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PKF T. R. Upadhya & Co. PK?

INDEPENDENT AUDITOR'S REPORT
The Shareholders of NIC Asia Bank Limited

Report on the Financial Statements

We have audited the accompanying financial statements of NIC Asia Bank Ltd (the “Bank”) and the consolidated
financial statements of the Bank and its subsidiaries (collectively referred to as the “Group”), which comprise the
statement of financial position as at 32 Ashad 2075 (16 July 2018), the statement of profit or loss, the statement of
other comprehensive income, the statement of changes in equity and the statement of cash flows for the year then
ended, and a summary of significant accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
Nepal Financial Reporting Standards (NFRSs), 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.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit
in accordance with Nepal Standards on Auditing. Those standards require that we comply with relevant ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are
free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the Bank's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Bank and its subsidiaries internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management of the Bank, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence obtained by us and the audit evidence obtained by the other auditors in terms of
their reports referred to in the Other Matters paragraph below, is sufficient and appropriate to provide a basis for our
audit opinion on the financial statements.

Opinion

In our opinion, the financial statements of the Bank and the consolidated financial statements of the Group present
fairly, in all material respects, the financial position of the Bank and the Group as at 32 Ashad 2075 (16 July 2018),
and its financial performance and its cash flows for the year then ended in accordance with Nepal Financial Reporting
Standards (NFRSs)

Other Matters

We did not audit the financial statements and other financial information of 2 subsidiaries, whose financial statements
reflect total assets of Rs 1150.31 million and net assets of Rs 280.34 million as at 16 July 2018 and net profit of Rs
10.13 million and net cash inflows amounting to Rs 93.07 million for the year then ended. These financial statements
and other financial information have been audited by other auditors whose reports have been furnished to us by the
Management, and our opinion on the financial statements in so far as it relates to the accounts and disclosures
included in respect of these subsidiaries, are based solely on the report of the other auditors.

Our opinion on the financial statements and our report on Other Legal and Regulatory Requirements below, is not
modified in respect of the above matters with respect to our reliance on the work done and the reports of the other
auditors.

124, Lal Colony Marg, Lal Durbar, Kathmandu, Nepal
Tel:+ 977 01 4410927, +977 01 4420026, Fax: +977 014413307 pkf.trunco.com.np

PKF T. R. Upadhya & Co. is a member of the PKF international Limited network of legally independent firms and does not accept any responsibility or liability for
the actions or inactions of any other individual member or firms.
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Report on the Other Legal and Regulatory Requirements

We have obtained information and explanations 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, profit or loss, other
comprehensive income, changes in equity and cash flows, have been prepared in accordance with the requirements
of the Companies Act, 2063 and are in agreement with the books of account maintained by the Bank and its
subsidiaries included in the Group; and proper books of account as required by law maintained by the Bank and its
subsidiaries included in the Group 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 and the
reports of the other auditors.

In our opinion, so far as appeared from our examination of the books, the Bank has maintained adequate capital
funds and adequale 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 and the audit reports issued by other auditors necessary for the purpose of our
audit, we have not come across cases where Board of Directors or any employees of the Bank and its subsidiaries
have acted contrary to the provisions of law relating to the accounts, or committed any misappropriation or caused
loss or damage to the Group and violated any directives of Nepal Rastra Bank or acted in a manner to jeopardise the
interest and security of the Bank, its depositors and investors.

L.

Sanjeev Kumar Mishra
Partner

PKF T R Upadhya & Co.
Chartered Accountants

Kathmandu
16 November 2018
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4.1

4.2

4.3

4.4

2

NIC ASIA Bank Limited
Notes forming part of the financial statements

Cash and Cash Equivalent Group
As at As at
16 July 2018 15 July 2017
Cash In Hand 3,755,748,988 1,840,161,779

Balances with BFIs
Money at Call and Short Notice

3,374,009,734

1,649,433,806

Amount in NPR
Bank
As at As at As at As at
16 July 2016 16 July 2018 15 July 2017 16 July 2016

1,840,156,217 1,168,274,635
1,639,672,259 2,165,016,171
= 215,917,471

1,168,274,635 3,754,383,849

Other 1,043,944,486 - - 1,043,944,486

Total 8,173,703,208 3,489,595,585  3,549,208,278 8,132,486,809 3,479,828,475 3,549,208,278

The fair value of cash and cash equivalent is its carrying value. Cash at vault is adequately insured for physical and financial risks. The amount of
cash at vault is maintained on the basis of the liquidity and business requirements. Balance with BFIs includes balance maintained at various banks
and financial institutions. Cash held in foreign currency is subject to risk of changes in the foreign exchange rates. These are closely monitored, and
risks, if identified, are promptly managed. Other items on cash and cash equivalents includes interbank placements and treasury with maturity above
7 days and below 3 months.

2,165,016,171 3,334,158,475

Amount in NPR
Due from Nepal Rastra Bank Group Bank
As at As at As at As at
16 July 2018 15 July 2017 16 July 2016 TR HIN@IE] 15 July 2017 16 July 2016
Statutory Balances with NRB 1 2 0 10,261,750,282  4,396,160,113 15,812,712, 10,261,750,282 4,396,160,113

Securities purchased under
Resale Agreement

29’695’158 _

Other deposit and receivable 48,020,461 29,695,158 -
from NRB
Total 15,860,733,092 10,291,445,440 4,396,160,113 EERIIVERNEIN 10,291,445,440 4,396,160,113

The fair value of balance with the Nepal Rastra Bank (NRB) is its carrying amount itself. Balance with the NRB is principally maintained as a part of
the regulatory cash reserve ratio required by the NRB. Other deposit and receivable from NRB includes citizen saving bond which the bank has held
for market maker purpose and receivable from NRB for interest subsidy

Amount in NPR
Placement with Banks & Group Bank
Financial Institutions Asat Asat As at As at

16 July 2018 15 July 2017 16 July 2016 [T HVBINE] 15 July 2017 16 July 2016

Placement with Domestic BFIs _ - - _ - -
Placement with Foreign BFIs 1 91 1,493,384,968  1,215,914,763 31 91 1,493,384,968 1,215,914,763
Less: Allowances for Impairment _ - - _ 8 _
Total 1,493,384,968 1,215,914,763 1,493,384,968  1,215,914,763

Placements with domestic as well as foreign bank and financial institutions with original maturities of more than three months from the acquisition
date are presented above.

Amount in NPR

Derivative financial instruments Group Bank
As at As at As at As at
16 July 2018 15 July 2017 16 July 2016 16 July 2018 15 July 2017 16 July 2016

Heldfor Trading C C
Interest Rate Swap _ - - _ - -
Forward exchange Contract. _ - - _ - -
Held for risk management _ = = _
Interest Rate Swap _ - - _ - -
Forward exchange Contract 3,028,560,991  2,301,561,462 3,028,560,991  2,301,561,462
Total 3,028,560,991 2,301,561,462 [T AIVATIA  3,028,560,991  2,301,561,462

A significant part of the derivatives in the portfolio are related to servicing corporate clients in their risk management to hedge, e.g. foreign currency
exposures. These products are used by Bank as part of its own regular treasury activities as well. From a risk perspective, the gross amount of
derivative assets must be considered together with the gross amount of derivative liabilities, which are presented separately on the statement of
financial position.
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NIC ASIA Bank Limited
Notes forming part of the financial statements
Amount in NPR
4.5 Other Trading Assets Group Bank
Asat As at As at As at As at
16 July 2018 15 July 2017 16 July 2016 16 July 2018 15 July 2017 16 July 2016
Government Bonds _ - - _ - -
Domestic Corporate bonds _ - - _ - -

Trading assets are those assets that the licensed institution acquires principally for the purpose of selling in the near term, or holds as part of a portfolio that is
managed together for short-term profit are presented under this account head. The trading asset includes derivative assets and non derivative assets. As on the
reporting date, the bank does not have any outstanding trading assets.

Amount in NPR
4.6 Loan and Advances to BFIs Group Bank
As at Asat As at As at As at As at
16 July 2018 15 July 2017 16 July 2016 16 July 2018 15 July 2017 16 July 2016

Loans to Microfinance

o 0. 93, 1,646,497,319 1,099,662,201 4 93 1,646,497,319 1,099,662,201
Institutions
Less: Allowances for - 16,463,717 10,995,410 47,0 16,463,717 10,995,410

impairment

Total 4,008,145,235 1,630,033,602 1,088,666,791 4,658,145,235 1,630,033,602 1,088,666,791

Impairment allowance on Loans and advances to BFIs have been consided as per NRB directive. All the loans to BFIs have been classified in pass category.

Amount in NPR
4.6.1 Specific Allowance for Impairment

Balance at Shrawan 1 10,995,410 - 10,995,410 -
Impairment loss for the year: _ _

Charge for the year 5,468,307 - 5,468,307 -
Recoveries/reversal _ - - _ - -
Amount written off _ - - _ - -
Balances at Ashadh end 16,463,717 10,995,410 16,463,717 10,995,410

No individual loans to banks and micro finance has terms and conditions that significantly affect the amount, timing or certainty of consolidated cash flows of the
Bank. These assets have been classified as loans and receivables and are subsequently measured at amortized costs. Risks associated with these assets are regularly

assessed. These are interest bearing advances and the income on these assets is credited to statement of profit or loss under interest income.
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Amount in NPR

Loans and advances to Group Bank

customers

As at As at As at As at

As at
15 July 2017 16 July 2016 16 July 2018 15 July 2017 16 July 2016
1

Loans and advances to

. 71,577,686,484 58,912,852,952
customers at amortised cost

71,577,123,170 58,912,852,952

Less: Impairment Allowances

,170.
Collective Impairment 1,171,420,285 724,386,137 646,846,277 1,163,137,722 724,386,137 646,846,277

Individual Impairment

72,411,944 236,916,814 389,607,805 11,944 236,916,814 389,607,805
116,625,120,722 70,616,383,533 57,876,398,870 115,804,620,907 70,615,820,219 57,876,398,870
116,625,120,722 70,616,383,533 57,876,398,870 1

Above impairment is as per NRB directive no. 2 which is higher than total impairment as per NAS 39 which is NPR 280,779,250, NPR 326,122,350 & NPR 481,649,205
for FY 2017/18, FY 2016/17 & FY 2015/16 respectively.

Net amount

Loan and advance measured
at FVTPL

Total 70,615,820,219 57,876,398,870

Group Bank
. As at Asat As at As at As at As at
Particulars
16 July 2018 15 July 2017 16 July 2016 16 July 2018 15 July 2017 16 July 2016
Loans and advances to 116,790,730,2 70,915,884,182 58,399,284,461 115,961,947,918 70,915,320,869 58,399,284,461
Customer
Loans and advances to staff 636,641,280 353,731,043 267,062,746 636,641,280 353,731,043 267,062,746

Accrued Interest 449,863,939 308,071,259 246,505,746 441,581,376 308,071,259 246,505,746

Total 117,877,235,516 71,577,686,484 58,912,852,952 117,040,170,574 71,577,123,170 58,912,852,952

Impariment _
As per NRB Directive No. 2 961,302,951 1,036,454,082 961,302,951 1,036,454,082
AS per NAS 39 326,122,350 481,649,205 326,122,350 481,649,205
Analysis of loan and advance- Group Bank
By Product Asat As at Asat Asat Asat

16 July 2018 15 July 2017 16 July 2016 16 July 2018 15 July 2017 16 July 2016
Product _ _
Term loans 8,660,523,070 5,750,972,109 22,685,908,516 8,659,959,756 5,750,972,109
Overdraft 18,330,815,164 12,368,026,268 28,184,560,362 18,330,815,164 12,368,026,268

Trust receipt/Import loans 1,178,211,539 2,556,298,876 1,532,270,540 1,178,211,539 2,556,298,876
1

Demand and Other Working 083,918 8,566,351,742 10,796,911,148 ,191,8 8,566,351,742 10,796,911,148
Capital loans

Personal residential loans 1,050,903,962 11,871,499,381 9,312,732,868 1,050,903,962 11,871,499,381 9,312,732,868
Real estate loans 24,660,010,932 3,754,830,071 2,968,345,029 24,660,010,932 3,754,830,071 2,968,345,029

Margin lending loans 1,931,155,660 1,968,917,788 4,224,597,816 1,931,155,660 1,968,917,788 4,224,597,816
6,949,959,837 4,393,271,137 5,023,527,515 6,949,959,837 4,393,271,137

4,234,127,914 2,396,028,597 4,234,127,914 2,396,028,597
Bills Purchased 523,473,505 352,345,500 _ 523,473,505 352,345,500
Staff loans 353,731,043 793,130,086 353,731,043 793,130,086
Other 4,877,299,811 2,753,687,773 4,877,299,811 2,753,687,773
Sub Total 71,269,740,865 58,666,347,206 71,269,177,551 58,666,347,206
Interest Receivable 307,945,619 246,505,746 307,945,619 246,505,746
Grand Total 71,577,686,484 58,912,852,952 71,577,123,170 58,912,852,952

Hire purchase loans

Deprived sector loans
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4.7.3

4.7.4

<0

Analysis of loan and advance-
By Currency

Nepalese rupee
Indian rupee
USD

GBP

Euro

JPY

Chinese Yuan
Other

Total

Analysis of loan and advance-
By Collateral

Movable / Immovable assets
Gold and silver

Guarantee of domestic BFIs
Government Guarantee

Guarantee of international
rated bank

Export document
Fixed Deposit receipts

Government securities / bonds
Counter guarantee

Counter guarantee
Personal guarantee
Other

Subtotal
Unsecured

Grand Total

Allowances for Impairment

117,114,089,952

Group

As at
15 July 2017

71,054,212,979

Specific allowances for impairment

Balance at Shrawan 1
Impairment loss for the year
Charge for the year

Recoveries/reversal during
the year

Write-offs

Exchange rate variance on
foreign currency

Other movement

Balance at Ashadh end

Collective allowances for impairment

Balance at Shrawan 1
Impairment loss for the year:
Charge/(reversal) for the year

