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(@) CSCP,RP & TO T fomi/fem Tvegdr oich/faiig S¥aTel ATHT o1 AIqHT oo
AT T TG, | 7T FXAT BRIER T e S |
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AT A [qavurehr FeaTiad qocd T aaraeaedl (il SE=dT q@rsdad ¥ Il
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Assessment (EIA) ATa@eTE® 9 GRATSAT/ SANTH ghAT FrAtead (Aeprame a1 giaas
Hehd AUHl ATIRHAT AT IEE / EIA HATALTF A GRATSTAT/ AN FHHT FATTATAIT
T ATh HoAl AT TS TATERUT THATTHT (TG00 TR FAl JATE THIS |

(@) T9 FEI-H], ATATER0 G0 U, 0%, ATATaRY G0 HIHTEel, 099 5[H Ud, 00¥
AT 7T YA FIAAHT TUHT AGRITHT AT dbara ST Guideline On Environmental &
Social Risk Management (ESRM) For Banks And Financial Institution, 2022 &T 9Te|T g=T
TATHATT YT TRATA ATALAEF AT TS T ANGAA Foodd X ST ATATaRI qAT
ATHINSTE SAMEH FHAH! (AT TR eIl Hedlebd T T Flel aHitsH e qdr Ruiids
T AT I I1, |

(1) Guideline On Environmental & Social Risk Management (ESRM) For Banks And Financial

Institution, 2022 &1 AT Q9 THITHE! Fiqaaq s a9 U qUH 30 feAfT

eafead U faarraT ot TREaTTs |

M. Y

qAT Y, U, T T FAhIAT AT HoAT G

TATTATAIT HEIT HRIST / Fi WA/ HiY e et el shar Jearge
TA €90 ATEARIH GRS, YA, HASAT AT BN FaAEAGT  Fafvad

EaL

QT AEAIF Fll FAE@ T FHSGL | T THRFT Folihl AT I@TATHIAH

TS -
) POl FREUP IAT AMGUHT SUGhAIHS it qeargw o qur faim

FTHT FHAW AT 7 ot FeAiFAdatare T qlet & | TH FAreHT AT faar
HeATHT TRATI HUET et AeaiepT qep fore qraey & |

HY IIST TIT IATEAD JHIAHT qATAHA g W fpATael Ioared M arelr
f‘ﬂ‘ﬂr?ﬁr a7 fahl T qHT T FoAhl [hedT TRl T GHAATS qTaHd e T

ﬂrhl"il TRt HTTH T|_"|'° ‘1'1%9”

(STTETT: fohpaTeel RBTA QNPT AT PoIl WRT TRAT {FATAS qRPTE ITqEA T
TRAT TG ¥ ARATH GHT AN HCAT Heliepl fpedl ¥-¥ AR g T
FEAH T G 1)

TIEAIAN T IR TS FAeds AR (A8 AT gt I oar
PEHERIGEEEY

A Fafy Y9 TRP IfEel a9 AFA BolipT AT 0.]Y Yiqud ¥ AW a9 0.y
FITLT T AT LT HIH T G |

G A FANAEANG G @ISl qeaibd T Ja€ JAUH bofrars
TATHEATHT TGN AT G ATARE AQIIIATHTR AT ST qdr
A T G |

FT JATE THEHT IS9 IR T fqal qedie iy 48 g9a1ae® qrafaere
HEd TRE AR T 7 |

Y



R A FHY FTEA IR (ATF) o ARIRE TRHT AR FHY STSEED! ICAIART AT
HAl TATE qoI I

Q) e AT AAHT AT (ARG TREBT AR B IJIE®H IR AT
T B qRASTATHT HAT JaTE &M AR AT T T Q.8 Frereraasw 7r7 R
7 T FTP AR AT TS, |

) IW qAY YA WP qfedr q¥ AqA FAHT AT BAW AT ol ATl
=T 0.3% Fiaera T qH A9 0.¥ I FEH T AWG |

3) T FHRP! FAHT ATA¥AE I FATT TS T AT AT Lol T A |

R, AEAIF FT TAT G, AT AT ASRIAT AGATT TIH TFFIE FHIGT AT ATTHAS
PRaTFATIATs YreaTied I ORI fqrda &THdre SATaRHT JeHl %, 30 ATEaFE! Holl
Y4Te T HIEY aTal AHUH! YA Stadars afq S qar faxi deare fadrer s @R
T TS |

Y. FEfAAl FIl GRS
(%) “TETTTI FATPT AT AT AE Tl Tl P, J06R" FHISH Farfed

FATHT HUTA ARFRATE Y&TH TRUH AAEH THH TG Sobel T TRIGT B | Sh
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AT HUNETH Holl [Fa<ar qe0 T I

T THATT TATATANTG b qAT faxiiar FRATHT &bt oAl MU (“F” (b1 AT 3. Y IS
JAT “@” T AV AHT AMT T R FAS TRT dGl Bl ITAN ) HI oAl Tl faaxor
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frdr gR&ror Sr=rehl AAT (Loan to Value Ratio) W1 =[AdH Q0 giqerd fawg a9
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R/ HaA (TR Rl FHEigd WA 8/ Faagare Sl JIIEuEes W
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TG AT “F, “@” T A AR FATSTATAINT RATEA TAAT A or@Hiia qar fadira

foraRuES Sl G TERIHT qUT A6 S UA, 045 T SH1 W of [GUl ARIBR TANT T IeTTehT
BELEESIERIELC =

1.

T foramor T =g

SSATSTIATAITT FEATA JBTIR] AT FHIH [T (@R TaR T 97, |

ﬁf a_q"_
ﬁr a_qr_ = (_\ =~ q \\ﬁ 31?([ (SN ~ f% C
TATSAE, | ¥ GRATIAT Ul FUH! AN FEITIAT qUH! TAfARRG FER HEATTAFTHT
f% C ﬁr a_qr_ al ﬁ l
TG el dTebebl QIATATS Jd1ie =1 (Statutory Form) &1 s9#T fee oo
7 el dieptauaT gt=n ¥ fafy saw faxia faerer qar T g )
gAfd @ ATIEUSeh! AR T I
TTSTAIAIT AT ATHFT faird fo@or qurel faxira qiqee a1 (NFRSs) dEAR TdR T

Tg | AYT fad IiqeaRaA e GHEeT TWRE SFeH]  eaandd o gfqaaaa
(IFRSs) AT ATIRH TIHT foad T, |

i faira faa=or yepre T 9o
FIAAT AT T ANBUHT AAMITHT AGTIIET THI TAeqbaTe, [ faawer arfie gideaed
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79 fAeT awHIfSTH Shel AT ST ATER TS, HedaTgd qam IEAreheu Tt e,
fAeTT eRrade o= G qor aacass qu AT fard faearer qEAATRRoTRT AT |
YART T qTe3; | 9 Sebebl (afqeT (et aaifery a@ Sepepr fafae fawmmesar o1 1 o
T YFIH T I T3 TG Sobebl Tratead Qe St F gg | AT, A9 Sl
frder oIt a9 Sepept fafae faamT qor saiaaessr g7 9 9 fafa= qers wrm
AT I T I T AARTHT foawer qeaedt e &+ 9fq fAeerars a9 fAderer anar
TATTHT AT ST |

AT TATSTART ATNT qATT T @l [qea207 FFIe Al

T et el IFIfead SITSTauauTeT SEThl ATk JATSTHR (AiAd qa® TR o o T
feraRor S T AT qRATTHT AT S |

T bl dArebepl arem ¥ ATRAT B qREdT T AqTST FFeAT

fairr faaRoreet & oM ST ThH A¥edl WU e &1 ofide HEd €l a9 e
el QIETAT e TREdT T IIE & | a7, ATIAAT Jooi@ TR “o=” S ehias e
TR ATALAFAT ATAR AT S AL T F(hAg, |

. ATyes faxirg fqarues 991 9 9

F@TIRNETTT 1T AT TUYTS, TR ATH] YRIETH Fiaded, A7 qfqaed IUR Faedqraesl
STATh qAT bl ATURAT TG Sebel ANBETRT ST=THT TAR qTvTeT i fqawor anfde a9
AT AUH 3 AfEATHT Feaiegd IR (GIRTHT R anT 97 T 998 | I

¥0O



faaRurerT FFerea T T Sehehl TR-TIATT URAAETE H GO T I [T SwAr 4
THITH AT T ATTIF 99 FHTT TUH! ¥ AEATTT (FATE 99 TUh! ATLITAT TSTHT
g7 33 WEANTT) SEIOGE B R T 99g | 9, geried fadie faeER
JETIersRel Afad giqaed qar &wH afge fdid (Long Form Audit Report, LFAR)
AGTTNET qeq=T Upl 9% feafas o9 Saar qeaterd quivaeor faammesar Jor 79 99 |
ATk ATIRY AT FTRIAH] AT JoT 9GS IR W A1 feaqra (Annual
Accounts) T Sekepl FFITeId UL faamTeT Tewfd fauz wr Jresttes T 9 |

R fair foavor qar ik SmER a9 W dEia
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fairr faamor qam Tt quTe faxirar gfqae== (NFRSs) SHINH TAR I 99 | T9T ol
FfTaETHTS FHTALT AT SFgEHT dwaeiied faxira gfaaa=a e (IFRSs) T8 STETReRT FqHT
EEREEEN

fTaver TR TRl AU Jd@HIaes q9Td A qiaqagad T (NFRSs) AT Soolt@d STaedTe]
AITTHT 6T SSAATIIT HEITHT F=aTeleh A[qare Qi TRTe FAaar" WaHITH g |
TISATAIT  FEAESA  ATATCHT  AGHIAewehl  ATATcHE  [qaxur faiig faaroredr  o@r
FrgeT faoqult seera ERtC] ECIDIIfS] (Significant Accounting Policies) ofrieraT g Tl_r;f TS |
AEHITaes AREdd T AT 97 [0 Jiqag AT (NFRSs) & AT W@l giedad T
FfeT T | aRada TRURT F@miidessl [gare faxdir faearurer o@r qrer femofy sad

Basis of Preparation Gl Changes in Accounting Policies I T Fool @ TIT-T; I1g, |

3 % qur fai SRt wHERT aifucael STHTeRT Heaehe (Actuarial Valuation) TRTSSET ST
faxirar gfqaes @9 (NFRSs) &1 9adrTd de0 fawae! TErsar dATdaid @0 J9iIuE TIaes
(Assumption) feTE T RIS THg | T, ATANE AGMIREEE AT TS TAT ATHTES
THIUTA X 99=Td /A ATHITRT Al T Fawdl MHArg 19 |

¥, MIRASRT qHIENT

TATTATAITE AT HAFIA LBl A@TAINT THITH FAH g7 @3 FATREE o qar fa<dir
T R U9, 093 qAT TH bebl (ST THITHB! ST qIT AT HUESAT ThH
AT fa@rer T i, |

(<P)

o qar fa<ir gegrer dfeel NFRSs Compliant fa<iTar fa=or qa® =T Opening Statement of
Financial Position 4T I a9l fa<ira fa@axurdr NFRSs aHITaH fafa=r sfideesdr qwmEe
TR Ao AATRTAT THH STHAT THAT F1 TRl ThHATS Statement of Changes in Equity
AT Fisad HATHRT (Retained Earning) @Tdr g9 T IR By (Regulatory Reserve) HT
ST T I |

afedl NFRSs Compliant faiia fgaRer qam &9 qeATqe! dueed [auid  [qavueenr

ETHNTHE]  FIAAHRT TAMENA T FIEAENT F¥  (Regulatory Reserve) HT Y6

ST /@ T TS |

() Q) SATTATAIT FEATHT A@THIT THINTH AGISH IRUH! FHoITehl AT AFIHHY T
bl 9T FHINTH GIEwTdr ATaR (Accrual Basis) AT <@T3H TR =ATSl ATRTHTHES
UTe g alfehl SATS ATRRTAT SRTATeh] IHHAT ToATAT ATLATATARD! ATAHT AT HHATA
I JAT FUTHE HIT (ATIRT SST HT T GIWTT ATHINAS I TA HbI) AT
STPAT T THH Hadl TR ATl THHATe Aioad HATHT (Retained Earning) @5 @ T
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[T HITAT STHT T 995 | I TS THH 9T g4 ATTAT [AATER] Hiene
Tfs=ra HATRT (Retained Earning) T fRal 9 Al |

(}) % Tar faxirar Fearer A1 T3 Sy W fafa R09e /90,38 qvETg HEgd g
a7 Financial Closure g SIlehl TSI USIRRUTRl @b TFEIRIH]  IETATHITTH
EIEEIC T BIES (Accrual Basis) HT ICIeT] TIﬁ'Q_OF\F I At /Moratorium Period T
ATSTATS LS &I YSilehal AT IHAATS Interest Capitalized Term Loan (ICTL) STTeie#T
g FGIHT T I |

ICTL HI @@l WUH Ysilebd SATS] SRIATH] THHAT T HAALATATHD] TehH
R T Fiel TEHATE Afad HATHT (Retained Earning) @d T Interest Capitalized
Reserve (ICR) @TATHT @i 1 U | TG f@ichd  TUHI Interest Capitalized Reserve
(ICR) &% FIH=®II HT (Regulatory Reserve) =IITd TETIAS, | ICTL AT W@l HUH!
Tofiebe TS ThH T HUIIHATT I<h (ehWaTs ICR AT BdTs e HATHT fedmawr g
ATIEE |

TSR HTT &0 Ufaerd IF= Ul YHIIT HUHT AaEITAT ICTL AT T&h!
vFHaTs ICR aTe wars |ied HATRT feqmedr ar afes |

ATY AT YSATehTul TTRUPT H7 GRATSTATRT AT TRATSIHAT SATaaT s FTTHT FATATHT
ATTRT HFEATHT ICTL AT T8kl FFI0 IHHAATS ICR AT HaTs dfad AATHT fdred T |
afere |

TEHT Fregd @l Gaeeies ETHINTH TEehl S

1.At the time of Income Recognition
Accrued Interest Receivable a/c Dr
To Interest Income Cr

2.At the time of Interest Capitalization
Interest Capitalized Term Loan (ICTL) a/lc  Dr
To Accrued Interest Receivable (AIR) a/c Cr

Retained Earnings a/c Dr
To Interest Capitalized Reserve(ICR) a/c Cr

3.At the time of Recovery

Cash/Bank a/c Dr
To ICTL alc Cr
ICR a/c Dr
To Retained Earning a/c Cr
TATTATAITT ETESA B¥eh HATAT ATHT @I THITTH «@rga T 8Tl Al

(Impairment Loss) 99T 79 Sebepl ULIAEe 7. 2 JEfTT ®FH g4 Foll AT
SIa¥IT (Loan Loss Provision) &l %Rﬁ?r faa=or gcs TIHEHA TAR TFT; 95 | NFRSs
FHINTH T@TFT & Bl Bl ATTIH ThH 3T, (Haerd . R THINA FEF g7 Hal
ATl AT THH AT FH HUAT FH AUSG IHH AMHE STAT Flsad HATR
(Retained Earning) GraTeATs @9 TR (IHAHI BITHT ST TFLT 9% | NFRSs a|ifeTd
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afs=ra qATRTT fRaT T Afeg |

Seopel AT fai gfaewIT (NFRSs) aHITSTH Fair value through profit or loss AT @@Ts
YT TR AT A aﬁ FEFAEsH T Fair value gain (unrealized gain) HUHT 3<h ATHT
TFHAT  Al>ad HATHT (Retained Earning) @TATATs @9 T [HIHAGRT HIEHT STEAT T
TS, | IATHERI FITHAT TFAT TURT THH NFRSs THINTH qwafedd IRl Fair value
gain ETERT AT Fair value loss U STAEATHT TT THHATS AMd STAT IHAHNT HEEATE
afs=ra qATRTHT fRal T Afbg |

HARATATANHT AR TAT FHARN AT TAT Tk BT (FTARO THST BT T
FLINTT ATHINAE SAREIcd HIT) W THAT THl THH hadl T Al ThAaATs TR
ey Trafq P TTETRT FuwT Afswrd HATHRT GTATeTs @9 T [AIHTHRI HITHT ST
T UHE | AT IRW TR Sy wafa (oo IUsr aUET a1 @A | ydnT
e UHT (HIHAHN FITATE Flsad AATRT @IATHT Rl T Al |

forira fa@rureh! Afs=ra H{ATHRT T/a7 1 [gaer AT HATRT &1 Hivdd g8 8T &
T RTERE THH F(=o AR @TATes @9 T (FAHTHR] BITAT ST T T4, |
TR FIH] IF 0T TG TRF HY GEFdel Hed (Carrying Amount) HT FHHT SATTeHT
g |

(F) AT @I FHITTH Merger/acquisition ¢ afTd Bargain Purchase Gain &1 <r@Tg™

THT F@Tg TGl audT Fiebl fhardl e (Carrying Amount) SRTERT ThH Flsed
HATRT @TATATe @ TR AIATERI BITAT AT T I T AT THHA Bonus Share ST
T FATTHAERT AT | FART T b G | FIT%, Bargain Purchase Gain %I THHATE Bonus
Share TATEHITHT ATNT F¥ATra AL [T T97 M7 |iebl fa=qa fqa=or afead Ter
T IS | TF ApATe WTHT JETH TP AT Bonus Share ST TRHT THAGEH

IR H9are |fsard JATRT @IArHT fRar T° dies |

AT @I FHITH FHATT @bl o@ige &l drAihe HATT (Actuary Valuation)
FAIfTH st TUHT Actuarial Loss TS Other Comprehensive Income HT TGS HUh!
HIXITHT AT ARTERE THH Fioad AATRT @TATdTs @ TR AIHTHRT HITHT STFT T
U9E | Actuarial Loss FH HUHT FH WUSIA YA [MIAAHNT HUATE Foad HATR
grarT fedar T afes |

A@IAIT STHINSH % o THH ATRT AT [EQTedT d@rga T9% Other Comprehensive
Income WIhd a7 Th AT o@TsH 95 S@dl [gdTd dvaiidel awtad ofids
HUMCHE AUAT AT SRTEReP] Af>ad ATHRT @TATers @ T fAaATerR HIHT STFT T
THE | E WA AUET AR SUEHT ATRT @Ts AURT FETHT AT AR
FRTERF THH (ATHAHT BHITHT STFAT HUHT THH T & qad ) (MAATHRT B
g T Ffaa qATRT Gl STEAT T i |

(@) WL IJoifgd ATIT ATehel FEegd UL [qanTer e fquaHiisaeT Tq

(3T)

AR FTHT FERSE T 99 |
afsard HATHRT @9 T AIHFHN HITAT STHAT AUH THH [MIHAER] Fare I
afsaa FATRTAT fRAT g9 Sa<dT 9UAT MIAAenT #Hude hal g4 ThH &l S
ST AU ThH AT &l & & |
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Sy

