfd ere SEEger 919 R Refder faaremn
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9¢ BFT (Impairment)

fo<ia gwafy a1 fRia qraREs®l JHR®! 9egid JHIoTo!
dfpeae e | g R =i @1 T R
FHRT o] w8 T A oI WUd! A5 Al X A
I I FRIGRE gOdl W8T Uea KT el ar
IRECHE® UCH oa IRl BHId] J&gid YAl faws
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Jhe F PReswols awgId TH0T Sifded T W
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- Fofi[eRadale! Seow i w3
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¥ TR T PR I SR@ Forl 168 | Fa
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BRIGET |19 TRUBT B |

Q9 ATEFD BEEH
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i wRerR e Pel M e SrRMeR
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8 TIUGIIRTY SRS G
SR T ®UAT SUGE] THUGH] SRR I BRI
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TUHRIRUN BRI D] I UG TR FUSEHHT
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FEhd TR UESTHT STaAfHT U g1 T gRened i
IUATSUR O |
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weer 7 |

(@) SUYSH Y :

UG DEME®! UEEH gER Wad  UGgeRIe
B ATGT IFIR  SUSHH IR TRUDT B |
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FHARIGRE SUSH Yohri IR |

(1) ~ifera faar -

G SEMMS] UEHM IgaR W= TFgers TR
HeArg IFAR faRTN fda1 amae! gawen MRy © |
FHARIEEHS VaAEIC ATHRI U< &1 HHAR] Har o
Torr gfaen el faffmemEe sgar e fRel faerer
e TR FHERIeR g RS |

(&) e =R feer -

G SEMMS! UG IgaR W= TFgers TR
AT AFAR ERAT aTvs! aRel TRYD! B |
FHARIEHS VAEIC faHI UK &l ferar dfad =) faar
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R HATHUET
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MRD | The 3@ TR feuriHr Seow MRy swfom
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330 YHFN :

(P) =g FEHR :

FBAID! IMIFY U, 1Y4¢ I AT T FHIA HUD!
HNETHT IMRAT NI G TR © |

(@) wFF IR

fRi faarom w=afd 7 SR@E® gad X Al FR o
B SRl WRSHI Ao FRPT &R WA TR IS
HHGTS WA B YR W0 | W AR araaadD]
fafom gafsd sxer e = IR fFgiRke 1Ree 7 wrm
MIHR FHRT YT ST AAAT R AMIIR S By
e SN TN 9feTe | WEM TRUSI R qEReTs
UIsgH g HRArg A R ¥ S HRarg Sl
TS T Afde A F9eiRE wue  gRfEaan
THCEH T PR FHRIGT GG TR | YRHehT HIoared
RPN GRGAT  GHEG WEH PR S
FARNGTIRS I T UL UfSen] qUEwdl ST BREsw
AEIARIE RAE @aET R g a1 AT
EEIER

UG e Shdl FEReT gHIRM WM #R wHRT
TRTSTE TH AHH HGM T Gg IHTeE 3 TIREs
3T 3 STR@E AT Ugd TRYDT B |

239 9o R (Segmental Reporting)

PP IW Ued GYq ANOR  ARERE g dow
B Y Wde ARHM X wd 9N g8 (FFd
IHT HCHI BRER T IMEF/EI UM g uCH

T W) X TP AA@T Aol 6 AARATIAGRI

R §o e | aiffe gfdded - 2008 0o

qeargd TN A uedEedl W WEE - diehis TR,
T TChols Ao &3 (Operating Segments) 975 |
e X Ruitgel o deer =1 &= faves
TRyB B : Re®, SME/MSME, HuRe, fu=, ol <
I | AIRG FA Ao & e RS R
ST YRAT ARG MRD | G99 aF8% G g
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Thols A G ESRUD] B | I HUIC BNEw
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FARIIFERT 3ffbed TR Al &zgwdl faqre s IRy © |

3 IR et ® ol

JHP! AERT IR eATEd U FERY IWRDI 9T
I RS | FERY IR GRS FERV M IR
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IHH R SRSl VAT ST TG T8 | AR SRSl
DIAT ST HUHT IHH TIRTAIGIS G1 I+ w1 =T
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¥ | 9= (bonds & shares) d9d Bl ST Y30 %%
W |er 1,9%%,55%
9% | |ERy 3,%40,2,00
@ IS dIfeRel PRIER 94, %3¥ 950
30 935,35,

33. 571 AReH WIRT w=IRIAY ToFT -

. faaror NGl
b PHoll SIRIH 93%,35%,%33
g | GoEed SRad %,23%,219%
T IOIR SIIRgH 3,50,%23
q ST SIRgE WIRE G Ry (B+HEHT) 9%¥%,033 90y
ISR £ TP 3 gfea (Capital charge) 3,094 §&R
re: UIe I SHd FSeE rgwd Sgd wiRa weafaer 2 uked 3,230,4%¥
FE ARG AR FRRT (pillar || IFRIA®! FARIGH Uf) 949,03%,0%9
2 yIA® Yo (A8 a) 9%,%30,39%
3 F@ GollaN (d8 9 X T8 R) 33,95 350
g |mafie GOt (Tier |)/g® SiRegw wiRa |=aRy 93.00%
Y | Yofrer (Tier | @M Tier Il)/g® SiRew wiRa w=af 1%.05%

3. AR seier faaxo -
4. faaRor RO e ga

1| RO e 10949%% 3,055 92 059
R DHHD Mot IS 9%%,30% 155,R9%
3 IAHRUG 943,94 %19 3%3 %% ,3%R
¥ @ 5¥R 335G S¥R 355 -
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3y Pfwa weier s :
Fo MR Foll §o Hold! JGUE : e U@
e RHT ool Ga doliadl JgUd : 939 Ufera

35 Fifepg woi Yo SaRTeEe! R -
4. ey UG HET 008 JAMNIE HETT 000 ELICHES
1 | GRS aIHRoT/ gRERe 25,55% 109454 10,354
R G 9%, ¥UR vz IR Y&Y, 990
3 BIEARSES R%0,0%0 q,43%,93%¢ q,R9% &34
¥ LCNE] qUR,R%% SYR, 3K S&R,R9¥
= fAfehT st BY&,¥95 JRE&R,¥5R RU13,0%Y
300, FOITAT NTFHF FGRT, FHAAT TSN Goadt I Foll FYSH YD SARTSTAD! fAavo
9. faa=or TG AT 008 TG HHT<I 000 SGIRCHES
9 SN 555,5%% q,9¥3,559 G4 ¥,03%
R ged R AEEA X 49,3%% 35R,%%0
3| gRdedaR] geERERE 33,0%3 34,055 13,0%Y
¥ DHAS 1%, 553 9R%,R1% 9%¥9,340
E NECZISE 930,0%Y 95E, 92,0 T3, 9%y
% TR 998,223 S¥3,30 TER,39Y
SR Bl aeRl 9,3%5,%%Y ¥,90%,939 904,50V
ST AR SRRV ,5%%,5 9,3%R,9%9

qifddpal AF SHoud< 6 foficsdlc U & 90,0¢9 BRI HolidT A FaeIME FIRUA © |

AYTG M THPH! AT TR TS feenfader qHIfoM 3ma. 006/09 AT & 394TY 338 AT AT HTE AT Jead ™

RGUSHT | PR BT goMSIH! IRET UREr OO Hold] TS SIS Ul FJAR Fgod g1 ISP §AO HRE T

e e Iged T df@) I8 TNT |

3¢ FfRea sl Aear) awen :

4. faa=or JMNTG AT 000
q SIS Rq%,459
3| g fRE 308,540
3 YRI5 IR 0T JREREAT _
¥ DS 28
S MEANCE -
% ECNES _
T AfRTT Bt AT aRn R3%,319

3R. Foll SR gfReRee SRt I I
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8. B9 AW AJER PREF TGU :
UG M Sl FERGT  afowy AR b JAaH 99 U¥Ad axo YolieN I ST TG B | |l FEeEE
Jpo Ruféy smafiel sxe @@ vl oIgurd &9 WA B | Rufds o@afdm §6a e Rl gud! fdaver 7@
<HIgYB B |

gz YU BREH TGO o1 Srga
I | gt Yot gt ¥.40% 10.40%
TSl Conservation Buffer R.40% R.40%
JAdH AM gfddel X Yol Conservation Buffer 9,009 13.00%
gaad Tier 9 Yol (ST Conservation Buffer S18) %.00% 93.00%
JIad §o ol (TSl Conservation Buffer aT8d) %.00% 43.00%
gAa9 §@ Yoil (TSl Conservation Buffer |f2d) 9.00% 94.05%
Leverage 3Igurd %¥.00% G.4%%

4 JHE ¥ 9Rsger fifeeer wweE T See ol wiwar sieed ™ Ied aRe gRedver ARl |
WWWWW%InternalCapitalAdequacyAssessmentProcess(ICAAP)?WWW@W
PRI WD T | Yohel Rufd 9 e den garm wfRkar gRfed T §60 ICAAP IgER 3ITS! 9e@l B |
SReH eI THY by AaHID] HaTsd! B 3Maegd B | Boll, Foare- a2l oIR SIgH Wa=Raudl TIUAfd dae
I FARIT TGS | Holl ARG IS Folle® UM Tg SR HolRiT T Fagol
SIRgA®! |ffen K8 | A1 v v Wa Soiel SIRed g fa9rT 81 | doll SIiReA JaRee |fifas |fdarmel taues
Foll UICHIfede! SIRGHH! AMell K8 | G516+ SiRgA®! ARThde AR TR¥6 I ALCO HThd gavmad TR¥G | &l
SRew ey |fAfae A= gers don ArEEedr g 9a 9oared siigde! ufeerE /IR TEe | ufhar den Mo
YIS HRTIITD] SN F5ATeT AIRgH UHISERT GHITHIA] ARl T8 UG B | 95aT0d SIRed YdhIgs Sl aefl
UHSEed! (=101 HHAGARIB! (Control weakness) Affell, SIRaA &zes aRuUR afesdl Fa=mmer a1 ReiRe den iR
w1 A= BrRIagEeT afer TEw |
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e ¥ ARG W A9NeT U9 9e) 9fed (81 IR S@URIE Fffdel 189 TR B | SEuRIE
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G WHIT UK TIS UfdeTd] TEA] STEURIET Gifd Behe a1 JREehd IR IR S AaedsH
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TR 9= A feged g7 W@l 8 | oW WEdHae U UG URdeTor  SERies 9Hiad Behe a2
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GIaew U Wg 8D B |
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WASIDHETs SIRgH FawRIIe FHTH Iod HaRId! HIFl IRaUd! 8 | I vrora I % meF AR 4awEs
SIRew FaReITT fAuTTeT e Wew |fd 8g WU B | e ] Siigd afiifde 9fdeE e SiRkees, e
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HINTd GHIfold STReI—

T I90 NG IS SRR I IR W9 &= wyH1 71 T9Ifm R B -

314 Q06408 00860
5. e Et AN 9,3399%R
. ey 3RR,0% RYLRRRE
. YPIY aRATIA - 43,\%0
. qITaRvT GRef 9,9%Y, 930 ¥ 390,340
3. T afgfy - 9,345,229
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. Ui GREl 930,000 —
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T 90 TR¥ JJER VRN ARG SIREIIE =T R @d 1 THIRM W@ § -
3. 0004/0% 008/19

a9 9 9¥9,39% ¥ 3%3,009
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— ¥, 5R95%09 IR,0%5 28R
USH! 80 ¥ &Y 1,0%9,3%9
e 54,354 2,2%0,54%
PUNST R5,0%0 19%,059
ggRufdam EEREE 943,599
Y L,%8 Wi ¥R,93Y,%%0

PSS R P AR M0 T ©IFG KRA A= Feammer 91 960 Ude wuHl U6 TRERD! HRIAT HITAT 6.949
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OIS ORI &I Y& e dRdfd®
1 Arqa e S go

(. BSIRHAT)
o veifta qredfad RS HieeH BT PRI

4. 06&[00 | SMA. 00§00 | IMTd. 0§/ (R0 gt s7=a1 AT BTM)
TSl 3T UESY, ¥R | 9%, ¥¥RR% %%
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MR HH 9P T Yob X DAL
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Ge ARSI 15%,39¥% 35¥,94Y —%\9%, | 9394 Forward Exchange Contract #1 &#I
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B N P Boll 9eR U Bl A
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FOIF ORI 7GR YA do dr<fd®
TSI D! gol