Exchange rate variance on
foreign currency

Other movement
Balance at Ashadh end

Total allowances for
impairment

523,473,505
71,577,686,484
Group
Asat Asat

16 July 2018 15 July 2017
106,777,102,906 64,774,987,481
507,831,621
216,534,275
387,980,239
9,222,911,697 5,690,352,868

ISVAZONSINZZSY  71,577,686,484
117,040,696,644 71,577,686,484

Group
at As at

16 July 2018 15 July 2017
389,607,805
(152,690,991)
79,079,191 236,916,814
77,539,860
1,164,753,038 724,386,137
9 961,302,951

243,832,22!
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As at
16 July 2016

58,034,440,112

878,412,840

58,912,852,952

As at
16 July 2016

51,325,164,855
215,325,578

77,375,775

346,568,208

6,948,418,536
58,912,852,952

58,912,852,952

Asat
16 July 2016

389,607,805

1,036,454,082

As at
16 July 2018

116,285,307,574

106,777,102,906

616,834,265

16 2

9,222,385,626

117,040,170,573
117,040,170,573

at
16 July 2018

86)

236,916,

70,796,628

Bank

As at
15 July 2017

71,053,649,666

523,473,505

71,577,123,170
Bank

As at
15 July 2017

64,774,987,481
507,831,621

216,534,275

387,980,239

5,689,789,555
71,577,123,170

71,577,123,170
Bank

Asat
15 July 2017

389,607,805

(152,690,991)

236,916,814

646,846,277

77,539,860

724,386,137
961,302,951

As at
16 July 2016

58,034,440,112

878,412,840

58,912,852,952

As at
16 July 2016

51,325,164,855
215,325,578

77,375,775

346,568,208

6,948,418,536

58,912,852,952

58,912,852,952

As at
16 July 2016

389,607,805

646,846,277
1,036,454,082
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NIC ASIA Bank Limited
Notes forming part of the financial statements
Amount in NPR
4.8.3 Information relating to investment in equities Group Bank
Investment securities designated as at fair As at Asat As at Asat
value through through other comprehensive 16 July 2018 15 July 2017 16 July 2018 15 July 2017

income

Investment in quoted equity National Life
Insurance Company Limited 51,616,442 51,616,442 51,616,442 51,616,442 51,616,442 51,616,442 51,616,442 51,616,442

65,000 shares of Rs 100 Each
2,480,925 5,004,800 2,480,925 5,004,800
25,231,000 25,231,000 -- 25,231,000 25,231,000

37,672,680 38,388,461

Nepal Life Insurance Company
3,090 Shares of Rs 100 Each

Rural Microfinance Development Centre
Limited 352,615 Shares of Rs 100 Each

Global IME Samunnat Scheme 1*

3,767,268 Shares of Rs 10 Each 37,672,680 38,388,461

NABIL Equity Fund*

475,944 Shares of Rs 10 Each ATBHED AP

4,759,440 4,749,921
NIBL Pargati Fund*

1,027,407 Shares of Rs 10 Each L22L L2022

10,274,070 10,202,152
NMB Hybrid Fund L-1*
1,101,421 Shares of Rs 10 Each

NIC Asia Growth Fund*
15,000,000 Shares of Rs 100 Each

11,014,210 10,948,125 11,014,210 10,948,125

Swadeshi Laghubitta Bittiya Sanstha Limited*

12 shares of Rs 100 Each 1,200 1,200

Mero Microfinance Bittiya Sanstha Limited
200,200 Shares of Rs 100 Each

Citizen Investment Trust
111,496 Shares of Rs 100 Each 264,568,496 264,568,496 - I 264,568,496 264,568,496

Total (A) ORISR AN 421,617,263 424,709,397 K CORISHOEAN 421,618,463 424,710,597

150,000,000 150,000,000 [WE EION 150,000,000 150,000,000

2,000, 2,000,000 2,000,000 2,000,000 2,000,000 2,000,000
- 2,400,000 2,400,000 2,400,000 2,400,000

5,000,000 5,000,000

14,000,000 14,000,000 14,000,000 14,000,000

Investment in Unquoted equity
Jyoti Life Insurance Limited*
1,500,000 Shares of Rs 100 Each

Karja Suchana Kendra Ltd
94,529.25 Shares of Rs 100 Each

Mahuli Samudayik Laghubitta Bittiya
Sanstha*
20,000 Shares of 100 Each

National Banking Institute
24,000 Shares of 100 Each

Nepal Clearing House limited
60,000 Shars of 100 Each

Nepal Electronic Payment System*
150,000 Shares of 100 Each 15,000,000 15,000,000 15,000,000 15,000,000
Grameen Laghubitta Bittiya Sanstha Limited* ) )

30,000 Shars of 100 Each

5,000,000 5,000,000

15,000,000 15,000,000

Shrijana Community Development Center*
5,000 Shares of 100 Each

Solve Laghubitta Bittiya Sanstha Limited*
114,000 Shares of 100 Each

Total (B) - 176,011,500 176,011,500 176,011,500 176,011,500
Total (A+B) UM 597,628,763 600,720,897 BVEN 597,629,963 600,722,097

Investment in unquoted equity are shown at cost considering networth of invested equity are not less than cost.
* Companies have not distributed dividends from last three years
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4.10.1

4.10.2

4.10.3

4.10.4

¥

NIC ASIA Bank Limited
Notes forming part of the financial statements
Amount in NPR
Investment in Quoted Subsidiaries Bank
As at Asat As at
16 July 2018 15 July 2017 16 July 2016
o FairValue | Cost Faie Vale
The Bank's subsidiaries are not listed on the stock exchange as on the reporting date.
Bank
. T As at Asat As at
Investment in Unquoted Subsidiaries 16 July 2018 15 July 2017 16 July 2016
Cost Fair Value Cost Fair Vale
NIC ASIA Capital Limited 200,000,000 200,000,000 100,000,000 100,000,000 100,000,000 100,000,000
NIC ASIA Lagubitta Bittiya Sanstha Limited 70,000,000 70,000,000 B B - B
Total 270,000,000 270,000,000 100,000,000 100,000,000 100,000,000 100,000,000.00
Information relating to subsidiaries of Bank
the bank Percentage of Ownership by Bank
Asat As at Asat
16 July 2018 15 July 2017 16 July 2016
NIC ASIA Capital Limited 100 100
NIC ASIA Lagubitta Bittiya Sanstha Limited 100 - -
NIC ASIA Lagubitta Bittiya Sanstha Limited was registered in Company Registrar on 2074/03/10 and started its operation on 2074/09/05
Non Controlling Interest of the Group
subsidiaries Asat As at Asat
16 July 2018 15 July 2017 16 July 2016
NIC ASIA NIC ASIA NIC ASIA NIC ASIA NIC ASIA NIC ASIA
Capital Lagubitta Capital Lagubitta Capital Lagubitta Bittiya
Bittiya Bittiya Sanstha
Sanstha Sanstha

Equity interest held by NCI (%)

Profit/(loss) allocated during the year

Accumulated balance of NCI as on ashar
end

Dividend paid to NCI

As the both the subsidiaries of the Bank are wholly owned subsidiaries thus non controlling interest doesn't exist on those subsidiaries as on the reporting

date

Investment in Associates Group
As at Asat Asat
16 July 2018 15 July 2017 16 July 2016

Investment in quoted associates

Investment in unquoted associates

Total Investment

Less Impairmment

Net Carrying amount

The Bank does not have any associates as on the reporting date.
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NIC Asia Bank Limited

Notes forming part of the financial statements

Amount in NPR

4.14

Goodwill & Intangible Assets Group
Particulars Software Other
Goodwill Purchased Developed
Cost
As on Sawan 1, 2073 - 31,783,000 - -
Additions: - - - -
Acquisition - 26,756,405 - -
Capitalization - - - -
Disposals or classified as held for sale - - . -
Adjustment - - - -
Balance at Ashadh 312074 - 58,539,405 - -
Additions: - - - -
Acquisition - | 30,695,477 - -
Capitalization - - - R
Disposals or classified as held for sale - - - -
Adjustment - - - -
Balance as on Ashadh 32, 2075 89,234,882
Depreciation and Impairment
As on Sawan 1, 2073 - 13,510,985 - -
Depreciation charge for the Year - 8,638,810 - -
Disposals - - - -
Adjustment - - - -
As on Ashadh 31 2074 22,149,795
Depreciation charge for the Year - 14,379,577 - -
Disposals - - - -
Adjustment - - - -
As on Ashadh 32 2075 36,529,372
Capital Work in Progress - - - -
Net Book Value
Balance at Ashad 31 2073 - 18,272,015 - -
Balance at Ashad 31 2074 - 36,389,609 - -
Balance at Ashad 32 2075 - 52,705,510 - -

As at
Ashad end

2075

58,539,405

30,695,477

22,149,795
14,379,577

36,529,372

18,272,015
36,389,609

52,705,510

As at
Ashad end
2074

31,783,000

26,756,405

58,539,405

13,510,985
8,638,810
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NIC Asia Bank Limited
Notes forming part of the financial statements
Amount in NPR
4.14 | Goodwill & Intangible Assets Bank
Particulars Software Other Ashac? esni; 2075 Asha: ::; 2074
Goodwill Purchased Developed
Cost
As on Sawan 1, 2073 - 31,783,000 - - 31,783,000 -
Additions: - 25,660,305 - - 25,660,305 -
Acquisition - - - - -
Capitalization - - - - -
Disposals or classified as held for sale - - - - -
Adjustment - - - - -
Balance at Ashadh 31 2074 - 57,443,305 - - 57,443,305 31,783,000
Additions - - - - - -
Acquisition 28,444,442 28,444,442 25,660,305
Capitalization - - - - -
Disposals or classified as held for sale - - - - -
Adjustment - - - - -
Balance as on Ashadh 32, 2075 - 85,887,747 - - 85,887,747 57,443,305
Depreciation and Impairment
As on Sawan 1, 2073 - 13,510,985 - - 13,510,985 -
Depreciation charge for the Year - 8,545,774 - - 8,545,774 -
Disposals - - - - - -
Adjustment - - - - - -
As on Ashadh 31 2074 - 22,056,759 - - 22,056,759 -
Depreciation charge for the Year - 13,998,997 - - 13,998,997 -
Disposals - - - - - -
Adjustment - - - - - -
As on Ashadh 32 2075 - 36,055,756 - - 36,055,756 22,056,759
Capital Work in Progress - - - - - -
Net Book Value
Balance at Ashad 31 2073 18,272,015 - - 18,272,015 -
Balance at Ashad 31 2074 35,386,546 - - 35,386,546 -
Balance at Ashad 32 2075 49,831,991 - - 49,831,991 -

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.
Software is amortised 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. 10,000 are
charged off on purchases as revenue expenditure.
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4.29

4.30

4.31

Interest income

Cash and cash equivalent
Due from Nepal Rastra Bank

Placement with bank and financial
institutions

Loan and advances to bank and financial
institutions

Loans and advances to customers
Investment securities

Loan and advances to staff
Other

Total interest income

Interest expense

Due to bank and financial institutions
Due to Nepal Rastra Bank

Deposits from customers

Borrowing

Debt securities issued

Subordinated liabilities

Other

Total interest expense

Fees and Commission Income

Loan administration fees
Service fees

Consortium fees
Commitment fees
DD/TT/Swift fees

Credit card/ ATM issuance and renewal fees 31,751,700

Prepayment and swap fees
Investment banking fees
Asset management fees
Brokerage fees
Remittance fees

Commission on letter of credit

Commission on guarantee contracts issued 41,331,251

Commission on share underwriting/issue
Locker rental

Other fees and commission income

2

NIC Asia Bank Limited
Notes forming part of the financial statements
Amount in NPR
Group Bank
Year Ended Year Ended 15 July
16 July 2018 15 July 2017 16 July 2018 2017
9,635,288 9,635,288
| |
128,147,422 128,147,422
12,234,082,040 6,481,965,415 6,481,965,415
300,121,202 300,121,202
137,152,161 137,152,161
-] - I -
7,093,006,294 7,088,588,243
Group Bank
Year Ended Year Ended 15 July
16 July 2018 15 July 2017 16 July 2018 2017
266,957,462 266,957,462
- -
4,053,623,504 4,059,275,258
-] - I -
36,696,315 36,696,315
-] - -
-] - -
4,357,277,281 4,362,929,035
Group Bank
Year Ended Year Ended 15 July
16 July 2018 15 July 2017 16 July 2018 2017
298,546,548 298,546,548
99,293,403 99,293,403
21,727,242 21,727,242
15,476,248 15,476,248
9,522,152 9,522,152
31,751, 24,274,140 24,274,140
25,960,310 25,960,310
- I -
3101062 | -
-] - I -
30,653,499 30,653,499
35,003,333 35,003,333
41,331,2 23,662,859 23,662,859
- - I -
7,462,186 7,462,186
115,427,737 115,427,737
710,110,718 707,009,657

Total fees and Commission Income
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NIC Asia Bank Limited
Notes forming part of the financial statements
Amount in NPR
Fees and commission expense Group Bank
Year Ended Year Ended 15 July
16 July 2018 15 July 2017 16 July 2018 2017
ATM management fees _ - _ -
VISA/Master card fees VAN 67,069,753 | 37,541,094
Guarantee commission _ - _ -
DD/TT/Swift fees 6,251,730 6,251,730
Remittance fees and commission _ - _ -
Other fees and commission expense 8,518,489 6,126,410
Total fees and Commission Expense 52,311,313 49,919,233

Payouts on account of fee and commission for services obtained by the bank are presented under this account head. This account head
includes card related fees, guarantee commission, brokerage expenses etc.

o
&
£

Net trading income Group

Year Ended Year Ended Year Ended Year Ended 15 July
16 July 2018 15 July 2017 16 July 2018 2017

Changes in fair value of trading assets 45,288 44,053
Gain/loss on disposal of trading assets 37,765 1,016,689

Interest income on trading assets

—_
=3
)
N
=}

161,609,119

Dividend income on trading assets
161,609,119

Nel
«
w1

Gain/loss foreign exchange transation
Other
Net trading income 195,289,632 162,669,861 195,206,579 161,609,119

Trading income comprises gains less losses relating to trading assets and liabilities, and includes all realized interest, dividend and
foreign exchange differences as well as unrealized changes in fair value of trading assets and liabilities are presented under this account
head. Foreign exchange transactions results include gains and losses from spot and forward contracts and translated foreign currency
assets and liabilities.

