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DISCLOSURE AS PER BASEL II:
As of Ashad End 2068 (16 July, 2011)

1. Capital structure and capital adequacy

. Tier 1 capital and a breakdown of its components;
Particulars NPR in ‘000
Paid Up Capital 2,000,000
Share Premium 25,965
Statutory General Reserves 96,748
Retained Earnings 6,437
Profit/Loss of Current year 13,110
Core Capital 2,142,261
. Tier 2 capital and a breakdown of its components;
Particulars NPR in ‘000
General Loan Loss Provision 117,065
Exchange Equalization Reserves 10,284
Investment Adjust Reserve 74
Supplementary Capital 127,423
. Detailed information about the Subordinated Term Debts with information on the outstanding amount,

maturity, and amount raised during the year and amount eligible to be reckoned as capital funds.

- The bank does not have any Subordinated Term Debts
. Deductions from capital;

- There is no item to be deducted from capital.

. Total qualifying capital;

Particulars NPR in ‘000
Core Capital 2,142,261
Supplementary Capital 127,423
Total Qualifying Capital (Total Capital Fund) 2,269,684

. Capital Adequacy Ratio;
- 16.11%

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

Bank’s current paid up capital has reached to NPR 2 Billion after issuance of Right share of NPR 500 Million.
Bank’s activities are weighed in terms of risk and return in light of capital requirement. Bank has established a
culture whereby return on capital needs to be justified in light of risk involved in each investing and operating
activity. In order to assess the adequacy of capital, all major risks such as credit, credit concentration,
operational, market, liquidity, reputational etc are identified, measured and reported on periodic basis. These
are monitored by the Bank’s board and senior management periodically in addition to the monthly review

and certification by the Internal Audit and Compliance Department of the Bank.

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

Bank does not have any other capital instruments except fully paid equity shares as qualifying capital
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2.

Risk Exposures

Risk weighted exposures for Credit Risk, Market Risk and Operational Risk;
Particulars NPR in ‘000
Risk weighted exposures for Credit Risk 13,288,888
Risk weighted exposures for Market Risk 500,967
Risk weighted exposures for Operational Risk 23,444
Add: 2% on Total Risk Weighted Exposure as directed by NRB 276,266
Total 14,089,565

Risk Weighted Exposures under each of 11 categories of Credit Risk;

NPR in ‘000

Claims on government & central bank -
Claims on Public sector entity 148,074
Claims on banks 358,576
Claims on corporate & securities firms 5,443,019
Claims on regulatory retail portfolio 1,249,381
Claims secured by residential properties 471,570
Claims secured by commercial real state 2,369,829
Past due claims 893,978
High risk claims/Other Loans 897,031
Other assets 1,029,182
Off balance sheet items 428,249
Total 13,288,888

Total Risk Weighted Exposure calculation table;
Particulars NPR in ‘000
Risk weighted exposures for Credit Risk 13,288,888
Risk weighted exposures for Market Risk 500,967
Risk weighted exposures for Operational Risk 23,444
Add: 2% on Total Risk Weighted Exposure as directed by NRB 276,266
Total Risk Weighted Exposure 14,089,565
Total Capital Fund 2,269,684
Total Capital to Total Risk Weighted Exposures 16.11%

Amount of NPAs (both Gross and Net) in NPR

O Restructure/Reschedule Loan

" Nil

O Substandard Loan

] Gross - NPR 64,925,051

" Net - NPR 48,693,788

[ Doubtful Loan

" Gross - NPR 1,716,748

" Net - NPR 858,374

[ Loss Loan

L] Gross - NPR 99,988,143

. Net - Nil

NPA ratios

[ Gross NPA to gross advances

1.40%
O Net NPA to net advances
0.43%
€Y =T A1 gRiaeT R0%9/%s % 9 QAT AT




. Movement of Non Performing Assets

Amount in NPR
Non Performing Assets Category This Year Last Year Change
Substandard Loan 64,925,051 19,010,390 45,914,661
Doubtful Loan 1,716,748 11,561,622 (9,844,874)
Loss Loan 99,988,143 - 99,988,143
. Write off of Loans and Interest Suspense
- Nil
. Movements in Loan Loss Provisions and Interest Suspense
Amount in NPR
This Year Last Year Change
Loan Loss Provision 234,143,123 122,527,184 111,615,939
Interest Suspense 51,515,107 14,981,950 36,533,157
. Details of additional Loan Loss Provisions
There is increase in provision by NPR 111,615,939.
. Segregation of Investment Portfolio into held for trading, Held to maturity and available for sale
Category.
Investment Portfolio Amount in NPR ‘000’
Held for trading NIL
Held to Maturity 2,644,491
Available for Sale 3,700