(%)

($)

FAorH=ehT<T FISHT SFAT U ThH I8 JQTHT Jediiad el Taw a9 Sebel [qUHT TAThi
SATEhehT AATITHT G T I3 S |

I FITHT TEAT AURI TIT 9 WUHl IHH Fled HITAT ATH] TRadaw [qawor
Aot fareier fera=orerr or@m TeredT faoqoi (Notes to Accounts) HT Jeei@ (Disclose) T T, |

Statement of Other Comprehensive Income HT “@leh WUH! ATATs (G0 & Fqwo g+
TFHEH! R0 Yiqerd General Reserve AT STFAT TRT dfehl 50 Fiqerd TobH A (0RO I, |

Y. M qEOT TR (Merger & Acquisition) T AGTET FIIFEHAT :

T2 A1 Te9RT d¢l FeIEs UHh ATTAT MIAE a1 Ush &I bl FeATATs T Tl I a1 i

™

Il WA a7 it g IRATRl g, qaed qAr SfdEdiel o@rsd el SeraaHinaH

~C

IS

)

(Q) WA TAT TR FFeT @@r$H &1 NFRS 3 Business Combination T9T HATd ATCE THT3~erad

T fAfq 0WR10%qY ®T ST T Explanatory Note on Accounting for Business

C

ombination T ST ATFT THIE |

() TELT @TFT &I Explanatory Note 1 a1 7. & @&l S¥aedraHitsTH Other Component of Equity
qrRT A a7 U g TS+ W¥ATRl Acquisition Date T | Ieehl fafiqeT Rrdeme
FIUEE (F>ad HATHT Fled) TE a1 G TH AL Geirgd Bl RIIHAT @ T
A@rEd I |

(3) TS A a1 9T (TRRETSTer) AT Hold HEATe@ehl =ehl YSilbl el FNT Seal TMHTR a1
I (TRETSTeT) T HTIH g ATl =hl ISl FH g1 ATAT <[hT USITHT Fi¥eh gd AT
TFH (FFA) dTs USRI SHIST HIY (Capital Reserve) ®T @@ig T g | I& IHAAE
STIRIHIEEAATS TG ATHIT aTgA e o |

(¥) Other Component of Equity Hed SRR &l 7. I ¥ 3 THITH @TgT HUH FUET ATadhdid
YA Al g ATCHT |1 THHAATS Merger/Acquisition Reserve HT T@TgH IS | I8 RSTw#T
TUH TFEHATE SREHNEEATS ATeT aTgd UTed @7 | aY WA AT Wi 9 I WU

G

oodwill T ETHI FTITHT (Impairment Loss) ATRT SR [6QTIHT @9 @IS WU sRT6RH! THH

ATATT fodqROT T I AT 1T TN AT G |

(%) Merger/Acquisition Reserve HT @T$H TRUH ThH [HIHAAGRT HETAT STFAT THIAS | T
Goodwill IRTETHT THH Merger/Acquisition Reserve AT [IATHRT HITHT STHT HUH ATETHI
I<h THH ISR ITUET T JATSTAHT AT CET 1 aTe TS Aaead giegd |
% @RSl ¥ qE S

Q) TG depere AR TRT TRTHT TeTHT (HaeTHes el TRTH 3 -
THIEHT (e, 2059 & d@itd qa7 fair faerueses! gfen awel @ .97 Hee
7. ¥/0%q I ART ARUHT L der e fafq 05 9T R gE AR qUST a9
farrreT FFafead TPl 9ivaTee |

() ISR () THEITH @RS TRUHT (9 qIT qRYT FTHITTH AU THT HH HRAET T

&l’é’;ﬂaﬁmwwmﬁﬁﬁl
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AU AL AP

Fld FTATAT
¥ qur fadrr gwar frae famer
.91/ 7, 4 /05
g AT FqeT
= U==1 gV «grn LN . ~ N r
Tg dare “F7, “@” T T FIH SATTAYAIT  GRIATRl BRIGRAT (Fled &, Ioarad, diedT,

JAR, SATIE qdT fageft fafaaa It SifeH aeaTaveT qre=ay quTd A §& UF, 045
THRT W of feUal ATTHER FART T AT A9 SImer Tivuer & o

1.

NICERSELS )

AT ATAAT I SGHD! qle=, HIH, ATTHA, e, g T Raifdgsr @it 95e
SIfgH ST AT TR T FATEITHT AT T, | TAAHNT SAMGH AR AR
EATH] FFIOT & FHEA T U7 TaH Ueblehd 9@fd AR T Goe | HEANTT a7 958
SIfaH AT AR G¥eed T g TR SaH Faedrad 9id Fearel qo7 gicergan
Ih T IS |

ST FaIT HEHA (Risk Management Program)

Q) TS FRIAT REEHITTHET (qUTes THeA T SIEH FIeTd ST H1IH T s
() ToaTaAd  FHHTd T I FFLIMIFae qrnd MIRET (Oversight),
(@) I TaH IR fauae! qared,
(1) TATIEN AMGH TFTITIT H1T (Risk Management Function),
(&) ITIH FATATIT FAAT JUIAT, T
(Z) THTAHRT AT I JOTAT TAH FHAT (Limit)

() IR FoaTde FTHTT AT T8 TH ARl SAME@H (Risk Appetite) T IAXATATS ATEA
g4 AT (Tolerance Limit) Ife=e TRT SIM@H 0T TF THIAS | AATH] AT SAM@H
EATATIAHT ATNT qoaTeehr TG ITRAAT IS |

(3)  oF qar fadT SR aedAied O Hecddl Hadd SaH (Material Risks) T dTHAT T
T q9T FrAfaly FEATHR FoATAF FAITATE Flhd gAais ¥ T Al qdT FHratarg
FHITHT 91T TR Tehddsh [AEde T q97 ATaYTF IMGUHT AT qHT T T, |
TR TRATH] SMGH AFEAIH q¥Ig A, Frafatas T IERAm FEEad T 9o

)
)
)
)

AR HAed gIS | FLAH FoaTad AT ¥ o ATLATIA  St@H  Fraed
Jiqaad FRIHT JHEH THISF T ATAHAT A8 ST THIA HAAT T GARA
T I |

(¥) TITHT YHE W@ #Afered (Chief Risk Officer - CRO) AT T&d THI YT AwA<ITd &+ I
@A SgH AT B AT T U | AT ATRR  TaH, BRIERE
faRTeadTeT dTaTe g9 T ATEARAT AR YeAF SIEH AaATITH AT gelgs o
T TebTg/ HETATEIh] A€ T Hicbm | WG ATLATIH BA BTAT GBTIH
fauoEs FHaT TS |
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(1)

(@) StgHaFEedr qifd qur Frafatgs’ qoH adqr AEEae T qEeEr TR s
T T,
(@) TEATHT G BTN SHIGEehl HAG SGHET FFATHT SFTHA T qaT Aaaterd
(W) STgHTF= gfdaed TR T T 41 Jidded Siad Faeddd afafd ¥ qoards
JrgfayT Te7 T, ¥
() STTEH aeITIT FTIHT G TEAEEH! TATFHRET FTAEaTH TS TATS |
AIPR Sedt@ T IS | YHE WIEH Afdhdd AR GodTad AiAtd R SiEH
T ATAFTAT aratas Foar Raifdy T s |
AT FTF T SGH HALITAT BTIATS el (BaHBT T (Conflict of Interest) TR
T AT TG | X, SAMGH AIIIAAS STGH  Faeqd"  [aamT/Shredl a9
feamrer FaaT faq g3 | Sifew crazaraeedr AT @Earas # (Main Business
Function) dfeedl FR&ATERT (First Line of Defence) &l FUHT T&d ATALTF & | HLATH Tcdd
FHAR AMGH FTLITIAHT AT AT-ATFT (TFHEARIGIT TS AT SEH HER(G (Risk
Culture) T I&T® T I+ |
SIREH TOHEIG qTeT SEgHdATs G “Fed 9 =edl sirad” (Risk Appetite) dar
UEg g1 HMHET (Tolerance Limit) T3 @+ T F=AMHT I ATk [HAAT JOITer
(Internal Control System) HTIH THUTE | A=A (AT JUTCATRl qaaar T gareqar
A= g7 T FXATR TATGH @I RIS G FAT /S@H eI
afafq gfdag g1 s |

TRATS q ThHT HAHT S@Hee (All Material Risks) T SA@ATIAHT AT FIATHITHT
Wbl Alfd, 9PRAT TAH IHE SEH  AfTEdERl wARe SiigH gUrEd HI=ET (Risk
Governance Structure) TRTIAET faad U F1itier Giaaes qaR T A1fded a¥ quT U
T WieATTaT Featerd quicaer faamrmEr o7 79 9 |

sifeH =i
TATART SAMGH SAEATTART ATV LT TETAGHINTH FAGHB] AN H0T TG, -

g dedHg s

o SR
LECICDEEIITCE
AT AEH
EEIERSIEE
FTTE A@Hq
faaefr fafraa Sifew
I ey

HAT AT TG T AT a4

Q

(R)

TH dpale ST TRUHT “Sll HTACH! aUBL T bl AT AFrl e (
IS F. %) T “Uhd UTedh qAT & ol |19 T Jradrepl JraT Haer awaredr
FEE (39T . 3) qUT oW G e (391089 |, 5) |re N ey adr
TN FEET SREH AR T AR FqHT fa e |

FAT SGHEF! e, AT, FHET T a0 9 G600 g T G J9g<h Ara a4
FrAfald FTAFT TH g IS, |
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FTFE] THY ATCTAT FIAAT Fhd T SFHAT FFed GqThl goardd rafaer
EAS | TIATH ATHR TTH HRIARH [IRTEATHE ATIRAT =0 AGeTIAATs JATATSd
FoAl ATGTINT T & T |

&I ol A¥Ig FIAEe: Business Solicitation, FS1l TeaTSH, HoIl T, HoIl JaTe q4aT
HORTT T AL ST FTIEe BETge & TR AT THl g I |

HEITA TAT Foll GaTe &1, Holl AATH0T &7 a7 [aae o1l qlaem 99 T&T Fai fagerso
TR HeATFAHT T SATIRES T bl g9, | 9 FATSTT ar FEAFT ATNT il
JATE & & AT IEA AT TANTTHT F ol ITANT EHT TAT TEXEhT AXI=IAT Fwaltvaret
AT TATE ATIREEH! FATSTur T Jebe TWeHT g I |

“F" AT ATMVST SeF TAT “@” a1 ANTTEACHT [qhT STehebl ThAT Foll T&ATd HeATs
AT ol SEGH HedTga Juel (Credit Risk Rating System) &1 farar geafeaa dwam
I THl g1 I8 | I YA YTk 3 Faqedl 9@ TaH  [qeadiadrars
THTERR el THIH! & T18, | Ul HeATgAdTs HUIH Due Diligence I AT FTHT
fAovs | F¥ITel AT HeATST JUTel IR &1 AmRitgd Jchte ARITHeedls AR
T TG, |

FAT AT BN, HAl  HHRAAD AATHA, Holl Fled TIAH  JRAW  FFEwl
FETSTACEH] AT TAT SATRITT GoAATH AATETF ATTA@ FAH T TATSTART AT
LA I ThRepT ol JMTEA F¥I=dT H1d (Credit Administration Function) 3@a#= T

TG, |

TFIO FoAeehl b qIT &N SIHT Aafde TAREdlhd g1 Sqawdl Tug | =l
TRIAARAATS TEHATH] qrIed ALATTAH] IO TS T AT TIHT fATIS; |

NN

TR ToaTdAE ATATTA T TRl “Fe T ATeehl @A’ (Risk Appetite) TaT I g
AT (Tolerance Limit) TaH {Ha0d el Sawdmes qHAeNs gred TRI ATl AThRA
Foll GHETES (S &3, Je9avTd, fskar @i drar anfe) faaror 9 @wa gfea wfegsr
g

AT (T Foiiepl TATAT FALATIAHT AT IFad AT AT FHHaAT FATEATHAT e
g |

EfaATIeRRT FATH! EFAT SAT@HPT [FITU T JHE [TEHETT SFTaT Sehebl g9s | T4y,
T Theeed AT-ATHT AT AMGHbT [FIATT T FaTa |

TATSTATAYT sfeb qdT fa<iid IS Unique Document Identification Number-UDIN) Jeid
AU AGTIET Jqaad AT AFR THIAE | 97 ATds THGrered ALl dadTeeHl
TEHT UDIN portal 3T 9T TRURT faamor Aame T2l Alkd bl RRT Foll HISAHT T
TIHT I T, |

Y. TS AW TSI T G Fawan

(<P)

FART  SALh, GOhAT, YUl UaH AT "edATH FRU  [Eied gourad siad
SFEATITE AT Ifad Aifqg qar FEfafs FErEEE T 9 | o/, gEET g,
TR TAH AR JAT Sk BRER ST A9 FoATAT  SHISETHT oA g ae
SfEHeTE 7Edr Afad THaA I |
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AT ATHT PRIEARIT I oA AMGHATS AT T TATART AT D
I gumell q9r gEAr GOl (g T | AR dEraeledd Ioid
EULCIAEE: IR I R 2 RS e | R b R e o R M 1 £ o B 1 e ko | - o A R M e e
AT T FqArIT AUHT JUHESH TRl F¥=gdqT qHq  fewquly / gfqtman
THTALT T T |

S FFAETT PEE Goarad qFg SaAseH] AHA (AHT FTHT g sqawT
qfed @fdel TeATETaR A GoATes: (& TadTh Yh(d, TR, J9are queh
focirr &fq enfe) =gafedd gaTe W@ YUl Faaved Tq 974 |

I Disaster Recovery T Business Continuity Plan ?ﬁi’HT T fafq=r fpfaaeT qehdeed
TS FAAT AR=aRATel gHAR=aar THIHs, | AT ASAIEs dliie STAT AT (Drill)
T FREE T T |

F FHAT UG At (HRar, TS FHART A GHT U TIEHET WX FF AT q9r
FHANEE (AR PR IA g1 Fa FHART TFIg SMGH  FTHL0TR AT
FHAT JEEATIT TaH T&AT AMATHT 18 FAEHRI &7 T |

UTR(q Teh[T AR TEABEd [Frd JoTeilshl ATaETah [ATdRqTHT qT de Jicee
qARATe AR T T Shdld  ITIAIAITS  FeATesl  Contingency Management
Framework TR 91T & T Tl_rj T |

(@ AT MG FH TTe TEFeEATs oAby qaT FARTHT JREATH TAT(d fearsd S aar

fa<irar "=aTEset Chip Based Sfore, Hfee, fude wnfe #ees AT AN I |

TAAT ANGH TR T = FqaeT

Q@

()

FEITHT ATIATIF TR(d, AR TaH FRIARH! [RTEATHT ATIRHT Hrafarg qar ANGT
el ITh TRAdT SAGH T AN HI=EAT THIES |

TRAAT THEAAT SAM@H AAE T FEAT AT FFIa q9T JaeEdrs qehir st
(Maturity Period) &7 ATl fafe= I I=a=Te (Time Interval) AT (e T4 I9g | I9
TASHH! A e Meed BrA. 4 FHINES! avddT [@axer (Liquidity Profile)
TG AT FAR T FAAE (A, T, I T AN AAT) FAT qUbT g faaforr
TG Aepepl FHEITeIT KA faam T T8 9+ |

T FH qAT IMIcAD] TR AATTDT ATIARHAT (AFATTEAR THT ARIAD] AR
T TG, |
F) R0 a7 FEAF! AhAT AT TR FHIT ToT IIA

(
@) 20 a7 9T qEr 950 [CATTHE! AT AT FTUH T q4T IMTA
M 950 & 9=1 F@l 90 [aaFHHT AhTl AT TUHT ¥ J9T T
(

(

)

") 90 fad T FEr @ Y GEHER! HAT AT FUH THId qo7 e

¥) 9 A9 RTAC SRAT Al TUHT TR qoT e

fAR=rq Rl @ty WU qeafq d9r IIadrs SUeEl (3) THIGHH! THT  A=AAHAT
THTALT T T |

Feqrepl A= Rl SEly AEUET wedl qAT g9d e SEr qifgcaded aatad
fAETePT SUHT TEHT T AGH FEF IS HISGIAR] HTAFHFT THH Th qUTET dEl
HATIHT THT AT FHEE T I9083 | Tl qA7 a9 (el I ATl 91y

¥



HAA FET WA T I | A T ST Meved Aol [Mardehl sferers arathe
faraer FoHT foq s |

(%) S qaT fa<ira GRATEee BT T I HAI-8T ATIT (Credit-Deposit Ratio-CD Ratio) T
Ataerad AT Qo gfqera difeusr 3 |

TETT:

(%) TH FATSAAH! ATRT IS BT T GSIT BITH A5Feh STH &b HTA dATaehebl HITH, 9

au a7 TwaT gel Fatgel fageft HETHT fAuer Wmur qAr a9 dkdre ya RuH
qARSI THHAATS (HETTRl FIAT TUET 9 Afps | HOTT IS{TIThl SRTH FTHT
TEd A7 TREd EHT SIdad W GRS HOYA FRI EE g@d ard I1g |
fAafT 005 /04 /05 T SRT HUHT HITTAF! FHAT TATSTATAITT FEATA 3050 TH
AT FF 99T ¥ &1 Fafg qe=rd 059 FER HATEFA I HITTH L0
gfTeTd THH [T FTAT THT TUET T Tl |

05 ¥R AIAEF 3Ih HOOAR! YO0 iard ThH [Haiqehl AT qHT U1 TH

T |

(@) TF AIRITATIAR FAT-8T AT (CD Ratio) AFTAT T&I HUAT b e fair

AEIEe hidd TIHT Talg 0VR FEAR HATAT AMBUH! ATATT FIEAH T
UG | TAGHT AT JIBUHT Foll-[HaTT AT (Credit-Deposit Ratio) 1 ATITAATEH!
AT AIfEed FTAT AHA g TR (AT aR=Tes ¥ el yaTedrs Satedd T 3,
| 09 FFR HATGHHHAT I AqUTAATs  (Hdid AT HaA T AEaeds
FAATST FoaTdes ATTaTE g TR T9 o6 qHE T T BT AT
TS |

(1) I FE WA (CD Ratio) TV &7 A=dReleh (HETTeTs AT T e o | I9

YATSIRT AT “Seieaieh (HaT” SwTel Bl SoITSTaqayTe FRATS STehl oI I
ITATTs [QUepl HAT/ AU THE el ILTAT &9l 99T AMGUH! THAATS
TATITS, |