—_
Nel
wu
[$53
(=]

Other operating income Group Bank

Year Ended Year Ended Year Ended Year Ended 15 July
16 July 2018 15 July 2017 16 July 2018 2017

Foreign exchange revauation gain 14,744,239 2,926,835 14,744,239 2,926,835
Gain/loss on sale of investment securities (1,506,280) (14,403,365) (1,506,280) (14,403,365)

Fair value gain/loss on investment
properties

Dividend on equity instruments 10,802,981 43,406,621 10,789,107 43,406,621
Gain/loss on sale of property and

equipment 4,004,930 3,013,502 4,004,930 3,013,502
Gain/loss on sale of investment property 39,893,310 - 39,893,310 -

Operating lease income

(o]
N
=
w

Gain/loss on sale of gold and silver 20,359,985 15,689,713 20,359,985
Other 2761000 [ 2,761,000
Total 83,6 58,064,578 83,615,018 58,064,578
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4.36

2

NIC Asia Bank Limited
Notes forming part of the financial statements
Amount in NPR

Impairment charge/(reversal) for loan Group Bank
and other losses

Year Ended Year Ended Year Ended Year Ended 15 July

16 July 2018 15 July 2017 16 July 2018 2017
Impairment charge/(reversal) on loan and
advances to BFIs 5,468,307 30,584 5,468,307

Impairment charge/(reversal) on loan and
advances to customer

N
~

(75,151,134) (75,151,134)

Impairment charge/(reversal) on financial
Investment

Impairment charge/(reversal) on placement
with banks and financial institutions

Impairment charge/(reversal) on property
and equipment

Impairment charge/(reversal) on goodwill
and intangible assets

Impairment charge/(reversal) on
investment properties

Total 313,114,135 (69,682,827) 304,831,572 (69,682,827)

9,

Bank

Year Ended Year Ended 15 July
16 July 2018 2017

557,440,861 248,512,444
552,806,861 394,823,702

e

Year Ended Year Ended
16 July 2018 15 ]uly 2017

Personnel Expense

Salary 571,394,983 251,823,894
Allowances 556,755,937 394,823,702
Gratuity expense 20,354,085 (9,201,424) 19,303,562 (9,201,424)
Provident fund 47,727,836 27,913,266 47,274,172 27,904,884
Uniform 17,995,270 6,790,238 17,995,270 6,790,238
Training & development expense 43,502,518 21,340,788 43,089,135 21,305,362
Leave encashment 54,727,752 55,607,295 54,423,885 55,550,311
Medical - ,529,081 =
Insurance 8, 10,613,264 8,262,096 10,613,264

Employees incentive -

Cash-settled share-based payments - -
Pension expense -
Finance expense under NFRS 198,921,707 123,414,234 198,921,707 123,414,234
Other expenses related to staff 71,124,996 44,406,197 70,888,225 44,401,147
Sub total 1,601,296,262 927,531,453 1,580,934,856 924,114,161
Employees bonus 203,279,007 209,127,175 201,178,092 208,812,887

Grand total 1,804,575,268 1,136,658,628 1,782,112,947 1,132,927,048

Provision for staff bonus is a mandatory requirement under the requirement of the Bonus Act, 2030. All expenses related to employees
of a bank has been included under this head. Expenses covered under this head include employees' salary, allowances, pension, gratuity,
contribution to provident fund, training expenses, uniform expenses, insurance, staff bonus, finance expense under NFRS, cash-settled
share-based payments etc. Staff Loans are fair valued using the market rates.

ot 3 At TR ¥ (. / aiffias ufddca rooe/cog\\c%
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NIC Asia Bank Limited
Notes forming part of the financial statements
Amount in NPR
4.37 Other operating expense Group Bank

Year Ended Year Ended Year Ended 15

16 July 2018 15 July 2017 16 July 2018 July 2017
Directors' fee 4,228,000 5,123,703 5,123,703
Directors' expense 4,518,219 3,072,292 3,072,292
Auditors' remuneration 2,113,000 1,412,500 1,412,500
Other audit related expense - _ -
Professional and legal expense 4,107,055 4,107,055
Office administration expense 94,585,067 91,937,997
Operating lease expense 181,178,083 96,515,034 95,061,425
Operating expense of investment -
properties - -
Corporate social responsibility expense - _ -
Onerous lease provisions = _ =
Other 446,669,943 379,859,307 445,323,101 379,838,290
Total 1,248,266,772 584,674,957 580,553,262

All operating expenses other than those relating to personnel expense are recognized and presented under this account head. The expenses
covered under this account head includes office administration expense, other operating and overhead expense, directors' emoluments,
remuneration and non audit fee paid to auditors, professional and legal expense, branch closure cost expense, redundancy cost expense,
expense of restructuring, impairment of non financial assets, expense of corporate social responsibility, onerous lease provisions etc.
No individual operating lease has terms and conditions that significantly affect the amount, timing and certainty of the consolidated cash
flows of the Group. Other includes NPR 183,405,432 in advertisement, NPR 207,212,317 in business promotion and NPR 12,543,833
in entertainment expense

4.38 Depreciation & Amortisation Group Bank

Year Ended Year Ended Year Ended Year Ended 15
16 July 2018 15 July 2017 16 July 2018 July 2017

Depreciation on property and equipment 104,981,144 121,389,229 101,805,046 120,638,890

Depreciation on investment property
Amortisation of intangible assets 14,379,577 8,638,810 13,998,997 8,545,774
Total 119,360,721 130,028,040 115,804,043 129,184,664

Depreciation is the systematic allocation of the depreciable amount of an asset over its useful life. Amortization is the systematic
allocation of the depreciable amount of an intangible asset over its useful life. Depreciation measured and recognized as per NFRS on
property and equipment, and investment properties, and amortization of intangible assets is presented under this account head.

4.39 Non operating income Group Bank

Year Ended Year Ended Year Ended Year Ended 15
16 July 2018 15 July 2017 16 July 2018 July 2017

Recovery of loan written off 2,500,650 155,409,210 2,500,650 155,409,210
Other income

Total 2,500,650 155,409,210 2,500,650 155,409,210

3o/ got 311 At URNIT &b o4, / aifficd Ufdiddel / Q008/6Y



4.40

4.41

4.41.1

2

NIC Asia Bank Limited

Notes forming part of the financial statements

Non operating expense

Loan written off
Redundancy provision
Expense of restructuring
Other expense

Total

Year Ended
15 July 2017

31,633,600

Year Ended
16 July 2018

31,152,561

79,040,158
110,192,719

60,851
31,694,451

g
e~

Amount in NPR
Bank
Year Ended 15
16 July 2018 July 2017
31,633,600
[ ] -
[ -] :
60,851
31,694,451

"The income and expenses that have no direct relationship with the operation of transactions are presented under this head. The income/
expense covered under this account head includes loan written off, recovery of loan, redundancy provision, expense of restructuring etc.
Other expense includes provision of Rs 67,411,179 for fraudulent transaction in swift hack, details of which has been ,disclosed in Note
5.17 of Disclosures and Additional Information."

Income tax expense

Current tax expense
Current year

Adjustments for prior years
Deferred tax expense

Origination and reversal of temporary
differences

Changes in tax rate

Recognition of previously unrecognised

tax losses

Total income tax expense

Group
Year Ended Year Ended
16 July 2018 15 July 2017

(49,464,804) (37,717,441)

481,258,010 588,501,436

Bank
Year Ended Year Ended 15
16 July 2018 July 2017
525,425,880 625,457,790
(49,684,980) (37,717,441)
475,740,900 587,740,349

The amount of income tax on net taxable profit is recognized and presented under this account head. This account head includes current
tax expense and deferred tax expense/deferred tax income.

Reconciliation of tax expense and
accounting profit

Profit before tax
Tax amount at tax rate of 30 %

Add: Tax effect of expenses that are not
deductible for tax purpose

Less: Tax effect on exempt income
Add/less: Tax effect on other items
Total income tax expense

Effective tax rate

Group
Year Ended Year Ended
16 July 2018 15 July 2017

1,956,298,821
586,889,646

> 54

547,874,433

—

el

o [ S5}
> ()}
N

(o2

—

=

N —

67,287,665
(68,262,250)
40,303,816
626,218,877
32.0%

(102,267

530,722,814
29.1%

Bank

Year Ended 15

16 July 2018 July 2017
1,953,155,942
585,946,782
67,287,665
(68,262,250)
] 40,485,593
625,457,790
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NIC ASIA Bank Limited
Statement of distributable profit or loss
Notes forming part of the financial statements

Net profit or (loss) as per statement of profit or loss
Appropriations:
a. General reserve
b. Foreign exchange fluctuation fund
c. Capital redemption reserve
d. Corporate social responsibility fund
e. Employees' training fund
f. Other
- Deferred Tax reserve
- Investment Adjustment Reserve
-share Premium
Profit or (loss) before regulatory adjustment
Regulatory adjustment :
a. Interest receivable (-)/previous accrued interest received (+)
b. Short loan loss provision in accounts (-)/reversal (+)
c. Short provision for possible losses on investment (-)/reversal (+)
d. Short loan loss provision on Non Banking Assets (-)/resersal (+)
e. Deferred tax assets recognised (-)/ reversal (+)
f. Goodwill recognised (-)/ impairment of Goodwill (+)
g. Bargain purchase gain recognised (-)/resersal (+)
h. Acturial loss recognised (-)/reversal (+)
i. Other (+/-)
-Debt securities recognised at amortised cost
-Defined benefit obligation
-Fair value reserve

Distributable profit or (loss)

3R uot 311 A URNIT &b o4, / aifficd Ufdiddel /| Q008/6Y

As at
16 July 2018

1,334,861,927

972,385
686,060

13,348,619

15,772,093

963,654,197
(455,575,876)
(390,117,572)

~
—
I\

w1
~
)

(74,382,923)

54,244,185

1,591,694
506,486,627

—~
N
(=)
Nel
—_
—

Amount in NPR

As at
15 July 2017

1,365,415,593

294,693,194
731,710
71,428,572
14,734,660

10,794,886
(1,123,986)
(413,973,831)
1,388,130,386

1,388,130,386
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Significant Accounting Policies

1. Reporting Entity

NIC ASIA Bank Limited (“NICA” or
“the Bank”) is a limited liability company
domiciled in Nepal which has been in
operation in Nepal since 1998. The Bank
is registered with the Office of Company
Registrar as a public limited company and
carries out commercial banking activities in
Nepal under the license from Nepal Rastra
Bank as Class “Ka” licensed institution.
It's registered, and corporate office are at
Kathmandu, Nepal.

The Bank offers full commercial banking
services of banking products and services
including loans and advances, deposits,
trade finance, e-commerce services, bullion,
etc. to wide range of clients encompassing
individuals, corporates, multinationals,
large public sector companies, government
corporations, 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 “NICA”

1.1. Subsidiaries

The Bank has two subsidiaries namely
NIC ASIA Capital Limited and NIC ASIA
Laghubitta Bittiya Sanstha Limited.

a. NIC ASIA Capital Limited is wholly
owned subsidiary of the Bank and was
incorporated on 15 May 2016 as a public
limited company as per the Companies
Act 2063 and licensed by Securities
Board of Nepal under the Securities
Businessperson  (Merchant  Banker)
Regulations, 2008 to provide merchant
banking and investment banking services.

b. NIC ASIA Laghubitta Bittiya Sanstha
Limited is also a wholly owned subsidiary
of the Bank and was incorporated on 25
July 2017 as a public limited company
under Companies Act, 2063 and licensed

7%3@‘@@@@1%@1 aiffes Ufadeat / Q008/GY

by Nepal Rastra Bank as “D” class
financial institution having registered
office at Jajarkot, Nepal. The principle
activities involved extending banking
products and services to the deprived
sectors/communities.

The financial year of both of the subsidiaries
is same as that of the Bank ending on 16 July
2018 (32 Ashad 2075).

1.2. “The group” represents the Bank and its

subsidiaries.

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, 2075.

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) andas 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, 2075.

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

2.2 Reporting period and approval of financial

statements

The Bank has, for the preparation of financial
statements, adopted the NFRS pronounced
by ASB witheftect from fiscal year 2074/75.
To comply the NFRS provisions following
dates have been considered, in terms of first-
time adoption.

Relevant Nepalese English
Financial Calendar Calendar
Statement

Opening NFRS | 1 Shrawan 2073 16 July 2016
SEP* date

Comparative 31 Ashad 2074 15 July 2017
SFP* Date

Comparative 1 Shrawan 2073- | 16 July 2016 -15
reporting period | 31 Ashad 2074 July 2017
First NFRS SFP* | 32 Ashad 2075 16 July 2018
Date

First NFRS 1 Shrawan 2074- | 16 July 2017-16
reporting period | 32 Ashad 2075 July 2018

*SFP- Statement of Financial Position

The approval of financial statements
accompanied notes to the financial
statements have been adopted by the
Board of Directors in it's 377th meeting
held on 16th November 2018 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 21stannual general
meeting of the Bank.