(. goRH)
- Teifta qRAAD TRE R BT BRI
M4 008/00 | 3 008/09 | IMF. 068/60 (R0 vfdrewT =1 wif¥@T @rf)

wuREe
G T I G 3%03,093|  19,0%5,3¥% a0, | S0 T T STRD F e ef
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s (Placement) 1,¥R0,80% }I0¥,33¥ A% | e o TeS
SRafew faxita susvm 5,008,534 90,0%%,3%% 0%

UG TIPS SN TRPI TOIR
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FATIIES BRIGR TRBI
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et veifd s TRe FfrRIGET TR&D] BRI
STd. 018 /6H 34, 0068/60 ST, 015 /60 (0 Ui w1 AIR®I BIN)
EIESEl
R o 19,080,558 432405459 299, | FoRkare AT
TR fftw %0334 9R353¥ 99%
siloiiial 1,2%9,9%9 4,939320 -43%
TS PIVEH §9¥9 %Y ¥ Y33,30¥ -3%Y | FATARIT AR HHIS TR
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gRT<® fATBYUT (Horizontal Analysis)

g saeemer Ravo

RXHH W, HI

- 319, 009¢ /0l Q00§ VS 3. 004/0g 00y VS 4. 008/6Yy
3MYIe HHA 000 00019 IMYIe HHT w0 00§ 3YIe HHT 004

RiLy ]
TG qA AT A 19,0%5,3%%,33¥ 399 5,095 3¥ 403  Us% Y 950,%0% Q04
IS T dBH1 gD HisaTd 1%,R¥%,3%5,4009 ¥9%|  10,53%,35945% | ¥’% 9,250 9% ¥ ¥%0
S e g wiverrn kgl Hiserd 3,30% 333 993 Y% 99U28933% | §58% 3%, ¥0B 3%
SRafew (ggea) farlia Susxw 90,058,334, 3R 9% S UMY ¥SRIER| 4% 9 40% W1q,¥ 5y
I AUIRE TIRES 3%%,5%0,000 I 3¥0 320,000 $9% 339,930,000
Yo don g WRerEeer Bofl wHd ¥ SEY, 58 L% %% 3,399289,359| 33% ERASE LAY
UrEdoly ol all HIe! 994,555, ¥ 9 5% N%| ©5,%¥5%,039,3R% % 3 9,099 9
[ESIRERIGRIS] 9% ,225,94%,0%0 Y% 0,39%,349,09% 2% R ¥¥ 5 ¥¥E 9y
TG PR FqERT %9,¥%0,559 9009, _ -
afoaedl (Ve )& a-H S 393, ¥59 %00 Y09, QY5 YUR,000 09, ¥5, 44,000
T HYEMAET ST - - -
S FURES 9 S¥5 ¥R -33% 903,294,583 | 9% YR, \99% &30
TR X SUHRI 9,94 Y,\9% ¥ 334, 9% 9,498,525, 90% 1% 9qUUR MER L9
T T g wwhy 93%,5¥5,23% 2% 99%,¥05,500 | ¥R39, 33,04 ¥,20%,
R B AR %Y ¥39,050|  95% 90,0%0 Y3 4% £%,5%%,099
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Aure W17 Ypor$ e s ¥,53IU0,UYY %1% 3,303 URIOR | 35U% 50,09 3 %9
SR (gea=) faxia SuwvvEs 90,005,39R,§90 5% T, ¥45,39% Y% 93% 9 ¥99 ¥53 53R
Trghare g <1 939,880,385 30 ¥ 3%% 2% E¥ UYL AR| 4% 53,290 559 9%
It 3,%9%,390,000 -9% 3,%¥%5,0%0,000| q00% -
=g IR IS - U5 U0 | —¥qY £0,¥q5 4%
GIR]T - - -
XM R S - - -
SRISURE] 395,359,539 ¥ 5% VY RUL,GES | 43% q,%0Y %% 500
ST IR T 3,398, 53% ¥ 3% % 3,R3%,335, %93 | 333% Y994 %18 %Y,
FREUT ARIRIYDT FEd Mafdd: 1 - _
3@ e 945 X9& %3], &8O 3¥%|  995,08934,39¥|  ¥% Y 935,749 50¥
o
AR Gl 93,240,259 ¥%9 Y% 2 595,983,84R|  R%% 8503330 £3¥
TR MfRE qR0989¥%0 | _4% JU9R,% 5 499|  -35% ¥ 0%9 3% 4o
P =BT 1,931,398, 949 -3% q,950 334 893| -R¥% 3,338,959 439
ST ¥,939,090 444 ¥\9%, 3,%%9,93%,¥98|  ¥0Y, 3,¥5Y, 290 ¥5%
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gRST<® fAT®YYT (Horizontal Analysis)

e AieaE faE

RXHH W, HI

- 319, 009¢ /0l Q00§ VS 3. 004/0§ 00y VS 3Ma. 063/9Yy
AMWIc AT 066 000 IMYIe HHT w0 001§ JMHIc AT o064y

RIS 9%, ¥ ¥R, 450 30%|  99,053,04%,°H 9% 5,35,5%%,5H
RISECE] 5,2 ¥, R EUR 3% %,535,035,05Y 9% Y, 5% 5%, 043
e A el ¥,%%%,39%,%9% 30%|  ¥,]¥¥,030R¥% ¥%% 3,%0%,09%,0%5
Yoh TAT BARH AT 9% 38R, 9R3 -2% 4,003 430 %% 8% 9% 340,085
b T B = 909299353 4% 33,344,390 *40% §3,905,039
Ga gob X BT e 5O%, ¥4R,¥¥0 9% Q0] XY 4% ¥% 839,4¥3,0%9
g AN, Yob < DT = %,30% &% 34X 3% A% URE MY %% 3EIALEANR
QI AR =T 35% 949909 R% 3YR,0%%,%¥%0 15% 328,504,253
I e A 29%,3%%,9%3 % 90,393,294 5% 18% RE3,33%
ST T STl §,%0%9%%,3%% 9% 1,094,249 RY% ¥ 900 93% 330
Pl &fl yuR/(fauzd) den sra g qERO9EYL M| 59’% 988,293 837 | 9% (39%,§40,95%)
QT HAed AR ¥,39%,03%,09% 4% Y R¥R,0%9 390 5% ¥,39%,99%,99%
THarod @Y
PHAN T 9,%¥9, 929439 %% 9,¥94,9%.3,¥%3 R% 4,039,490,¥ 34
I XA W 334,493,294 % 90z %89, ¥ 0% 0% ©5%,3%%,9%%
B ®edl ¥ uRemes 3%9,%53,39% 39% 9,993,344 0% 1¥053%,R35
HeArE AT ¥Y0I 08|  -U% 3R¥5,%¥%%,00R 9% 489,99%,3%9
R HEred R 15,493,%0% =% 99020592  -£0Y% ¥39%09%3
R e @ 33,359,559 3% QOUSY,200|  -4¥% 39,234,399
I PR AP B J¥IYE0¥ERR | -RU% 3,]¥5,003533 9% J4EE, 30,089
ATPR T
g IR AR ) 3R¥,489,0%% 0% 532 %3%,0%R
RO B (3rT) (3,459,380 %% (3¥3R339) | Ry (999,023, 93¥)
T afi@) Al 9B | R¥% 3,R%9,31%,03% R% 9,543,933, 943
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HfEhem fITSUUT (Vertical Analysis)

g saeemer Ravo

XPH . H
T
TIE G & A 99,0%5,3¥ %, 33¥ %%|  5,0%%34% %03 | 4450,%0%q0Y 4%
OIS TS SHAT I8l A 94,3¥%,%%5,409 5% 90,53%,45%,45Y S%|  9RR09%%,4%0 9%
9 e faxiia e Yol Hioard 3,30% 333 %33 %) R9URRE9RR % 9% Y094 0%
SREfeH (gea—) fasia suaw 10,0%%,33%,39R %[ 54%%,%¥53,36R W%| 9405049, ¥5Y 9%
I AURS TURES 3%%,5%0,000 0% 3%¥0,3%,0,000 0% 339,930,000 0%
S qo R AReEweTs ol |Iuel ¥ SEY,5T¥ Y% 3% 3,399,289,459 % | R,¥RGUTY RS %
AEHSTS Dol TA AU 94,585, ¥ O &% | ¥¥%| 55 ¥5Y 039,3%% BL%| 9% ,999,999, %5 4%
o= S 9% 235 W4T, 0¥ S%|  90,39%,349,09% T%|  R,¥¥T ¥¥E 9RY 5%
arG PR AR £9,¥%0,559 0% - 0% - 0%
TfTeR) (FEIH) BT S 393 ¥ 59,500 0% ¥ UYR,000 0%, ¥5 Y Y 3,000 09,
T BT B - 0% - 0% - 0%
FI FRES 9% RS R¥R 0% q0R,29%,5%R 0% Y%, 99% §39 0%
TR X SUHRI q,944,\9% % 334, 9%| 9,498,5%5,00% %[ 9UURMUER LY 9%
AT Al 3 9RY,5¥5,33% 0% 99%,%¥ 05,500 0% 3,04 %¥,20% 0%
WA HR R R%¥,%¥39,050 0% 90,0%0 %13 09, £%,5%%,099 0%
= R q,%93 33393 1% 1,209,593 899 1%| ¥,%¥45,353%03 X%
ST AR 99%,¥49,R9%,203 |  100% | 93, %90, ¥0R W83 | 900%| 999,%95,¥%&R04| 900%
DGR
S qen fo=i wvererg fae dffe 3940,09%,5%0 % 9,59¢,949,3%4 %)  9,03%,3%5,249 9%
U1 X1 Jpers o dfet ¥ 53R409,4% % 3% 3,303 433,09 % £50,099 % %9 9%
sRAfew (gea—) fasia suaeoes 40,005 39R £90 §%|  ©,¥45,39%,%3% 8%|  8¥98¥53593 9%
arehare g < 939,550,355 30 ¥ M ARSALA RS LA 9% | 532905%939% Y%
RS 3,%9%,30,000 %|  3,%%5,080,000 3% - 0%
g PR IR - 0% 34,495,490 0% %0,¥95 4% 0%
YIRgT - 0% - 0% - 0%
A PR I - 09, - 09, - 09,
SRISURE] 395,359,539 W% | R9¥Y,UY,EES %| 9,%0%,2%%,500 9%
ST TTRYe! Fora 3R 53 ¥ IR 9% 3,33%, %35, ¥R W% Y99 4%\ ] %Y 0%
GRE TRIRATH WIS mafds i 0% - 0% - 09,
go IR WERIEARRERO | 55%| 195,080, R4,NY | 59%| 4I3584950% | %
4o
AR ol 93,240,259 ¥ co%| 2,395 9%3,54R 9,|  8R03 32053 9%
TR MfEE 920,959, %¥ 90 0%|  U9R,9%5,49Y9 %|  ¥,0%9,3%%,45% %%
wifre ATt 9,938,398, 849 9% 9,950 33% £93 %]  2,33%959,4%9 %
STt 4,939,090 444 30|  3,%%9,03%,¥90 3%| R,¥5%,890%¥cY %
IR giEvorR dens T o e | 0,3,3I5%,]¥3 9R% | 99,¥03,09%34% 93% | 9%,¥5%,50% 309 %%
R faf=a @l (Non Controlling ) . _ B ) _
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P R KﬁPgRi MNew Baneshwor, Kathmandu

A ASSOCIATES E-mail: kprassociates@gmail.com
Chartered Accountants Tel: +977-9851138916

Independent Auditor’'s Report
To the Shareholders
or
Kanchan Development Bank Limited

Report on the Audit of the Financial Statements
Opinion

We have audited the accompanying financial statements of Kanchan Development Bank Limited
(referred to as "Bank”), which comprise the statement of financial position as at Ashad 31, 2077 (July
15, 2020), statement of profit or loss account, statement of other comprehensive income, statement
of changes in equity and statement of cash flows for the year ended and a summary of significant
accounting policies and other explanatory information.

In our opinion, the accompanying financial statements present fairly, in material respect, the financial
position of the Bank as at Ashad 31, 2077 (July 15, 2020), its financial performance 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 selection of our report. We are independent of the Bank in accordance with
ICAN's Handbook of Code of Ethics of Professional Accountants, and we have fulfilled our other
ethical responsibilities in accordance with ICAN's Handbook of Code ol Ethics for Professional
Accountants. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Key Auditors Matters
Key Audit Matters are those matters that, in our professional judgment, were of most significance in

the audit of the financial statements of the current period. However, our audit findings have not
necessitated mentioning key audit matters. '

TCAN UDIN: 201124CA00632AAZkK
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Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Nepal Financial Reporting Standards, and for such internal control 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, 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’ financial reporting process.
Auditor's Respansibility for Audit the of the Financial Statement

Our objective is 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 taken
together, they could reasonably be expected to influence the economic decisions of users taken on the
basis these financial statements,

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

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 t resulting from fraud is higher that for one resulting from error, as
fraud may involve collusion, forgery, international omissions, misrepresentations, or the override of
internal control.