(9) HSAT-{ETT AT (CD Ratio) HI ATITAT AT BSAAT F¥eleell FALT

(
(

%) HI-(FET AT (CD Ratio) T ATTHT I TTAT T, |
q) AIfEe AT AT AT AT ATeHT GFateda qUieaeqor faamT arka gafad

AP TR ATIHT ST RS, |

(M) G ATEATHT § Tdehg AATTI IR Jcdeh HrATed (TATaSi-F (a7 aTadh) Bl ATIRHT

IR S sreaTd e i |

(°) TIHUHI FHT ATIR THAT IETATHITH B[] MG | A%, 098 T q a1 Net

Liquid Assets to Total Deposit ratio I3 9T a7 |T =T ¢l AUHl b qoT [

LTS TEAT &SI AST e |

(JcHeh HieATH! AT AET Holl FHNAT THH — 0 IqeTdel HIH g AT
AT THH) X dF TR
00 X 9%

YXTAT ARAATHT Y FALITITHRT AT IR -IT1cd ATATT (Assets Liabilities Committee -
ALCO) ST&T fafiTese =M1 HTIH Wbl AuAs; | FLATh qeadal (Fqfqel qaraaiedd T°
& afAfaet SoF Hataa dvaeasT a5 99 ¥ aedar SieH JTed ST @ TR
AEAITF IUICTH AT T FAITE |
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(%) T ARAATHT =T Gbl FHAAT ATG9F HW [ Contingency Funding Plan TSTHT
THN B TS |

(Q0) F=ATAF HHIA T I=d AT avaAdl qdT dReldl @ el giadad [\ ardad
TIHT AATT T FABA T I8, | TH AT AIITIT (TP TSPehl SGATHAH]
fawres ¥ fAvides gehesl AT SHIGE 9HT GoaTad Araia et Je7 T a9 |

(Q9) HEIATS FoaTdF AT FRd “T8d T @Tedl S@H” (Risk appetite) T9T IeT &
dr¥T(Tolerance Limit) TaT fHome Mm@ dresl ST G¥darg WeAaeR T ATHRAT
FEAFTIH] ATHR T Jhid AR AXAdT GHIEE (ST ATaTd 7978 HioaTd, June avaarn
qAT AT/ F1 IR=AT AT STl W) Feer a9 IR TRwsr 3 |

TR STEH TG T Tl qqe

V) I TaH AR ST IRHAFESHT AT JARFAGTAH] BRI (&1 g4 qa HAHd
TR STGHH FTLITIAR] AT FLATRAT ATEeE A 9T FRE gIIS, |

() Y FEITIA (Treasury Management) I3 FFaled SMGH ATTHA, HIIT TIH [G9ATITHT

AT "% ARl AT dhesel Middle office TATIAT THIE | T&T Office HIY ATLTIT

o

AT FA (Treasury Functions) ITE T el AT I Office of WIMGH ZHALATIH
faamr/ Zeprgars @wa feaifdg T aig |

TSER TGH AT T FFT FIT

Q@

()

FATET 3taa Afq a9 Frtatg g1 9w |
ATSEYAE A & ANGHATE AR T SBATHTHE! JUMABE FqAFA T T, -
(@) SATSIEGIHT HUHI TRATART HRI THIT g1 q¥ardes q4T IMTAEE (Interest Sensitive

Assets and Liabilities) @8 AT FFI 4T AAHT FHTAL T T, |

(@) A gEfd qoT el Tl ddid [HarT Jg+ (Maturity Mismatch) STa=Tes!
R faeTIvT (Gap Analysis) TT&T 3T HISGTd (Cash Balance) ¥ SATSl SThTHT faw Ao+
(Non-interest Bearing Account) @TATehT TebH FATILT T TS & |
[ AR SEHdrs Faad a7 FMaR T Fowd Haed LA YR aHitTHE
feraor Smrfae (@S, 99, 9 T A9R WAT) SUAT GIR TR ATHE AT TTHT
qu femfa o9 Srepepr Tvafraa quivaerer faaRmT J91 79 I |
TSR SIRGABT FATHA T4 fAgTa= THT AR (Time Interval) T &R Tl 7.1,
SfeF fAeT WA, Y. SATSIER FHEIT FGH AATHA qAHT THITH T T, |
fAfv=rq sl e1afd (Fixed Maturity Period) F9UHT I¥Ifd TIT IMIcAATs S@TAAHITSTH
FHTELT T TS, -
(&%) [Ai=a e sEl auEr aEtaes
U ATElgE TIHT TSR FHASE &4 T aTe RSN FSI (Floating rate loan
with interest adjusted periodically) KIE] S FATTHAT SATSIER. FHTAAA T i?@i, qrer
THY SFRTATTT FHELT T 99 |

) FA AR fa9 qftadHE T FHEEE g (W deil fadel reaR) T
JaTE TRUHT Al FoATeATs FelsTral wH ARl THT AT qHTEeT
T T8, |
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@) HMi=d R sata AUE e
SATSTETAT AUH! TRATAHT BRI TATAT g (= dehrel safd THUH qfacass
(Interest Sensitive, Floating Rate Liabilities) KIERE:IE] ST qafgdT SATSIER AT
Tfews, Trel THT AATTT FHET T TS |

A=Y (Gap) HTIT TETISHINSH T I, -

(@) [~ AT ARIAHT e Gfdare &l aMdcd R 41 HY A=l FHid
JAT FTAHT A= (Gap) (IR THIAS | S AR (Gap) TFTCHSE (Positive) AT
HOUMHSF (Negative) T9 &1 T |

~C

(@) =AY SEgH A T GATSHHl AT Yodd TRT AR afsed A
(Cumulative Gap) THa fHaRer THu=w | afsaq avR MaRo & 59 I9F
ATAR] Aioad qy IR TH9q &7 A1 FHT A=adl A=< (Gap) Aled &r
qwGT TR THT A=A AAATs THA SIS & I3, |

() ATSIEHT &9 Fa FeTaq aadears ATHE (Estimate) THIE | AT TATSIAH!
AT ATHTTAT @ Jfqerds STeier gikaddare 99 S q@Rars o aieds |

(&) UREad B4 ATHM TRUST AR Iq@UE () THISTH Todd AT HA=ATAD]
THATATTHT FAEANTT g4 T aRO Tug | J1 GASa Hiaa sarse T g
YHTAST SATSTaR Aface (Interest Rate Change - IRC) @18 I8Td! AAATTA U T
G, -

THT AITAHT Teahl fa 3k faq
W = q IR SATSIaY G WA, 0 faAeE wHa A g
Interest Rate Change (IRC) = R0/3%¥X0.09 = 0.00%Y{

() SATSIETHT AUHT TR BRI Sebebl ATHT-ATFATTHT T TUehl AEIATS & i
AT AIRIAS] Afoad d=ard (Cumulative Gap) @5 IIEUS (&) FHITTH AR
TIRUHT TSRS O T IR T 996 |

F AT SRS FAT (New Product) T FFURUN TAR I&T SATTAGREH! FATTAGIAFT BT

AT ATTATTHT AT Afeh5 YaATHT R T AR HeATSA IS, | TR SAMGHATS

AT T HIAESATS Pricing ¥ Repricing XA JiqeqdicH® [9T9  (Competitive

Analysis) =T fafg q91 TOHITGEE TSAT T AR] T IR Tiuer g |

faaely fafrwa Shfew sgeeqae ™ I g

Q@

fagelr fafq a a7AT g9 IAR=EEde I SEHATs AaedTId T FLAAT Ifera i
Jar FrEfaly gUNe | AHEIERE IAREeEde ¥ATH A UAH YS(HT O Ee
TR SRS THErgd T TATST I |

foraelt fafrwar aeaT oo wwTiaa aitadere STl faxiia FEarAr 9q aF qFRls
FAHAA T el o (Haerd BI.A. L3 THITHS! (a0 AiiHP STAT Al facar ©
feforT a9 Sepebl TFafedd QURAEAT fT9TTHT T39I, |

el faaelt fafrwa sxar e afvaddere IO g9 SifEAdrs SHE T a9
Sfepel ST TXepT @l el A qar fa<ira faaruressr gt=n awmdr faem @ ur fadem
7. %) T Y@ T FHISTHE! Tl T HY HaH e T3 |

TEITA  ATHTATT AT ATHBTATT STRTAT sraferer smarear faaeft fafrwaens qemma sown
FTHLO T T AATTPT G AALAT (Net Position) FETIT I |
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q0.

THAFRT: T GIAIGTAB TIT “FHFAT AL T HEAT a7 T FE TR
TEET e |
W) e fagel fafrwaer 3fHe @ wEwar aftedr ToEEer yrafae ST S 30
gfqeTaE g T HHT FEH TRUH @ | 8 AqT Ih ATATART el g9 AT J2 T
@ A AAATATe AT TS d 90 T 99 | q HAieanaT 9 4% g8
FATATATS ATHINT TATTHT qUTe L S UA, 045 FHIH FRATE g8 | GT Hawdn
TorT TTET gfeaed faaefr Hal BEEAIDEC (Foreign Currency Deposit Liablility) 9T HIH
faaeft fafamar @fta/fast R maa o= Derivatives %1 Y7 THAATS TATASE T I9S, |
(%) FE AqTFATAdT T dlieehl PREARATE oIl gq qa faaell g Jweedr Saae
AT TGS TS APl HeATST UaH AFEATIH T q¥aivdd €T Ged g Ivs, |
A SGH AT T G FaeT
iy Jeor@ XU ATeeherT A= WI@H S Reputation Risk, T0THIie WIE@H (Strategic Risk), TefeT
TG/ ATABRRT  PRATHATTHT faiig a1 F¥edl SAR&aH  (AML/CFT Risk), Legal Risk,
AT, TSR 9T HIEH Gaa= Siad (Environment, Social and Climate change Risk) ST&dT
SifaHEsHT T =TT T I7s | GeATel T&qT G [BIaHEbT FAGHEEH AaEIT T qaTed
wifa, sty aoEr T s, |

9. WG FIXAIT T AFGL

TATAAIAITT  GEIAThT AMGH  AIIIAATE I gATIT Iq  Sbald AR ARTHl ANGH
T FEI=l ANGA (Risk Management Guidelines) @] TTRUFM I<h ARIELHATE FHA
ATIRFT TIHT foe] T3, |

9. TATH G0 I AR

®

TG FhaTe TATTAIAIT b qdT I G @l iUl Tara TE0 ANEYT (Stress
Testing Guidelines) SHITSH [ATHA FOAT TATH TGN (LH dtey) TH TG HEATEIA
T/TRIST 97@ | A ARG SHIH Tard e T GeedT 6 aHiiTHe! 99 Fawdr

TRUR -

(®) FEfId AT TTHTE faATd [a=orest AT Tare GRIET0 T AT GRI&urehl qivurmH
I FoaTeld AT TAT 3= HTLITIAHT FATRA THIAS, |

(@) AT TATH GRILTITHT AT 7 bl TATX T Spreadsheet T& Siehebl TFafvee FATT&T0T
FAATTeRT TR-TIeTd HETT@rHT ¥ Il fae gies, |

(M) @US (@) THITHET Spreadsheet AT IfecAt@d TATH TLIETIRNT AT TLATS TAH TRUMH
TF TR facer 30 feAtay qrafrag quivasror fA9RTeT TR-TIeRTT ShgHT Iuas
RIS 91, |

Gl T TS
Q) TF SThATE TATT ST TRUHT IETAHRT AITHES G TRUDT 3 -

THEHT Mee™, 05y & S@H FEOT Al Faedl s afeeA §. 4/039
FHEIfTHST A qar drae=ng fAfq 05 ATe R T S qusr 79 faueET awted
THOT IRIAEE |

() JUEET (9) THITH @RS TRTHT MG T GRTT THITH T THT FMH FRATET T
fEe TR 9T TR /IS, |
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AT AL T

PR FATAT
e qun ffrr e Framer fem
TN |, /053
7Y FFATE “F”, “@” T T AT FATTAATAIT FEATS JTeAT T T FEANT T GFIeeil
IIT GEIAT ATl I e U, 045 BT THT 9] o [GURT AR TANT T T@TTehT (a9 ST
TRTH |
q. FoEE@HA AT T I SATeR0 GFET qae
(§)  TIAAIAIT AT ToaTAhd AAH EHRANT AR HAH T I
(®) FoATARS TG oAbl ST TRl ATORY FEIeAT FALAT AT T TATAGATTTH]
FEATER T IS, |
@) F Ah FoATAFHT (HIH AU FAAR GreTeTA=T qleet ATHT Feare faxir
@Y AU/AATH BT gSAAE GAqars fdqgd F9AT e RIS
T |
(W) FoATAR o AT [axiTd GRATPT HALATIAHT STeh BTHBRATETHT BLIET T &3 |
()  FATAR AT ATTHR &7 AT TP FHBRATRIT ToATAF @d TaThael a1
TS | AT AT W1 ARG 87 TS |
(3) ToATAHS TETT HATET HTIH g T RIS aTell, e, FEA T =R I&qd T
IS | FEATHT FTH ATATER [o¥re, FO, §9 Jeq= g FAq {eplarsepr Tiatata 19
/TRTST &4 |
() FATSIAIAIT GedTe! fed faadiaer nfafatasr do = g1 78q

(k)

@)

oo YoAeT a7 AUCHe] TIHT ATl feq fqufed g & ufq fefeawer aiatatasr
T & 8o |

qoATAE (AoTehl faag WM TEhl ATEHATHR] FRIGRAT el al ATl FTAT
T & 64 | Fl YTEhET A qoaATeAbeb] e I fepfarser Tarfaed, qrekar a1
STHAHRAT A\ foe a1 feq fawgar fada @nd qifausr @ 9= e g
TEHT TETel Y& AT | S |

oAt afafae fAsrer faxia @nd wffauer g a9 gEmra SREE gresiae
W@qﬁW&WWQﬁT/%Umswl FRIARE] THAT TG [HIAHBT qiqa=d aR]
g |

F=ATARH] THER TRERH] a2 [Idqras Faqrdl (T, a9 Aqar afg) &
TYAT TIMIT WMST FEATHT T FIATATET TSI THeT TE T fIaras SrRIemHT
e g aIe o |
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(T) FoArds a7 § FIqadwel dal 9AX [qusr SPRIAr a1 {Astel qfeaer @rtacaAr
el /o w@nd TR BH, FEHIET T TSN {0 PRER T 984 @ |

T Tol FATAATANTT FRATh! ToaATdADh, TeATgdhlR aT HAEN AIPR AR T A=
H YEAT T8 A3

TSl GEATHT oaTasd el Afh THIHh Al OloTdITIT / ATAITIT / TR feTgreet
FITAT FEBT UA, J09Y Avid Fled aod qdT WO Feehll FT qoaT S
T AT oA T ST GIT GHAHT FoaTedh, Teodledk a1 F G TG
L& qIE o |

TRETFFN 2T qATHT T&d Tg

FoaATAFA YTEhebl THIF TAT TAISTAT TFI=AT BRIGRAT JMHH a7 GReThehl eraaael
TA & & | I(G A& HIOHT AT q5 TTEhH! SATTATAIT FEITHT T&ehT @TaATHT
FEATeR T AfIFR IT T FoATede Arafaare e fafed @ea faq o |

T TEIANT T 78

ToATADRA ATHT TG T ATH GEUANT TRI el Ui (B qHebT TR HTgaT g BRATHaTIHT
TAT g e I | SATATIAYTE GRATHT FoaTershs ¥ Aol qRaRel THT o7 et
TEHT TATTATAIT T FRIAR & ITRATh TEmeells Sg qrgd g | Giame
[aRe gATe AT IRARA SATSTAIAIT FEATATE Foll [ ATHT JT FFwl SARA T
fofrer 9w o 9e B | WY, qrATEsdl @ [l e SERemad aw
JeAT( e e FRISHT TATHebar qrge a1 farepr AT qEehl JUANT T g I | TA
T, =tdT, fazefy fafwwa ¥ fageflt aReoro=esst qgmaer T o g9TE 9 aTeT @ |

afirerg ¥ wfdeaeT 9 uaH g e IA
SSATSTATTYT HEATH @l Tl Aed T giqaed qul TaH go&d FUAT TEH gIeE, |

ToATADA  SITTAITITT TEATH] AR F T Gl ATHAE T FETSATTHT A ThITd
FOHT FIEE T qreT o |

MAIar FEH TEd I

(F) FATADBA TMEHH! oA T PREARS MAFIAT FAA A€] T98G | [ qoaras
qgare fHga weaddlg qf SR EA UMEHET TE A T (SSASTATTITT
Gearehl fafaq @i F9geEn), fafdadr AfaerR, §= 9AER, J@l T AEEET
HUH! A BRI faawer aroT faxirar @rdepr anfin gamT 19 9rea &7 |

(@) T AEHH AEANIF a1 EGT FoAT Aehd! fdagd @red @R o= =tw ar
Fearars fad afed g |
TR, THATAT BIAAH FTIAAT T2 G FREAR o] [qaRues qar Teds S9aed
TRTSET AT ST TR qIT ST |

foT87 ¥ T\ FEER T 91

TATADA EHATNH HAAT T FFEIATE TATAd AHS [ATe] TIH FHAATR!  ATITRHT
ATEHIF HAFER T I, |
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fafea sqwr ST faq o

SATSTATTIT HEAT | ARG STHITSTHER! ATeRY GFeed] el TR T qaT A9qw
TYAT ATHT AT BT JUTCAT! AT T ARV JFIT HFT FHA AR T T Sehepl
o or faira @ e faam @ gt quiaer faanmers fafea saar SR @
TG, |

fera=or et I 9

e qur Tl ATl ATHT Foererhbel a9 [HEYTAT AIfehUehl ATSRUES ATeqT ¥ AVI2ehT
faa=or aftfer AT faeiir faaeomr Gere 98 | & GouTadd S ATARUEE! qTeAT
AT FT ATAAT AHT [qaRer ¥ HASTHIT TRUHT FRATRIR [qaR0 qeaiead qaiaeo
faamTaT YoreT I |

AT ATATTPT T TATTR! SSHAT (HATHT FTAT IJURIT g T3 | T&al Iuredfa
fafear /e wrohTraehl HIHHEE qHA g T | HATHS HIthebebl hROT AT T F=AAT
fomT TR 3 JEHTRT FTE AR TSFAT AT WUAT AT GodATAFH I8 S
o<k Auer AT |

U vl Tol ATh SATTAIAIT FLATh] oAk /FIARN THE & AITS

TG ShATE TATTATAYT sich qT [axild FEATAT UhTeR URaR, FH, T, TS e
a7 UIE THEH! HAEIE TH AT & Ah FoATAE AT AR THE  TEH
o /et /s & a3 |