The Board of Directors may decide to
amend the annual accounts as long as these
are not adopted by the general meeting of
the shareholders. The general meeting of
shareholders may decide not to adopt the
annual accounts but may not amend these.

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

Judgements

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 recognised 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 Going Concern

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 have considered a wide range of
information relating to present and future
conditions, including future projections of
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2.5

profitability, cash flows and capital resources.
Changes in Accounting Policies

The Bank has applied several amendments
to standards for the first time during the
year ended 32Ashad 2075. The Bank has
prepared the opening statement of financial
position as per Nepal Financial Reporting
Standard (NFRS) as at 16 July 2016 (the
transition date) by recognising all assets and
liabilities whose recognition is required by
NERS, not recognising the items of assets or
liabilities which are not permitted by NFRS,
by reclassifying items from previous GAAP
to NFRS as required by NFRS and applying
NERS in measurement of recognised assets
and liabilities.

2.6 Reporting Pronouncements
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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).

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). Details of carve out
providedare as follows.

2.6.1 NFRS 10: Consolidated Financial
Statements

In para 19 of NFRS 10, a parent shall
prepare consolidated financial statements
using uniform accounting policies for like
transactions and other events in similar
circumstances unless it is impracticable to
do so.

The carve out is optional and has been
provided for the FY 2017-18 to 2019-20.

Accordingly, the bank has opted the carve
out.

2.6.2 NAS 17: Lease

In para 33,lease payments under an operating
lease shall be recognized as an expense on a
straight-line basis over the lease term unless
either:

(a) 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

(b) The payments to the lessor are structured
to increase in line with expected general
inflation to compensate for the lessor's
expected inflationary cost increases. If
payments to the lessor vary because of
factors other than general inflation, then
this condition is not met.

The carve out is optional and provided for
FY 2017-18 only. Accordingly, the bank has
opted the carve out.

2.6.3 NAS 34: Interim Financial Reporting

In para 2, ifan entity's interim financial report
is described as complying with NFRSs, it
must comply with all of the requirements of
this Standard. Paragraph 19 requires certain
disclosures in that regard. However, an entity
shall not require to restate its corresponding
previous interim period balance if it is
impracticable to restate.

The carve out is optional and has been
provided for the FY 2017-18 and 2018-19.
Accordingly, the bank has opted the carve
out.

2.6.4 NAS 39: Financial Instruments:
Recognition and Measurement

a) Impairment

In para 58, an entity shall assess at the
end of each reporting period whether
there is any objective evidence that a
financial asset or group of financial assets
measured at amortized cost is impaired.
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If any such evidence exists, the entity
shall apply paragraph 63 to determine the
amount of any impairment loss unless
the entity is bank or financial institutions
registered as per Bank and Financial
Institutions Act, 2073. Such entities shall
measure 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; and
shall apply paragraph 63 to measure the
impairment loss on financial assets other
than loan and advances. The entity shall
disclose the impairment loss as per this
carve-out and the amount of impairment
loss determined as per paragraph 63.

The carve out is not optional and has been
provided for the FY 2017-18 to 2019-20.

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).

The carve out is optional and has been
provided for the FY 2017-18 and 2018-19.
Accordingly, the bank has opted the carve
out.

c) Impracticability to determine interest
income on amortized cost

In para AG 93, once a financial asset or a
group of similar financial assets has been
written down as a result of an impairment
loss, interest income is thereafter
recognized using the rate of interest used
to discount the future cash flows for the
purpose of measuring the impairment
loss. Interest income shall be calculated
by applying effective interest rate to the
gross carrying amount of a financial asset
unless the financial asset is written oft
either partially or fully.

The carve out is optional and has been
provided for the FY 2017-18 and 2018-19.
Accordingly, the bank has opted the carve
out.

2.7 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
NERS.
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2.8 New Standards and Interpretations Not

adapted

The following amendments are not
mandatory for 2018 and have not been
early adopted by the group. The Bank is still
currently assessing the detailed impact of
these amendments -

2.8.1 IFRS 9 ‘Financial Instruments'-
Impairment

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.

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 approach 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
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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
recognised 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.Interest income 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.

2.8.2 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:

o Identification of the contracts with the
customer

o Identification of the performance
obligations in the contract

o Determination of the transaction price

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

2.8.3 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 recognised 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 recognise a
right-of-use asset representing its right to use
the underlyingleased asset and alease 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.

IFRS 16 Leases has not yet been adopted by
the Accounting Standard Board of Nepal.

2.9 Discounting

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

2.10 Limitation of NFRS Implementation

Wherever the information is not adequately
available, and/orit is impracticable to develop
the, such exception to NFRS implementation
has been noted and disclosed in respective
sections.

3. Significant Accounting Policies

3.1 Basis of Measurement

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

o derivative financial instruments are
measured at fair value

« financial instruments at fair value through
profit or loss are measured at fair value

« investment property is measured at fair
value

o liabilities for cash-settled share-based
payment arrangements are measured at
fair value

o 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, less unrecognized past
service cost and unrecognized actuarial
losses.

3.2 Basis of Consolidation

a. Business Combination

Business combinations are accounted
for using the acquisition method as at
the acquisition date i.e. when control is
transferred to the Bank. Control is the
power to govern the financial and operating
policies of an entity to obtain benefits from
its activities. In assessing control, the Group
takes into consideration potential voting
rights that currently are exercisable.

The Bank measures goodwill at the
acquisition date as;

o the fair value of the consideration
transferred, plus

o the recognized amount of any non-
controlling interests in the acquire, plus

o if the business combination is achieved
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in stages, the fair value of the preexisting
equity interest in the acquire, less

« the net recognized amount (generally fair
value) of the identifiable assets acquired
and liabilities assumed.

o When the excess is negative, a bargain
purchase gain is recognized immediately
in profit or loss.

o The consideration transferred does not
include amounts related to the settlement
of pre-existing relationships. Such
amounts are generally recognized in
profit or loss.

o Transaction costs, other than those
associated with the issue of debt or
equity securities, that the Bank incurs in
connection with a business combination
are expensed as incurred.

« Any contingent consideration payable is
measured at fair value at the acquisition
date. If the contingent consideration
is classified as equity, then it is not re-
measured, and settlement is accounted
for within equity. Otherwise, subsequent
changes in the fair value of the contingent
consideration are recognised in profit or
loss.

b. Non-Controlling Interest (NCI)

For each business combination, the Bank
elects to measure any non-controlling
interests in the acquiree either:

o at fair value; or

o at their proportionate share of the acquire
identifiable net assets, which are generally
at fair value.

Changes in the Bank's interest in a subsidiary
that do not result in a loss of control are
accounted for as transactions with owners
in their capacity as owners. Adjustments
to non-controlling interests are based on a
proportionate amount of the net assets of
the subsidiary. No adjustments are made to
goodwill and no gain or loss is recognised in

profit or loss.
c. Subsidiaries

Subsidiaries are the entities controlled by
the Bank. The Bank controls an entity if it
is exposed, or has rights, to variable returns
from its involvement with the investee and
has the ability to affect those returns through
its power over the investee. The Financial
Statements of subsidiaries are included in the
Consolidated Financial Statements from the
date that control commences until the date
that control ceases.

The Bank reassesses whether it has control
if there are changes to one or more of
the elements of control. In preparing the
consolidated financial statements, the
financial statements are combined line by line
by adding the like items of assets, liabilities,
equity, income, expenses and cash flows of
the parent with those of its subsidiary. The
carrying amount of the parent's investment
in subsidiary and the parent's portion of
equity of subsidiary are eliminated in full.
All intra group assets and liabilities, equity,
income, expenses and cash flows relating
to transactions between entities of the
group(such as interest income and technical
fee) are eliminated in full while preparing the
consolidated financial statements.

d. Loss of Control

Upon the loss of control, the Bank
derecognizes the assets and liabilities of
the subsidiary, carrying amount of non-
controlling interests and the cumulative
translation differences recorded in equity
related to the subsidiary. Further parent's
share of components previously recognized
in Other Comprehensive Income (OCI)
is reclassified to profit or loss or retained
earnings as appropriate. Any surplus or
deficit arising on the loss of control is
recognized in the profit or loss. If the Group
retains any interest in the previous subsidiary,
then such interest is measured at fair value
at the date that control is lost. Subsequently,
it is accounted for as an equity-accounted
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investee or in accordance with the Group's
accounting policy for financial instruments
depending on the level of influence retained

e. Special Purpose Entities

Special purpose entities (SPEs) are entities
that are created to accomplish a narrow
and well-defined objective. An SPE is
consolidated if, based on an evaluation of the
substance of its relationship with the Bank
and the SPE's risks and rewards, the Bank
concludes that it controls the SPE.

The following circumstances may indicate a
relationship in which, in substance, the Bank
controls and consequently consolidates an
SPE:

o The activities of the SPE are being
conducted on behalf of the Bank
according to it specific business needs so
that the Bank obtains benefits from the
SPE's operation.

o The Bankhas the decision-making powers
to obtain the majority of the benefits of
the activities of the SPE or, by setting up
an ‘autopilot’ mechanism, the Bank has
delegated these decision-making powers.

o The Bank has rights to obtain the majority
of the benefits of the SPE and therefore
may be exposed to risks incident to the
activities of the SPE.

o The Bank retains the majority of the
residual or ownership risks related to the
SPE or its assets in order to obtain benefits
from its activities.

f. Transaction Elimination on

Consolidation

All intra-group balances and transactions,
and any unrealized income and expenses
(except for foreign currency transaction
gains or losses) arising from intra-group
transactions are eliminated in preparing the
consolidated financial statements. Unrealized
losses are eliminated in the same way as
unrealized gains, but only to the extent that

there is no evidence of impairment.

3.3 Cash and Cash equivalent

Cash and cash equivalents include cash in
hand, balances with BFIs, 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, depositsand
debt securities/ subordinated liabilities issued
on the date that they are originated which 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 dateat which the Bank
commits to purchase or sell the asset.

B. Classification
I. 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
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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:

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

o 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:

o 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.

o 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
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comprehensive income. Such assets are
subsequently measured at fair value and
changes in fair value are recognized in other
comprehensive income.

II1. Financial Liabilities

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

o 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

o Financial Liabilities measured at
amortised 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



2

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
uncollectibility.

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 Derecognition
Derecognition of Financial Assets

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 derecognition
that is created or retained by the Bank is
recognized as a separate asset or liability.
On derecognition 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.

In transactions 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.

Derecognition 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 derecognition
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

Fair value is the amount for which an asset
could be exchanged, or a liability settled,
between knowledgeable, willing parties in an
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 wunadjusted 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
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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, thefair 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 onan 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

7%{3@‘@@@@1%@1 aiffes Ufadeat / Q008/GY

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 Impairment

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
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:

o Whether the counterparty is in default of
principal or interest payments.

o When a counterparty files for bankruptcy
and this would avoid or delay discharge of
its obligation.

o Where the Bank initiates legal recourse of
recovery in respect of a credit obligation
of the counterpart.

o Where the Bank consents to a
restructuring of the obligation, resulting
in a diminished financial obligation,
demonstrated by a material forgiveness
of debt or postponement of scheduled
payments.

o Where there is observable data indicating
that there is a measurable decrease in the
estimated future cash flows of a group of
financial assets, although the decrease
cannot yet be identified with specific
individual financial assets.
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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 modelling 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 thatthe 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.

a) Impairment losses on assets
measured at amortised cost

As per NAS 39

Financial assets carried at amortised cost
(such as amounts due from Banks, loans
and advances to customers as well as held-
to-maturity investmentsis 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
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 and
borrowers classified as bad as per Nepal
Rastra Bank Directive) 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 for
impairment. 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:

Term Loan

Auto Loan

Home Loan

Personal Loan
Working Capital Loan
Others

SANIR A O

If, in a subsequent year, the amount of the
estimated impairment loss increases or
decreases because of an event occurring
after the impairment was recognised, the
previously recognised 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,
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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.

b) 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 amortised cost and
the current fair value, less any impairment
loss on that financial asset previously
recognised in the statement of profit or loss)
is reclassified from equity and recognised 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 recognised,
the impairment loss is reversed through the
statement of profit or loss. Impairment losses
recognised in the profit or loss on equity
instruments are not reversed through the
profit or loss.

Trading Assets

Trading assets and liabilities are those assets
and liabilities that the Bank acquires or
incurs principally for the purpose of selling

3.6 Derivatives

or repurchasing in the near term or holds as
part of a portfolio that is managed together
for short-term profit or position taking.

Trading assets and liabilities are initially
recognized at fair value and subsequently
measured at fair value in the statement of
financial position, with transaction costs
recognized in profit or loss. All changes
in fair value are recognized as part of net
trading income in profit or loss as regarded
as fair value through profit & loss account.

Assets and Derivative

Liabilities

Derivatives held for risk management
purposes include all derivative assets and
liabilities that are not classified as trading
assets or liabilities. Derivatives held for risk
management purposes are measured at fair
value in the statement of financial position.

Considering the requirement of NAS 39 for
qualification of hedge accounting and cost
benefits along with materiality, Bank has
not adopted hedge accounting for certain
derivatives held for risk management.

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:

o it is probable that future economic
benefits associated with the item will flow
to the entity; and

o the cost of the item can be measured
reliably.