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 expressing an opinion on the effectiveness of
the Bank's internal control.

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

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 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 date of our auditor's
report, However, future events or conditions may cause the Bank to cease to continue as a going
concern.

[ICAN UDIN: 201124CA00632AAZKK
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We communicate 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 requirements of Banks and Financial Act, 2073 and Company Act, 2063

We have obtained information and explained asked for, which, to the best of our knowledge and
belief, were necessary for the purpose of our audit. In our opinion, statement of financial position,
statement of profit or loss, statement of comprehensive income, statement of changes in equity and
statement of cash flows including a summary of significant accounting policies and other explanatory
notes have been prepared in all material respect in accordance with the requirements of the
Companies Act, 2063 and are in agreement with the books of account maintained by the Bank; and
proper books of account as required by law maintained by the Bank including relevant records
relating to preparation of the aforesaid financial statements have been kept so far as it appears from
our examination of those books and records of the Bank.

In our opinion, so far as appeared from our examination of the books, the Bank has maintained
adequate capital funds and adequate provisions for possible impairment of assets in accordance with
the directives of Nepal Rastra Bank.

To the best of our information and according to explanations given to us and so far appeared from
our examination of the books of account of the Bank, we have mot come across cases where Board of
Directors or any employees of the Bank have acted contrary to the provisions of law relating to the
accounts, or committed any misappropriation or caused loss or damage to the bank and violated any
directives of Nepal Rastra Bank or acted in a manner to jeopardize the interest and security of the
Bank, its depositopsgand investors:

% 0

&s\w« Pminds ) o)

CA. Krishna Prasad'Ré:g:ji_l,.l“
Principal

For, K.P.R. Associates
Chartered Accountants

Date: 2077/08/09
Place: Kathmandu
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Notes to the financial statement for the year ended

31 Asar, 2077

1. Reporting Entity

Kanchan Development Bank Limited (‘KDBL" or “the Bank”) is
a limited liability company domiciled in Nepal which has been
in operation in Nepal since 2009. The Bank is registered with
the Office of Company Registrar as a public limited company
and carries out banking activities in Nepal under the license
from Nepal Rastra Bank as Class “Kha" licensed institution. It's
registered, and head office is at Bhimdatta-04, Kanchanpur,
Mahendranagar, Nepal.

The Bank offers banking services as licensed of banking
products and services including loans and advances,
deposits, trade finance etc. to wide range of clients
encompassing individuals, corporates, etc. as authorized by
the Nepal Rastra Bank (Central Bank of Nepal).

The Bank is listed on Nepal Stock Exchange and its stock
symbol is “KADBL"

1.1. Subsidiaries

The bank does not have any subsidiaries company during the
reporting period.

2. Basis of Preparation

The financial statements of the Bank have been prepared
on accrual basis of accounting in accordance with Nepal
Financial Reporting Standards (NFRS) as published by the
Accounting Standards Board (ASB) Nepal and pronounced by
The Institute of Chartered Accountants of Nepal (ICAN) and in
the format issued by Nepal Rastra Bank in Directive No. 4 of
NRB Directives, 2076.

The financial statements comprise the Statement of Financial
Position, Statement of Profit or Loss and Statement of Other
Comprehensive Income shown in a single statement, the
Statement of Changes in Equity, the Statement of Cash Flows
and the Notes to the Accounts.

2.1. Statement of Compliance

The financial statements have been prepared and approved
by the Board of Directors in accordance with Nepal Financial
Reporting Standards (NFRS) and as published by the
Accounting Standards Board (ASB) Nepal and pronounced by
The Institute of Chartered Accountants of Nepal (ICAN) and in
the format issued by Nepal Rastra Bank in Directive No. 4 of
NRB Directives, 2076.

These policies have been consistently applied to all the years
presented except otherwise stated.

2.2. Approval of Financial Statements

The approval of financial statements accompanied with notes
to the financial statements have been adopted by the Board
of Directors in its meeting and the Board acknowledges
the responsibility of preparation of financial statements of
the Bank. The approved financial statements have been
recommended for approval by the shareholders in the
forthcoming annual general meeting of the Bank.

2.3. Functional and Presentation Currency

The financial statements are presented in Nepalese Rupees
(NPR) which is the Bank's functional currency. All financial
information presented in NPR has been rounded to the
nearest rupee except where indicated otherwise.

2.4. Use of Estimates, Assumptions and Judgments

The Bank, under NFRS, is required to apply accounting
policies to most appropriately suit its circumstances and
operating environment. Further, the Bank is required to
make judgments in respect of items where the choice of
specific policy, accounting estimate or assumption to be
followed could materially affect the financial statements. This
may later be determined that a different choice could have
been more appropriate.

The accounting policies have been included in the relevant
notes for each item of the financial statements and the effect
and nature of the changes, if any, have been disclosed.

The NFRS requires the Bank to make estimates and
assumptions that will affect the assets, liabilities, disclosure of
contingent assets and liabilities, and profit or loss as reported
in the financial statements. The Bank applies estimates
in preparing and presenting the financial statements and
such estimates and underlying assumptions are reviewed
periodically. The revision to accounting estimates are
recognized in the period in which the estimates are revised
and are applied prospectively.

Disclosures of the accounting estimates have been included
in the relevant sections of the notes wherever the estimates
have been applied along with the nature and effect of changes
of accounting estimates, if any.

2.4.1.

The financial statements are prepared on a going concern
basis, as the Board of the Bank is satisfied that the Bank has
the resources to continue in business for the foreseeable
future. In making this assessment, the Board of Directors

Going Concern
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have considered a wide range of information relating to
present and future conditions, including future projections of
profitability, cash flows and capital resources.

2.5. Changes in Accounting Policies

The bank has changed its accounting policies when required
to ensure compliance with NFRS. The effect of change in
accounting policies at the date of transition has been given to
the retained earning & reserves if applicable.

2.5.1.

The Bank has, for the preparation of financial statements,
adopted the NFRS pronounced by ASB as effective on
September 13, 2013. The NFRS conform, in all material
respect, to International Financial Reporting Standards
(IFRS) as issued by the International Accounting Standards
Board (IASB).

Reporting Pronouncements

However, the Institute of Chartered Accountants of Nepal
(ICAN) vide its notice dated 20 September 2018 has resolved
that Carve-outs in NFRS with Alternative Treatment and
effective period shall be provided to the Banks and Financial
Institutions regulated by NRB on the specific recommendation
of Accounting Standard Board (ASB). The bank has availed
the Carve-outs applicable for the financial year 2019-20,
details of which is mentioned as under.

2.5.2. NAS 39: Financial Instruments: Recognition
and Measurement

- Impracticability to determine transaction cost of all previous
years which is the part of effective interest rate

In para 9, The effective interest rate is the rate that exactly
discounts estimated future cash payments or receipts
through the expected life of the financial instrument or, when
appropriate, a shorter period to the net carrying amount of
the financial asset or financial liability. When calculating the
effective interest rate, an entity shall estimate cash flows
considering all contractual terms of the financial instrument
(for example, prepayment, call and similar options) but shall
not consider future credit losses. The calculation includes
all fees and points paid or received, unless it is immaterial
or impracticable to determine reliably, between parties to
the contract that are an integral part of the effective interest
rate (see NAS 18 Revenue), transaction costs and all other
premiums or discounts. There is a presumption that the cash
flows and the expected life of a group of similar financial
instruments can be estimated reliably. However, in those
rare cases when it is not possible to estimate reliably the
cash flows or the expected life of a financial instrument
(or group of financial instruments), the entity shall use the
contractual cash flows over the full contractual term of the
financial instrument (or group of financial instruments).
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The carve-out is optional and has been provided for the FY
2017-18, 2018-19 & extended upto financial year 2019-20 vide
notice of ICAN dated 2077/05/03. Accordingly, the bank has
opted the carve-out.

2.6. New Standards in issue but not yet effective

For the reporting of financial instruments, NAS 32 Financial
Instruments, Presentation, NAS 39 Financial Instruments
Recognition and Measurements and NFRS 7 Financial
Instruments — Disclosures have been applied. NRFS 9 has
been complied for the classification of Financial Instruments.

A number of new standards and amendments to the existing
standards and interpretations have been issued by IASB after
the pronouncements of NFRS with varying effective dates.
Those become applicable when ASB Nepal incorporates
them within NFRS.

2.7. New Standards and Interpretations Not
adapted

The following amendments are not mandatory for 2020 and
have not been early adopted by the bank. The Bank is still
currently assessing the detailedimpact of these amendments

2.7.1.

IFRS 9 ‘Financial Instruments’ was issued by the IASB in July
2014 and effective internationally for the financials beginning
on or after 1 January 2018. Accounting Standard Board of
Nepal endorsed NFRS 9 Financial Instruments with some
exceptions, mainly in the Impairment. Currently, Incurred
Loss Model as specified in NAS 39 is used. The requirement
of IFRS 9 is Expected Credit Loss Model.

IFRS 9 ‘Financial Instruments’-Impairment

Expected Credit Loss Model (ECL) of Impairment

The Expected Credit Loss (ECL) model is a forward-looking
model. The ECL estimates are unbiased, probability-
weighted, and include supportable information about past
events, current conditions, and forecasts of future economic
conditions.

Under the general approach, IFRS 9 recognizes three
stage approaches to measure expected credit losses and
recognized interest income.

Stage 1 : 12-month ECL - No significantly increased credit
risk Financial instruments that have not had a significant
increase in credit risk since initial recognition require, at
initial recognition a provision for ECL associated with the
probability of default events occurring within the next 12
months (12-month ECL). For those financial assets with
a remaining maturity of less than 12 months, a Probability
of Default (PD) is used that corresponds to the remaining
maturity. Interest will be calculated on the gross carrying
amount of the financial asset before adjusting for ECL



Stage 2 : Lifetime ECL - Significantly increased credit risk
in the event of a significant increase in credit risk since initial
recognition, a provision is required for the lifetime ECL
representing losses over the life of the financial instrument
(lifetime ECL).

Interest income will continue to be recognized on a gross
basis.

Stage 3: Lifetime ECL — Defaulted Financial instruments
that move into Stage 3 once credit impaired and purchases
of credit impaired assets will require a lifetime provision.
Interestincome will be calculated based on the gross carrying
amount of the financial asset less ECL

The management is still assessing the potential impact on
its financial statements, if Expected Credit Loss (ECL) model
is introduced.

2.7.2. IFRS-15: Revenue from contract with
customers:

The IASB issued a new standard for revenue recognition
which overhauls the existing revenue recognition standards.
The standard requires the following five step model
framework to be followed for revenue recognition:

+ ldentification of the contracts with the customer
+ ldentification of the performance obligations in the contract
« Determination of the transaction price

« Allocation of the transaction price to the performance
obligations in the contract (as identified in step ii)

« Recognition of revenue when the entity satisfies a
performance obligation.

The new standard would be effective for annual periods
starting from 1 January 2018 and early application is allowed.
The management is assessing the potential impact on its
financial statements resulting from application of IFRS 15.

IFRS 15 Revenue from contract with customers has not yet
been adopted by the Accounting Standard Board of Nepal.

2.7.3. IFRS 16 ‘Leases’

IFRS 16 ‘Leases’ is effective for annual periods beginning
on or after 1 January 2019. IFRS 16 is the new accounting
standard for leases and will replace IAS 17 ‘Leases’ and
IFRIC 4 ‘Determining whether an Arrangement contains a
Lease’. The new standard removes the distinction between
operating or finance leases for lessee accounting, resulting
in all leases being treated as finance leases. All leases will
be recognized on the statement of financial position with the
optional exceptions for short-term leases with a lease term
of less than 12 months and leases of low-value assets (for
example mobile phones or laptops). A lessee is required to

recognize a right-of-use asset representing its right to use
the underlying leased asset and a lease liability representing
its obligation to make lease payments. The main reason
for this change is that this approach will result in a more
comparable representation of a lessee’s assets and liabilities
in relation to other companies and, together with enhanced
disclosures, will provide greater transparency of a lessee’s
financial leverage and capital employed. The standard
permits a lessee to choose either a full retrospective or a
modified retrospective transition approach.

2.8. Discounting

Discounting has been applied where assets and liabilities are
non-current, and the impact of the discounting is material.

3. Significant Accounting Policies

3.1.