TR qE [T FRER T "7 aWH a0 A 9arad Mawh T YT Sied
AT ST [Tt e qor fairg RITHT ARl feAuel 9787 SAaTq®T g=areleh aeh T
ST TATTRT AT S | TFST SATTATAIT AT bl FTATTAIT FT (“” AT

JTeeh) | ¥R T (Cross Holding) 9§ I=eTde [a<h 9 AT AT G [aUHl AT
Exll

I WER AT AU IERF] @A G FAST FET AT T SF AT TF SbATe
TASTATAYT sieh a7 faiid FEAThT Farerdiell HH= deb qor fada gen qeeer U,
063 1 THT 95 HI IJUSHI (§) H GUE () AT AUH FaLdl FHIGH ddiad faxrg
AT ¥ QAR (T SHAT Ao A THSAUAIT eAeb qAT Faxira |EATh ae AT g
IS B |

F 9T HH AT FEAT FTAREHT TP T FTATLATA Teehl qafd T FArgarare gl
A AU IE BH qGT HFAEER qhee oarad AAmad /fafter it T gy

3 |

(QU) HEITIE /HEAMF FHEH! AR GRU TRBT ARG HEATqh FHedledh A FHEAE

(%)

FoATAFAT IFEART [ I3 e |

F o AT A AT F At a1 Aot fatHta arwr ¥ s faxir @@ wwen
TH/ FEAT/ FATHT TRATE Uk b THAT Tel Foaras Tl Fach /AAWaT g
TH A |

TET FAAT THNTHD] THA, TRRTE o7 TEHT Teehl TRIAbRAT Haiad aafhes 99
IS TATSTATAIT FEATHT FoaTAF TEaT TN GUEABT T FHASR g1 aal &l
TRTTITIES TGHT JETd goold S a1 faxii ATl Foarad AafaaT yiaratae T=
qrS A |
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(15) 9O TG ATHF Afh FACTAAIG HLITH F=ATAd TSHT [gh /I (s dar AAifaq
g AT g S | AT, 9% a9 ATHehT ATk doTeleh YEHT el @ g O |

(Q2) FHATHAT 9T a9 T HAG T AT ST

() AR T TG AhaATd FATTATAITG oicb qoT faxirar Wbl Sr=rdT TUHT a1 g bl 9Tl
TraoTehl TEIIHET § TARSHAT ke Afhel STARGWIHl efqaqare o a7 AT
FIHIERT AR GATHT AT {6 T Jerar T 913 &5 |

(@) ATH Bl AT TH GETTH AT TAT EFel Tl HTHE] TAThael al ATHFl @1d Hied
TR FA U (TTART FEEIHT AERT GATHT g GARAHT FoATAS AT [Tl
feear a1 gfafafuer waem T qeTS |

(M) T AR G GEEIT FEATR GoATARATS AT (TI<h TRl SAaRATHT AT
ToATAHRA ATHF (Aol T a7 BN AR [a0TA7T a7 ATy (Hg<h T fauaHT
FIART el e ATIRY T HAGE T ST S |

(f)  TF ShATE FATTAIAY b qoT it Fardr arher feuesr R fadr ar g
IET AT I SRREA Al WO TR AR FRUEE (AS9UR FIAAT FIRATEl
HATS IR AT G THAE Ak TG FHeea  deb qoT fadid Gerere difgs
ATTHT GHIegd deb qar o Gearere &l SavaHdrg feiel (AUl SR &g
HU[ ZhT THUH] AAIHAR HAGTT TS b AMST T |

() AU A b TA 045 P THT 00 FT JUGHT I FI GUE T8 TAT § THITHERT
FRATEH] T ToaTedh /ARGl a1 (Al gfdtAfae ®Raer 9ual fAfdd 1 ad

IS T ITSe |

TP /T qrATTer! paed T IAQNIaH

FAATIRUEE (T FheAd T FTb] &M T &l Hecdqul FIIAT Fold  SorSTaaayr<
TITHT  TATAFESA AT SARIATESH! [Bd AT el [q&qedl amadedl  qRIerRardl
(Stakeholder) %! fed FREAT I T FET Foara=qdT BRATTE g1 U196 | ToATAFEEH]
A AT JAT BRATFRATIAE qRafedd FATRT AT I9TRT THT faird JOCATHT STohed TATT
U S g8 UK HEATHT AeAAFeshl (Agh, Moged el Tqad &ded q91 d@q T
IR TFIIHT ETAAHNTH AT TRTHT S, -
(F) TS 387, [qaehqul TaH AT TqH F=arad T IUI<h [h(aHeb] FH=RT dal
fafraraTaetl qaR T A/ Ja1 GEH IoF TRHIEESH gAE T4 A T 96 |
@) @) ARE d@OdeFae [Maad T ARG d@aeeu RS 91 | ATIRE
aam‘é‘ramao‘r FT  Outsource I HATAT YRTT  THTOTIAIT St weeTs <R
TS | AT, WWWWOutsourceﬁmwﬁwwﬁmw
ST AlIRdArs @I FHIAH Fe Aiudedl SEHan de 91 e | AT
TR FFIHT AR TGHT AT Yiqaed dF o@raderor afafq @wer gor T
AT T T8 | ITh TG/ BTdHT [q0F8% qHT AT AUH g I8 -
() AP A@TIIETITHT AT TRl fqa |
(A1) &7 BT TR T AR H1 {8 |

() HT TIET TRATHT Internal Audit TEvdT F1T T TTHHEATT SIPUHT ATk a7 FEar qar 4
IEATHT AIHaR AT FHATS AT FETHI Statutory Audit TFI=T FEAT o g4 AT
S | A B TFAT FLATHN Statutory Audit AT F1F T faeiardy difeeuasr =afd =
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FET qAT AT FEATHT AI¥HAR AT FHATA Al ALATHT Internal Audit THIRAT HTIHT FA™
g qUTSH awdr atafad frarsT o+ |

FET FIATIROTE] THH GRETAT TH GEAT TUHI §aT ToATaAdese] FeAThl THA qdT
QUL FTF T Aol ¥ FEH qAHTA T I9G |

T FHANEEATS ATGTIR JATANE T aiq [Asieedl Phareamasl dtaq afaa
ToATAFEST o qgd T UA §a1 FoATAF QAR ASHHAT FHATIEE AT IRTH
FURALT TIT FRATET TFT ATTerg T IS, |

FTITRT A TAT HAT A1, AT JAT ST ST, TACF, ATTAAT T 97T ATGITF
farsrra fafea it qor FT aSET T FHANEEATS qad T d@msq I |

qoaTAhesd STSTAIaIT GeATh] ATAT TAH I(rdrd T SAaeITITel AT LRI Al
TrERHT (At FOHT SR g AEaedsdl ATaR IRIcAE 9T ATAST I8, |

AT ATHIAHT T5F TAT FIATAT TALAT AT AAAR T I |

JAId BT T A SehaTd ST AURT g fAde g fHameer afedrersr AeEn
ToATAFee ATHFI T3 T@ FHA gAdd garel AT HIAA, Al fHaer qar Hawa
fauaeT geeedEe I WHER gAHE A1 T SAIAIT  GRATEe @Al FAA, A
e qar HHa areHT WU A9UeT FEeET Hatad S T O6S |

HEITH GoaATAFEE (HATHATH Ehled (AU F AT AT T ebel HNT T FHTSATAEE
JUe] TRICHT 9T ¢ e U, 0Y5 &1 Ih1 900 TUITH F&T goaiaad dar
TRITIFRIATs TTEUR! STl SAThiTd FqHT fqq T8 | I AR T faves e
THHATE TEITIT SOOI FEATel ST [ERTadT @ ol STl & aTae S |

SfeF AT =it WRAThT FEATTH, GoaTerdh a1 9T STHAT Teh FAATAT ST §7a% fequept
ST AT fASTeRT 9feam EET FRATHRT @A GoATdE g UG @ | @A goTe s
IR T TR @I AT &l qRARET Tel AEEIEee UR0T YT Fel 9T TS
AR AT T |

JATAT FIAAA ATbeb] HALATHT ATEh FOTAATAIT FRATHT X AR GoalTeleh FqT
AT FEET TG AR ATeTehehl SAAATTHAT THG FTIFRI ATeTebaTehl graaae
¢ FATsET T g @ | GT§ AT T AATTFEE AT AEATE IS
amwwﬁvnﬁﬁw&rwwwéﬂlm AALTS o qo fadra e
W?@fﬁ?w%a%m’r?iaﬁm WW%HWWW
SALATIAH] &(AF HTH FRATEHT eXT&T T add AT TALATH HATHT @[ %
AT AT TS |

AT FoelTeAeh ATATTR dSHHT TouTeF AEhehl ATIEHAG ATHAT T Goueh 98
Tk T AT AT e & T e S | A% Aeb qAT faig FRART qoATeAsh qrAtaer
AEIHAT Hedd AT @E@Erd (U S I/ GRIALHE AT {awid @ TH9ue! fas
TS Touleleh FHITH] TSHHT ATHAT T AT I/ RHT T T GT &
qiestie YEM TH, RO afed JuT SMEarade FHEEsdrs goeidd griae
ATHTHITHR! @ TG T T AT HFTIT ATl TATTH AT T |
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(TEETHIT TG FATSTART AN FooTeAE dleeh AT URIBRIA FoaTeAeh GATolh a1 I
B Atafa/Iy-afafaar Ses war faa qrew gA9 | Y, afearas g s T a
TeTfeepRIers Afafae dife gad war faT afed 5 1)

(@)  oeF a1 i SR fHaiterd / ARaE U YT FodTerhel AT (Haited a1 JAied T
frfeaer e Ufaw femfiae e qor fadi den gveml UA, 093 & T 939 FHINH T2
JaT AafEdrEr 9d g @ I | dFed qug fdRr ‘®7 avedr geeaaadr
RAETH] ghHT THAAY/SIAT THFR qHE, “@” FH AN TRHT ST aaIred
FEATEEHT THAT SYET THAY AT T Aehebl oo AT faiidr F=AT I\ FaswTest sraeprdy
(ST THET T FIOUTS] ITABNAT YOI BETAT  I@HT “T aGFTHl AMIIEALHT
SATTATAIT TRATEwehT EFHT AT ciebebl siep qaT faxirar T fHawe fa9mTesT e
fAaere a1 HaeTe THE T FISHISI ITCHT M6y T FIATAT Teehl dAiebl THI0T “@” T9T
“I7 AR FATAATAYTT  GIITEEHh! ZebHT TEATId &1 & JUTeT I ofeh  hraTeAgehl
fAderes qwer 9g AT afAAdTer 9 A uNw | IR, S% qar Al geere
TooATeld 9T FIFRT THE@A qEaiedd Seb a7 [axiiar GeATh AeTeT THET T oA TaTIhrer
JAT FHAR FAFPRT THE a7 (AoTel bl TG GHET o I | T8 Faedn
THNTH U ATATAT T AT, FoaATeAdh, TGNl a7 HHARIR! J5 w&d. @Il
g |

(1) AT @R qa1 radrer (e qifruar ANEed AR T I+

TATSTATAIT FEITA ofeb qAT faira Fear Feaedy U, 2093 T T 90 T JUH[ Tae]
FefoT T ¥ T4 SFgRT SR ANGEHT Sfedfad AI9EUE AR T TS |

(@) FTATATTAIT T IS Ah BAIE (Talent-hunt) IBRATATE HHATT AT I 99
sraeaTAT freTerar ¥ araeftar Fw g T S Frtafy aEr TWOATT 94T I e
THIA 3 |

SECICER G UE TR

Q) S T g ST A geArad MOk /"R 9g T q9ETd At dedTel
ATHRAT FEAT, AR Th(d, LRI [UEd, SN 0T, Faanasd  dreiT,
qoATA®d] HAed qIl IJaAReNacd, WGH FILIIAHE] FEdl AIATSUHRT IO,
I AT waH faxirar sraear, adure FIFHT SAaedT, ToaHT Teehl iy Jar a1
Igfa T A9 Sk SN RUHT FEIT e fAuaes qud Uh AieAnaT Aty
Orientation) RT3 T, |

() % qar fa<ira dearer GHY SfEF UUTClRl GRANTT QA UAH WGW  SrawTdeh!
TUTER g4 TRl ATHT OTRETRTaT (Transparency), €THT (Disclosure), @TH 55 (Conflict
of Interest), SAITAAT (Compliance) T ¥ [HaTHE MFEHATH T a0 =T
TRMAAHRT  faezaT Wﬁﬁ}r AT ARITT  (International Best Practice) FJHE ATRAT KE]
ToATAFEEATs e¥F a¥ HRIAT THIdEF  ATTHGIRIO/ TAATSTIERL  TRIST Il
LEICEREES

(3) S dr fair GRATHRT GoATdAE GrAfT FaT 7. q T I AT AUHT AT GHAT AT b
ARAAT TAT STy SR FTI ATHART ATIRAT T FoaTeTbells TaTT T qodTeAeh {978
FTAFHH TR FEEY TS AN T TG T Al Frafare /9 9iq dF qar A
e faee favmr ¥ awafeaa quieaaor faamrar o 79 0 |
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FAF TEPT YRR T Faen

Q@

TSTSTAIAIT HEATHl GeoTeAes ATATTA JHATAd HIAT qAT FRATRT Jareaad, [HaHTEe T
S AT faeirr SEATeRT FoaTs T BT THEH! (AfheT @ ATaeae JRIdr Ja1 Hr
AT FERAT [AIATE!, 00% H FAEATH AITAT Tl FEFERI THEH HRh T
UG | AW FHFER] GHE@H (AR TET AN GUTEA qAT ARE A TaH
AT REHI FoaATeleh IR AATATS HIABNT THEH TIHT MIH TH IIIh &1
ol

YW A9 ATERl ATh b qAT fair TRATHT THE TR Afdebd AT (AR /T AR
BT AT B S | WA, &} a9 ATHEl ARk THE FEENT Afdehd TIHT T BT ga
T |

FTAFRT FHGH! TTAT (AIh g4 ATHAT JAd S a1 faiig A el He=ar
Sfefad AT TAT AR ATARTH @TTHT g9 AAAT, ATHAT TAT [UET g IS, |
(%) ofeFg FRIARET AT AavTF I ATEGIF T4,

(@) TEATH 3fTF FT FETETHT AT AT ¥ FAAT BIAbT TRITAAT T TRIGT

FETHAT,
T dferg ar faia saaqmre S5 TEAT B A,
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TATSAAIAT HEATATE FHFRI THEATS YaTH TR e, AT, Se q97 o= graar qeaedr
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fer anfe & fofawmer faxfr @ wffquser § 99 fAoa smwm Hepeaw
QUIATFATE TcehTed AT FIHN ATAET 6 T, |
TR, Mebaan quikaersel sterT faxia @y ifuar & 9= Yo i REs qrasiae
FTHT (P19 TTRUHT AR/ HTTETR] BRI BB TY [BqHB FicTered AR g
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(@) AT A(IF qUAT FHARIGEH IEAT ATAIGHT AMFT ATARET THH @ g AqHHAT
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TR, AT FAFN JHE TR (hadd qedl a1 ATdd HAFN THE FHH T&AT
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TN FHTT FFwed] STae

| |1 ATl FeT-Alad ATRe TG [qANTHl THE g | A1 Fifael demel
AT AAATRT GUIEAT, A=A AT, AT Gl FIAHH T AGTILETTRT
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qrafqers faeaed s a1 qEATad qIfacd ¥ ol aR{Teeur TRI ETRl AT
AT U ATEIT AT (HATAT TqHT FHIET T |
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framer faamEetr, 08, 79 dware 9T MEe @ unfAdem |7 9)) awiew
T /TR T FRATEIRT THTET T Fiaaed g=araid Jrafaar g7 I |
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ATYF a9 AT FUH! Tledl TAHATATT THIT qGIH0T (AR R0 HeTemar qar
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(%) HARH! AMLT TAT & AMGH FATST qear=dl fqaad,
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(3) Uew ufe=a &l UEd Thigd afear ugld sderad W ARE FHR=d T |
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SREHT FHIEATR! ATIRAT I A6 T ot |

JAF AMdF auF dfear TgAE 77 AML/CFT dFadT Sif@de! fagemor W1 Jawr
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FTTHA T ¥ AN ATTHAAT A i FRATe!, I 98 Alth, =0 Silt@q el
HAF, &7 q9T I=d SA@HIH IAIEA, ITH, YAl qIT FRERS ATTHT g AadT
U THUH FEAR=T T |
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Q) FF T fadm deare fadfr TS geTeRT 9T WO FWT 99T SiReds
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(R)
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() TR STRI TR (A=A ITHIU AT FISH [GaTHT HUHI TART YTEhel ATHATS [qUh!
T a1 LT AeT 90/ A9UH T faelt S ar fofrar gweamer & weent farha
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%90 9@ AT 1 Aval T61 THHB 798 @ FRIEAR,
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(%) OIS WPIR AT AT GIbR A=A HIATAT a7 (Febrdel Thl FRIER,
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(%) ARETHT SHAATART HIH PRI TN SAAT FFIAT TRT FRIER,
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ATl 1 FladT Y& TWhl FRIER,

(@) FgH AQ T, G AAH FA@T TAT TAHT [@RTLEIRd b T ARited
e T FRAR,

(S) % o JAT faxira FeEATer STFT FHARIATS [GUHT JaT FlaT ATIAeh HRTETR,
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grdraTe q@ o% A1 fai R Ted @I ST TEH g (ATEAT
Teh) ATHI BRI |

(=) faared, wos, faeataamad a7 qeaarasl i e Jed a1 JarTerd Tk
AT STHAT TRl THH |

(&) dTAT FFIIHT @IATAT ST eeb A1ad [~ SfTHEase STHT Tl THH |

(3) ATl HAT, TITA JE<Iebl TN AT HEITRT TG HAhTAl Frredl HRIEAT |
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Account ATEHT UHT FRET |

(@) TEHI ¥ AMIT PN b 1. o TXehl FEATTT PRI |
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Guidelines aHITSTH I, |

9%,  Y(BTHE BRIEAR /AT TFIwT :

Q) UFHl THT © T Bl IJUSHT (§) AT IoAigd GrH BRIARHT GEIAT AHE RN
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gfdaes faxira STaer SHEAT 497 T, |

(%) o qar faxira TRl UTEHERT hTRIT BRAR T FATH ¥ (Aol oTebTeqg Tiicaferer
T ufe=d T qOTelT faeTa U | WY AT T © g(R) THIAH YTEhA A
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feAt facirar ST e aHey 997 T4 99 |

(%) TATAAIANE Ak qAT AT GRS AT qAT ARG S@HeRT  HATIRET ST
TGP FHEFRATE, U THA T TEd bl AIRAT RIS FREARF qie=rT
THERHT (I ARG TR T AR 9 3 ATAfIE S9H F=maidsd T a9 |

(9)  YATAT A FHINTH YTed e Tl TAdHes qAql g1 e ATched! aHAl Tl
TG a7 ATaANTd e TWMYAT 70 a7 Tl @bl U SATaalae e 9w
TS | TN AEARITH WRATT ATAvde ST STRRIE e/ Afaradr gt
(Suspicious Transaction/ Activity Report) fa<iTa SITHeRRT SHISAT T T, |

() F Ue FEARd AR AT ATAFATE PRATHATTHT FATH Tgehl b AR AT ITeehebl
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faeaAT faxia T (R GrawadT audi ThT hIH RATeh] THIET AiEde! aitie
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ATARep fae=or qeags

Q@
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TS |

UHHl THRT 9 T, H IJUSHT (3) FJHITH UF, HoamEedr ¥ a9 e auifswar aifae

[R=aY FIAT T 1 eI &b FAFEIT APRT AR T STl AqTH, ST,

JEIdT, % TFR, THA AIAH [GaRe [qi SHEe ShE a9T e STaree
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Aot [aaRoAT qivacd AUHT d1 B FHA SAFHERT 9881 I°g | I&r faaror f& =i

ST SHISHT TSTSET AT AATATIF T&T goAML - Production Environment ATHT I, |

IUEAT AR FHIGH [AIh FAEIT ATIRRID HTH, FHAed TAT ATIFR TR THT @ q.