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

o the cost of materials and direct labor;

o any other costs directly attributable to
bringing the assets to a working condition
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for their intended use;

o 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 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
asincurred. Any gain or loss on disposal of an
item of property and equipment (calculated
as the difference between the net proceeds
fromdisposal and the carrying amount of the
item) is recognized within other income in
profit or loss.

Assets with a value of less than NPR 10,000
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.

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
judgement as follows:

Group Useful Life (In
Years)
Computer 5
Metal Furniture 10
Office Equipment 10
Vehicle 10
Wooden Furniture 5
Building 50
Leasehold Lower of 15 Years
or Lease Period

Effect of Change in Depreciation Method in
Existing Assets:

During the fiscal year, the Bank has changed
its method of depreciation from the Written
Down Method (WDV) into Straight Line
method based on useful life of the assets, and
detailed disclosures has been provided under
notes 5.13in disclosure.

d. Derecognition

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 derecognition 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.

3.8 Intangible Assets/ Goodwill

Goodwill

Any excess of the cost of acquisition over
the fair values of the identifiable net assets
acquired in Business Combination is
recognised as goodwill.Following initial
recognition, goodwill is measured at cost less
any accumulated impairment losses.

Goodwill is reviewed for impairment
annually, or more frequently, if events or
changes in circumstances indicate that the
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carrying value may be impaired.
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 costsincurred 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 amortised 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. 10,000 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

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

The Bank holds investment property that
has been acquired through enforcement of
security over the loans and advances.

Non-Current Assets Held for Sale

Non-current assets (such as property) and
disposal groups (including both the assets
and liabilities of the disposal groups) are
classified as held for sale and measured at
the lower of their carrying amount and fair
value less cost to sell when: (i) their carrying
amounts will be recovered principally
through sale; (ii) they are available-for-sale
in their present condition; and (iii) their sale
is highly probable.

Immediately before the initial classification
as held for sale, the carrying amounts of the
assets (or assets and liabilities in a disposal
group) are measured in accordance with
the applicable accounting policies described
above.

3.10 Income Tax

Tax expense comprises current and deferred
tax. Current tax and deferred tax are
recognised in profit or loss except to the
extent that they relate to items recognised
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 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

Deferred tax is recognised in respect of
temporary differences between the carrying
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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 account, current, term deposits and
margin accounts which allows 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. Deposits,
debt securities issued, and subordinated
liabilities are initially measured at fair
value minus incremental direct transaction
costs, and subsequently measured at their
amortised cost using the effective interest
method, except where the Group designates
liabilities at fair value through profit or loss.
However, debentures issued by the bank are
subordinate to the deposits from customer.

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 provision is reversed.
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
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comprises of interest income, fees and
commission, foreign exchange income, cards
income, remittance income, bancassurance
commission, etc. and the bases of incomes
recognition are as follows:

a. Interest Income

Interest income on available-for-sale assets
and financial assets held at amortised cost
shall be recognized using the bank's normal
interest rate which is very close to effective
interest rate using effective interest rate
method.

For income from loans and advances to
customers, initial charges are not amortised
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 amortised 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.

Gains and losses arising from changes in the
fair value of financial instruments held at fair
value through profit or loss are included in
the statement of profit or loss in the period in
which theyarise. Contractual interest income
and expense on financial instruments held at
fair value through profit or loss is recognized
within net interest income.

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. DividendIncome

Dividend income are 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 realised and unrealised
fair value changes, interest, dividends and
foreign exchange differences.

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
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part of qualifying hedge relationships and
financial assets and liabilities designated at
fair value through profit or loss. It includes
all realised and unrealised fair value changes,
interest, dividends and foreign exchange
differences.

3.14 Interest expense

Interest expense on all financial liabilities
including deposits are recognized in profit
or loss using effective interest rate method.
Interest expense on all trading liabilities are
considered to be incidental to the Bank's
trading operations and are presented
together with all other changes in fair value
of trading assets and liabilities in net trading
income.

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

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

o wages, salaries and social security
contributions,

o paid annual leave and paid sick leave,
o profit-sharing and bonuses and

« non-monetary benefits

b. 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 arerecognised as
personnel expenses in profit or loss in the
periods during which related services are
rendered.

Contributions to a defined contribution plan
that are 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 has not
considered the gratuity of 8.33% as required
by new Labor Act on the assumption the
provision of the Act shall not be applicable
to the bank.

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
unrecognised past service costs and the fair
value of any plan assets are deducted.

The Bankrecognises 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.

The Bankrecognises gains and losses on the
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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 recognised.

iii. Termination Benefits

Termination benefits are recognised 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 recognised 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:

(a) 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

(b) The payments to the lessor are structured
to increase in line with expected general
inflation to compensate for the lessor's
expected inflationary cost increases. If
payments to the lessor vary because of
factors other than general inflation, then
this condition is not met.

Majority of lease agreements entered by
the Banks are with the clause of normal
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increment of 5%-10% p.a. which the
management assumes are in line with the
lessor's expected inflationary cost increases.

3.17 Foreign Currency Translation

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

Transactions in foreign currencies are
initially recorded at the functional currency
rate of exchange ruling at the date of the
transaction. Monetary assets and liabilities
denominated in foreign currencies are
retranslated at the functional currency rate
of exchange at the statement of financial
position date.

Foreign exchange gains and losses resulting
from the settlement of such transactions, and
from the translation at year-end exchange
rates of monetary assets and liabilities
denominated in foreign currencies are
recognised in the statement of profit or loss.

Non-monetary assets and liabilities are
translated at historical exchange rates if held
at historical cost, or year-end exchange rates
if held at fair value, and the resulting foreign
exchange gains and losses are recognized
in either the statement of profit or loss
or shareholders' equity depending on the
treatment of the gain or loss on the asset or
liability.

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,
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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 and preference
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, bond redemption reserve, foreign
exchange equalization reserve, regulatory
reserve, investment adjustment reserve, staff
training and development fund, CSR reserve
etc.

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, SME
Banking, Deprived Sector Banking, Treasury,
Transaction Banking 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.

Disclosures and  Additional
Information

4.1 Risk Management

Risk Management structure of the Bank
has set clear separation between business
function and risk management function.
Accordingly, the Bank has set up a separate
Integrated Risk Management Department
(IRMD) headed by Chief Risk Officer (CRO),
one of the most senior level positions in the
Bank. The IRMD oversees global, macro,
micro and departmental level risk that arise
out of daily business operation as well ason
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 apex and 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
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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 supervise overall risk
management of the Bank broadly classified
as liquidity risk, market risk, operational risk
and credit risk

ii. Risk Governance

Bank has prepared and implemented 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 commercial
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 structural
foreign exchange and interest rate exposure
and tax exposure.

The bank's risk governance structure is such
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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 Company's internal
control system is reviewed regularly by the
Board, its Committees, Management and
Internal Audit department.

The Internal Audit monitors compliance
with policies/standards and the effectiveness
of internal control structures across the
Bank through regular audit, special audit,
information system audit, Off Site review,
AML/CFT/KYC audit, ISO audit as well as
Risk based Internal Audit (RBIA) approach.
The audits observations are reported to the
Chief Executive Officer and Business Heads
for initiating immediate corrective measures.
Internal Audit reports are periodically
forwarded to the Audit Committee for
review and the committee issues appropriate
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corrective action in accordance with the
issue involved to the respective department,
regional offices 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:

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

o 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;

o Review of various reports prepared

by the Departments such as Account
Monitoring Report, Loan Overdue
Report, Loan Report, NRB reports and
Margin Monitoring 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 Mn.
. Neither past duenor | Pastdue | Past due91 | Past due More Individually
Particulars . . . . Total
impaired less 90 days | to 180 days | than 180 days impaired
Financial Assets
Assets carried at Amortised Cost
Cash and cash equivalent 8,132 - - - 8,132
Due from Nepal Rastra Bank 15,861 - - - 15,861
Placement with Bank and Financial
Institutions 314 - - - - 314
Loans and advances to customers 115,611 109 14 70 - 115,805
Loan and advances to BFIs 4,658 - - - 4,658
Fair Value through Profit and Loss (FVTPL)
Derivative financial instruments ‘ 1,266 - - - 1,266
Fair Value through Other Comprehensive Income (FVTOCI)
Investment securities 14,133 - - - - 14,133
Investment in subsidiaries 270 - - - - 270
Total 160,245 109 14 70 - 160,439
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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 has following foreign currency as
receivables/payables as at the balance sheet
date

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 Company'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
commodity 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.

Liquidity risk is defined as the risk that the
Bank will encounter difficulty in meeting
obligations associated withfinancial liabilities
that are settled by delivering cash or another
financial asset. Liquidity risk arises because
ofthe possibility that the Bank might be
unable to meet its payment obligations when
they fall due as a result ofmismatches in the
timing of the cash flows under both normal
and stress circumstances. Such scenarios
couldoccur when funding needed for
illiquid asset positions is not available to the
Bank on acceptable terms. To limitthis risk,
management has arranged for diversified
funding sources in addition to its core deposit
base andadopted a policy of managing assets
with liquidity in mind and monitoring future
cash flows and liquidity on adaily 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
aundiscounted 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.
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Amount in NPR Mn
Particulars Less than3 o6 6 to 1 year More than 1 Total
month months year
Assets
Cash and cash equivalent 8,132 - - - -
Due from Nepal Rastra Bank 15,861 - - - -
Placement with Bank and Financial 314 - - - -
Institutions
Derivative financial instruments. 1,266 - - - -
Other trading assets - - - - -
Loan and advances to BFIs 4,658 - - - -
Loans and advances to customers 17,270 12,874 18,125 67,536 115,805
Investment in subsidiaries 270 - - - -
Total 47,772 12,874 18,125 67,536 115,805
Liabilities
Due to Bank and Financial Institutions 11,630 - - - 11,630
Due to Nepal Rastra Bank 742 - - - 742
Derivative financial instruments 1,722 - - - 1,722
Deposits from customers 7,769 7,018 30,983 93,819 139,590
Borrowing - - - - -
Other liabilities 2,074 - - 2,074
Debt securities issued - - - 3,488 3,488
Total 23,936 7,018 30,983 97,307 159,245

iv. 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.

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 riskby use of key control
standards, key control self-assessments and
key risk indicators as toolkits to identity,
assess, monitor and control operational risk
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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 has formulated and implemented
the "Internal Capital Adequacy Assessment
Process 2017" (ICAAP 2017) which has been
approved by the Board of Directors. The
ICAAP 2017 is a system of sound, effective,
and complete strategies and processes that
allows the Bank to assess and maintain,
ongoing basis, the amounts, types and
distribution of internal capital that the Bank
considers adequate to cover the nature and
level of risk to which the Bank is or might be
exposed to.

Internal Capital Adequacy Assessment
Process (ICAAP) shall also include
requirement to have robust governance
arrangements, efficient process of managing
all material risks and an effective regime
for assessing and maintaining adequate and
economic capital at the Bank where economic
capital (economically needed capital) refers
to the amount of capital required for the
Bank's business operations and for financing
the associated risks.

ICAAP 2017 shall provide policy and
procedural guidelines for the calculation

7%{3@‘@@@@1%@1 aiffes Ufadeat / Q008/GY

of internal capital adequacy by prescribing
appropriate methodologies, techniques and
procedures to assess the capital adequacy
requirements in relation to the Bank's
risk profile and effectiveness of its risk
management, control environment and
strategic planning.

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

i. Tier 1 capital and a breakdown of its
components

NPR in Mn.
S.N. Particulars Amount
a | Paid up Capital 8,031.12
Share Premium / Capital
b | Reserve -
¢ | Proposed Bonus Shares -
d | Statutory General Reserve 1,825.15
e | Retained Earnings 943.65
Un-audited Current Year
f | Cumulative Profit -
Capital Redemption
g | Reserve 285.71
h | Other Free Reserves -
i | Less: Deferred Tax Assets -
j | Less: Intangible Assets 22,97
Less: Investment in equity
of institutions with financial
k | interests 200.00
Less: Purchase of land &
building in excess of limit
1 | and unutilized -
Core (Tier-1) Capital 10,862.66
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ii. Tier 2 capital and a breakdown of its
components

NPR in Mn.
S.N. | Particulars Amount

a Subordinated Term Debt 3,200.00
General Loan Loss

b Provision 1,204.73
Exchange Equalization

C Reserve 38.37
Investment Adjustment

d | Reserve 44.24

Supplementary (Tier-2) Capital 4,487.35

iii. Detailed information about the
Subordinated Term Debts with
information on the outstanding
amount, maturity, and amount rose
during the year and amount eligible to
be reckoned as capital funds.

NPR in Mn.
Amount
. O/s Maturity Interest eligible
Particulars amount Issue Date Date Rate* for capital
fund
7.25% NIC
ASIA Bond
2077 500 15-May-14 14-May-21 7.25% 200
9% NIC ASIA
Bond 2081/82 3,000 9-Jan-18 8-Jan-25 9.00% 3,000

*Interest is payable half yearly basis

iv. Deductions from capital

The intangible assets pertaining to bond issue
expenses and premium on foreign currency
bond amounting to NPR22.97 Mn.have been
deducted from the core capital

The Bank's investment in NIC AISIA Capital
Ltd., a wholly owned subsidiary, NPR 200
Mn. has been deducted from the core capital.

v. Total qualifying capital

S.N. Particulars AH;ZEEES:)PR
A | Core Capital 10,862.66
B | Supplementary Capital 4,487.35

Total Qualifying Capital
(Total Capital Fund) 15,350.01

vi. Capital Adequacy Ratio

Capital Adequacy Ratio of the bank as at 16
July 2018 stood at 12.24%.

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

The Bank prepares a long term 5 year's
Strategy Plan and 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, stress
testing and scenarios testing, monitoring and
reporting as per the ICAAP 2017.