The financial statements have been prepared on historical
cost basis except for the following material items in the
statement of financial position:

Basis of Measurement

« Financialinstruments at fair value through profit or loss are
measured at fair value

« The liability for defined benefit obligations is recognized
as the present value of the defined benefit obligation less
the net total of the plan assets, plus unrecognized actuarial
gains, lessunrecognized past service costandunrecognized
actuarial losses.

3.2. Basis of Consolidation

The bank does not have any subsidiaries & group company
so the disclosure in this section is not applicable.

3.3. Cash and Cash equivalent

Cashandcashequivalentsinclude cashinhand, balances with
B/Fls, money at call & short notice and highly liquid financial
assets with original maturities of three months or less from
the acquisition dates that are subject to an insignificant risk
of changes in their fair value and are used by the Bank in the
management of its short-term commitments.

Cash and cash equivalents are carried at amortized cost in
the statement of financial position.

3.4. Financial Assets and Financial Liabilities

A. Recognition

The Bank initially recognizes a financial asset or a financial
liability in its statement of financial position when, and only
when, it becomes party to the contractual provisions of the
instrument. The Bank initially recognize loans and advances &
deposits andissued on the date that they are originated which
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is the date that the Bank becomes party to the contractual
provisions of the instruments. Investments in equity
instruments, bonds, debenture, Government securities, NRB
bond or deposit auction, reverse repos, outright purchase
are recognized on trade date at which the Bank commits
to purchase/ acquire the financial assets. Regular way
purchase and sale of financial assets are recognized on trade
date at which the Bank commits to purchase or sell the asset.

B. Classification

. Financial Assets

The Bank classifies the financial assets as subsequently
measured at amortized cost or fair value on the basis of the
Bank’s business model for managing the financial assets
and the contractual cash flow characteristics of the financial
assets.

The two classes of financial assets are as follows;

i. Financial assets measured at amortized cost

The Bank classifies a financial asset measured at amortized
cost if both of the following conditions are met:

« The asset is held within a business model whose objective
is to hold assets in order to collect contractual cash flows and

« The contractual terms of the financial asset give rise on
specified dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding.

ii. Financial asset measured at fair value

Financial assets other than those measured at amortized
cost are measured at fair value. Financial assets measured at
fair value are further classified into two categories as below:

« Financial assets at fair value through profit or loss.

Financial assets are classified as fair value through profit or
loss (FVTPL) if they are held for trading or are designated
at fair value through profit or loss. Upon initial recognition,
transaction cost is directly attributable to the acquisition
are recognized in profit or loss as incurred. Such assets are
subsequently measured at fair value and changes in fair
value are recognized in Statement of Profit or Loss.

+ Financial assets at fair value through other comprehensive
income

Investment in an equity instrument that is not held for trading
and at the initial recognition, the Bank makes an irrevocable
election that the subsequent changes in fair value of the
instrument is to be recognized in other comprehensive
income are classified as financial assets at fair value though
other comprehensive income. Such assets are subsequently
measured at fair value and changes in fair value are
recognized in other comprehensive income.
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Il. Financial Liabilities

The Bank classifies its financial liabilities, other than financial
guarantees and loan commitments, as follows;

« Financial Liabilities at Fair Value through Profit or Loss

Financial liabilities are classified as fair value through
profit or loss if they are held for trading or are designated
at fair value through profit or loss. Upon initial recognition,
transaction costs are directly attributable to the acquisition
are recognized in Statement of Profit or Loss as incurred.
Subsequent changes in fair value is recognized at profit or
loss

« 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 using effective interest rate method.

C. Measurement

i. Initial Measurement

A financial asset or financial liability is measured initially at
fair value plus or minus, for an item not at fair value through
profit or loss, transaction costs that are directly attributable
to its acquisition or issue. Transaction cost in relation to
financial assets and liabilities at fair value through profit or
loss are recognized in Statement of Profit or Loss.

ii. Subsequent Measurement

A financial asset or financial liability is subsequently
measured either at fair value or at amortized cost based on
the classification of the financial asset or liability. Financial
asset or liability classified as measured at amortized cost
is subsequently measured at amortized cost using effective
interest rate method.

The amortized cost of a financial asset or financial liability is
the amount at which the financial asset or financial liability is
measured at initial recognition minus principal repayments,
plus or minus the cumulative amortization using the effective
interest method of any difference between that initial amount
and the maturity amount, and minus any reduction for
impairment or un-collectability.

Financial assets classified at fair value are subsequently
measured at fair value. The subsequent changes in fair value
of financial assets at fair value through profit or loss are
recognized in Statement of Profit or Loss whereas of financial
assets at fair value through other comprehensive income are
recognized in other comprehensive income.



3.4.1.

De-recognition of Financial Assets

De-recognition

The Bank derecognizes a financial asset when the contractual
rights to the cash flows from the financial asset expire, or it
transfers the rights to receive the contractual cash flows in a
transaction in which substantially all the risks and rewards of
ownership of the financial asset are transferred or in which
the Bank neither transfers nor retains substantially all the
risks and rewards of ownership and it does not retain control
of the financial asset.

Any interest in such transferred financial assets that qualify
for de-recognition that is created or retained by the Bank is
recognized as a separate asset or liability. On de-recognition
of a financial asset, the difference between the carrying
amount of the asset (or the carrying amount allocated to
the portion of the asset transferred), and the sum of (i) the
consideration received (including any new asset obtained
less any new liability assumed) and (ii) any cumulative gain
or loss that had been recognized in other comprehensive
income is recognized in profit or loss.

Intransactions in which the Bank neither retains nor transfers
substantially all the risks and rewards of ownership of a
financial asset and it retains control over the asset, the Bank
continues to recognize the asset to the extent of its continuing
involvement, determined by the extent to which it is exposed
to changes in the value of the transferred asset.

De-recognition of Financial Liabilities

A financial liability is derecognized when the obligation under
the liability is discharged or canceled or expired. Where an
existing financial liability is replaced by another from the
same lender on substantially different terms, or the terms
of an existing liability are substantially modified, such an
exchange or modification is treated as a de-recognition of
the original liability and the recognition of a new liability. The
difference between the carrying value of the original financial
liability and the consideration paid is recognized in Statement
of Profit or Loss.

3.4.2. Determination of Fair Value

Fairvalueistheamountforwhichanassetcouldbe exchanged,
or a liability settled, between knowledgeable, willing parties
inan arm'’s length transaction on the measurement date. The
fair value of a liability reflects its non-performance risk

The fair values are determined according to the following
hierarchy:

Level 1 fair value measurements are those derived from
unadjusted quoted prices in active markets for identical
assets or liabilities.

Level 2 valuations are those with quoted prices for similar
instruments in active markets or quoted prices for identical
or similar instruments in inactive markets and financial
instruments valued using models where all significant inputs
are observable.

Level 3 portfolios are those where at least one input, which
could have a significant effect on the instrument’s valuation,
is not based on observable market data.

When available, the Bank measures the fair value of an
instrument using quoted prices in an active market for that
instrument. A market is regarded as active if quoted prices
are readily and regularly available and represent actual
and regularly occurring market transactions on an arm'’s
length basis. If a market for a financial instrument is not
active, the Bank establishes fair value using a valuation
technique. Valuation techniques include using recent arm's
length transactions between knowledgeable, willing parties
(if available), reference to the current fair value of other
instruments that are substantially the same, discounted cash
flow analyses.

The best evidence of the fair value of a financial instrument
at initial recognition is the transaction price — i.e. the fair
value of the consideration given or received. However, in
some cases, the air value of a financial instrument on initial
recognition may be different to its transaction price. If such
fair value is evidenced by comparison with other observable
current market transactions in the same instrument
(without modification) or based on a valuation technique
whose variables include only data from observable markets,
then the difference is recognized in profit or loss on initial
recognition of the instrument. In other cases, the difference is
not recognized in profit or loss immediately but is recognized
over the life of the instrument on an appropriate basis or
when the instrument is redeemed, transferred or sold, or the
fair value becomes observable.

All unquoted equity investments are recorded at cost,
considering the non-trading of promoter shares up to the
date of balance sheet, the market price of such shares could
not be ascertained with certainty. Hence, these investments
are recognized at cost net of impairment, if any.

3.4.3.

At each reporting date the Bank assesses whether there is
any indication that an asset may have been impaired. If such
indication exists, the recoverable amount is determined.
A financial asset or a group of financial assets is impaired
and impairment losses are incurred if, and only if, there is
objective evidence of impairment as a result of one or more
events occurring after the initial recognition of the asset (a
loss event), and that loss event (or events) has an impact

Impairment
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on the estimated future cash flows of the financial asset or
group of financial assets that can be reliably estimated.

The Bank considers the following factors in assessing
objective evidence of impairment:

+ Significant financial difficulties of the counterparties.

« Breach of contract, such as a default or delinquency in
interest or principal payments.

« Granting special concession to the counterparties.

»  WheretheBankconsentstoarestructuring of the obligation,
resulting in a diminished financial obligation, demonstrated
by a material forgiveness of debt or postponement of
scheduled payments.

« Probability of Bankruptcy or Restructuring of the
counterparties.

+ Others indicators like death of the counterparties, location
could not be located etc

The Bank considers evidence of impairment for loans and
advances and held-to-maturity investment securities at both
a specific asset and collective level. All individually significant
loans and advances and held-to-maturity investment
securities are assessed for specific impairment. Those
found not to be specifically impaired are then collectively
assessed for any impairment that has been incurred but not
yet identified.

Loans and advances and held-to-maturity investment
securities that are not individually significant are collectively
assessed for impairment by grouping together loans and
advances and held-to-maturity investment securities with
similar risk characteristics. Impairment test is done on
annual basis for trade receivables and other financial assets
based on the internal and external indication observed.

In assessing collective impairment, the Bank uses statistical
modeling of historical trends of the probability of default,
the timing of recoveries and the amount of loss incurred,
adjusted for management'’s judgment as to whether current
economic and credit conditions are such that the actual losses
are likely to be greater or less than suggested by historical
trends. Default rates, loss rates and the expected timing of
future recoveries are regularly benchmarked against actual
outcomes to ensure that they remain appropriate.

« Impairment losses on assets measured at amortized cost
As per NAS 39

Financial assets carried at amortized cost (such as amounts
due from Banks, loans and advances to customers as well as
held-to—maturity investments is impaired, and impairment
losses are recognized, only if there is objective evidence as
a result of one or more events that occurred after the initial
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recognition of the asset. The amount of the loss is measured
as the difference between the asset's carrying amount and
the deemed recoverable value of loan.

Loans and advances to customers with significant value
(Top 50 borrowers representing from each 5 categories.)are
assessed for individual impairment test. The recoverable
value of loan is estimated on the basis of realizable value of
collateral and the conduct of the borrower/past experience of
the bank. Assets that are individually assessed and for which
no impairment exists are grouped with financial assets with
similar credit risk characteristics and collectively assessed
forimpairment. The credit risk statistics for each group of the
loan and advances are determined by management prudently
being based on the past experience. For the purpose of
collective assessment of impairment bank has categorized
assets in to six broad products as follows:

i. Revolving Loan

ii. Term Loan

iii. HP (Commercial Loans)
iv. Deprived sector Loans

v. Others

If, in a subsequent year, the amount of the estimated
impairment loss increases or decreases because of an event
occurring after the impairment was recognized, the previously
recognized impairment loss is increased or reduced by
adjusting the other reserves and funds (impairment reserve)
in other comprehensive income and statement of changes in
equity. If a future write—off is later recovered, the recovery is
credited to the 'Income Statement..

As per Loan Loss Provision of Nepal Rastra Bank

Loan loss provisions in respect of non-performing loans and
advances are based on management’s assessment of the
degree of impairment of the loans and advances, subject to
the minimum provisioning level prescribed in relevant NRB
guidelines. Provision is made for possible losses on loans
and advances including bills purchased at 1% to 100% on the
basis of classification of loans and advances, overdraft and
bills purchased in accordance with NRB directives.

Policies Adopted

As per the Carve out notice issued by ICAN, the Bank has
measured impairment loss on loan and advances as the
higher of amount derived as per norms prescribed by Nepal
Rastra Bank for loan loss provision and amount determined
as per paragraph 63 of NAS 39.

+ Impairment of investment in equity instrument classified as
fair value through other comprehensive income

Where objective evidence of impairment exists for available-



for-sale financial assets, the cumulative loss (measured as
the difference between the amortized cost and the current
fair value, less any impairment loss on that financial asset
previously recognized in the statement of profit or loss) is
reclassified from equity and recognized in the profit or loss. A
significant or prolonged decline in the fair value of an equity
security below its cost is considered, among other factors
in assessing objective evidence of impairment for equity
securities.