&I ISR (¥) FHITTHS! AR IBEEHITTH HT g T dre 993 |

(@) UF, faamEet ¥ 99 e aHiTHeT w1 Y9TaewRl a9T39 Focal Point @1 9T
HTH T,

@) U, omEe T a9 e auiiToer & IEEny FUAT U A, Hwrara <
YT AT (AT I 97 1,

@@ faamr, gerfgerr gur wHEREe U4, HEteer T o9 e guiteH 9t
T a7 GHEIT PREAR THwl FoAAT (AT JAT A=+ T,

() ATRAT HA FHIEA T dF G907 a7 GRiaehRET EGeus 9ar a9 a1 maeas
TAGF AT, fqa=or a1 =T (ot S9H TAGF a@d Yt T G,

(3) UF, MA@ a9 a9 Moed FuHITHE! 9T T 90 TS STOTET T
EISEEGRCHIRICH

Sep qor fair TRITl AFCATIRIT qeh! FATEAT ATl (Compliance Officer) TH@

A T UF FAW AMLICFT a9t/ 3me @er T wvg | Frataad afaweer fafe

TAT LHTRIR FRER GAAET T[S AFIH] SRTITHIAHD] FaLdT IS, -

(%) AT BT AT Fafeh TaT A9 Featead Maaaewr Mo efaerr ar
S FACATIAHT FHATIF! THTER qRAR AT ATTBEH! ATIR ATEH Tebd T{IE |

(@) AT TITEAT FRIARE! TTAEH TSTIET AT FLATHT FATAIT ATTRRIRT THTET
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qrafrad S a7 fai AT TRIIrT a7 FHARICTE [T9Eid FRATE (Ghed T
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FRATEIH] AR [T AR ThedTs TRIST IS, |
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AIFTST FTAGT ATAR FFAHT A AlEATHT TF ek UA, MIATEar 2 99 Haee awias
U /THT HIH FRATEIH FFEIHA] IR T [q0T G0 GH{cTR  Iiqded goards
FrATaHT T9T T Ig ¥ FoATed AIATA ATAITE THIET T SIATH (AT T IS, |
U, MaaEer ¥ 79 Moudsl aed T YEEeRl Ud ORUTHHE!  aArsdedl AT
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AT ¥ FHANETATs @TTTHISTH g T AXANTA &Hal Atqglg FTIRTHT Gedri
RIS ] HaATST s |

(%) HEITH! FHT ISl g5 TALd AT H9RT g6l Y WA WOH AR,
T=ATAF FIATTHT TEUET qIT Iod FATAAATS J9 [a0gebl Trefraarer aredr
T TETHAYETT (Knowledge Sharing) TR HE F=9Tale T4 |

(@) FHHARMB THAT o1 AFIGH aT HafAd Fq« T Y&\ T HAH AT
FEATT RIS |

M) FHEATEIT ATTHT T AML/CFT Unit T FTIHT TeTel qa1 Hataa s i o0
FHAREEATE AML/CFT TFIwdT fauaT SUaeh waaefl adr aafired aifds HrsheT
FEriT RIS |

o qur el geamer g ¥ wEfafrEr oragweardr BRAtEars qar smafaaTeTsR
ETaefaaredt R qar faearan faia @ e el yraaTe e g e | 9,
AT ATAGHATAl (RATHATT T ATATATSHN araeiadr e qor faearar faxa
AT FFalead fquaesdl 9fe=d, ATHA 9T Jidaaddl amT dAa9qe A=l
fereprar T I |

S g faxirr Tearer a9 (A9 v ST TR Sifq qar FrAtEtET Sraeare
PRarFars aar 9w faAreren eTdefqared e qur fawaner A @ e
AT Gg TadTT IS, | I1d, T IR (AAT ATgvey) e U, J0%¥
F1 AR «E. AT Jeldd FaedT qTaq] g+ R ATAFaral Bharhard qar A faarererer
FIAEiaaRe (Ao qar faarar fadm @ FFeeadr MReaw IAe TR AT
FATOTEAT FAAFEA T TS, |

(Q0) TIATIAYAYT e qAT faeiiar FEATHT FoaATeAeh ATATT, FTAFRI THE TAT FHATIEES

AT AT A= FFgHT Far= A (Code of Conduct) TSI TR @R T4 I, |

ANE I GEIIHT
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U, e quar a9 HEee HawaTed] GHEdrR] Hramadd " Sorsqyayra =&
o fadia ger ¥ =T % a9r [ e FHEl 997 GEiaererg U SHIrTHER

FRATEl G, |
() IJUEer F.  FHINGH FRATET T&l U, HIHEcr qa7 Mo el ITdAT T9UH Aad,
JoAETRT ATAT T A1 a1 99 T JUTGNTT THTG ATMATHRT a2l TTFARIATRT SATemeHT
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£k AT AT SqaeT FIRETE

q qifa qor wrafafa F9TaT (%) GTEeAl Tdehehl AATHT TIEIHI T |
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R UTedh diear qeavdl gl (%) Uleell Taehehl ATNT TSRO JIdT |
FTATEIT THTHT T THATAHT (@) TMET Jaehehl AT &, Q0 TG SAETAT I |
THTHT | () AT Jehafg T, 4O TG A1 THRRAT HTER 99
SATATHT T |
3 STATSLHRT SATHT AT BTk (%) & 4O A AT TMFARRAT ATAR T ARAHT T |
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% AT gl Gfe=TT T4, g8 | (%) GlEdl Tehedl A B Q0 A1 FARETET T |

e IfE=T 9 J9T TTeh
qfe=T= =Tate T qaedn
TATHT a7 TATIHIT THTAT |
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(@) IMET TIHHT AT & 0 ARG SARATHT I |

(W) TN Feherd . § HIS a7 IFHFAr dTaR T ¢
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AT Tl aTHITTH HTY
TN TATSTAT
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UTEeheh! Tie= g1 TqHHT A7 ARRAT FTEAR 99 SREET T |
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.9 QAT AT ST HIRATE!
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AGHHT
30 79 (e sHifsH AML/CFT | (%) 3. 90 @@ a1 #RER YA S 961 g al axla
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&/ AfhA T LSS ATehy
FET HRIATR AT
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TSI ARATAT I |
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9HTEIE FRER Tfqaad (W) TN qehard . Q FRIS a1 TFAEAT FTER T Y
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FHTIRTT THTHT |
9% BT ATTHRIRT AT (%) ¥ R0 ATG SAEET T |
TRTHT
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1. INTRODUCTION

1.1 BACKGROUND:

Prior to 1988, there was no uniform international regulatory standard for setting bank capital
requirements. In 1988, the Basel Committee on Banking Supervision (BCBS)! developed the Capital
Accord, which is known as Basel I, to align the capital adequacy requirements applicable especially to
banks in G-10 countries. Basel I introduced two key concepts. First, it defined what banks could hold as
capital, as well as designating capital as Tier 1 or Tier 2 according to its loss-absorbing or creditor-
protecting characteristics. The second key concept introduced in Basel | was that capital should be held
by banks in relation to the risks that they face. The major risks faced by banks relate to the assets held on
balance sheet. Thus, Basel I calculated banks’ minimum capital requirements as a percentage of assets,
which are adjusted in accordance with their riskiness and assigning risk weights to assets. Higher weights
are assigned to riskier assets such as corporate loans, and lower weights are assigned to less risky assets,
such as exposures to government.

The BCBS released the "International Convergence of Capital Measurements and Capital Standards:
Revised Framework", popularly known as Basel 1l, on June 26, 2004. This framework was updated in
November 2005 and a comprehensive version of the framework was issued in June 2006. Basel 1l builds
significantly on Basel | by increasing the sensitivity of capital to key bank risks. In addition, Basel Il
recognizes that banks can face a multitude of risks, ranging from the traditional risks associated with
financial intermediation to the day-to-day risks of operating a business as well as the risks associated with
the ups and downs of the local and international economies. As a result, the framework more explicitly
associates capital requirements with the particular categories of major risks that banks face.

The Basel Il capital framework also recognizes that large, usually internationally active banks have
already put in place sophisticated approaches to risk measurement and management based on statistical
inference rather than judgment alone. Thus, the framework allows banks, under certain conditions, to use
their own ‘internal’ models and techniques to measure the key risks that they face, the probability of loss,
and the capital required to meet those losses. In developing the new framework, the Basel Committee
incorporated many elements that help to promote a sound and efficient financial system over and above
the setting of minimum capital requirements. Keeping this in mind, the Basel Il framework incorporates
three complementary ‘pillars’ that draw on the range of approaches to help ensure that banks are
adequately capitalized in commensurate with their risk profile.

The Basel Committee on Banking Supervision (BCBS) released a comprehensive reform package entitled
“Basel III: A global regulatory framework for more resilient banks and banking systems” (known as
Basel 11l capital regulations) in December 2010. Basel Il reforms are the response of the Basel
Committee on Banking Supervision (BCBS) to improve the banking sector’s ability to absorb shocks
arising from financial and economic stress, whatever the source, thus reducing the risk of spill over from
the financial sector to the real economy. Basel 111 reforms strengthen the bank-level i.e. micro prudential
regulation, with the intention to raise the resilience of individual banking institutions in periods of stress.

! The Basel Committee on Banking Supervision is a committee of banking supervisory authorities that was established by the
central bank governors of the Group of Ten countries in 1975. It consists of senior representatives of bank supervisory
authorities and central banks from Belgium, Canada, France, Germany, Italy, Japan, Luxembourg, the Netherlands, Spain,
Sweden, Switzerland, the United Kingdom, and the United States. It usually meets at the Bank for International Settlements in
Basel, Switzerland where its permanent Secretariat is located.
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Besides, the reforms have a macro prudential focus also, addressing system wide risks, which can build
up across the banking sector, as well as the procyclical amplification of these risks over time. These new
global regulatory and supervisory standards mainly seek to raise the quality and level of capital (Pillar 1)
to ensure that banks are better able to absorb losses on both a going concern and a gone concern basis,
increase the risk coverage of the capital framework, introduce leverage ratio to serve as a backstop to the
risk-based capital measure, raise the standards for the supervisory review process (Pillar 2) and public
disclosures (Pillar 3) etc. The macro prudential aspects of Basel 11l are largely enshrined in the capital
buffers. Both the buffers i.e. the capital conservation buffer and the countercyclical buffer are intended to
protect the banking sector from periods of excess credit growth.

The Basel Committee on Banking Supervision's (BCBS) recommendations on capital accord are
important guiding frameworks for the regulatory capital requirement to the banking industry all over the
world and Nepal is no exception. Realizing the significance of capital for ensuring the safety and
soundness of the banks and the banking system, at large, Nepal Rastra Bank (NRB) has developed and
enforced capital adequacy requirement based on international practices with an appropriate level of
customization based on domestic state of market developments.

With a view of adopting the international best practices, NRB has already issued the Basel IlI
implementation action plan and expressed its intention to adopt the Basel Ill framework, albeit in a
simplified form. In line with the international development and thorough discussion with the stakeholders,
evaluation and assessment of impact studies at various phases, this framework has been drafted. This
framework provides the guidelines for the implementation of Basel I11 framework in Nepal. The Basel 111
capital regulations continue to be based on three-mutually reinforcing Pillars, viz. minimum capital
requirements, supervisory review of capital adequacy, and market discipline of the Basel Il capital
adequacy framework.

1.2 OBJECTIVE:

The main objective of this framework is to develop safe and sound financial system by way of
sufficient amount of qualitative capital and risk management practices. This framework is intended
to ensure that each bank maintain a level of capital which,

0] is adequate to protect its depositors and creditors.
(i) is commensurate with the risk associated activities and profile of the banks.
(iii)  promotes public confidence in the banking system.

1.3 PRE-REQUISITES:

The effective implementation of this framework is dependent on various factors. Some such pre-
requisites are:

0] Implementation of Basel Core Principles for effective Banking Supervision
(i) Adoption of the sound practices for the management of Operational Risk
(iii) Formulation and adoption of comprehensive risk management policy
(iv) Adherence to high degree of corporate governance

1.4 RESPONSIBILITY:

The board of directors of each bank shall be responsible for establishing and maintaining, at all
times, an adequate level of capital. The capital standards herein are the minimum that is acceptable
for banks that are fundamentally sound, well managed, and have no material financial or
operational weaknesses. Thus, banks are generally expected to operate above the limits prescribed
by this framework.
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1.5 SCOPE OF APPLICATION:

This framework shall be applicable to all "A" Class financial institutions? licensed to conduct
banking business in Nepal under the Bank and Financial Institution Act, 2073.

This capital adequacy framework shall be applicable uniformly to all "A" class financial institutions
on a stand-alone basis and as well as on a consolidated basis, where the bank is member of a
consolidated banking group. For the purpose of capital adequacy, the consolidated bank means a
group of financial entities, parent or holding company of which a bank is a subsidiary. All banking
and other relevant financial activities (both regulated and unregulated) conducted within a group
including a bank shall be captured through consolidation. Thus, majority owned or controlled
financial entities should be fully consolidated. If any majority owned subsidiary institutions are not
consolidated for capital purposes, all equity and other regulatory capital investments in those
entities attributable to the group will be deducted except otherwise prescribed and the assets and
liabilities, as well as third party capital investments in the subsidiary will be removed from the
bank"s balance sheet for capital adequacy purposes.

1.6 APPROACHES TO IMPLEMENTATION:

"International Convergence for Capital Measurements and Capital Standards: Revised Framework"
alias Basel Il under Pillar 1, provides three distinct approaches for computing capital requirements
for credit risk and three other approaches for computing capital requirements for operational risk.
These approaches for credit and operational risk are based on increasing risk sensitivity and allow
banks to select an approach that is most appropriate to the stage of development of banks’
operations.

The product and services offered by the Nepalese Banks are still largely conventional, in
comparison with other economies. This coupled with the various inherent limitations of our system
like the limitation of credit rating practices makes the advanced approaches like Internal Ratings
Based Approach or even Standardized Approach impractical and unfeasible. Thus, at this juncture,
this framework prescribes Simplified Standardized Approach (SSA) to measure credit risk while
Basic Indicator Approach and an indigenous Net Open Position Approach for measurement of
Operational Risk and Market Risk respectively.

1.7 IMPLEMENTATION OF ADVANCED APPROACHES:

This framework prescribes the simplest of the available approaches at the initial phase with a vision
to move onto more complex and risk sensitive approaches as the market gradually gains maturity.
Banks willing to adopt advanced approaches, even for internal purposes, should obtain prior written
approval from Nepal Rastra Bank on providing evidence that they have the resources and the
capability to adopt the proposed approaches.

A bank will not be allowed to choose to revert to a simpler approach once it has been approved for
a more advanced approach without supervisory approval. However, if a supervisor determines that
a bank using a more advanced approach no longer meets the qualifying criteria for an advanced
approach, it may allow the bank to revert to a simpler approach for some or all of its operations,
until it meets the conditions specified by the supervisor for returning to a more advanced approach.

1.8 TRANSITIONAL ARRANGEMENTS

In order to ensure smooth migration to Basel Il without aggravating any near-term stress,
appropriate transitional arrangements have been made. The phase-in arrangements are indicated in
the following Table:

2«A” class financial institutions refers to “Commercial Banks”
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1.9

2.1

Transition Period

(Mid July)

2023

2024

2025

Leverage Ratio

4.00%

4.00%

Migration to Pillar 1

Liquidity coverage
ratio

Introduce minimum
standard

Offsite Monitoring

Migration to Pillar 1

Net stable funding
ratio

Introduce minimum
standand

Offsite Monitoring

Migration to Pillar 1

SIFI & DSIB
Measures

NRB shall issue the regulation.

EFFECTIVE DATE:

All banks within the scope of this framework should adopt the prescribed approaches.

REQUIREMENTS FOR CAPITAL FUNDS

DEFINITION OF CAPITAL:
The qualifying regulatory capital shall consist of the sum of the following components:
a. Tier 1 Capital (Core Capital)
A. Common Equity Tier 1 (CET1)
B. Additional Tier 1 (AT1)
b.Tier 2 Capital (Supplementary Capital)

The detailed description of the components of regulatory capital and their elements are as follows:
Tier 1 Capital (Core Capital)

The key element of capital on which the main emphasis should be placed is Tier 1 (core)
capital, which is comprised of equity capital and disclosed reserves. This key element of capital
is the basis on which most market judgments of capital adequacy are made; and it has a crucial
bearing on profit margins and a bank's ability to compete.

The BCBS has therefore concluded that capital, for supervisory purposes, should be defined in
two tiers in a way, which will have the effect of requiring at least 50% of a bank's capital base
to consist of a core element comprised of equity capital and published reserves from post-tax
retained earnings.

In order to rank as Tier 1, capital must be fully paid up, have no fixed servicing or dividend
costs attached to it and be freely available to absorb losses ahead of general creditors. Capital
also needs to have a very high degree of permanence if it is to be treated as Tier 1.

Tier 1 Capital shall consist of Common Equity Tier 1 Capital and Additional Tier 1 Capital and
the sum of these two capital shall be total Tier 1 Capital.