Risk Management Function

1.1

Framework to Manage Credit Risk

The Bank’s Credit Risk Management philosophy is oriented towards measurement of probability of
default/loss, identifying possible risks for the same and finding mitigations on an ongoing basis. The
policies and procedures for the same are detailed in the Credit Policy Guide (CPQG) of the bank, which
are communicated to the concerned staff. The CPG encourages avoidance of name lending. It clearly
identifies Higher Risk Lending areas and guidelines for managing these risks.

The CPG also emphasizes on the following:

v Risk Assessment All risks including repayment ability are identified, mitigations

justified and duly approved.

On various parameters ranging from financial, industry,

management, security, etc.

Dual signatory system for all its risk assets underwriting, with

one originator and one approver.

v' Risk Grading

v' Credit Approval

Units Involved in the Management of Credit Risks: Pre-Approval

The bank has a separate Credit Risk Unit, which independently reviews all credit underwritings before
approval and upholds the bank’s credit underwriting standards. The Credit Risk Unit not only adds value to
our credit underwriting business but acts to facilitate business units to move towards a sound growth mode.
The function is thus not limited to compliance only but also moves in the direction of a knowledgeable guide
to the bank’s risk appetites.

Units Involved in the Management of Credit Risk: Post-Approval

1.

e T gfvaeT 0%89/%a

Credit Administration Department

A separate Credit Administration Department, independent from Business Units, takes care of execution
of security documentation as per approval terms and limit implementation part. All legal documents
are vetted by the Legal Department before implementation of limits in the system, in order to mitigate
risks of wrong execution of documents.

The Bank undertakes annual review of credit files and portfolio reviews of all retail EMI loans. Early
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ii.

iii.

iv.

Alerts are discussed at various committees and Irregularity Reports are generated to escalate issues of
irregularities. Appropriate portfolio or accounts strategies, including exit, if required, are discussed at
various committees.

Management Credit Sub Committee

This is a management level committee chaired by the CEO. It monitors the overall credit portfolio
of the bank on a monthly basis. It reviews loan concentrations, yields, early alerts, etc. and actively
discusses control mechanisms needed for better risk management.

Recovery Cell

Functioning from within the Credit Risk Unit, the cell actively monitors and follows up delinquent
accounts in order to achieve effective recovery of loans in default.

High Risk Assets Team (HRAT)

The HRAT works in order to control damage to the risk assets books of the bank by moving ahead with
legal recovery actions as per the bank’s Credit Administration Manual and Non Performing Assets/Non
Banking Assets (NPA/NBA) Policies in cases of chronic defaulters. Representatives from Business,
Legal, Credit Administration, Credit Risk departments make this a highly independent team, targeted
towards initiating actions of the last resort aimed to recover amounts defaulted.

Further, the Bank has adopted the following approaches for effective management of Credit Risk

i) Management of Credit Risk by Portfolio Management

¢ Internal control over disbursement and payments
e Independent Collateral operations
e Covenant monitoring
e Reporting(regulatory and MIS)
e Monitoring of overdue accounts

ii) Management of Credit Risk by Loan Review Mechanism
The Bank uses the following methods to diagnose and manage the credit risk by initiating appropriate
measures:
e Identify loans with potential weaknesses
e Evaluate portfolio quality & identify potential problem areas
e Adequacy and adherence to credit policies
e Reviewing Compliance
e MIS for top management

iii) Credit Audit
The Bank also emphasizes on the frequent credit audit recognizing that such risk based credit audit
also helps to manage the credit risk by presenting and advising the appropriate suggestions to the
management on an ongoing basis.

iv) Provisioning
The Bank assesses the risk of default to ensure that adequate provisioning for the possible loan loss
is made as this is a critical measure of managing the credit risk. The provisioning is construed as
in-house insurance for possible loan loss.

v) Credit Approval Discretions (CAD)
The Board of Directors of the Bank has established a framework for approving the credit exposures. The
BOD has delegated CAD to the CEO and through him to other individuals whose capacity to exercise
authority prudently has been adequately assessed. All CAD are subject to periodic review.