If, in a subsequent period, the fair value of a debt instrument
classified as available-for-sale increases and the increase
can be objectively related to an event occurring after the
impairment loss was recognized, the impairment loss is
reversed through the statement of profit or loss. Impairment
losses recognized in the profit or loss on equity instruments
are not reversed through the profit or loss.

3.5. Trading Assets

Trading assets and liabilities are those assets and liabilities
that the Bank acquires or incurs principally for the purpose
of selling or repurchasing in the near term or holds as part of
a portfolio that is managed together for short-term profit or
position taking.

The bank does not have trading assets as on the reporting
date so the disclosure in this section is not applicable.

3.6. Derivatives Assets and Derivative Liabilities

The bank does not have trading assets as on the reporting
date so the disclosure in this section is not applicable.

3.7. Property and Equipment

A. Recognition and Measurement

The cost of an item of property and equipment shall be

recognized as an asset, initially recognized at cost, if, and

only if:

« itis probable that future economic benefits associated with
the item will flow to the entity; and

« The cost of the item can be measured reliably.

« Costincludes expenditure that is directly attributable to the
acquisition of the asset. The cost of self-constructed assets
includes the following:

« the cost of materials and direct labor;

« anyother costs directly attributable to bringing the assets to
a working condition for their intended use;

« when the Bank has an obligation to remove the asset or
restore the site, an estimate of the costs of dismantling and
removing the items and restoring the site on which they are
located; and

« Capitalized borrowing costs.

The Bank adopts cost model for entire class of property and
equipment. Neither class of the property and equipment
are not measured at revaluation model nor is their fair
value measured at the reporting date. The items of property
and equipment are measured at cost less accumulated
depreciation and any accumulated impairment losses.

Purchased software that is integral to the functionality of the
related equipment is capitalized as part of that equipment.

Subsequent expenditure is capitalized if it is probable that
the future economic benefits from the expenditure will flow
to the Bank. Ongoing repairs and maintenance to keep the
assets in working condition are expensed as incurred. Any
gain or loss on disposal of an item of property and equipment
(calculated as the difference between the net proceeds from
disposal and the carrying amount of the item) is recognized
within other income in profit or loss.

Assets with a value of less than NPR 1,000 are charged
off to revenue irrespective of their useful life in the year of
purchase.

B. Capital Work in Progress

Fixed assets under construction and cost of assets not ready
for use are shown as capital work in progress.

The bank does not have a capital work in progress as on the
reporting date.

C. Depreciation

Depreciation on other assets is calculated using the straight-
line method to allocate their cost to their residual values over
their estimated useful life as per management judgment as
follows:

Group Useful Life (In Years)
Computer 6
Furniture& Fittings 10
Office Equipment 10
Vehicle 10
Building 30
Leasehold Lower of 15 Years or Lease Period

D. De-recognition

The carrying amount of Property and Equipment shall be
derecognized on disposal or when no future economic
benefits are expected from its use or disposal. The gain or
loss arising from the de-recognition of an item of property
and equipment shall be included in profit or loss when the
item is derecognized (unless on a sale & lease back).The gain
shall not be classified as revenue.

Depreciation method, useful lives and residual value are
reviewed at each reporting date and adjusted, if any.
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3.8. Intangible Assets/ Goodwill
Goodwill

The bank does not have goodwill as on the reporting date.

Acquired Intangible Assets

Intangible assets are initially measured at fair value, which
reflects market expectations of the probability that the future
economic benefits embodied in the asset will flow to the Bank
and are amortized on the basis of their expected useful lives.

Computer software

Acquired computer software licenses are capitalized on the
basis of the costs incurred to acquire and bring to use the
specific software. Costs associated with the development
of software are capitalized where it is probable that it will
generate future economic benefits in excess of its cost.
Computer software costs are amortized on the basis of
expected useful life. Costs associated with maintaining
software are recognized as an expense as incurred.

At each reporting date, these assets are assessed for
indicators of impairment. In the event that an asset's carrying
amount is determined to be greater than its recoverable
amount, the asset is written down immediately.

Software is amortized on a straight-line basis in profit or loss
over its estimated useful life, from the date that it is available
for use. The estimated useful life of software for the current
and comparative periods is five years. Software assets with
costs less than Rs. 1,000 are charged off on purchases as
revenue expenditure.

Amortization methods, useful lives and residual values are
reviewed at each reporting date and adjusted if appropriate.

3.9. Investment Property/Non-Current Assets Held
for Sale

Investment Property

The separate disclosure is made for investment property in
financials. The investment property was presented at cost.
Non-Current Assets Held for Sale

The bank does not have any noncurrent assets held for sale
as on the reporting date.

3.10.Income Tax

Tax expense comprises current and deferred tax. Current tax
and deferred tax are recognized in profit or loss except to the
extent that they relate to items recognized directly in equity
or in other comprehensive income.

A. Current Tax

Current tax is the expected tax payable or recoverable
on the taxable income or loss for the year, using tax rates
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enacted or substantively enacted at the reporting date, and
any adjustment to tax payable in respect of previous years.
Current tax payable also includes any tax liability arising
from the declaration of dividends.

B. Deferred Tax

Deferredtaxis recognizedin respect of temporary differences
between the carrying amounts of assets and liabilities
for financial reporting purposes and the amounts used for
taxation purposes. Deferred income tax is determined using
tax rate applicable to the Bank as at the reporting date which
is expected to apply when the related deferred income tax
asset is realized or the deferred income tax liability is settled.

Deferred tax assets are recognized where it is probable
that future taxable profit will be available against which the
temporary differences can be utilized.

3.11.Deposits, debts securities issued and
subordinated liabilities

A. Deposits

The Bank accepts deposits from its customers under saving
account, current, term deposits and margin accounts which
allow money to be deposited and withdrawn by the account
holder. These transactions are recorded on the bank>s books,
and the resulting balance is recorded as a liability for the
Bank and represents the amount owed by the Bank to the
customer.

B. Debt Securities Issued

It includes debentures, bonds or other debt securities issued
by the Bank. Bank does not have any debt securities issued
as on the reporting date.

C. Subordinated Liabilities

Subordinated liabilities are those liabilities which at the event
of winding up are subordinate to the claims of depositors,
debt securities issued and other creditors. The bank does not
have any of such subordinated liabilities.

3.12.Provisions

The Bank recognizes a provision if, as a result of past event,
the Bank has a present constructive or legal obligation that
can be reliability measured and it is probable that an outflow
of economic benefit will be required to settle the obligation.

A disclosure for contingent liability is made when there is
a possible obligation or a present obligation that may but
probably will not require an outflow of resources. When there
is a possible obligation or a present obligation in respect of
which the likelihood of outflow of resources is remote, no
provision or disclosure is made.



A provision for onerous contract is recognized when the
expected benefits to be derived by the Bank from a contract
are lower than the unavoidable cost of meeting its obligation
under the contract.

Provisions are reviewed at each reporting date and adjusted
to reflect the current best estimate. If it is no longer probable
that an outflow of resources would be required to settle the
obligation, the provisionisreversed. Contingent assets are not
recognized in the financial statements. However, contingent
assets are assessed continually and if it is virtually certain
that an inflow of economic benefits will arise, the asset and
related income are recognized in the period in which the
change occurs.

3.13.Revenue Recognition

Revenue is the gross inflow of economic benefits during the
period arising from the course of the ordinary activities of
an entity when those inflows result in increases in equity,
other than increases relating to contributions from equity
participants. Revenue is recognized to the extent it is probable
that the economic benefits will flow to the Bank and the
revenue can be reliably measured. Revenue is not recognized
during the period in which its recoverability of income is not
probable. The Bank’s revenue comprises of interest income,
fees and commission, cards income, remittance income, etc.
and the bases of incomes recognition are as follows:

A. Interest Income

For income from loans and advances to customers, initial
charges are not amortized over the life of the loan and
advances as the income so recognized closely approximates
the income that would have been derived under effective
interest rate method. The difference is not considered
material. The Bank considers that the cost of exact calculation
of effective interest rate method exceeds the benefit that
would be derived from such compliance.

The effective interest method is a method of calculating the
amortized cost of a financial asset or a financial liability and
of allocating the interest income or interest expense over
the relevant period. The effective interest rate is the rate
that discounts estimated future cash payments or receipts
through the expected life of the financial instrument or,
when appropriate, a shorter period, to the net carrying
amount of the financial asset or financial liability. When
calculating the effective interest rate, the Bank estimates
cash flows considering all contractual terms of the financial
instrument (for example, prepayment options) but does not
consider future credit losses. As per the Carve-out Notice
issued by ICAN, the calculation includes all fees paid or
received between parties to the contract that are an integral
part of the effective interest rate, transaction costs and
all other premiums or discounts unless it is immaterial or

impracticable to determine reliably, between parties to the
contract that are an integral part of the effective interest rate,
transaction costs and all other premiums or discounts.

B. Fees & Commission

Fees and commissions are recognized on an accrual basis
when the service has been provided or significant act
performed whenever the benefit exceeds cost in determining
such value. Whenever, the cost of recognizing fees and
commissions on an accrual basis exceeds the benefit in
determining such value, the fees and commissions are
charged off during the year.

C. Dividend Income

Dividend income is recognized when right to receive such
dividend is established. Usually this is the ex-dividend date
for equity securities. Dividends are presented in net trading
income, net income from other financial instruments at fair
value through profit or loss or other revenue based on the
underlying classification of the equity investment.

D. Net Trading Income

Net trading income comprises gains less losses related to
trading assets and liabilities, and includes all realized and
unrealized fair value changes, interest, dividends and foreign
exchange differences.

Bank does not have such kind of income.

E. Net Income from other financial instrument at fair
value through Profit or Loss

Net income from other financial instruments at fair value
through profit or loss relates to non-trading derivatives
held for risk management purposes that do not form part
of qualifying hedge relationships and financial assets and
liabilities designated at fair value through profit or loss.
It includes all realized and unrealized fair value changes,
interest, dividends and foreign exchange differences.

Bank does not have such kind of income.

3.14.Interest expense

Interest expense on all financial liabilities including deposits
are recognized in profit or loss using effective interest rate
method.

3.15.Employees Benefits

A. Short Term Employee Benefits

Short term employee benefit obligations are measured on an
undiscounted basis and are expensed as the related service
is provided. A liability is also recognized for the amount
expected to be paid under bonus required by the Bonus Act,
2030 to pay the amount as a result of past service provided

www.nmbbanknepal.com

1



WR

by the employee and the obligation can be estimated reliably
under short term employee benefits.

B. Short-term employee benefits include all the following
items (if payable within 12 months after the end of the
reporting period):

+ wages, salaries and social security contributions,
+ paid annual leave and paid sick leave,
+ profit-sharing and bonuses and

« non-monetary benefits

C. Post-Employment Benefits

Post-employment benefit plan includes the followings;

i. Defined Contribution Plan

A defined contribution plan is a post-employment benefit
plan under which the Bank pays fixed contributions into a
separate entity and has no legal or constructive obligation to
pay further amounts. Obligations for contributions to defined
contribution plans are recognized as personnel expenses in
profit or loss in the periods during which related services are
rendered.

Contributions to a defined contribution plan that is due more
than 12 months after the end of the reporting period in which
the employees render the service are discounted to their
present value.

All employees of the Bank are entitled to receive benefits
under the provident fund, a defined contribution plan, in which
both the employee and the Bank contribute monthly at a pre-
determined rate of 10% of the basic salary. The Bank does not
assume any future liability for provident fund benefits other
than its annual contribution. The bank is considering 8.33% of
basic salary or gratuity as per bank’ policy whichever is more
beneficent to the employees.

ii. Defined Benefit plan

A defined benefit plan is a post-employment benefit plan
other than a defined contribution plan. The Bank'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 for their service
in the 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 Bank recognizes all actuarial gains and losses net of
deferred tax arising from defined benefit plans immediately
in other comprehensive income and all expenses related to
defined benefit plans in employee benefit expense in profit or
loss.
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The Bank recognizes gains and losses on the curtailment
or settlement of a defined benefit plan when the curtailment
or settlement occurs. The gain or loss on curtailment or
settlement comprises any resulting change in the fair value
of plan assets, any change in the present value of the defined
benefit obligation, any related actuarial gains and losses and
any past service cost that had not previously been recognized.

iii. Termination Benefits

Termination benefits are recognized as an expense when the
Bank is demonstrably committed, without realistic possibility
of withdrawal, to a formal detailed plan to either terminate
employment before the normal retirement date, or to provide
termination benefits as a result of an offer made to encourage
voluntary redundancy. Termination benefits for voluntary
redundancies are recognized as an expense if the Bank has
made an offer of voluntary redundancy, it is probable that the
offer will be accepted, and the number of acceptances can
be estimated reliably. If benefits are payable more than 12
months after the reporting date, then they are discounted to
their present value.