. Common Equity Tier 1 Capital

Common Equity is recognized as the highest quality component of capital and is the primary
form of funding which ensures that a bank remains solvent. Common Equity Tier 1 Capital
consists of the sum of the following elements:

(i) Common shares issued by the bank that meet the criteria for classification as common shares
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for regulatory purposes;

(i)  Stock surplus (share premium) resulting from the issue of instruments included in
Common Equity Tier 1;

(iii) Statutory General Reserve;
(iv) Retained Earnings available for distribution to shareholders;

(v) Un-audited current year cumulative profit, after all provisions including staff bonus and
taxes as well as regulatory adjustments. Where such provisions and regulatory
adjustments are not made, this amount shall not qualify as Common Equity Tier 1 capital,

(vi) Capital Redemption Reserves created in lieu of redeemable instruments

(vii) Capital Adjustment reserves created in respect of increasing the capital base of the bank
(viii) Dividend Equalization Reserves;

(ix) Other free reserves if any

(x) Bargain purchase gain arises on merger and acquisitions. However, prior approval of
NRB is required for it to include in Common Equity Tier 1 Capital,

(xi) Any other type of instruments notified by NRB from time to time for inclusion in
Common Equity Tier 1 capital; and

(xii) Less: Regulatory adjustments / deductions applied in the calculation of Common Equity
Tier 1 capital.

Criteria for common shares issued by the bank for inclusion in Common Equity:

Common shares must meet the following criteria to be included in Common Equity Tier 1
Capital:

1. All common shares should be voting shares.
2. Represent the most subordinate claim in liquidation of the bank.

3.  Be entitled to a claim on the residual assets which is proportional to its share of paid up
capital, after all senior claims have been repaid in liquidation (i.e. has an unlimited and
variable claim, not a fixed or capped claim).

4. Principal is perpetual and never repaid outside of liquidation (except discretionary
repurchases / buy backs or other means of effectively reducing capital in a discretionary
manner with the prior approval of NRB which is allowable under relevant law as well as
guidelines, if any, issued by NRB in the matter).

5. The bank does nothing to create an expectation at issuance that the instrument will be
bought back, redeemed or cancelled nor do the statutory or contractual terms provide any
feature which might give rise to such an expectation.

6.  Distributions are paid out of distributable items. The level of distributions is not in any
way tied or linked to the amount paid up at issuance and is not subject to a contractual
cap (except to the extent that a bank is unable to pay distributions that exceed the level of
distributable items). As regards ‘distributable items’, it is clarified that the dividend on
common shares will be paid out of the current year’s profit and retained earnings only.

7. There are no circumstances under which the distributions are obligatory. Non-payment is
therefore not an event of default.
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8.  Distributions are paid only after all legal and contractual obligations have been met and
payments on more senior capital instruments have been made. This means that there are
no preferential distributions, including in respect of other elements classified as the
highest quality issued capital.

9. It is the paid up capital that takes the first and proportionately greatest share of any losses
as they occur. Within the highest quality capital, each instrument absorbs losses on a
going concern basis proportionately and pari passu with all the others.

10. The paid up amount is classified as equity capital (i.e. not recognised as a liability) for
determining balance sheet insolvency.

11. The paid up amount is classified as equity under the relevant accounting standards.

12. Itis directly issued and paid up and the bank cannot directly or indirectly have funded the
purchase of the instrument. Banks should also not extend loans against their own shares.

13.  The paid up amount is neither secured nor covered by a guarantee of the issuer or related
entity nor subject to any other arrangement that legally or economically enhances the
seniority of the claim.

14. Paid up capital is only issued with the approval of the owners of the issuing bank, either
given directly by the owners or, if permitted by applicable law, given by the Board of
Directors or by other persons duly authorized by the owners.

15.  Paid up capital is clearly and separately disclosed in the bank’s balance sheet.
B. Additional Tier 1 Capital

Additional Tier 1 Capital mainly include the instruments either classified as equity under
relevant accounting standards but are not the common equity share and hence not includible in
common equity tier 1 or the instrument which are classified as liabilities under relevent
accounting standards, however it is includible in additional tier 1 capital. Under Basel Il non-
common equity elements to be included in Tier 1 capital should absorb losses while the bank
remains a going concern. Towards this end, one of the important criteria for Additional Tier 1
instruments is that these instruments should have principal loss absorption through either (i)
conversion into common shares at an objective pre-specified trigger point or (ii) a write-down
mechanism which allocates losses to the instrument at a pre-specified trigger point. Banks
should not issue Additional Tier 1 capital instruments to the retail investors.

Additional Tier 1 capital consists of the sum of the following elements:

(i)  Perpetual Non Cumulative Preference Share (PNCPS) and Perpetual Debt Instruments
(PDI) issued by the bank that meet the criteria for inclusion in Additional Tier 1 capital;

(i)  Stock surplus (share premium) resulting from the issue of PNCPS instruments included in
Additional Tier 1 capital; and

(iii) Less: Regulatory adjustments / deductions applied in the calculation of Additional Tier 1
capital.

Criteria for Instruments issued by the bank for inclusion in Additional Tier 1:

Perpetual Non Cumulative Preference Share (PNCPS) and Perpetual Debt Instruments (PDI)
issued by the bank must meet the following criteria to be included in Additional Tier 1 Capital:

1. The instruments should be issued by the Bank (i.e. not by any ‘Special Purpose Vehicle’
etc. set up by the bank for this purpose) and fully paid up.

2. The claim of investors of the instruments shall be:
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(A) In case of Perpetual Non Cumulative Preference Shares:
(i) Superior to the claims of investors in equity shares; and

(ii) Subordinated to the claims of PDIs, all Tier 2 regulatory capital instruments,
depositors and general creditors of the bank.

(B) In case of Perpetual Debt Instruments:

(i) Superior to the claims of investors in equity shares and perpetual non-cumulative
preference shares;

(ii) Subordinated to the claims of depositors, general creditors and subordinated debt
of the bank;

The instruments should be neither secured nor covered by a guarantee of the issuer or
related entity or other arrangement that legally or economically enhances the seniority of
the claim vis-a-vis bank creditors

The instruments should be perpetual, ie there is no maturity date and there are no step-ups
or other incentives to redeem

The Instruments may be callable at the initiative of the issuer. This means that the
instruments shall not be issued with “Put Option”. However, banks may issue instruments
with a “Call Option™ at a particular date subject to following conditions:

a)  The call option on the instrument is permissible after ten years of issuance;
b)  To exercise a call option a bank must receive prior approval of NRB;

¢) A bank must not do anything which creates an expectation that the call will be
exercised; and

d)  Banks must not exercise a call unless:

i. The bank replaces the called instrument with capital of the same or better quality
and the replacement of this capital is done at conditions which are sustainable for
the income capacity of the bank; or

ii. The bank demonstrates that its capital position is well above the minimum
capital requirements after the call option is exercised.

Any repayment of principal (eg through repurchase, buy-back or redemption) must be with
prior approval of NRB and banks should not assume or create market expectations that
supervisory approval will be given. Banks may repurchase / buy-back / redeem the
instruments only if:
(2) The bank replaces such instrument with capital of the same or better quality and
the replacement of this capital is done at conditions which are sustainable for the
income capacity of the bank; or

(b) The bank demonstrates that its capital position is well above the minimum capital
requirements after the repurchase / buy-back / redemption.

Dividend/coupon discretion:
a.the bank must have full discretion at all times to cancel distributions/payments,
b.cancellation of discretionary payments must not be an event of default,

¢.banks must have full access to cancelled payments to meet obligations as they fall due;
and
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10.

11.

12.

13.

14.

d.cancellation of distributions/payments must not impose restrictions on the bank except in
relation to distributions to common stockholders.

Dividends/coupons must be paid out of ‘distributable items’:

As regards ‘distributable items’, it is clarified that the dividend on perpetual non-
cumulative preference shares (PNCPS) will be paid out of current year’s profit only.

In case of coupon on perpetual debt instruments (PDI), it is clarified that if the payment of
coupons on perpetual debt instrument (PDI) is likely to result in losses in the current year,
their declaration should be precluded to that extent.

Dividend on PNCPS and coupons on PDI should not be paid out of retained earnings /
reserves. In other words, payment of dividend/coupons should not have the effect of
reducing retained earnings / reserves.

The instrument cannot have a credit sensitive dividend/coupon feature, that is a
dividend/coupon that is reset periodically based in whole or in part on the banking
organization's credit standing.

The dividend/coupon shall not be cumulative. i.e., dividend/coupon missed in a year will
not be paid in future years, even if adequate profit is available and the level of CAR
conforms to the regulatory minimum. When dividend/coupon is paid at a rate lesser than
the prescribed rate, the unpaid amount will not be paid in future years, even if adequate
profit is available and the level of CAR conforms to the regulatory minimum.

The instrument cannot contribute to liabilities exceeding assets if such a balance sheet test
forms part of requirement to prove insolvency by any law or otherwise.

Instruments classified as liabilities for accounting purposes must have principal loss
absorption through either (i) conversion to common shares at an objective pre-specified
trigger point or (ii) a write-down mechanism which allocates losses to the instrument at a
pre-specified trigger point. The write-down will have the following effects:

a. Reduce the claim of the instrument in liquidation;
b. Reduce the amount re-paid when a call is exercised; and
c. Partially or fully reduce coupon/dividend payments on the instrument.

Neither the bank nor a related party over which the bank exercises control or significant
influence (as defined under relevant Nepal Financial Reporting Standards) can have
purchased the instrument, nor can the bank directly or indirectly have funded the purchase
of the instrument

The instrument cannot have any features that hinder recapitalization, such as provisions that
require the issuer to compensate investors if a new instrument is issued at a lower price
during a specified time frame.

. Tier 2 (Supplementary) Capital

The Supplementary (Tier 2) Capital includes reserves which have been passed through the profit
and loss account and all other capital instruments eligible and acceptable for capital purposes.
Elements of the Tier 2 capital will be reckoned as capital funds up to a maximum of 100 percent
of Tier 1 capital arrived at, after making regulatory adjustments/deductions. In case, where the
Tier 1 capital of a bank is negative, the Tier 2 capital for regulatory purposes shall be considered
as zero and hence the capital fund, in such cases, shall be equal to the core capital.

The Tier 2 Capital consists of the sum of the following elements:

gug ‘g’ g



(i)

(i)

(iii)

(iv)

v)

(vi)

(vii)

Preference Share Capital Instruments [Perpetual Cumulative Preference Shares (PCPS) /
Redeemable Non-Cumulative Preference Shares (RNCPS) / Redeemable Cumulative
Preference Shares (RCPS)] issued by the bank with the maturity of 5 years or above;

Subordinated term debt fully paid up with a maturity of 5 years or above; unsecured and
subordinated to the claim of other creditors, free of restrictive clauses and not redeemable
before maturity. Since, subordinated term debt is not normally available to participate in
the losses; the amount eligible for inclusion in the capital adequacy calculations is limited
to 50% of core capital. Moreover, to reflect the diminishing value of these instruments as
a continuing source of strength, a cumulative discount (amortization) factor of 20% per
annum shall be applied for capital adequacy computations, during the last 5 years to
maturity.

Hybrid capital instruments combine certain characteristics of debt and certain
characteristics of equity. Each such instrument has a particular feature, which can be
considered to affect its quality as capital. Where these instruments have close similarities
to equity, in particular when they are able to support losses on an ongoing basis without
triggering liguidation, they may be included in Tier 2 capital with approval from Nepal
Rastra Bank.

Stock surplus (share premium) resulting from the issue of instruments included in Tier 2
capital;

General loan loss provision limited to a maximum of 1.25% of total Credit Risk
Weighted Exposures. General loan loss provision refers to provisions or loan- loss
reserves held against future, presently unidentified losses are freely available to meet
losses which subsequently materialize and therefore qualify for inclusion in Tier 2
Capital. However, impairment loss booked under NFRS as per Incurred Loss Model shall
not be eligible to be included in Tier 2 Capital as the impairment is recognized on loss
incurred and not for the future.

Loan loss provision created on performing loan as per regulatory requirement shall be
eligible for inclusion Tier 2 Capital.

Exchange equalization reserves created by banks as a cushion for unexpected losses
arising out of adverse movements in foreign currencies.

Investment adjustment reserves to the extent created out of retained earning i.e.
appropriation of profit.

(viii) Accrued interest receivable on pass loan and interest capitalized reserve included in the

(ix)
)

(xi)

regulatory reserve unless stated otherwise.
Regulatory reserve for non-banking assets recorded within the last 24 months.

Any other type of instruments notified by NRB from time to time for inclusion in Tier 2
capital

Less: Regulatory adjustments / deductions applied in the calculation of Tier 2 capital .

Criteria for Instruments issued by the bank for inclusion in Tier 2 Capital:

Preference Share Capital Instruments [Perpetual Cumulative Preference Shares (PCPS) /
Redeemable Non-Cumulative Preference Shares (RNCPS) / Redeemable Cumulative Preference
Shares (RCPS)], Subordinated Term Debt and Hybrid Capital Instrument issued by the bank
must meet the following criteria to be included in Tier 2 Capital:

1. The instruments should be issued by the Bank (i.e. not by any ‘Special Purpose Vehicle’
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etc. set up by the bank for this purpose) and fully paid up.

These instruments could be either perpetual or dated with a maturity period of minimum 5
years or more and there should be no step-ups or other incentives to redeem. The perpetual
instruments shall be cumulative. The dated instruments could be cumulative or non-
cumulative.

The dated instruments (both cumulative and non-cumulative) shall be subjected to a
progressive discount for capital adequacy purposes over the last five years of their tenor, as
they approach maturity as indicated in the table below for being eligible for inclusion in
Tier 2 capital.

Remaining Maturity of Instruments Rate OIO/DO;SCOUN
Less than one year 100
One year and more but less than two years 80
Two years and more but less than three years 60
Three years and more but less than four years 40
Four years and more but less than five years 20

Dividend/Coupon/Rate of Interest

(i)  The dividend/coupon payable to the investors may be either at a fixed rate or at a
floating rate referenced to a market determined rupee interest benchmark rate.

(i)  The instrument cannot have a credit sensitive coupon feature, i.e. a coupon that is
reset periodically based in whole or in part on the banks’ credit standing.

The claims of the investors in instruments shall be:

(i) senior to the claims of investors in instruments eligible for inclusion in Tier 1
capital;

(i)  subordinate to the claims of all depositors and general creditors of the bank; and

(iii) Neither secured nor covered by a guarantee of the issuer or related entity or other
arrangement that legally or economically enhances the seniority of the claim vis-a-
vis bank creditors.

The instruments shall not be issued with “Put Option”. However, the Instruments may be
callable at the initiative of the issuer. Banks may issue instruments with a “Call Option” at
a particular date subject to the following conditions:

(i)  The call option on the instrument is permissible after five years of issuance;
(i) To exercise a call option a bank must receive prior approval of NRB; and

(iii) A bank must not do anything which creates an expectation that the call will be
exercised; and

(iv) Banks must not exercise a call unless:

(a) The bank replaces the called instrument with capital of the same or better
quality and the replacement of this capital is done on conditions which are
sustainable for the income capacity of the bank; or

(b) The bank demonstrates that its capital position is well above the minimum
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capital requirements after the call option is exercised.

7. Treatment in Bankruptcy / Liquidation

The investor must have no rights to accelerate the repayment of future scheduled payments
(coupon or principal) except in bankruptcy and liquidation

Prohibition on Purchase / Funding of Instruments

Neither the bank nor a related party over which the bank exercises control or significant
influence (as defined under relevant Nepal Financial Reporting Standards) should purchase
the instrument, nor can the bank directly or indirectly should fund the purchase of the
instrument. Banks should also not grant advances against the security of the debt
instruments issued by them.

2.2 LOSS ABSORPTION OF ADDITIONAL TIER 1 INSTRUMENTS (AT1) AT THE PRE-
SPECIFIED TRIGGER

Level of Pre-specified Trigger and Amount of Equity to be Created by Conversion /
Write-down

As a bank’s capital conservation buffer falls to 0.625% of RWE, it will be subject to
100% profit retention requirements. One of the important objectives of capital
conservation buffer is to ensure that a bank always operates above minimum Common
Equity Tier 1 (CET1) level. Therefore, a pre-specified trigger for loss absorption through
conversion / write-down of the level of Additional Tier 1 (AT1) instruments (PNCPS and
PDI) at CET1 of 5.125% of RWEs (minimum CET1 of 4.5% + 25% of capital
conservation buffer of 2.5% i.e. 0.625%) has been fixed.

The write-down / conversion must generate CET1 under applicable Nepal Financial
Reporting Standards equal to the written-down / converted amount net of tax, if any.

The aggregate amount to be written-down / converted for all such instruments on
breaching the trigger level must be at least the amount needed to immediately return the
bank’s CET] ratio to the trigger level or, if this is not sufficient, the full principal value
of the instruments. Further, the issuer should have full discretion to determine the amount
of AT1 instruments to be converted/written-down subject to the amount of
conversion/write-down not exceeding the amount which would be required to bring the
total Common Equity ratio to 7% of RWEs (minimum CET1 of 4.5% + capital
conservation buffer of 2.5%).

The conversion / write-down of AT1 instruments are primarily intended to replenish the
equity in the event it is depleted by losses. Therefore, banks should not use conversion /
write-down of AT1 instruments to support expansion of balance sheet by incurring
further obligations / booking assets. Accordingly, a bank whose total Common Equity
ratio slips below 7% due to losses and is still above 5.125% i.e. trigger point, should seek
to expand its balance sheet further only by raising fresh equity from its existing
shareholders or market and the internal accruals. However, fresh exposures can be taken
to the extent of amortization of the existing ones. If any expansion in exposures, such as
due to drawdown of sanctioned borrowing limits, is inevitable, this should be
compensated within the shortest possible time by reducing other exposures. The bank
should maintain proper records to facilitate verification of these transactions by its
internal auditors, statutory auditors and supervisors.

Il. Types of Loss Absorption Features
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5. Banks may issue AT1 instruments with conversion / write-down features. Further, banks
may issue single AT1 instrument having both conversion and write-down features with
the option for conversion or write-down to be exercised by the bank. Whichever option is
exercised, it should be exercised across all investors of a particular issue.

6. When a bank breaches the pre-specified trigger of loss absorbency of AT1 and the equity
is replenished either through conversion or write-down, such replenished amount of
equity will be excluded from the common equity tier 1 of the bank for the purpose of
determining the proportion of earnings to be paid out as dividend in terms of rules laid
down for maintaining capital conservation buffer. However, once the bank has attained a
total Common Equity ratio of 7% without counting the replenished equity capital, that
point onwards, the bank may include the replenished equity capital for all purposes.

7. The conversion / write-down may be allowed more than once in case a bank hits the pre-
specified trigger level subsequent to the first conversion / write-down which was partial.

I11. Treatment of AT1 Instruments in the event of Liquidation, Merger, Acquisition of the
Bank

8. If a bank goes into liquidation before the AT1 instruments have been written-down/
converted, these instruments will absorb losses in accordance with the order of seniority
indicated in the offer document, and legal provisions governing priority of charges. The
order of seniority indicated in the offer document should be in compliance with the
provision of Banking Act.