The Bank has also formulated and
implemented “Stress Testing Guidelines
2015” in order to assess of the 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.

A formal monitoring and reporting
mechanism have been established to
provide the senior management necessary
information on the risk profile, trends, and
the capital requirements as per ICAAP 2017
and Stress Testing Guidelines 2015. Such
reports are being prepared on a monthly
and quarterly basis and circulated to relevant
business units/departments, Integrated Risk
Department (IRMD), and tabled in Assets
Liability Committee (ALCO) meeting.
Further quarterly reports are presented to
the Risk Management Committee and the
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Board for review and discussions.

viii. 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.

Debentures: The bank has issued 7.25% NIC ASIA Bond 2077 and 9% NIC ASIA Bond 2081/82
amounting NPR 500 million and NPR 3,000 million respectively. These debentures do not carry any
voting rights. These debentures are subordinate to the depositors of the bank.

b) Risk Exposures

i. Risk weighted exposures for Credit Risk, Market Risk and Operational Risk

NPR in Mn.
S.N. Risk Weighted Exposure Amount
Risk Weighted Exposure for Credit Risk 118,625.31
b Risk Weighted Exposure for Operational Risk 4,066.90
c Risk Weighted Exposure for Market Risk 117.55
Adjustments under Pillar II
ALM policies & practices are not satisfactory, add 3% of gross income to RWE 104.84
2% adjustment on Total RWE 2,456.20
Total Risk Weighted Exposure 125,370.80
ii. Risk Weighted Exposures under each of 11 categories of Credit Risk
‘ NPR in Mn.
. . . Net Book Value RWE
S.N. Risk Classification (NPR Million)
a | Claims on Govt. and Central Bank 29,688.30 -
b | Claims on other Financial Entities
¢ | Claims on Banks 9,024.72 1,859.72
d | Claims on Corporate and Securities Firm 42,195.13 42,195.13
e | Claims on Regulatory Retail Portfolio 48,142.09 36,106.57
f | Claims secured by Residential Properties 9,080.33 5,455.91
g | Claims secured by Commercial Real Estate 928.76 928.76
h | Past due Claims 138.76 208.14
i |High Risk Claims 14,551.18 21,826.77
j | Other Assets 9,953.16 6,192.12
k | Off balance sheet items 13,262.88 3,852.18
Total 176,965.32 118,625.31
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4.3 Classification of financial assets and financial liabilities

NPR in Mn.
Notes As at 16-Jul-18 Asat 15-Jul-17 As at 16-Jul-16
Financial assets C;r:ly;i:g Fair value Ci,ra?::g Fair value C;‘;arl’::g Fair value

Assets
Assets carried at Amortised Cost
Cash and cash equivalent 4.1 8,132 8,132 3,480 3,480 3,549 3,549
Due from Nepal Rastra Bank 4.2 15,861 15,861 10,291 10,291 4,396 4,396
Placement with Bank and Financial 4.3 314 314 1,493 1,493 1,216 1,216
Institutions
Loans and advances to customers 4.7 115,805 115,805 70,616 70,616 57,876 57,876
Total 140,112 140,112 85,880 85,880 67,038 67,038
Fair Value through Profit and Loss (FVTPL)
Derivative financial instruments. ‘ 4.4 ‘ 1,266 1,266 3,029 3,029 2,302 2,302
Fair Value through Other Comprehensive Income (FVTOCI)
Investment securities 4.8 14,133 14,133 10,020 10,020 11,608 11,608
Investment in subsidiaries 4.1 270 270 100 100 100 100
Total 14,403 14,403 10,120 10,120 11,708 11,708
Liabilities
Liabilities carried at Amortised Cost
Due to Bank and Financial Institutions 417 11,630 11,630 7,773 7,773 7,215 7,215
Due to Nepal Rastra Bank 4.18 742 742 - - - -
Deposits from customers 4.20 139,590 139,590 79,906 79,906 64,607 64,607
Debt securities issued 4.24 3,488 3,488 501 501 516 516

155,449 155,449 88,180 88,180 72,338 72,338
Fair Value through Profit and Loss (FVTPL)
Derivative financial instruments ‘ 4.19 ‘ 1,722 1,722 3,000 3,000 2,267 2,267
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4.3.1 Fair Value of Financial Assets and Financial Liabilities

NPR Mn.
:;:;Z:iﬁ; Asat 16 Asat 15 July | Asat 16 July
(Level) July 2018 2017 2016

Fair Value through profit and loss
Financial Assets
Forward exchange Contract ‘ ‘ 1,266 ‘ 3,029 ‘ 2,302
Financial Liabilities
Forward exchange Contract ‘ ‘ 1,722 ‘ 3,000 ‘ 2,267
Fair Value through Other Comprehensive Income
Financial assets
Investment securities at OCI
- Quoted equity securities 1 566 425 770
- Unquoted equity securities 3 191 176 63
Investment in subsidiaries 270 100 100
Total 1,027 701 933
Financial Instruments held at amortised cost
Financial assets
Debt securities 3 343 828 202
Government bonds 3 9,778 6,599 5,598
Government treasury bills 3 2,161 1,992 1,907
Nepal Rastra Bank bonds 3 - - 3,067
Loan and advances to BFIs 3 4,658 1,630 1,089
Loans and advances to customers 3 115,805 70,616 57,876
Accounts receivable 7,057 736 353
Accrued Income - - -
Total 139,802 82,401 70,092
Financial liabilities
Due to Bank and Financial Instituions 3 11,630 7,773 7,215
Due to Nepal Rastra Bank 3 742 - -
Deposits from customers 3 139,590 79,906 64,607
Borrowing 3 - - -
Provisions - - -
Other liabilities 2,074 1,458 916
Debt securities issued 3,488 501 516
Subordinated Liabilities - - -
Total 157,523 89,638 73,253
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4.4 Operating Segment Information

5.4.1 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:

a) Corporate Banking

The loans provided to corporate customers
valuing more than NPR 10 Crores are
classified under Corporate Banking. The
interest income from corporate loans, fee
incomes generated out of such loans, foreign
exchange 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.

b) Retail Banking

The loans provided to other than corporate
customers ie. 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.

¢) Small and Medium Enterprises (SME)
Banking

The loans provided to corporate customers
valuing not more than NPR 10 Crores are
classified under SME Banking. The interest
income, fee incomes generated out of such
loans, foreign exchange earned through
LC/BG are revenue items of this segment.
Expenses of this segment comprises of

interest expenses on deposits used for
providing SME loans, personnel expenses
and operating expenses as well as provision
for loss created for such loans.

d) 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.

e) 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, forex
gains, dividend income are revenue items
of this segment. Expenses of this segment
comprises of interest expenses on deposits
used for making investments, forex losses,
personnel expenses and operating expenses
as well as provision for loss created for such
investments.

f) Transaction Banking

The income from Card (Debit card/Credit
card) sales, income from sales of Mobile
and SMS Banking, customer services fees,
agency remittance commissions, locker fees,
cheque processing fees are revenue items
of this segment. Expenses of this segment
comprises of personnel expenses and
operating expenses.

g) 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
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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, SME Banking, DSL Banking, Transaction banking and Treasury
comprise of atleast 75%of our total revenue. Hence, these operations are treated as reportable segments
and the remaining are classified under other segments

4.4.2 Information about profit or loss, assets and liabilities

NPR in Mn.
Particulars Corporate Retail SME DSL Treasury TB Others Total
Revenues from external
customers 545.85 2,180.15 1,717.43 326.19 785.10 | 239.87 105.56 5,900.16
Inter Segment Expenses/
(Revenue) (19.86) 10.51 7.67 1.68 542.02 - - 542.02
Net revenue 565.71 2,169.64 1,709.76 32452 24308 | 239.87 105.56 5,358.14
Interest Income 1,842.88 5,833.40 4,223.34 891.73 604.33 - 150.14 3,545.82
Interest Expenses 1,390.01 3,894.09 2,841.26 621.84 46.93 - - 8,794.14
Net Interest Income 472.72 1,928.80 1,374.41 268.21 15.38 - 150.14 4,209.66
Depreciation and
Amortization 3.53 56.59 43.32 6.60 0.65 432 0.79 115.80
Profit Before Income Tax 248.49 639.50 557.49 136.80 193.54 19.63 15.16 1,810.60
Impairment Charge/(Reversal) For Loans
And Other Losses 56.74 135.42 94.88 17.79 - - - 304.83
Segment Assets 17,893.02 | 67,083.87 | 5442376 | 11,588.06 19,855.52 83.38 15.57 170,943.18
Segment Liabilities 27,293.09 | 73,11083 | 5347091 | 11,712.25 5,318.70 2111 16.30 170,943.18
4.4.3 Measurement of operating segment 4.4.4 Reconciliation of reportable,
profit or loss, assets and liabilities segment revenues, profit or loss, assets
andliabilities
The bank has identified the key segments of
business on the basis of nature of operations Revenue
that assists the Management Committee of
the bank in decision making process and NPR in Mn.
to allocate the resources. It will help the Total revenue for reportable segments 5,900
management to assess the performance of Other revenues -
the business segments. The Segment has been Elimination of intersegment revenues 542
identified on the basis of geographic location Entity's revenue 5,358
of the branches. Investment balances, NRB
balance, income from investment, forex
income are reported in Head office under Profit or Loss
Province 3. Intra segment revenue and costs NPR in Mn.
are accounted as per the pOhCY of the bank Total profit or loss for reportable segments 1,811

230

and eliminated in the Head Office
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Elimination of intersegment profits - Liabilities

Profit before income tax 1,811 NPR in Mn.
Total liabilities for reportable segments 170,943

Assets Other assets
Total liabilities 170,943
NPR in Mn.

Total assets for reportable segments 170,945

Other assets -

Total assets 170,945

4.4.5 Information about product and services

Amount in Mn.

S.N. Departments Revenue
1 Corporate 566
a Large corporate 478
b Project Financing 88
2 Retail 2,170
a Home Loan Term 1,229
b Home Loan OD 273
c Auto Loan 439
d Gold Loan 38
e Loan against shares 124
f Education loan 9
g Loan against FD 13
h Other Loans 44
3 Small and Medium Enterprises 1,710
a Medium enterprises 786
b Mid-market Enterprises 323
c Easy business 87
d Small business 514
4 Deprived Sector Lending 325
a Direct Deprived Sector lending 171
b Indirect Deprived Sector Lending 153
5 Treasury 243
a Investments in T Bills and Government bonds 15
b Trading Gain 166
c Revaluation Gain 62
6 Transaction Banking 240
a Cards and new banking 130
b Other Transaction banking services 101
7 Other services 9
Others 106
Total 5,358
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4.4.6 Information about geographical areas

Revenue from following geographical areas

Amount in Mn.

(a) Domestic 5,358
Province 1 1,633

Province 2 911

Province 3 786

Province 4 676

Province 5 865

Province 6 113

Province 7 374

(b) Foreign -
Total 5,358

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
4.6.1 Income Tax Liability

The Bank has received reassessment order from Large Taxpayers' Office (LTO) on the income tax
return filed under self-assessment for the financial year 2060-61 to 2070-71. The additional tax liability
demanded on reassessment for the above financial years is NPR 285 Mn. (Previous year's NPR 249
Mn.) including penalty/fines and interest. The Bank has appealed against the additional demand with
the appropriate authorities and deposited one third of disputed tax amount as guarantee deposit with
the Inland Revenue Department.

Pending decision, no provisions have been made against these additional demands and disclosed as
contingent liabilities under Schedule 17 of Financial Statements.

The Bank has filed tax returns to the LTO up to the financial years 2073/74 under self-assessment
procedures.
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4.6.2 Contingent Liability

NPR in Mn.
As at As at As at
16-Jul-18 15-Jul-17 16-Jul-16

Claims on Bank but not Accepted by the Bank
Letter of Credit (Full Amount)
a. Letter of Credit With Maturity Less than 6 Months 2,265 1,564 1,582
b. Letter of Credit With Maturity More than 6 Months 430 352
Rediscounted Bills
Unmatured Guarantees/Bonds
a. Bid Bonds 43 78 71
b. Performance Bonds 2,187 1,587 1,257
c. Other Guarantee/Bonds
Unpaid Shares in Investment
Forward Exchange Contract Liabilities 454 3,000 2,267
Bills under Collection 168 97 69
Acceptances and Endorsements 471 552 498
Underwriting Commitments
Irrevocable Loan Commitments 6,360 3,334 3,714
Guarantees issued against Counter Guarantee of Internationally Rated 1,192 307 449
Foreign Banks
Advance Payment Guarantees 87 54 134
Financial Guarantees 0.05
Contingent Liabilities on Income Tax 285 249 123
Unpaid Guarantee Claims 3 2
Total 13,515 11,253 10,516

4.7 Related Party Disclosures

The Bank identifies the following as the related parties under the requirements of NAS 24.

Name

Relationship

NIC Asia Capital Limited

Wholly owned subsidiary

NIC Asia Laghubitta Bittiya Sanstha Limited (w.e.f25 July 2017)

Wholly owned subsidiary

Tulsi Ram Agrawal, Chairman Director
Jagdish Prasad Agrawal, Director Director
Ram Chandra Sanghai, Director Director
Rajendra Prasad Aryal, Director Director
Binod Kumar Pyakurel, Director Director
Trilok Chand Agrawal, Director Director
Ganesh Man Shrestha, Director Director

Roshan Kumar Neupane, Acting CEO (w.e.f 17 March 2018)

Key Management Personnel

Sudhir Nath Pandey, Assistant Chief Executive Officer

Key Management Personnel

Rajesh Kumar Rawal, Chief Oversight Officer

Key Management Personnel

Santosh Kumar Rathi, Chief Marketing Officer

Key Management Personnel
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Jayendra Rawal, Chief Oversight Officer Key Management Personnel
Sudeep Khanal, Chief Corporate and Priority Loans Officer and Chief Key Management Personnel
Support Officer

Kapil Dhakal, Chief Human Resources and Chief Development Officer Key Management Personnel
Dipendra B. Rajbhandari, Chief Risk Officer Key Management Personnel
Arjun Raj Khaniya, Chief Public Relationship Officer Key Management Personnel
Prakash Baral, Chief Credit Officer Key Management Personnel
Bishal Sigdel, Chief Financial Officer Key Management Personnel

4.7.1 Board Member Allowances and Facilities

The Board of Directors have been paid board meeting fees of NPR 3,127,200 during the fiscal year.
There were 48Board Meetings conducted during the fiscal year.