3.16.Leases

Lease payments under an operating lease shall be recognized
as an expense on a straight-line basis over the lease term
unless either:

(@) Another systematic basis is more representative of the
time pattern of the user’s benefit even if the payments to the
lessors are not on that basis; or

3.17.Foreign Currency Translation

The financial statements are presented in Nepalese Rupees
(NPR).

The bank does not have carried out foreign currency
transactions during the reporting period.

3.18.Financial guarantee and loan commitment

Financial guarantees are contracts that require the Bank to
make specified payments to reimburse the holder for a loss
it incurs because a specified debtor fails to make payment
when due in accordance with the terms of a debt instrument.
Loan commitments are firm commitments to provide credit
under pre-specified terms and conditions.

Loan commitment is the commitment where the Bank has
confirmed its intention to provide funds to a customer or on
behalf of a customer in the form of loans, overdrafts, future
guarantees, whether cancellable or not, or letters of credit
and the Bank has not made payments at the reporting date,
those instruments are included in these financial statements
as commitments.



3.19.Share Capital and Reserves

The Bank classifies capital instruments as financial liabilities
or equity instruments in accordance with the substance of
the contractual terms of the instruments. Equity is defined as
residual interest in total assets of the Bank after deducting all
its liabilities. Common shares are classified as equity of the
Bank and distributions thereon are presented in statement of
changes in equity.

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

Incremental costs directly attributable to the issue of an equity
instrument are deducted from the initial measurement of the
equity instruments considering the tax benefits achieved
thereon.

The reserves include retained earnings and other statutory
reserves such as general reserve, capital redemption
reserve, regulatory reserve, investment adjustment reserve,
staff training and development fund, CSR reserve etc.

The amount transfer to regulatory reserve during the year is
as of the bank is as follows:

Particulars As at 31 As at 31
Asar 2077 Asar 2076
Accrued Interest on Loans and Advances recognized as Income 93,60,145 42,91,745
Provision of Non - Banking Assets (Investment Property) 93,96,224 -
Deferred Tax Assets (7,28,196) 42,28,369
Actuary Losses (17,33,010) 36,52,020
Fair value adjustment of Equity Shares (6,41,704) 52,85,080
Bargain Gain - -
Total 1,56,53,459 1,74,57,215

3.20.Earnings per share including diluted

The Bank presents basic and diluted earnings per share
(EPS) data for its ordinary shares. The basic EPS is calculated
by dividing the profit or loss attributable to ordinary
shareholders of the Bank by the weighted average number of
ordinary shares outstanding during the period. Diluted EPS
is determined by adjusting the profit or loss attributable to
ordinary shareholders and the weighted average number
of ordinary shares outstanding for the effects of all dilutive
potential ordinary shares.

3.21.Segment Reporting

The Bank is organized for management and reporting
purposes into segments such as Retail Banking, Corporate
Banking, Deprived Sector Banking, Treasury and Other
Banking. The segment results that are reported include
items directly attributable to a segment as well as those that
can be allocated on a reasonable basis. Unallocated items
comprise mainly common assets, head office expenses, and
tax assets and liabilities.

4. Disclosures and Additional Information

4.1. Risk Management

The bank does not have a separate risk management
department considering the size of the organization. However
the Assets & Liabilities Committee (ALCO) 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, Risk Management
Committee and the Board to discuss the reports thereon and
issue instructions as appropriate.

i. Risk Management Committee

Board of Directors is the supreme authority of the Bank
and is responsible to frame and implement robust policies
and framework for effective compliance of regulation and
direction issued by the regulatory authority. BOD ensures
the strategies, policies and procedure is in accordance with
the risk appetite/tolerance limit for effective management
of risk within the Bank. The board understands the nature
of risk of the bank, and periodically reviews reports on
risk management, including policies and standards, stress
testing, liquidity and capital adequacy through the reporting
by the Risk Management Committee and the Asset- Liabilities
Management Committee.

Pursuant to the NRB directive on corporate governance, the
Bank has established Risk Management Committee with
well-defined terms of reference in line the NRB directive. At
least four meeting is conducted on annual basis however
number of meeting can be increased as per the requirement.
The committee supervises overall risk management of
the Bank broadly classified as liquidity risk, market risk,
operational risk and credit risk
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ii. Risk Governance

Bank has a policies and procedures to mitigate the risk at
enterprises level arising to the bank and has inculcated risk
culture among the employees by establishing ownership
mentality, capacity building programs, well defined job
responsibilities and inhabiting good ethical culture.

Through its Risk Management Framework, the Bank seeks
to efficiently manage credit, market and liquidity risks
which arise directly through the Bank’s activities as well as
operational, regulatory and reputational risks which arise as
a normal consequence of any business undertaking.

The Risk Management Committee is responsible for the
establishment of, and compliance with, policies relating to
management risk, supply risk, production risk, demand risk
and collection risk.

The Assets and Liabilities Committee is responsible for the
management of capital and establishment of, and compliance
with, policies relating to balance sheet management,
including management of liquidity, capital adequacy and
interest rate exposure and tax exposure.

The bank’s risk governance structure is such that the
responsibility for maintaining risk within the banks risk
blanket is cascaded down from the Board to the appropriate
functional, client business, senior management and
committees. Information regarding material risk issues and
compliance with policies and standards is communicated
through the business, functional, senior management and
committees.

iii. Internal Control

The Board is responsible for ensuring the Bank has
appropriate internal control framework in place that
supports the achievement of the strategies and objectives.
The various functions of the Bank should be looked upon with
a view to establish a proper control mechanism is in place
during expansion and growth 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.

The Board has set policies and procedures of risk
identification, risk evaluation, risk mitigation and control/
monitoring, in line with the NRB directives has effectively
implemented the same at the Bank.

The effectiveness of the bank’s internal control system
is reviewed regularly by the Board, its Committees,
Management and Internal Audit department.
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The Internal Audit monitors compliance with policies/
standards and the effectiveness of internal control
structures across the Bank through regular audit. The audits
observations are reported to the Chief Executive Officer and
Business Heads forinitiatingimmediate corrective measures.
Internal Audit reports are periodically forwarded to the Audit
Committee for review and the committee issues appropriate
corrective action in accordance with the issue involved to the
respective department or branches.

4.1.1. Credit Risk

Credit risk is the probability of loss of principle and reward
associated with it due to failure of counterparty to meet its
contractual obligations to pay the Bank in accordance with
agreed terms. The Credit Risk Monitoring and Reporting
Framework/ have been prepared in order to mitigate/
minimize the credit risk of the Bank through appropriate
monitoring and reporting framework established within the
Bank.

Bank has implemented various System/ Policies/
Procedures/ Guidelines for the effective management of
Credit Risk. For the purpose of assessment of credit risk of
the bank, following activities were carried out:

« Current system/ policies/ procedures/ guidelines
formulated were gone through;

« Actual Exposure of credit limit product wise, segment wise
were checked against Risk Appetite, tolerance limit mentioned
in Respective Product Paper Guidelines, Credit Policy and
Credit Risk Management Policy;

« Review of various reports prepared by the Departments
such as Account Monitoring Report, Loan Overdue Report,
Loan Report, and NRB reports.

Credit Risk Management is ultimately the responsibility of
the Board of Directors hence Overall strategy as well as
significant policies has to be reviewed by the board regularly.
Further, Senior Management is responsible for implementing
the bank’s credit risk management strategies and policies
and ensuring that procedures are put in place to manage
and control credit risk and the quality of credit portfolio in
accordance with these policies.

i. Maximum exposure to credit risk

The bank has financial assets consisting mainly of loans &
advances and investments at amortized cost. In these cases,
the maximum exposure to credit risk is the carrying amount
of the related financial assets.



ii. Credit quality of neither past due nor impaired and past due or impaired

The table below shows the credit quality by class of asset for all financial assets exposed to credit risk, based on the Bank’s

internal credit rating system.

NPR in 000.
Particulars Neciituhee;;'a ® e =l e=ic =P I\:jrs: :i:aen Ir!divid_ually Total
e 90 days to 180 days 180 days impaired
Financial Assets
Assets carried at Amortized Cost
Cash and cash equivalent 20,85,307.13 - - - - 20,85,307.13
Due from Nepal Rastra Bank 308,368.60 - - - - 3,08,368.60
Placement with Bank and Financial } ) ) )
Institutions
Loans and advances to customers 39,57,708.53 5,38,989.61 3,77,053.40 1,42,892.05 - 50,16,643.59
Loan and advances to B/Fls 243,232.96 - - - - 2,43,232.96
Fair Value through Profit and Loss ) _ _ _
(FVTPL)
Derivative financial instruments. - - - -
Fair Value through Other - - - - -
Comprehensive Income (FVTOCI) - - - -
Investment securities 44,696.74 - - - - 44,696.74
Investment in subsidiaries - - - -
Total 66,39,313.96 | 5,38,989.61 | 3,77,053.40 | 1,42,892.05 -| 76,98,249.02

4.1.2. Market Risk

Market risk is the risk that the fair value or future cash flows
of a financial instrument will fluctuate because of changes
in market prices. Market risk comprises three types of risk:
foreign exchange rates (currency risk), market interest rates
(interest rate risk) and market prices (price risk).

i. Currency Risk:

Foreign exchange risk is the potential for the Bank to
experience volatility in the value of its assets, liabilities and
solvency and to suffer actual financial losses as a result of
changes in value between the currencies of its assets and
liabilities and its reporting currency.

The Bank does not have carried outany transactions in foreign
currency & do not owned any assets in foreign currency.

ii. Interest Rate Risk

Interest rate risk is the risk that the fair value or future cash
flows of a financial instrument will fluctuate because of
changes in market interest rates.

The major interest rate risk that the Company is exposed to is
the discount rate for determining

iii. Equity Price Risk

Equity price risk is the risk that the fair value or future
cash flows of a financial instrument will fluctuate because
of changes in equity prices (other than those arising from
interest rate risk or currency risk), whether those changes
are caused by factors specific to the individual financial
instrument or its issuer, or by factors affecting all similar
financial instruments traded in the market.

The bank's equity price risk exposure relates to financial
investment held at FVTOCI, whose values fluctuate as a result
of changes in market prices.

4.1.3. Liquidity Risk

Bank recognize Market Risk as the possibility for loss of
earnings or economic value to the Bank caused due to
adverse changes in the market level of interest rates or prices
of securities (equity), foreign exchange rates and commaodity
price fluctuation, as well as the volatilities, of those prices.
While Liquidity risk is chances of failure of a bank to meet
obligations as they become due. Effective liquidity risk
management helps ensure the Bank's ability to meet its
obligations as they fall due without adversely affecting the
Bank’s financial condition and reduces the probability of
developing of an adverse situation.
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Liquidity risk is defined as the risk that the Bank will encounter difficulty in meeting obligations associated with financial
liabilities that are settled by delivering cash or another financial asset. Liquidity risk arises because of the possibility that the
Bank 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 illiquid asset positions
is not available to the Bank on acceptable terms. To limit this risk, management has arranged for diversified funding sources in
addition to its core deposit base and adopted a policy of managing assets with liquidity in mind and monitoring future cash flows
and liquidity on daily basis. The Bank has developed internal control processes and contingency plans for managing liquidity
risk. This incorporates an assessment of expected cash flows and the availability of high grade collateral which could be used
to secure additional funding as required.

The following table depicts the maturity profile of the investment portfolio on an undiscounted cash flow basis which is designed
and managed to meet the required level of liquidity as and when liquidity outgo arises taking into consideration the time horizon
of the financial liabilities of the business.