9. If a bank goes into liquidation after the AT1 instruments have been written-down, the
holders of these instruments will have no claim on the proceeds of liquidation.

10. If a bank is merged with/acquired by any other bank before the AT1 instruments have
been written-down/converted, these instruments will become part of the corresponding
categories of regulatory capital of the new bank emerging after the merger/acquisition.

11. If a bank is merged with any other bank after the non-equity regulatory capital
instruments have been written-down, these cannot be written-up by the merged entity.

IV. Fixation of Conversion Price, Capping of Number of Shares / Voting Rights

12. Banks may issue AT1 instruments with conversion features either based on price fixed at
the time of issuance or based on the market price prevailing at the time of conversion.

13. There will be a possibility of the debt holders receiving a large number of shares in the
event the share price is very low at the time of conversion. Thus, debt holders will end up
holding the number of shares and attached voting rights exceeding the legally permissible
limits. Banks should therefore, always keep sufficient headroom to accommodate the
additional equity due to conversion without breaching any of the statutory / regulatory
ceilings especially that for maximum shareholdings and maximum voting rights per
investors / group of related investors. In order to achieve this, banks should cap the
number of shares and / or voting rights in accordance with relevant laws and regulations
on Ownership and Governance of banks. Banks should adequately incorporate these
features in the terms and conditions of the instruments in the offer document.

V. Order of Conversion / Write-down of Various Types of AT1 Instruments

14. The instruments should be converted / written-down in order in which they would absorb
losses in a gone concern situation. Banks should indicate in the offer document clearly
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the order of conversion / write-down of the instrument in question vis-a-vis other capital
instruments which the bank has already issued or may issue in future.

2.3 DEDUCTIONS FROM CORE (TIER 1) CAPITAL:

Banks shall be required to deduct the following from the Common Equity Tier 1 capital for capital
adequacy purposes. The claims that have been deducted from Common Equity Tier 1 capital shall
be exempt from risk weights for the measurement of credit risk.

a.

@ - o o

Book value of goodwill and all other intangible assets.

Goodwill and all other intangible assets should be deducted from Common Equity Tier 1
capital including any goodwill included in the valuation of significant investments in the
capital of banking, financial and insurance entities which are outside the scope of regulatory
consolidation.

The full amount of the intangible assets is to be a deducted net of any associated deferred tax
liabilities which would be extinguished if the intangible assets become impaired or
derecognized under the relevant accounting standards. For this purpose, the definition of
intangible assets would be in accordance with the Nepal Financial Reporting Standards.

Deferred Tax Assets
Deferred Tax Assets computed as under should be deducted from Common Equity Tier 1
(i) Deferred Tax Assets associated with the accumulated tax losses

(ii) Deferred Tax Assets other than associated with the accumulated tax losses, net of
Deferred Tax Liabilities, if any. Where the Deferred Tax Liabilities is in excess of the
Deferred Tax Assets (excluding Deferred Tax Assets associated with accumulated
losses), the excess shall neither be adjusted against item (i) nor added to Common
Equity Tier 1 capital.

Miscellaneous expenditure to the extent not written off. e.g. VRS expense, preliminary
expense, share issue expense, deferred revenue expenditure, etc.

Investment in Securities of financial institutions licensed by Nepal Rastra Bank?.

All Investments in equity of institutions with financial interest.

Investments in equity of institutions in excess of the prescribed limits.

Investments arising out of underwriting commitments that have not been disposed within a
year from the date of commitment.

Reciprocal crossholdings of bank capital artificially designed to inflate the capital position of
the bank.

Cash Flow Hedge Reserve

The amount of the cash flow hedge reserve which relates to the hedging of items that are not
fair valued on the balance sheet (including projected cash flows) should be derecognized in
the calculation of Common Equity Tier 1. This means that positive amounts should be
deducted and negative amounts should be added back. This treatment specifically identifies
the element of the cash flow hedge reserve that is to be derecognized for prudential purposes.

3

Investment in shares of institutions, where the waiver has been explicitly provided by NRB are subject to risk weight of

100% and shall not be deducted from Tier 1 capital.
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It removes the element that gives rise to artificial volatility in Common Equity, as in this case
the reserve only reflects one half of the picture (the fair value of the derivative, but not the
changes in fair value of the hedged future cash flow).

J-  Defined Benefit Pension Fund Assets and Liabilities

Defined benefit pension fund liabilities, as included on the balance sheet, must be fully
recognized in the calculation of Common Equity Tier 1 capital (i.e. Common Equity Tier 1
capital cannot be increased through derecognizing or unrecognition of these liabilities). For
each defined benefit pension fund that is an asset on the balance sheet, the asset should be
deducted in the calculation of Common Equity Tier 1 net of any associated deferred tax
liability which would be extinguished if the asset should become impaired or derecognized
under the relevant accounting standards.

K. Negative balance of Reserve Accounts

Negative balances of any reserve such as which is recognized directly or through other
comprehensive income in equity such as revaluation reserve, fair value reserve, actuarial loss
etc. shall be deducted from Core (Common Equity Tier 1) Capital. However, the
corresponding assets shall not be exempted from risk weights for the measurement of credit
risk as the loss recognized in equity has already been adjusted in carrying amount of related
assets. Since, full amount of assets has not been deducted from Core Capital, risk weights on
carrying amount of assets shall be applied to measure credit risk.

I.  Any other instruments as stipulated by Nepal Rastra Bank, from time to time.
2.4 CAPITAL FUNDS:

The capital fund is the summation of Tier 1 and Tier 2 capital and Tier 1 capital is the total of
common equity Tier 1 and additional Tier 1 capital. A bank should compute capital ratios in the
following manner:

Common Equity tier 1 capital ratio = Common Equity Tier 1 Capital
Total Risk Weighted Exposure*

Tier 1 capital ratio = Eligible tier 1 Capital
Total Risk Weighted Exposure

Total Capital Ratio (CAR*) = Eligible Total Capital
Total Risk Weighted Exposure

*Total Risk Weighted Exposure = Credit Risk RWE¥+Market Risk RWE+ Operational Risk
RWE + Supervisory Adjustment under Pillar 11

¥ RWE= Risk weighted Exposure;
# CAR=Capital Adequacy Ratio

0] Banks shall maintain a minimum total capital (MTC) of 8.5% of total risk weighted
assets (RWALS) i.e. capital to risk weighted assets (CRAR).
(i) Common Equity Tier 1 (CET1) capital must be at least 4.5% of risk-weighted assets

(RWAS) i.e. for credit risk + market risk + operational risk on an ongoing basis.
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(iii)

(iv)

v)

(vi)

Tier 1 capital must be at least 6% of RWAs on an ongoing basis. Thus, within the
minimum Tier 1 capital, Additional Tier 1 capital can be admitted maximum at 1.5% of
RWA:s.

Total Capital (Tier 1 Capital plus Tier 2 Capital) must be at least 8.5% of RWAs on an
ongoing basis. The sum total of the different components of the Tier 2 capitals will be
limited to the sum total of the various components of the Tier 1 capital net of deductions
as specified in paragraph 2.3. In case the Tier 1 capital is negative, Tier 2 capital shall be
considered to be "Nil" for regulatory capital adequacy purposes and hence, in such a
situation, the capital fund shall be equal to the Tier 1 capital.

If a bank has complied with the minimum Common Equity Tier 1 and Tier 1 capital
ratios, then the excess Additional Tier 1 capital can be admitted for compliance with the
minimum CRAR of 8.5% of RWAs.

In addition to the minimum Common Equity Tier 1 capital of 4.5% of RWAs, banks are
also required to maintain a capital conservation buffer (CCB) of 2.5% of RWAs in the
form of Common Equity Tier 1 capital.

Thus, with full implementation of capital ratios and CCB the capital requirements are
summarized as follows:

Regulatory Capital As % to RWAs

(i) Minimum Common Equity Tier 1 Ratio 45

(i) Capital Conservation Buffer (Comprised of Common Equity) 25

(iii) Minimum Common Equity Tier 1 Ratio plus Capital Conservation Buffer 7.0
[()+(iD)]

(iv) Minimum Tier 1 Capital Ratio (Excluding Capital Conservation Buffer) 6.0

(v) Minimum Total Capital Ratio ( MTC) (Excluding Capital Conservation 8.5
Buffer)

(vi) Minimum Total Capital Ratio plus Capital Conservation Buffer 11.0

For the purpose of all prudential exposure limits linked to capital funds, the ‘capital
funds’ will exclude the applicable capital conservation buffer and countercyclical capital
buffer as and when activated, but include Additional Tier 1 capital and Tier 2 capital. It
may be noted that the term ‘Common Equity Tier 1 capital’ does not include capital
conservation buffer and countercyclical capital buffer.

2.5 CAPITAL CONSERVATION BUFFER
A. Objective
1. The capital conservation buffer (CCB) is designed to ensure that banks build up capital buffers

2.

during normal times (i.e. outside periods of stress) which can be drawn down as losses are
incurred during a stressed period. The requirement is based on simple capital conservation rules
designed to avoid breaches of minimum capital requirements.

Outside the period of stress, banks should hold buffers of capital above the regulatory
minimum. When buffers have been drawn down, one way banks should look to rebuild them is
through reducing discretionary distributions of earnings. Banks may also choose to raise new
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capital from the market as an alternative to conserving internally generated capital. However, if
a bank decides to make payments in excess of the constraints imposed as explained above, the
bank, with the prior approval of NRB, would have to use the option of raising capital from the
market equal to the amount above the constraint which it wishes to distribute.

3. The capital conservation buffer can be drawn down only when a bank faces a systemic or

4.

idiosyncratic stress. A bank should not choose in normal times to operate in the buffer range
simply to compete with other banks and win market share. This aspect would be specifically
looked into by NRB during the Supervisory Review and Evaluation Process. If, at any time, a
bank is found to have allowed its capital conservation buffer to fall in normal times, particularly
by increasing its risk weighted assets without a commensurate increase in the Common Equity
Tier 1 Ratio (although adhering to the restrictions on distributions), this would be viewed
seriously. In addition, such a bank will be required to bring the buffer to the desired level
within a time limit prescribed by NRB. The banks which draw down their capital conservation
buffer during a stressed period should also have a definite plan to replenish the buffer as part of
its Internal Capital Adequacy Assessment Process and strive to bring the buffer to the desired
level within a time limit agreed to with NRB during the Supervisory Review and Evaluation
Process.

The framework of capital conservation buffer will strengthen the ability of banks to withstand
adverse economic environment conditions, will help increase banking sector resilience both
going into a downturn, and provide the mechanism for rebuilding capital during the early stages
of economic recovery. Thus, by retaining a greater proportion of earnings during a downturn,
banks will be able to help ensure that capital remains available to support the ongoing business
operations / lending activities during the period of stress. Therefore, this framework is expected
to help reduce pro-cyclicality.

B. The Framework

5.

Banks are required to maintain a capital conservation buffer of 2.5%, comprised of Common
Equity Tier 1 capital, above the regulatory minimum total capital requirement of 8.50%. Banks
should not distribute its earnings and reserves in the form of cash or/and stock dividends in case
the capital falls below this level. However, they will be able to conduct business as normal
when their capital levels fall into the conservation range as they experience losses. Therefore,
the constraints imposed are related to the distributions only and are not related to the operations
of banks.

The Common Equity Tier 1 ratio includes amounts used to meet the minimum Common Equity
Tier 1 capital requirement of 4.5%, but excludes any additional Common Equity Tier 1 needed
to meet the 7% Tier 1 and 8.5% Total Capital requirements. For example, a bank maintains
Common Equity Tier 1 capital of 8.5% and has no Additional Tier 1 or Tier 2 capital.
Therefore, the bank would meet all minimum capital requirements, but would have a zero
conservation buffer and therefore, the bank would be subjected to 100% constraint on
distributions of capital by way of dividends, share-buybacks and discretionary bonuses.

The following represents other key aspects of the capital conservation buffer requirements:

@-Ug U@-N qg



(i) Elements subject to the restriction on distributions: Dividends and share buybacks,
discretionary payments on other Tier 1 capital instruments and discretionary bonus
payments to staff would constitute items considered to be distributions. Payments which do
not result in depletion of Common Equity Tier 1 capital, (for example includes certain scrip
dividend) are not considered distributions.

(ii) Definition of earnings: Earnings are defined as distributable profits before the deduction
of elements subject to the restriction on distributions mentioned at (i) above. Earnings are
calculated after the tax which would have been reported had none of the distributable items
been paid. As such, any tax impact of making such distributions are reversed out. If a bank
does not have positive earnings and has a Common Equity Tier 1 ratio less than 7%, it
should not make positive net distributions.

(iii) Additional supervisory discretion: Supervisors have the additional discretion to impose
time limits on banks operating within the buffer range on a case-by-case basis. In any case,
supervisors should ensure that the capital plans of banks seek to rebuild buffers over an
appropriate timeframe.

26 COUNTERCYCLICAL BUFFER

A. Introduction
1. Losses incurred in the banking sector can be extremely large when a downturn is preceded by a

period of excess credit growth. These losses can destabilise the banking sector and spark a
vicious circle, whereby problems in the financial system can contribute to a downturn in the
real economy that then feeds back on to the banking sector. These interactions highlight the
particular importance of the banking sector building up additional capital defences in periods
where the risks of system-wide stress are growing markedly.

2. The countercyclical buffer aims to ensure that banking sector capital requirements take account
of the macro-financial environment in which banks operate. The primary aim of the
countercyclical capital buffer requirement is to use a buffer of capital to achieve the broader
macroprudential goal of protecting the banking sector from periods of excess aggregate credit
growth that have often been associated with the build up of system-wide risk. Protecting the
banking sector in this context is not simply ensuring that individual banks remain solvent
through a period of stress, as the minimum capital requirement and capital conservation buffer
are together designed to fulfill this objective. Rather, the aim is to ensure that the banking
sector in aggregate has the capital on hand to help maintain the flow of credit in the economy
without its solvency being questioned, when the broader financial system experiences stress
after a period of excess credit growth. Therefore, excess aggregate credit growth is judged to be
associated with a build-up of system-wide risk to ensure the banking system has a buffer of
capital to protect it against future potential losses.

3. The countercyclical buffer regime consists of the following elements:

a) Nepal Rastra Bank will monitor credit growth and other indicators that may signal a
buildup of system-wide risk and make assessments of whether credit growth is excessive
and is leading to the buildup of system-wide risk. Based on this assessment Nepal Rastra
Bank will put in place a countercyclical buffer requirement when circumstances warrant.
This requirement will be released when system-wide risk crystallises or dissipates.
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b) The countercyclical buffer requirement to which a bank is subject will extend the size of
the capital conservation buffer. Banks will be subject to restrictions on distributions if they
do not meet the requirement.

B. Countercyclical buffer requirements

Nepal Rastra Bank has adopted the Credit to GDP ratio, macro-economic variable, as guide for

reference point for taking buffer decisions. Nepal Rastra Bank will monitor Credit to GDP

ratio at least annually and calculate Credit to GDP gap, i.e. the gap between Credit to GDP

ratio and its Trend. The intensity of Credit to GDP gap shall be the indication of the extent of
the buildup of system-wide risk i.e. If the credit-to-GDP ratio is significantly above its trend (ie
there is a large positive gap) then this is an indication that credit may have grown to excessive

levels relative to GDP. The Credit to GDP gap shall be calculated as follows:

Creditto GDP Gapy = Credit to GDP Ratiog— Trendt.s
The countercyclical buffer requirement will vary between zero and 2.5% of risk weighted
exposure , depending on the extent of the build up of system-wide risk. The credit to GDP gap of
5 points shall be taken as cut off points of excess credit growth level. The increase by additional
2.5 point of credit to GDP gap in excess of 5 point shall require buffer requirement of 0.5% i.e.
each increase in every 2.5 points in credit to GDP gap in excess of 5 points shall require to raise
the buffer requirement by each 0.5. For this purpose trend is defined as average of credit to GDP
ratio of past 5 years except year t. For example, while calculating the Credit to GDP Gap
for 2081/82, the calculation is: Credit to GDP Ratio for 2081/82 minus the Average Credit
to GDP Ratio from 2076/77 to 2080/81.The following table shows the countercyclical buffer
requirement in case of excess credit growth:
Countercyclical Buffer Requirement

Credit to GDP Gap Buffer Requirement in Terms of CET 1
Up to 5 points 0%
above 5 to 7.5 points 0.5%
above 7.5 to 10 points 1.0%
above 10 to 12.5 points 1.5%
above 12.5 to 15 points 2.0%
above 15 points 2.5%

The banks are required to raise level of the buffer by up to 12 months, but shall be allowed to
decrease the level of the buffer with immediate effect. The bank, not being able to maintain the
countercyclical buffer requirement, shall not be allowed to distribute its earnings.

2.7 LEVERAGE RATIO
A. Rationale and Objective

One of the underlying features of the crisis was the build-up of excessive on- and off-balance
sheet leverage in the banking system. In many cases, banks built up excessive leverage while
still showing strong risk based capital ratios. During the most severe part of the crisis, the
banking sector was forced by the market to reduce its leverage in a manner that amplified
downward pressure on asset prices, further exacerbating the positive feedback loop between
losses, declines in bank capital, and contraction in credit availability. Therefore, under Basel
I11, a simple, transparent, non-risk based leverage ratio has been introduced. The leverage ratio
is calibrated to act as a credible supplementary measure to the risk based capital requirements.
The leverage ratio is intended to achieve the following objectives:
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b)

constrain the build-up of leverage in the banking sector, helping avoid destabilising
deleveraging processes which can damage the broader financial system and the economy;
and

reinforce the risk based requirements with a simple, non-risk based “backstop” measure.

Definition and Calculation of the Leverage Ratio

a)

b)

The provisions relating to leverage ratio are intended to serve as the basis for testing the
leverage ratio during the parallel run period. Banks are required to maintain minimum Tier
1 leverage ratio of 4% during the parallel run period from Mid July, 2016 to mid July,
2018. After the parallel run final leverage ratio requirement might be revised by NRB after
taking into account the prescriptions given by the Basel Committee.

The leverage ratio shall be maintained on a quarterly basis. The Leverage Ratio shall be
calculated as:

Leverage Ratio = Capital Measure
Exposure Measure

Capital Measure

a) The capital measure for the leverage ratio should be based on the definition of Tier 1
capital as set out in paragraph 2.1

b) Items that are deducted completely from capital do not contribute to leverage, and
should therefore also be deducted from the measure of exposure.