1.2 Framework to Manage Market Risk

i)

Interest Rate Risk

For managing the interest rate risk the Bank has adopted the following principles as appropriate:

1.

2.
3.
4

Bank’s interest rate policies and procedures are clearly defined.

Identify the risk inherent even in new products and activities.

Major hedging or risk management initiatives are approved in advance.

Establish and enforce operating limits and other practices that maintain exposures within levels
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consistent with other internal policies.

5. Have adequate information systems for measuring, monitoring, controlling and reporting interest rate
exposures.

6. Have an adequate system of internal controls over the interest rate risk management process.

7. Fundamental component of internal control system involves regular independent reviews and evaluations

of the effectiveness of the system.

8. Ensuring that appropriate revisions or enhancements to internal controls are made.
i)  Foreign Exchange Fluctuation Risk

The Bank’s open currency position limits, with respect to both overnight and possible intra-day positions and stop-
loss limits as applicable are established by the CEO taking into consideration the relevant regulatory requirements.
The following techniques have been used as appropriate for mitigating foreign exchange fluctuation risk:

1.  Maintaining Exchange Fluctuation Fund.

2. Hedging of such risk.

3. Forward/Option covers.

iii) Liquidity Risk

Asset and Liability Committee (ALCO) of the Bank assists the CEO and management with oversight of asset
and liability management (including liquidity risk management) and compliance with the Assets Liability
Management (ALM) Policy approved by the Board.

ALCO monitors the Bank’s liquidity risk position through periodic liquidity reports and takes the necessary
actions to match asset and liability positions both on- and off-balance sheet in such a way that the Bank is
able to meet its obligations in a timely manner.

The objective of the Bank’s liquidity risk management framework is to ensure that the Bank is able to meet their
funding requirements as they fall due under a range of market conditions. The primary liquidity objective is to fund
in a way that will facilitate growth (and income) in core businesses under a wide range of market conditions.

1.3 Framework to Manage Operational Risk
The Bank gives utmost importance to management of operational risk on an ongoing basis with emphasis on
developing and enhancing a “risk aware” and “compliance oriented” culture within the organization. Bank’s
operational risk management framework is based on the following key pillars:
o Implementation of well documented operational manuals/guidelines covering all operational area
within the Bank.
Clear segregation of duties between sales and operations across all business lines.
Independent reconciliation functions for regular reconciliation.
Regular MIS report to monitor account/business activities on an ongoing basis.
Independent and effective Internal Audit Process. Internal Audit functions are directly under Board’s
Audit Committee consisting of non-executive directors. Internal audit of branches/departments are
conducted on a quarterly basis and reports are reviewed by the Audit Committee. Appropriate corrective
measures, including trainings for staff, are taken on the basis of audit recommendations.

O O O O

o Dual approval system for all transactions.

o Well defined Operational Authorities across all levels.

o Development and implementation of Business Continuity and Business Resumption plan across all
operational functions.

o Regular testing of Disaster Recovery Plan for IT functions.

o Adequate protection of Bank’s assets. Bank’s Operational Risk Management framework has been

further strengthened by establishing an Operational Risk Management Department (ORMD) which
continuously monitors and ensures that a robust system of internal control permeates across all business
and operations of the Bank.

3 Types of eligible Credit Risk Mitigation used and the benefits availed under CRM.
Credit risk mitigants used are deposits and cash margin held within the bank, and deposits held with other
banks and financial institutions, which fulfill minimum capital adequacy requirement, with a supervisory
haircut as defined by NRB.
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