Amount in ‘000

Particulars Le;SO:::?‘n3 3 to 6 months 6 to 1 year Mc;rc;et::n Total
Assets
Cash and cash equivalent 20,85,307.13 - - - 20,85,307.13
Due from Nepal Rastra Bank 3,08,368.60 - - - 308,368.60
Placement with Bank and Financial ) ) ) ) )
Institutions
Derivative financial instruments. - - - -
Other trading assets - - - - -
Loan and advances to B/Fls 2,43,232.96 - - - 243,232.96
Loans and advances to customers 44,96,698.14 3,77,053.40 1,29,770.63 13,121.42 50,16,643.59
Investment in subsidiaries - - - -
Total 71,33,606.83 3,77,053.40 1,29,770.63 13,121.42 76,53,552.28
Liabilities
Due to Bank and Financial Institutions 70,019.96 - - - 70,019.96
Due to Nepal Rastra Bank
Derivative financial instruments - - -
Deposits from customers 46,14,727.05 1,86,417.17 4,75,499.05 17,04,095.58 69,80,738.85
Borrowing - - - - -
Other liabilities 62,488.74 - - - 62,488.74
Debt securities issued - - -
Total 47,47,235.75 1,86,417.17 4,75,499.05 17,04,095.58 71,13,247.55

4.1.4. Operational risk

Operational Risk is defined as the risk of potential loss resulting from inadequate or failed internal processes, people and
systems or from the impact of external events, including legal risks for the bank. Operational Risk is pervasive across all the
functions of the Bank and is influenced by all resources, including human resource, systems and procedural designs, deployed
by the Bank to carry out those functions. Operational Risk can be caused by both internal and external sources such as fraud,
business interruptions, system failures, damage to physical infrastructure, failure in execution and service delivery, inherent
risks in products, customers, inadequacy in procedures or flawed process designs, and business practices. The risk can occur
in any business function or the business supporting functions.
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The Bank is committed to be governed with a strong culture of risk management and ethical business practices and therefore
to averse it from potentially damaging operational risk events and is in a sound position to deal effectively with those events
that do occur. The actions of the board and senior management, and policies, processes and systems provide the foundation
for a sound risk management culture

Bank seek to minimize our exposure to operational risky use of key control standards, key control self-assessments and key
risk indicators as toolkits to identify, assess, monitor and control operational risk events through timely acknowledgement
of emerging threats and underlying vulnerabilities. The Bank shall also ensure highest level of governance standards and
adherence to Code of Conduct and robust compliance to all regulatory as well as the Bank's internal policy, procedures and
guidelines.

Effective policies, procedural guidelines and standard operating procedure are crucial tools for sound risk management.
Therefore, adequacy and effectiveness of the policies and procedures and their effective implementation is closely monitored
by the department to ensure that they have continuing relevance in line with regulatory requirement and adjusts to dynamic
risk environment of the industry.

4.2. Capital Management

4.2.1. Qualitative disclosures

The bank is assessing capital adequacy as per the framework as provided in Unified Directive-2076, directive no.1 as issued by
the Nepal Rashtra Bank.

The bank is calculating, assessing, analyzing & monitoring the capital adequacy periodically.

The Board shall be primarily responsible for ensuring the current and future capital needs of the bank in relation to strategic
objectives. The management shall review and understand the nature and level of various risks that the bank is confronting
in the course of different business activities and how this risk relates to capital levels and accordingly implement sound risk
management framework specifying control measures to tackle each risk factor.

4.2.2. Quantitative disclosures

A. Capital Structure and Capital Adequacy

www.nmbbanknepal.com
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Capital Adequacy Table

At the month end of Ashadh, 2077

(Rs. in ‘000)
1.1 RISK WEIGHTED EXPOSURES Current Period Previous Period
a Risk Weighted Exposure for Credit Risk 5,013,735.87 5,545,434.25
b Risk Weighted Exposure for Operational Risk 365,252.59 335,370.71
c Risk Weighted Exposure for Market Risk - -
Total Risk Weighted Exposures (Before adjustments of Pillar Il) 5,378,988.46 5,880,804.96
Adjustments under Pillar Il
SRP 6.4a (5) | ALM policies & practices are not satisfactory, add 1% of net interest income to RWE - -
SRP 6.4a (6) | Add.....% of the total deposit due to insufficient Liquid Assets - -
SRP 6.4a(7) | Add RWE equvalent to reciprocal of capital charge of 5 % of gross income. 150,801.10 -
SRP 6.4a (9) g;vvléerall risk management policies and precedures are not satisfactory. Add ....% of ) )
SRP 6.4a (10) | If desired level of disclosure requirement has not been achieved, Add .....% of RWE - -
Total Risk Weighted Exposures (After Bank’s adjustments of Pillar II) 5,529,789.56 5,880,804.96
1.2 CAPITAL Current Period Previous Period
(A) Core Capital (Tier 1) 707,700.75 694,548.34
a Paid up Equity Share Capital 584,430.00 531,300.00
b Irredeemable Non-cumulative preference shares
c Share Premium - -
d Proposed Bonus Equity Shares
e Statutory General Reserves 93,188.37 82,171.46
f Retained Earnings 30,082.38 85,305.25
g Un-audited current year cumulative profit/(loss) - -
h Capital Redemption Reserve - -
i Capital Adjustment Reserve - -
j Dividend Equalization Reserves - -
k Other Free Reserve - -
L Less: Goodwill - -
m Less: Deferred Tax Assets - 4,228.37
n Less: Fictitious Assets - -
) Less: Investment in equity in licensed Financial Institutions - -
p Less: Investment in equity of institutions with financial interests - -
q Less: Investment in equity of institutions in excess of limits - -
r Less: Investments arising out of underwriting commitments - -
s Less: Reciprocal crossholdings - -
t Less: Purchase of land & building in excess of limit and unutilized - -
u Less: Other Deductions - -
Adjustments under Pillar Il
SRP 6.4a(1) | Less: Shortfall in Provision - -
SRP 6.4a(2) | Less: Loans & Facilities extended to related parties and restricted lending - -
(B) Supplementary Capital (Tier 2) 54,737.43 48,466
a Cumulative and/or Redeemable Preference Share - -
b Subordinated Term Debt - -
c Hybrid Capital Instruments - -
d General loan loss provision 54,437.43 47,543.41
e Exchange Equalization Reserve
f Investment Adjustment Reserve 300.00 922.54
[o} Asset Revaluation Reserve
h Other Reserves
Total Capital Fund (Tier | and Tier Il) 762,438.18 743,014.30
1.3 CAPITAL ADEQUACY RATIOS Current Period Previous Period
Tier 1 Capital to Total Risk Weighted Exposures (After Bank's adjustments of Pillar Il) 12.80% 11.81%
Tier 1 and Tier 2 Capital to Total Risk Weighted Exposures(After Bank's adjustments of Pillar Il) 13.79% 12.63%
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r Assets

At the month end of Ashadh, 2077
(Rs. in ‘000)
S.No. Assets Gross Amount Specific Provision Net Balance
1 Cash and Cash Items in Transit - - -
2 Oh;lfiscellaneous Expenditure not written 5.500.05 ) 5.500.05
3 Fixed Assets 127,555.18 - 127,555.18
4 Interest Receivable on Other ) ) )
Investment
5 Interest Receivable on Loan 21,669.67 - 21,669.67
6 Non Banking Assets 14,914.64 - 14,914.64
7 Reconciliation Account - - -
8 Draft Paid Without Notice - - -
9 Sundry Debtors 24,854.81 - 24,854.81
10 Advance payment and Deposits 1,115.46 - 1,115.46
11 Staff Loan and Advance 6,980.79 - 6,980.79
12 Stationery - - -
13 Other 2,770.40 - 2,770.40
TOTAL 205,360.99 - 205,360.99
Risk Weighted Exposure for Operational Risk
At the month end of Ashadh, 2077
(Rs. in ‘000)
Fiscal Year
S.N. Particulars
2073/074 2074/075 2075/076
1 Net Interest Income 165,146.43 188,285.53 254,044.60
2 Commission and Discount Income 9,224.29 37,143.09 43,738.05
3 Other Operating Income 19,168.31 4,857.60 2,098.58
4 Exchange Fluctuation Income
5 Additio_n/Deduction in Interest Suspense during 6.812.29 (1.734.65) 1.721.06
the period
6 Gross income (a) 200,351.33 228,551.57 301,602.28
7 Alfa (b) 15% 15% 15%
8 Fixed Percentage of Gross Income [c=(axb)] 30,052.70 34,282.73 45,240.34
9 Capital Requirement for operational risk (d) 36525.26 } )
(average of c)
10 Risk Wei.ght. (reciprocal of capital requirement 10 ) )
of 10%) in times (e)
11 Equivalent Risk Weight Exposure [f=(dxe)] 365,252.59 - -
SRP 6.4a (8) Adjustments under Pillar Il (If Gross Income for the last three years is negative)
1 Total Credit and Investment (net of Specific _ _ B
Provision) of releted month
Capital Requirement for Operational Risk (5% of
2 net credit and investment) ) ) )
3 Risk Wei.ght. (reciprocal of capital requirement 10 ) )
of 10%) in times
4 Equivalent Risk Weight Exposure (g) - - -
5 Equivalent Risk Weight Exposure [h=f+g] 365,252.59 - -
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Net Liquid Assets to Total Deposit Ratio

At the month end of Ashadh, 2077

(Rs. in ‘000)
Particulars Amount
A Total Deposit & Borrowing 7,050,758.81
1. Total Deposits (as per NRB Ni. Fa. 9.1) 7,050,758.81
2. Total Borrowings (as per NRB Ni. Fa. 9.1) -
B Liquid Assets 2,393,675.74
1. Cash(as per NRB Ni. Fa. 9.1) 82,607.19
2. Bank Balance (as per NRB Ni. Fa. 9.1) 463,368.60
3. Money at call and short notice (as per NRB Ni. Fa. 9.1) 1,847,699.94
4. Investments in government securities (as per NRB Ni. Fa. 9.1) -
5. Placements upto 90 days -
C Borrowings payable upto 90 days -
D Net Liquid Assets (B-C) 2,393,675.74
E Net Liquid Assets to Total deposit (D/A1) 33.95%
F Shortfall in Ratio No Shortfall
G Percentage of deposit to be added to RWE -
H Amount to be added to risk weighted exposures -

Summary of Bank’s internal approach to assess the adequacy of capital to support current and future activities, if
applicable

To achieve the long term plans the Bank prepares annual Budgets/ Operating/ Tactical plans as stipulated in the Budget
Policy and strategy Document of the Bank. To ensure that the Bank'’s capital adequacy commensurate to demand of the
Bank’s capital required by the business planning, the Management and the Board prudently and proactively engage on
ongoing process of capital and risk assessment, scenarios testing, monitoring and reporting as per the bank'’s policy.

The Bank has also formulated the Assets & Liabilities (ALCO) committee which periodically analyze the capital adequacy,
risk & other factors like vulnerability of the Bank under various stress situations typically, application of “what if” scenarios,
especially in the problematic identification of low frequency but high severity events and identifying expected and unexpected
losses. It focuses on capturing the impact of large, but still plausible events and understanding the overall risk profile in a
coherent and consistent framework, including impact analysis on earnings, solvency and liquidity.

Such reports are being prepared on a monthly and quarterly basis and circulated to relevant departments, and tabled in
Assets Liability Committee (ALCO) meeting. Further quarterly reports are presented to the Risk Management Committee
and the Board for review and discussions.

i. Summary of the terms, conditions and main features of all capital instruments, especially in case of subordinated term

debts including hybrid capital instruments

Ordinary share capital: The Bank has only one class of equity shares having a par value of Rs. 100 per share. Each holder of
equity shares is entitled to one vote per share. In the event of liquidation of the Bank, holder of equity shares will be entitled
to receive remaining assets of the Bank after distribution of preferential amount. The distribution will be in proportion to the
number of equity shares held by the shareholders.

The bank does not have any subordinate debt & hybrid instruments.
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B. Amount of NPAs (both Gross and Net)

NPR in ‘000’
Current Year Previous Year
Particulars
Gross NPAs Net NPAs Gross NPAs Net NPAs
Restructured / Reschedule Loans - - - -
Sub Standard Loans 1,760.65 1,760.65 4.598 4.598
Doubtful Loans 56,045.52 56,045.52 2.934 2.934
Loss 32,815.73 32,815.73 3.666 3.666
Total NPAs 90,621.90 90,621.90 11,198 11,198
4.2.3 Compliance with external requirement
The bank has complied with external requirement of capital as required.
4.3 Classification of financial assets and financial liabilities
NPR in ‘000.
Financial assets Notes Asat Asat
15-Jul-20 16-Jul-19
Carrying Value Fair Vale Carrying Value Fair value
Assets
Assets carried at Amortised Cost
Cash and cash equivalent 4.1 20,85,307 20,85,307 16,29,587 16,29,587
Due from Nepal Rastra Bank 4.2 3,08,369 3,08,369 79,399 79,399
Placement with Bank and Financial Institutions 4.3
Loans and advances to customers 4.7 52,59,876 52,59,876 4,525,045 4,525,045
Total 76,53,552 76,53,552 6,234,031 6,234,031
Fair Value through Profit and Loss (FVTPL)
Derivative financial instruments. L4 - - - -
Fair Value through Other Comprehensive Income - - - -
Investment securities 4.8 45,969 44,697 49,338 45,532
Investment in subsidiaries 4.10 - - - -
Total 45,969 44,697 49,338 45,532
Liabilities
Liabilities carried at Amortised Cost
Due to Bank and Financial Institutions 4.17 70,020 70,020 389,558 389,558
Due to Nepal Rastra Bank 4.18 - - - -
Deposits from customers 4.20 69,80,739 69,80,739 55,36,510 55,36,510
Debt securities issued 4.24 - - - -
Total 70,50,759 70,50,759 5,926,068 5,926,068
Fair Value through Profit and Loss (FVTPL)
Derivative financial instruments 419 - - - -
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4.4 Operating Segment Information
4.4.1 General Information
Reportable Segments

Business segments have been identified and reported taking into account, the target customer profile, the nature of products
and services, the differing risks and returns, the organization structure, the internal business reporting system. The Bank
operates in the following segments:

Corporate Banking

The loans provided to customers valuing more than NPR 1 Crore are classified under Corporate Banking. The interest income
from corporate loans, fee incomes generated out of such loans, earned through LC/BG are revenue items of this segment.
Expenses of this segment comprises of interest expenses on deposits used for providing corporate loans, personnel expenses
and operating expenses as well as provision for loss created for such loans.