The Chairperson and other members of the Board are paid NPR 12,000 and NPR10,000 per meeting
respectively for Board and Board Level Committees meeting.

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

NPR in ‘000

Board Level Committees No of Meetings Meeting Allowance

Assets Money Laundering Prevention Committee 9 232,000
Audit Committee Meeting 12 236,000
Digital Banking Sub Committee 1 40,000
Karmachari Sewa Suvidha Meeting 6 136,000
Risk Management Committee 16 406,800
Total 1,050,800

As approved by the 20th Annual General Meeting held on 15 September 2017, each Board Members
have been provided with a monthly allowance of NPR 13,000 for telephone, newspaper and mobile
expenses. The total amount paid as monthly allowances to the board members during the fiscal year
amounted to NPR 12,27,703.

4.7.2 Loans and Advances extended to Promoters:
The Bank has not extended any loans to promoters during the year.
5.7.3 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 28,996,540
2 | Post-Employment Benefits -
3 | Other Long-Term Benefits -
4 Termination Benefits (Gratuity and Sick Leave Encashment) -
5 | Share Based Payment -
Total of Key Management Personnel Compensation 28,996,540
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Key management personnel are also provided with the following benefits:

i) Benefits as per the Employee Terms of Service By-laws,

ii) Bonus to staff as per the Bonus Act

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

"Roshan Kumar "Laxman Risal
SN Particulars Neupane (Former Total
(Acting CEO)" CEO)"
a. Gross Annual Salary and allowances 7,007,026 7,409,077 14,416,103
b Performance based allowances for current financial
year

i Employee Bonus 616,343 2,400,000 3,016,343
ii. Other facilities as per Act (Provident Fund) 209,160 209,160
iii. Others -

C. Other Facilities

d. Current years total staff expense 1,782,112,947

4.7.4 Transaction with Subsidiaries
Amount in NPR
S No Particulars NIC Asia Capital NIC Asia Laghubitta

1 Share Registrar fee paid 750,000 -
2 Deposit received from subsidiary 58,148,754 21,689,462
3 Borrowings 650,000,000
4 Interest paid to subsidiaries 14,900,361 8,695,890
5 Reimbursement received from NIC Asia Capital 977,054 -
6 Receivable from Subsidiaries 88,707 -
7 Payable to subsidiaries 658,477 -

The intra-group related figures have been excluded for presentation of the financial statement of the

Group.

4.8 Merger and Acquisition

There are no merger or acquisitions transaction during the year.

4.9 Additional Disclosures of non-consolidated entities

The Bank has two subsidiaries as at 16 July 2018, NIC Asia Capital Limited and NIC Asia Laghubitta
Bittiya Sanstha, which are consolidated for the year ended 16 July 2018. There are no such entities
which are required to be consolidated but not done during the year.

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.
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There are no material events that have occurred subsequent to 16 July 2018 till the signing of this
financial statement on 16th November 2018 except, the Bank has issued “11% NIC ASIA Debenture
2082/83”amounting NPR 1.83 Billion with following particulars.

Name of the Debenture 11% NIC ASIA Debenture 2082/83
Amount Rs. 1.83 billon (1.83 million units of Rs. 1,000 each)
Maturity Period 7 Years
Coupon Rate 11% p.a. may vary depending upon liquidity situation
Interest Payment frequency Half Yearly
Convertible Status None
Issue Date 27 Bhadra 2075

4.11 Disclosure effect of transition from previous GAAP to NFRSs

NERS 1 (First-time Adoption of Nepal Financials Reporting Standards) provides a suitable starting
point for accounting in accordance with NFRS and is required to be mandatorily followed by first-
time adopters.

The Bank has prepared the opening Statement of Financial Position as per NFRS as of 1st Shrawan,
2073 (16 July 2016) (the transition date) by:

b.
C.

d.

€.

recognizing all assets and liabilities whose recognition is required by NFRS,
not recognizing items of assets or liabilities which are not permitted by NFRS,

reclassifying items from previous Generally Accepted Accounting Principles (GAAP) to NERS as
required under NFRS, and

applying NFRS in measurement of recognized assets and liabilities.

4.11.1 Significant changes from the policies adopted in the past

Significant changes from the accounting policies adopted under previous GAAP (erstwhile Nepal
Accounting Standards and directives issued by Nepal Rastra Bank) and the adoption of NFRS has
been disclosed in the respective segments, including the impact. The detailed impact disclosure is
given below.
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4.11.2 Reconciliation of equity

NPR 000”

. As at 01.04.2073 As at 31.03.2074

§ (Date of Transition) (End of last period

g é presented under

% previous GAAP

8|
Total equity under previous GAAP 7,382,845 10,116,179
Adjustment under NFRSs:
Impairment on loan and advances - -
Fair value & employees benefit accounting of staff loan - -
Lease accounting - -
Measurement of investment securities at fair value C 125,622 2,312
Revaluation of investment property d 283,986 48,254
Amortisation of debt securities f 206 218
Deferred tax e (130,852) (103,929)
Defined benefit obligation of employees (65,320) (26,726)
Goodwill/Bargain purchase gain - -
Interest Income b 247,011 308,071
Other a 63,204 70,448
Total adjustment to equity 523,856 298,649
Total Equity under NFRS 7,906,701 10,414,828
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4.11.3 Reconciliation of profit or loss

Amount in ‘000

Explanatory
Note

For the year ended 31.03.2074

(the latest period presented under
previous GAAP)

Profit/(Loss) for the year

Previous GAAP 1,473,466
Adjustments under NFRSs:
Interest income b 61,061
Impairment on loans and advances -
Employee benefit amortisation under staff loan -
Defined benefit obligation of employees e 39,538
Operating lease expense -
Amortisation expense of debt securities F 12
Other Operating income -
Interest expense -
Depreciation and amortisation -
Other -
Recognition of investment property d (235,732)
Reversal of provision on investment booked under GAAP -
Deferred tax 26,923
Provision on investment reclassified to P & L 148
Total Adjustment to profit or loss (108,050)
Profit or loss under NFRS 1,365,416
Other Comprehensive Income

-Net Change In fair value 2,164

- Actuarial gain/loss (944)
Total Comprehensive Income under NFRS 1,366,636
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4.11.5 Effect of NFRS adoption for statement of profit or loss and other comprehensive income

NPR'000
For the year ended 31.03.2074
‘E (the latest period presented under previous
Partuculars § % GAAP)
—:_‘ Z  |Previous GAAP Effect of Amount as per
e transition to NFRS
NERS

Interest Income b 6,904,113 184,475 7,088,588
Interest expense 4.3 4,362,483 446 4,362,929
Net interest income 2,541,630 184,029 2,725,659
Fees and Commission Income 707,010 - 707,010
Fees and commission expense 49,919 - 49,919
Net fee and commission income 657,090 - 657,090
Net Trading Income 161,609 - 161,609
Other Operating Income 58,065 - 58,065
Total operating income 3,418,395 184,029 3,602,423
Impairment charge/(reversal) for loan and other 4.35 (305,267) 235,584 (69,683)
losses
Net Operating income 3,723,661 419,613 3,672,106
Personnel Expense 4.36 1,049,051 83,876 1,132,927
Other operating expense 4.37 581,012 (458) 580,553
Depreciation &Amortisation 129,185 - 129,185
Operating profit 1,964,414 336,195 1,829,441
Non operating income 155,409 - 155,409
Non operating expense 31,694 - 31,694
Profit before income tax 2,088,129 336,195 1,953,156
Income Tax Expense 441 614,663 26,923 -
Current Tax 625,458 - 625,458
Deferred Tax (10,795) (26,923) (37,717)
Profit For the Year 1,473,466 363,118 1,365,416
Other Comprehensive Income
Other comprehensive income 364,338 364,338
Total comprehensive income 1,473,466 364,338 1,366,636
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4.11.6 Effect of NFRS adoption for statement of cash flows

NPR'000
Particulars For the year ended

g 31.03.2074

‘é’ .°_.°) (the latest period presented under previous GAAP)

% Z | Previous GAAP Effect of Amount as per

s transition to NFRS

NFRS

Net cash flows from operating activities 6,760,932 (9,502,619) (2,741,687)
Net cash flows from investing activities (1,923,058) 3,365,562 1,442,504
Net cash flows from financing activities 1,174,254 55,549 1,229,803
Net increase / (Decrease) in cash and cash
equivalent 6,012,128 (6,081,508) (69,380)
Cash and cash equivalent as the beginning of the
period 7,729,451 (4,180,243) 3,549,208
Cash and cash equivalent at the end of the period 13,741,579 (10,261,750) 3,479,828

a)

b)

There is no any cash inflow due to NFRS. However due to reclassification major adjustments are
observed mainly due to reclassification of Balance of BFIs from cash and cash equivalent to operating
activities. Further investment was bifurcated into long term investment and short-term investment
which has now been classified into investing activities.

Explanatory Notes to first time adoption

Under previous GAAP, cash dividends on equity shares recommended by the board of directors
after the end of the reporting period but before the financial statements were approved for issue were
recognised in the financial statements as a liability. Under NFRS, such cash dividends are recognised
when declared by the members in a general meeting. The effect of this change is an increase in total
equity, but this does not affect profit before tax and total profit for the respective years.

Under previous GAAP, Interest income on Loans and Advances was recognized on cash basis as per
Directive 4 of Nepal Rastra Bank (NRB). Under NERS, Interest income is recognised on accrual basis
using Effective Interest Rate (EIR) Method and interest on staff loan has been amortised at fair value.

Particulars As at 15 July 2017 As at 16 July 2016
Interest suspense required by NFRS - -
Interest suspense recognised under Local GAAP reversed 308,071 247,011
Net Increase in Equity 308,071 247,011
Net Movement in Profit & Loss during the year 61,061 -
Amoritisation of Staff Loan Interest (289,938) (85,283)
Net Impact on Loans and Advances 18,133 161,728

¢) Under previous GAAP, investments were measured at cost less diminution in value. Under NFRS,

these financial assets have been classified as financial assets carried at Fair Value through Other
Comprehensive Income (FVTOCI). On the date of transition to NFRS, these financial assets have
been measured at their fair value which is higher than the cost as per previous GAAP, resulting in an
increase in the carrying amount as explained in the table below. These changes do not affect profit
before tax or total profit for the year ended 15 July 2017 and 16 July 2016 because the changes in fair

yua 3 A TR 3o 137, / A UrideeT / 2008/ 0y



2

value have been recognised under Other Comprehensive Income (OCI).

Particulars As aztollf';] uly As aztoll66] uly
Decrease in carrying amount due to fair value 3,092 179,459
Already recognised in books of account
Deferred tax impact on the increased amount (928) (53,838)
Write back of loss provision created under GAAP - -
Net increment in total equity 2,164 125,622
Net Movement in OCI during the year (123,457) -

d) Under previous GAAP, Non Banking Assets (NBA) were recognised as per Directives of Nepal Rastra
Bank and 100% provision were made. Under NFRS, these NBA have been classified as Non Current
Assets held for sale and measured at lower of their carrying amount and fair value less cost to sell. On
the date of transition to NFRS, provision as per the Directives of NRB had been reversed, resulting in

an increase in the carrying amount as explained in the table below.

. As at 15 July As at 16 July
Particulars 2017 2016
Increase in carrying amount due to reversal of provision on NBA 48,254 283,985
Net movement in Profit and loss during the year (235,731)

e) Under NFRS, the actuarial gains and losses form part of re-measurement of the net defined benefit
liability / asset which is recognized in Other Comprehensive income (OCI). Consequently, the tax
effect of the same has also been recognized in Other Comprehensive Income (OCI) under NFRS

instead of profit or loss.

There is re-measurement of Gratuity and Sick leave Liability as per the actuarial valuation report.

Particulars As 2;011571111), As azt01166] uly
(Increase)/Decrease in Gratuity Liability due to Actuarial Valuation (29,030) (64,367)
(Increase)/Decrease in Sick Leave Liability to Actuarial Valuation (4,909) (7,762)
Liability as per local GAAP 95,418 44,807
Actuarial liability as per NFRS (A) (129,357) (116,936)
Total (33,939) (72,129)
Actuarial Gains/loss in Gratuity and Sick leave 24,044 22,695
Deferred tax Impact on Actuarial Gain/Loss (B) 7,213 6,809
Net Increment in Total Equity (A)+(B) (26,726) (65,320)
Net movement in OCI during the year (945) -
Net movement in Profit and loss during the year 39,538 -
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f) Under previous GAAP, Bonds issued were carried at cost price. Under NFRS, Bonds issued are carried
at amortized cost and cost incurred on Bonds issued are considered for the EIR calculation and the
balance outstanding have been measured accordingly.

) As at 15 July As at 16 July
Particulars 2017 2016
Adjustment of cost of issue of NIC Asia Bonds using EIR 218 206
Net movement in Profit and loss during the year 12 -

4.12 Non-Banking Assets

Non-Banking Assets (NBA) has been shown under investment property. It has been recognized at
lower of fair value or amount due at the time of assumption of NBA.