Retail Banking

The loans provided to other than corporate customers i.e. individuals are classified under Retail Banking. The interest income,
fee incomes generated out of such loans are revenue items of this segment. Expenses of this segment comprises of interest
expenses on deposits used for providing Retail loans, personnel expenses and operating expenses as well as provision for loss
created for such loans.

Deprived Sector lending (DSL) Banking

The loans provided to deprived sectors of the society directly (say to agricultural sectors) or indirectly (say to the organizations
working for the upliftment of poor are classified under DSL Banking. The interest income, fee incomes generated out of such
loans are revenue items of this segment. Expenses of this segment comprises of interest expenses on deposits used for
providing DSL loans, personnel expenses and operating expenses as well as provision for loss created for such loans.

Treasury

The balance lying with the banks invested in governmental bonds, treasury bills, placements, forex trading and shares of
other Organizations come under this segment. The interest income of bonds and bills, dividend income are revenue items of
this segment. Expenses of this segment comprises of interest expenses on deposits used for making investments, personnel
expenses and operating expenses as well as provision for loss created for such investments.

Others

All other revenues and expenses which cannot be classified to the above-mentioned segments fall under this segment. The
income from sale of assets, other fees and commission are revenue items of this segment. Un-attributable personnel expenses,
operating expenses and written off assets are expense items of this segment.

Corporate Banking, Retail Banking, DSL Banking, and Treasury comprise of at least 75%of our total revenue. Hence, these
operations are treated as reportable segments and the remaining are classified under other segments
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4.4.2 Information about profit or loss, assets and liabilities

NPR in ‘000
Particulars c;;ﬁﬁ::;e BEE:::\[Q D;:;i‘;id Treasury Others Total

Revenues from external customers 1,00,284 1,06,007 37,281 48,726 13,280 3,05,578
Inter Segment Revenues 17,182 10,751 1,302 2,143 12,225 43,602
Net revenue 83,102 95,256 35,978 46,583 1,055 2,61,974
Interest Revenue 3,75,077 2,18,173 67,102 70,182 3,415 7,33,976
Interest Expense 2,91,975 1,22,916 31,124 23,599 2,360 4,71,973
Net Interest Revenue 83,102 95,256 35,978 46,583 1,055 2,61,974
Depreciation and Amortization 6,760 2,846 721 500 200 11,026
Segment Profit/ (Loss) 48,448 20,397 5,165 3,253 4067 81,330
Entity’s Interest in the profit or loss of associates ) _ _ ) ) )
accounted for using equity method

Other Material Non- Cash Items - - - - - -
Impairment of assets 37,465 15,667 3,974 - - 57,106
Segment Assets 49,35,456 | 20,77,677 5,26,088 1,57,064 1,57,064 | 78,53,349
Segment Liabilities 44,70,286 | 18,81,913 4,76,519 1,42,265 1,42,265 | 71,13,248

4.4.3 Measurement of operating segment profit or loss, assets and liabilities

The bank has identified the key segments of business on the basis of nature of operations that assists the Management
Committee of the bank in decision making process and to allocate the resources. It will help the management to assess the
performance of the business segments. Intra segment revenue and costs are accounted as per the policy of the bank.

4.4.4 Reconciliation of reportable, segment revenues, profit or loss, assets and liabilities

Revenue NPR in ‘000
Total revenue for reportable segments 7,61,911
Other revenues 15,640

Elimination of intersegment revenues

Entity’s revenue 7,77,551
Profit or Loss NPR in ‘000
Total profit or loss for reportable segments 77,263
Other profit or loss 4,067
Elimination of intersegment profits -
Profit before income tax 81,330
Assets NPR in ‘000
Total assets for reportable segments 76,96,148
Other assets 1,57,064
Total assets 78,53,212
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Liabilities NPR in '000
Total liabilities for reportable segments 69,71,001
Other assets 1,42,265
Total liabilities 71,13,266

4.4.5 Information about product and services

Amount in '000.

S.N. Departments Revenue

1 Corporate Banking 3,92,259
A Working Capital Loan 6,458
B Business Term Loan 4,556
C HP Commercial Loan 40,990
D Overdraft Loan 39,446
E Kanchan Business Term 46,842
F Kanchan Business 0D 2,09,157
G Working Capital Revolving 44,207
H TopUp Business Revolving 602
| Top Up Business Term 0.93
2 Retail Banking 2,28,924
A Real Estate Loan 2,423
B Home Loan 57,089
C FD Loan 8,345
D Share Loan 4,858
E Employment Loan 153
F Personal Revolving 4,811
G Personal Installment 4,706
H Education Loan 2,167
I Top Up Consumer Revolving 33
J Top Up Consumer Term 8
K Personal Loan 440
L Kanchan Sajilo 0D 55,925

Kanchan Sajilo Term 25,231
M Kanchan Service Loan Revolving 25,056
N Kanchan Service Loan Term 21,901
0 Fixed Capital Term 13,058
P Demand Loan 2,530
Q Short Term Loan 190
3 Deprived Sector Lending 68,404
A Agricultural Loan 11,817
B Deprived Agriculture 534
C Deprived Service Loan 815
D Deprived Other Loan 554
E Micro Agriculture 858
F Micro Service 1867
G Micro Other 25
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H Micro Seasonal 12
I Agricultural Revolving 10,960
J Saral Biu Bijan Loan 8
K Deprived Indirect 40,953
4 Treasury 72,324
A Interest on Call Account 70,182
B Other 2,142
5 Other services 15,640
Others 15,6340

Total 7,77,551

4.4.6 Information about geographical areas

Revenue from following geographical areas

Amount in ‘000

(a) Domestic

7,77,551

Province 1

Province 2

Gandaki Pradesh

Province 4

Province 5

Karnali Pradesh

Sudur Paschim Pradesh

7,77,551

(b) Foreign

Total

7,77,551

The bank is providing banking services in the 5 districts of sudurpaschim Pradesh only.

4.4.7 Information about major customers

Revenue from single customer doesn’t exceed 10% of total revenue

4.5 Share Options and Share based Payment

The Bank do not have a policy for share options to its employees. Similarly, during the year the Bank has not made any payments

or settlements by issuing new shares.

4.6 Contingent Liabilities and Commitment: The Details of contingent liability is given below:
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4.6.1 Contingent Liability

NPR in ‘000
Particulars Asat Asat
15-Jul-20 16-Jul-19
Claims on Bank but not Accepted by the Bank - -
Letter of Credit (Full Amount) - -
a. Letter of Credit With Maturity Less than 6 Months - -
b. Letter of Credit With Maturity More than 6 Months - -
Rediscounted Bills - -
Unmatured Guarantees/Bonds - -
a. Bid Bonds - -
b. Performance Bonds - -
c. Other Guarantee/Bonds - -
Unpaid Shares in Investment - -
Forward Exchange Contract Liabilities - -
Bills under Collection - -
Acceptances and Endorsements - -
Underwriting Commitments - -
Irrevocable Loan Commitments 277,122.02 270,604.66
Guarantees issued against Counter Guarantee of Internationally Rated Foreign _ )
Banks
Advance Payment Guarantees - -
Financial Guarantees 29,856.87 33,950
Contingent Liabilities on Income Tax - -
Unpaid Guarantee Claims - -
Total 3,06,978.89 3,04,554.66
4.7 Related Party Disclosures
The Bank identifies the following as the related parties under the requirements of NAS 24.
Name Relationship
Shiv Singh Karki, Chairman Director
Khageshwor Bohara, Director Director
Hikmat Bahadur Shah, Director Director
Bharat Bahadur Rokaya, Director Director
Bishnu Singh Bist, Director Director
Niranjana Pandey, Director Director
Biru Ram Jaishi, CEO Key Management Personnel
Anoj Saud, Chief Credit Officer Key Management Personnel
Shankar Bahadur Karki, Chief Operation/GSD Officer Key Management Personnel
Janma Raj Timilsaina, Chief Finance Officer Key Management Personnel
Anju Bhatt, Chief Reporting Key Management Personnel
Kamala Sharma Bhatta, Chief Human Resources and Chief Recovery Officer Key Management Personnel
Lokendra Bhatta, Chief Credit Administration Key Management Personnel
Gajendra Narayan Bista, Chief IT Key Management Personnel
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4.7.1 Board Member Allowances and Facilities

The Board of Directors has been paid board meeting fees of NPR 5, 88,500/- during the fiscal year. There were 25 Board
Meetings conducted during the fiscal year.

The Chairperson and other members of the Board are paid NPR 4,500 and NPR 4,000 per meeting respectively for Board and
Board Level Committees meeting.

Meeting fees paid to three Board Level Committees are as follows:
Amount in NPR

Board Level Committees No of Meetings Meeting Allowance
Assets Money Laundering Prevention Committee 7 28,000
Audit Committee Meeting 6 48,000
KarmachariSewa Suvidha Meeting 2 8,000
Risk Management Committee 6 48,000
Total 1,32,000

As approved by the 9th Annual General Meeting held on 5th January 2019, each Board Memberhas been provided with a monthly
allowance of NPR 2,000 for telephone, newspaper and mobile expenses. The total amount paid as monthly allowances to the
board members during the fiscal year amounted to NPR 1,44,000.

4.7.2 Loans and Advances extended to Promoters:

The Bank has not extended any loans to promoters during the year.

4.7.3 Compensation Details for Key Management Personnel

The compensation paid to the members of management committee except CEO has been depicted in table below;

S.N. Particulars Amount in NPR

1 | Short Term Employee Benefits 99,68,050.21

2 | Post-Employment Benefits -

3 | Other Long-Term Benefits -

4 | Termination Benefits (Gratuity and Sick Leave Encashment) 6,34,674.09-

5 | Share Based Payment -

Total of Key Management Personnel Compensation 1,06,02,724.3

Key management personnel are also provided with the following benefits:
iii. Benefits as per the Employee Terms of Service By-laws,

The Salary and benefits paid to the CEQ are as follow:

Particulars SELEEne Provident Fund Bonus & Welfare Other Perquisites Total Income
Allowances
Biru Ram Jaishi 36,72,766.66 1,20,000/- 9,34,073.04 63,159.19 47,89,998.89
Total 36,72,766.66 1,20,000/- 9,34,073.04 63,159.19 47,89,998.89
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4.7.4 Transaction with Subsidiaries

The bank’s does not have subsidiaries.

4.8 Merger and Acquisition

There are no merger or acquisitions transaction during the reporting period. However bank is acquired by the NMB Bank
Limited & joint operation is started from 7th of Bhadra, 2077.

4.9 Additional Disclosures of non-consolidated entities

The bank’s does not have any subsidiaries.

4.10 Events after reporting date

The Bank monitors and assesses events that may have potential impact to qualify as adjusting and / or non-adjusting events
after the end of the reporting period. All adjusting events are adjusted in the books with additional disclosures and non-adjusting
material events are disclosed in the notes with possible financial impact, to the extent ascertainable. Bank is acquired by the
NMB Bank Limited & joint operation is started from 7th of Bhadra, 2077.

4.11 Rebate & Relaxation due to COVID-19

As per the direction of Nepal Rashtra Bank, the bank has provided the rebate of 2% in the interest rate to the borrower in the last
quarter of the financial year by reducing interest rate in CBS. The estimated amount of rebate is Rs.70 Lakh.

As per the circular issued by the Nepal Rashtra Bank regarding the loan which were good category in Paush ,2076 can be
classified as Watch List in Asar, 2077 if actual provison to be booked as on Asar, 2077 is higher, the bank has availed this
relaxation due to which the actual provision before availing this relaxation is reduced by Rs. 1,62,49,641.93/-
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