NPR. '000
Name of Borrower Date of assuming Non- | Asat16July | Asat15 Asat 16

Banking Assets 2018 July 2017 | July 2016
Krishna Dangi/Manju Gautam 2-Jul-18 16,297 - -
Auto Craft Pvt. Ltd. 11-Feb-18 15,800 - -
Umar Stores 3-Jul-18 9,050 - -
P and P Group 7-Jun-18 7,650 - -
KedarAryal and Nirmal VeniyarUdhyog 9-Oct-12 7,456 7,456 7,456
Nangeswori Multiple Trading Co. Pvt Ltd 14-Aug-15 4,837 4,837 4,837
Bal Krishna/Kalpana Bishwakarma 2-Jul-18 3,960 - -
Shivendra Kumar Verma/ Jyoti Kumari
Verma 5-Jul-18 3,220 - -
Rekha Kumari Khadka &Saru Shahi 19-Jun-18 2,513 - -
PurnaBrahmaTrade Link 5-JTul-18 2,400 - -
B.P NirmanSewa 3-Jun-16 1,200 14,207 14,207
Kathmandu Offset Printers and Traders 9-Oct-12 - 10,552 10,552
Ram Adhikari 19-Jun-16 - 7,000 7,000
Poonam Traders and Suppliers 2-Oct-17 - 4,000 -
AshokdharPradhananga 22-Jan-17 - 203 -
Oriental Builders 20-Jan-13 - - 239,935
Total 74,383 48,254 283,986

4.13 Change of estimate

Subsequent to the decision dated 4 May 2018, management has estimated the revised useful life of
the assets and the effect of such revision on net carrying value of assets and depreciation has been
accounted prospectively resulting decrease in depreciation charges for the year with corresponding
increment in assets value by net Rs 30,139,519.
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The details of previously applied depreciation rates / useful life are as follows:

Asset Previous d:f gii:zifﬁ?{?fn:ortisation Revised useful life

Computer 25% 5 Years

Metal Furniture 25% 10 Years

Office Equipment 25% 10 Years

Vehicle 15%-20% 10 Years

Wooden Furniture 25% 5 Years

Building 5% 50 Years

Leasehold Lower of 5 Years or Lease Period Lower of 15 Years or Lease Period
Software 5 years or expiry period whichever is 5 years or expiry period whichever is

lower lower

4.14 Earnings per share

The Bank measures earning per share on the basis of the earning attributable to the equity shareholders
for the period. The number of shares is taken as the weighted average number of shares for the relevant
period as required by NAS 33 Earnings per Share.

Particulars Units Year ended Year ended
16-Jul-18 15-Jul-17
Profit attributable to equity shareholders (a) NPR.'000 1,334,862 1,365,416
Weighted average of number of equity shares used in computing
basic earnings per share (b)
Basic and diluted earnings per equity share of Rs 100 each (a/b) Rs 16.62 20.40

As there is no potential ordinary shares that would dilute current earning of equity holders, basic EPS

and diluted EPS are equal for the period presented.

4.15 Proposed Distributions (Dividends and Bonus Shares)

The Board of directors in its meeting dated 16th November 2018 has passed a resolution recommending
for distribution of bonus shares (stock dividend) at 10% and cash dividend equivalent to tax on stock
dividend at 0.526% of paid up capital as at 16 July 2018.

NPR. '000
. As at 16 July As at 15 July As at 16 July
Particulars 2018 2017 2016
Cash Dividend Declared 42,269 70,448 63,204
Bonus Shares 803,112 1,338,520 1,200,880
Total 845,381 1,408,968 -
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4.16 Unpaid Dividends

As at the reporting date, unpaid dividend over five years amounts to as follows.

NPR. '000
. As at 16 July As at 15 July As at 16 July
Particulars 2018 2017 2016
Not collected for more than 5 years 27,937 18,685 41,310
Not collected up to 5 years 65,838 77,033 111,017
Total 93,775 95,718 152,327

4.17 Swift Case

The Society for Worldwide Interbank Financial Telecommunication (SWIFT) system of the Bank was
hacked on 18th and 19th of October 2017 during Tihar vacation when the banks were closed. As per
the information provided by the bank amount equivalent to NPR 465,650,509 had been fraudulently
transferred to eight different Nostro accounts maintained by the bank through 31 transactions via
SWIFT. Of the total amount which was fraudulently transferred by the hackers, bank failed to recover
Rs 67,411,179 and considering the remote chances of its recovery bank has created loss provision in
the books of accounts.

4.18 Non-performing assets

The Banks' non-performing assets ratio stood at 0.0697% as at balance sheet date. The total non-
performing assets as at balance sheet date is NPR 84,131,697 and loan loss provision related to non-
performing assets calculated as per NRB directives is NPR 72,412,793 which is 86% of NPA. Also, the
total loan loss provision to NPA is 1,524%.

NPR ‘000
Particulars This Year Previous Year Change

Amount %
Pass loan (performing loans) 120,582,668 72,299,295 48,283,373 67%
Non-Performing Loans (NPL) - - - -
Restructured/rescheduled - - - -
Substandard 12,384 32,043 (19,659) (61%)
Doubtful 4,861 3,265 1,596 49%
Loss 66,886 227,273 (160,387) (71%)
Gross Loans & Advances 120,666,800 72,561,876 48,104,924 66%
NPL ratios:
Gross NPL to Gross Loans & Advances 0.0697%
Net NPL to Net Loans & advances 0.0971%
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4.19 Concentration of Deposits, Loans & Advances and Contingents

NPR in Mn
Loans & Advances and Deposits & Non-Funded
Particulars Bills Purchased Borrowings
CY PY CY PY CY PY
Total Amount Outstanding 120,666 72,558 151,176 87,697 6,795 3055
Highest Exposure of a Single Unit 704 958 4,952 4,677 956 307
Concentration of exposure 0.58% 1.32% 3.28% 5.39% 14.07% 10.04%

* CY= Current Year, PY = Previous Year

For the calculation of concentration, loans and advances is total loans extended to the customers
except staff loans and interest accruals on loans and the deposits is total deposits from the customers
excluding interest payables.

Single Obligor Limit and Sector-wise Limit (Directive No. 3) for both funded and non-funded are
within the limit as prescribed by NRB directives.

4.20 Reserves

4.20.1 General Reserve

The movement in general reserve during the year is as follows;

NPR '000
Opening Balance - 1,558,181
Transfer as per BAFIA 266,972 -
Closing balance - 1,825,153

As required by Section 44 of Banks and Financial Institutions Act, 2073 (BAFIA), 20% of the current
year's net profit amounting to NPR 266,972,385 (Previous Year NPR 294,693,194) has been transferred
to General Reserve through Profit and Loss Appropriation Account.

4.20.2 Exchange Fluctuation Reserve

As per Section 45 of the Banks and Financial Institutions Act 2006, Bank is required to transfer 25%
of revaluation gain to Exchange Fluctuation Reserve through Profit and Loss Appropriation Account.
For the year NPR 3,686,060(Previous year NPR 731,710) has been transferred to Exchange Fluctuation
Reserve. The closing balance of Exchange Fluctuation Reserve is NPR 38,372,154.

The movement in Exchange Fluctuation reserve during the year is as follows:

NPR '000
Opening Balance - 34,686
Transfer of 25% of revaluation gain 3,686 -
Closing balance - 38,372
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4.20.3 Bond Redemption Reserve

As per the Clause 5 of NRB directive # 16, licensed institutions are required to maintain a capital
redemption reserve in respect of debenture liability.

As the Bank has debentures outstanding of NPR 3500 million namely “7.25% NIC ASIA Bond 2077”
of NPR 500 million and “9% NIC ASIA Bond 2081/82” of NPR 3,000 million with maturity period
of seven year each.NPR 71,428,572(Previous Year NPR 71,428,572) has been apportioned from the
Profit & Loss Appropriation Account for “7.25% NIC ASIA Bond 2077”. The closing balance of Capital
Redemption Reserve as on reporting data is NPR 285,714,288.

4.20.4 Investment Adjustment Reserve

As required by NRB directive # 8, the Bank has created Investment Adjustment Reserve (IAR) for
investment under ‘Available for Sale' category.

The investment reserve consists of reserve on account of followings;

i. investment in newly opened corporate body if not listed in stock exchange within one year from
the date of operation or investment being made, and investment in the shares and debentures of
corporate body which are not listed in the stock exchange, and if such listing is not completed
within one year from the date of investment, 100% provision of investment amount has been
provided and credited in Investment Adjustment Reserve, and

ii. 2% of the total investment portfolio under available for sale category has been provided.

Movement in investment reserve during the year has been depicted below;
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NPR ‘000
Investment Adjustment

SN Name of Company Investment Type l\‘/[,:lrlll(:t Reserve
% Amount
1 Global IME Samunnat Scheme 1 Initial Public Offer 33,039 2% 661
2 NABIL Equity Fund Initial Public Offer 4,693 2% 94
3 NIBL Pargati Fund Initial Public Offer 9,247 2% 185
4 NMB Hybrid Fund L-1 Initial Public Offer 10,673 2% 213
5 NIC Asia Growth Fund Promoter Share 150,000 2% 3,000
6 National Life Insurance Company Limited Promoter Share 51,616 2% 1,032
7 Nepal Life Insurance Company Further Public Offer 3,245 2% 65
8 Rural Microfinance Development Centre Limited Promoter Share 25,231 2% 505
9 Citizen Investment Trust Promoter Share 264,568 2% 5,291
10 | Jyoti Life Insurance Limited Promoter Share 150,000 2% 3,000
11 | KarjaSuchana Kendra Ltd Promoter Share 1,612 2% 32
12 | MahuliSamudayik Laghubitta Bittiya Sanstha Promoter Share 2,000 2% 40
13 | Mero Microfinance Bittiya Sanstha Limited Promoter Share 14,000 2% 280
14 | National Banking Institute Promoter Share 2,400 2% 48
15 | Nepal Clearing House limited Promoter Share 5,000 2% 100
16 | Nepal Electronic Payment System Promoter Share 15,000 100% 15,000
17 | NIC ASIA Capital Ltd Promoter Share 200,000 2% 4,000
18 | NIC ASIA LagubittaBittiya Sanstha Ltd Promoter Share 70,000 2% 1,400
19 | Nepal Infrastructure Bank Ltd Promoter Share 450,000 2% 9,000
20 | Grameen Laghubitta Bittiya Sanstha Limited Promoter Share 3,000 2% 60
21 | Shrijana Community Development Center Promoter Share 500 2% 10
22 | Solve Laghubitta Bittiya Sanstha Limited Promoter Share 11,400 2% 228
Grand Total 1,477,223 44,244
Previous Year Closing 28,472
Additional 14,648

4.20.5 Corporate Social Responsibility
NPR 000

Opening Balance - 14,735
Transfer to Reserve 13,349 -
Expense during the year 26,002 -
Closing balance - 24,616

As per the NRB directive no. 6.16 on the Corporate Social Responsibility, the Bank has allocated 1%
of the net profit of current fiscal year for CSR activities. The amount allocated for corporate social
responsibility reserve is Rs. 13,348,619and Rs. 14,734,660respectively for current year and previous

year.
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S.R. PANDEY & CO. 2nd Floor, House No. 2979/33

Nabil Galli, Maharajgun; Tel.: 977-1-4720983, 2104700
Chartered Accountants P. O. Box No. 2343 Fax: 977-1-4720983
Kathmandu, Nepal e-mail: info@srp.com.np

INDEPENDENT AUDITOR'S REPORT TO THE SHAREHOLDERS OF
NIC ASIA CAPITAL LIMITED

We have audited the accompanying financial statements of NIC ASIA Capital Limited, which comprise the Statement of
Financial Position as at Ashad 32, 2075, (July 16, 2018) and the Statemant of Profit or Loss and Other Comprehensive
Income, Statement of Change in Equity, Statement of Cash Flows for the year then ended, and a summary of significant
accounting policies and other explanatory information.

Management’s Responsibility for the financial Statement

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 and error.

Auditor's responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with Nepal Standards on Auditing. Those Standards require that we comply with ethical requirements and plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit invoives performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the financial statements in order 1o
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of the accounting policies
used and the reasonableness of accounting estimates made by the management, as well as evaluating the overall
presentation of the financial statements.

We believe that our audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

in our opinion, the financial statement present fairly, in all material respects, the financial position ot NIC ASIA Capital
Limited as at Ashad 32, 2075 (July 16, 2018), and its financial performance, cash flows, changes in equity for the year then
ended, and a summary of significant accounting policies and other explanatory information, in accordance with Nepal
Financial Reporting Standards and comply with Comparny Act, 2063, Securities Act 2063 and Securities Board Regulations
2084 and other prevailing laws.

Report on Other Legal and Regulatory Requirements
On the basis of our examination, we would like to report that:

a.  We have obtained all the information and explanations, which were considered necessary for the purpose lor our audit,

b. The Company has kept proper books of accounts as required by law, in so far as it appears from our examination of
those books of account.

6. The Statement of Financial Position as at Ashad 32, 2075, (July 16, 2018) and the related Statement of Profit or Loss,
Statement of Change in Equity, Statement of Cash Flows, a summary of significant accounting policies and other
explanatory information dealt with by this report are in agreement with the books of account maintained by the
Company.

d. During our examination of the books of account of the Company, we have not come across the cases where the Board
of Directors or any member thereof or any representative or any office hoider or any employes of the company has
acted contrary to the provisions of law or caused loss or damage to the Company, and

e.  We have not come across any fraudulence in the accounts.

Date: 2018/08/03 Arun Raut, F.C.A
Place: Kathmandu Partner
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