Exposure Measure

The exposure measure for the leverage ratio should generally follow the accounting
measure of exposure. In order to measure the exposure consistently with financial accounts,
the following should be applied by banks:

a) On-balance sheet, non-derivative exposures will be net of specific provisions and
valuation adjustments to the extent it is recognized on equity (e.g. fair value
adjustment and revaluation adjustment as per NFRS directly recognized on equity or
through other comprehensive income);

b) physical or financial collateral, guarantees or credit risk mitigation purchased is not
allowed to reduce on-balance sheet exposures; and

c) netting of loans and deposits is not allowed.

Component of Exposure Measure

(i) On-Balance Sheet Items

Banks should include all items of assets reported in their accounting balance sheet for the
purposes of calculation of the leverage ratio. In addition, the exposure measure should
include the following treatments for Securities Financing Transactions (e.g. repo and
reverse repo agreements, CBLO) and derivatives.

(if) Repurchase agreements and securities finance
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3.2

Securities Financing Transactions (SFTs) are a form of secured funding and therefore, an
important source of balance sheet leverage that should be included in the leverage ratio.
Therefore, banks should calculate SFT for the purposes of the leverage ratio by applying:

(a) the accounting measure of exposure; and
(b) without netting various long and short positions with the same counterparty.
(iii) Derivatives

Derivatives create two types of exposure: an “on-balance sheet” present value reflecting the
fair value of the contract (often zero at outset but subsequently positive or negative
depending on the performance of the contract), and a notional economic exposure
representing the underlying economic interest of the contract. Banks should calculate
exposure in respect of derivatives, including where a bank sells protection using a credit
derivative, for the purposes of the leverage ratio by applying:

(a) the accounting measure of exposure (positive Marked to Market (MTM) value) plus an
add-on for Potential Future Exposure (PFE) calculated according to the Current
Exposure Method; and

(b) without netting the MTM values and PFEs in respect of various long and short
positions with the same counterparty.

(iv) Other Off-Balance Sheet Items

Banks should calculate the off balance sheet items . These include commitments (including
liquidity facilities), unconditionally cancellable commitments, direct credit substitutes,
acceptances, standby letters of credit, trade letters of credit, failed transactions and
unsettled securities. The off balance sheet items are source of the potentially significant
leverage. Therefore, bank should calculate the above off balance sheet items for the
purposes of the leverage ratio by applying a uniform 100% credit conversion factor (CCF).

CREDIT RISK
GENERAL:

Credit risk is the major risk that banks are exposed to during the normal course of lending and
credit underwriting. There are two approaches for credit risk measurement: the standardized
approach and the internal ratings based (IRB) approach. Due to various inherent constraints of the
Nepalese banking system, the standardized approach in its simplified form, Simplified Standardized
Approach (SSA), has been prescribed in the initial phase.

SIMPLIFIED STANDARDIZED APPROACH (SSA):

In comparison to Basel I, SSA aligns regulatory capital requirements more closely with the key
elements of banking risk by introducing a wider differentiation of risk weights and a wider
recognition of credit risk mitigation techniques. The advantage of implementing this approach is
twofold. This approach allows transitional advantage by avoiding excessive complexities associated
with the advanced approaches of Basel Il while at the same time it will produce capital ratios more
in line with the actual economic risks that banks are facing, compared to the present Accord.

Under this approach commercial banks are required to assign a risk weight to their balance sheet
and off-balance sheet exposures. These risk weights are based on a fixed weight that is broadly
aligned with the likelihood of a counterparty default. As a general rule, the claims that have already
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been deducted from the core capital shall be exempt from risk weights for the measurement of
credit risk.

Claims on foreign government, their central banks as well as foreign corporates shall be generally
risk-weighed on the basis of the consensus country risk scores of export credit agencies (ECA)*.
Wherever there are claims relating to unrated countries, they shall generally be risk weighed at 100
percent. However, these claims shall be subject to supervisory review and higher risk weight shall
be assigned where the review process is deemed appropriate.

All kinds of claims including loans & advances as well as investments shall be a risk weighed net
of specific provisions and valuation adjustments which are, directly or through other comprehensive
income, recognized on equity. Generally provision related to any receivable or investment is not
defined as general or specific. In such a situation, the total provision against any claim/exposure
(other than the loans and advances) shall be regarded as specific provision.

However, provisions eligible for the supplementary capital shall not be allowed for netting while
calculating risk weighted exposuresin case of loans, advances and bills purchased the provisions
created in lieu of Performing loans only are classified as General loan loss provision. All other
provisions are components of specific loan loss provision. Hence, general loan loss provision
doesn’t comprise provisions created in respect of rescheduled/restructured and non performing
loans. It also doesn’t include additional provisions created for personal guarantee loans or lending
in excess of Single Obligor Limits. However, provisions created in excess of the regulatory
requirements and not attributable to identifiable losses in any specific loans shall be allowed to be
included in the General Loan Loss Provision.

In order to be consistent with the Basel framework, the credit risk for the regulatory capital purpose
shall be computed by segregating the exposure in the following 11 categories:

a)  Claims on government & central bank
b)  Claims on other official entities
c)  Claims on banks
d)  Claims on corporate & securities firms
e)  Claims on regulatory retail portfolio
f)  Claims secured by residential properties
g)  Claims secured by commercial real state
h)  Past due claims
i) High risk claims
) Other assets
k)  Off balance sheet items

3.3 RISK MEASUREMENT AND RISK WEIGHTS:

a.  Claims on government & central bank

1. All claims on Government of Nepal and Nepal Rastra Bank shall be risk weighed at 0 %.

2. Claims on foreign government and their central banks shall be risk-weighted on the basis
of the consensus country risk scores as follows:

ECA risk scores 0-1 2 3 4t06 7

Risk weights 0% 20% 50% 100% 150%

b. Claims on other official entities

4 The consensus country risk classification is available on the OECD’s website (http://www.oecd.org) in the Export Credit
Arrangement web page of the Trade Directorate. Each bank while computing the risk weight in any claim should use the
updated risk score.
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1. Claims on the Bank for International Settlements, the International Monetary Fund, the
European Central Bank and the European Community will receive a 0% risk weight.

2. Following Multilateral Development Banks (MDBs) will be eligible for a 0% risk
weight.

e World Bank Group, comprised of the International Bank for Reconstruction and

Development (IBRD) and the International Finance Corporation (IFC),

Asian Development Bank (ADB),

African Development Bank (AfDB),

European Bank for Reconstruction and Development (EBRD),

Inter-American Development Bank (IADB),

European Investment Bank (EIB),

European Investment Fund (EIF),

Nordic Investment Bank (NIB),

Caribbean Development Bank (CDB),

Islamic Development Bank (IDB), and
e Council of Europe Development Bank (CEDB).

3. The standard risk weight for claims on other Multilateral Development Banks will be
100%.

4.  Claims on public sector entities (PSEs)®

i. Claims on domestic public sector entities:

Claims on domestic public sector entities shall be risk weighed as per the credit
rating score of PSEs provided by licensed credit rating agency subject to the floor
of 50% as follows:

AAY A* .
Credit rating score equivalent to AAA to to BBB Unrated
) ) & below
AA A
Risk weights 50% | 70% 80% | 100% | 100%
ii. Claims on foreign public sector entities will be risk-weighed as per the ECA country
risk scores.
ECA risk scores 0-1 2 3t06 7
Risk weights 20% 50% 100% 150%

C. Claims on banks

1.  All claims, irrespective of currency, excluding investment in equity shares and other
instruments eligible for capital funds, on domestic banks/financial institutions that
fulfill Capital Adequacy Requirements will be risk weighed at 20% while for the rest, it
will be 100%.

Banks should make use of the publicly available information of the immediately
preceding quarter of the respective banks to gauge their status on capital adequacy.

2. Claims on a foreign bank excluding investment in equity shares and other instruments
eligible for capital funds shall be risk weighed as per the ECA Country risk score

5 Public sector entity (PSE) is one, which is owned or controlled by government or any other entity categorized as PSE by

NRB.
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subject to the floor of 20%. The primary basis for applying the ECA Country Risk
score shall be the country of incorporation of the bank. Where the bank is a branch
office, the ECA score of the country where the corporate office is located shall be used
while in the case of a subsidiary the basis shall be the country where the subsidiary is
incorporated.

ECA risk scores 0-1 2 3to6 7

Risk weights 20% 50% 100% 150%

However, the claims on foreign banks incorporated in the SAARC region and China,
which operate with a buffer of 1% above their respective regulatory minimum capital
requirements may be risk weighed at 20%. The banks shall be responsible to submit
the latest capital adequacy position of such banks and demonstrate that they fulfill the
eligibility requirements. Such capital adequacy position submitted by the banks should
not be prior to one financial year. Moreover, such claims shall be subject to a
supervisory review and supervisors may require the bank to risk-weigh the claims on
ECA country risk scores where the review process is deemed necessary.

d. Claims on corporate & securities firms

1. Domestic corporate includes all firms and companies incorporated in Nepal as per

prevailing Acts and regulations. The claims on domestic corporate, including claims on
insurance companies and securities firm shall be risk weighed as per the credit rating
score provided by licensed credit rating agency subject to the floor of 50% as follows:

AA* A* N
Credit rating score equivalent to AAA to to BBB Unrated
. ; & below
AA A
Risk weights 50% | 70% 80% | 100% | 100%

The claims on foreign corporate shall be risk weighed as per the ECA Country risk
score subject to the floor of 20% as follows:

ECA risk scores 0-1 2 3t06 7

Risk weights 20% 50% 100% 150%

e. Claims on regulatory retail portfolio

1.

Claims® that qualify all criteria listed below may be considered as regulatory retail
portfolio and risk weighed at 75%, except for past due loans. Such claims however,
have to be in strict compliance with the Product paper developed by the bank and
approved by their respective board of directors

Criteria:

¢ COrientation criteria :- exposure is to an individual person or persons or to a small
business. Bank should obtain written declaration from the borrower to the effect
that their indebtedness is within the threshold across all banks and Fls..

e Product criteria :- The exposure takes the form of any of the following:

— Revolving credits and lines of credit, (including cash credit etc.)

6

Lending against securities (such as equities and bonds) whether listed or not, are specifically excluded from this category.

Likewise credit card receivables are excluded from this category. However, lending against personal guarantee and fully
backed by guaranteed cash flow such as pension etc. that has negligible risk of failure can be included in this category.
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2.

— Term loans and leases (e.g. hire purchase (except personal), auto loans (except
personal), and leases, working capital term loans, educational loans) and,

— Small business facilities and commitments,

- Deprived sector loans.

e Granularity criteria:- NRB must be satisfied that the regulatory retail portfolio is
sufficiently diversified to a degree that reduces the risks in the portfolio, warranting
the 75% risk weight. No aggregate exposure’ to one counterpart can exceed 0.5 %
of the overall regulatory retail portfolio.

e Low value individual criteria :- The total aggregated exposure to one counterpart®
cannot exceed an absolute threshold of Rs. 25 million (Nepalese Rupees Twenty
Five Million only)

Banks which have claims that fulfill all criterion except for granularity may risk weigh
those claims at 100%

Claims secured by residential properties

1.

Lending to individuals meant for acquiring or developing residential property which
are fully secured by mortgages on residential property, that is or will be occupied by
the borrower or that is rented, will be risk-weighted at 60%. However, banks should
ensure the existence of adequate margin of security over the amount of loan based on
strict valuation rules.

Banks have to develop product paper and get it approved from the board of directors to
regulate this kind of lending. The claims in order to be eligible for this category have to
be in strict compliance with this product paper

Where the loan is not fully secured, such claims have to risk weighed at 150%

When claims secured by residential properties are or have been past due® at any point
of time during the last two years, they shall be risk-weighted at 100%, net of specific
provisions.

Claims secured by commercial real estate

1.

Claims secured by mortgages on commercial real estate, except past due, shall be risk-
weighed at 100%. Commercial real estate hereby refers to mortgage of Office
buildings, retail space, multi-purpose commercial premises, multi-family residential
buildings, multi-tenanted commercial premises, industrial or warehouse space, hotels,
and construction etc.

Past due claims
1.

Any loan, except for claim secured by residential property, which is or has been past
due at any point of time during the last two years, will be risk-weighted at 150% net of
specific provision.

High risk claims

1.

150% risk weight shall be applied for venture capital and private equity investments.

Aggregated exposure means gross amount (i.e. not taking any credit risk mitigation into account) of all forms of credit
exposures availed from the bank .

Counterpart refers to one or a group of borrowers defined by the NRB directives as a single obligor.

An exposure is past due if it falls into any other category other than Performing loan as per provisions of NRB directive on
Loan classification.
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6.

Exposures on Personal loan in excess of the threshold of regulatory retail portfolio and
exposures on credit card shall warrant a risk weight of 150%.

Investments in the equity and other capital instruments of institutions, which are not
listed in the stock exchange and have not been deducted from Tier 1 capital, shall be
risk weighed at 150% net of provisions and valuation adjustments which are, directly or
through other comprehensive income, recognized on equity.

The claims which are not fully secured or are only backed up by personal guarantee
shall attract 150% risk weight.

Where loan cannot be segregated/or identified as regulatory retail portfolio or
qualifying residential mortgage loan or under other categories, it shall be risk weighed
at 150%.

Personal Overdraft Loans shall attract risk weight of 150%.

Other assets

1.

With regard to other assets, following provisions have been made;
a. Interest receivable/claim on government securities will be risk-weighed at 0%.

b.  Staff loan given as per Employee By-laws and secured by residential property,
that is or will be occupied by the staff or that is rented, will be risk-weighed at
50%. However, banks should ensure the existence of adequate margin of security
over the amount of loan based on strict valuation rules.

c. Investments in equity or regulatory capital instruments issued by securities firms
will be risk-weighed at 100% net of valuation adjustments which are, directly or
through other comprehensive income, recognized on equity.

d.  Cash in transit and other cash items in the process of collection will be risk-
weighed at 20%. For this purpose, cash items shall include Cheque and Draft.

e.  Fictitious assets that have not been deducted from Tier 1 capital shall be risk
weighed at 100%.

f. Investments in the equity and other capital instruments of institutions, which are
listed in the stock exchange and have not been deducted from Tier 1 capital, shall
be risk weighed at 100% net of provisions and valuation adjustments which are,
directly or through other comprehensive income, recognized on equity.
Investments in mutual fund shall also be risk weighted at 100% net of valuation
adjustments as described above.

g.  All Other assets will be risk-weighed at 100% net of specific provision and
valuation adjustments which are, directly or through other comprehensive
income, recognized on equity.

h.  Lending against bonds shall attract risk weight of 100%.

—

Lending against shares shall attract risk weight of 100%.

Trust Receipt Loans for Trading Firms shall attract risk weight of 100 % .

o

Real Estate loans for land acquisition and development shall attract risk weight of
100%. (For institutions/projects registred/licensed and approved by Government
of Nepal for land acquisition and development purposes)
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k.

1. Personal Hirepurchase/Personal Auto Loans shall attract risk weight of 100%.

m. Real Estate loans for land acquisition and development shall attract risk weight of
125%. (Other than mentioned in Capital Adequacy framework 2015-point

3.3()(DK)

Off balance sheet items

1.

into equivalent risk weight exposure using risk weight as follows:

Off-balance sheet items under the simplified standardized approach will be converted

Off Balance Sheet Exposure

Risk
Weight

Any commitments those are unconditionally cancelable at any time by the bank
without prior notice, or that effectively provide for automatic cancellation due to
deterioration in a borrower’s creditworthiness (for example bills under collection)

0%

Forward exchange contracts.

10%

Short Term Trade-related contingencies

Contingent liabilities arising from trade-related obligations, which are secured against
an underlying shipment of goods for both issuing and confirming bank and are short
term in nature. This includes documentary letters of credit, shipping guarantees issued
and any other trade-related contingencies with an original maturity up to six months.

20%

Undertaking to provide a commitment on an off-balance sheet items

20%

Unsettled'® securities and foreign exchange transactions between bank to bank and
between bank and customer

20%

Long term irrevocable Credit Commitments

Any un-drawn portion of committed credit lines sanctioned for a period of more than 1
year.

50%

Performance-related contingencies

Contingent liabilities, which involve an irrevocable obligation to pay a third party in
the event that counterparty fails to fulfill or perform a contractual non-monetary
obligation, such as delivery of goods by a specified date etc. This includes issue of
performance bonds, bid bonds, warranties, indemnities, underwriting commitments and
standby letters of credit in relation to a non-monetary obligation of counterparty under
a particular transaction.

40%

Short term irrevocable Credit Commitments

Any un-drawn portion of committed credit lines sanctioned for a period of upto 1 year.
This shall include all unutilized limits in respect of revolving working capital loans e.g.
overdraft, cash credit, working capital loan etc. except for trade finance exposures.

20%

Repurchase agreements, securities lending, securities borrowing, reverse repurchase
agreements and equivalent transactions

This includes sale and repurchase agreements and asset sales with recourse, where the

100%

10

An unsettled transaction is one where delivery of the instrument is due to take place against receipt of cash, but which
remain unsettled five business days after the due settlement date.
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credit risk remains with the purchasing bank.

Direct credit substitutes

Any irrevocable off-balance sheet obligations which carry the same credit risk as a
direct extension of credit, such as an undertaking to make a payment to a third party in
the event that a counterparty fails to meet a financial obligation or an undertaking to a
counterparty to acquire a potential claim on another party in the event of default by that
party, constitutes a direct credit substitute. This includes potential credit exposures
arising from the issue of financial guarantees and credit derivatives, confirmation of
letters of credit (acceptances and endorsements), issue of standby letters of credit
serving as financial guarantees for loans, securities and any other financial liabilities,
and bills endorsed under bill endorsement lines (but which are not accepted by, or have
the prior endorsement of, another bank).

100%

Unpaid portion of partly paid shares and securities

100%

Unpaid Guarantee Claim

200%

Other Contingent Liabilities

100%

3.4

CREDIT RISK MITIGATION:

Banks may use a number of techniques to mitigate the risks to which they are exposed. The prime
objective of this provision is to encourage the banks to manage credit risk in a prudent and effective
manner. As such, credit risks exposures may be collateralized™ in whole or in part with cash or
securities, or a loan exposure may be guaranteed by a third party. Where these various techniques
meet the minimum conditions mentioned below, banks which take eligible financial collateral are
allowed to reduce their credit exposure to counterparty when calculating their capital requirements
to take account of the risk mitigating effect of the collateral. However, credit risk mitigation is
allowed only on an account by account basis, even within regulatory retail portfolio.

As a general rule, no secured claim should receive a higher capital requirement than an otherwise
identical claim on which there is no collateral. Similarly, the effects of the CRM shall not be double
counted and capital requirement will be applied to banks on either side of the collateralized
transaction: for example, both repos and reverse repos will be subject to capital requirements.

Those portions of claims collateralized by the market value of recognized collateral receive the risk
weight applicable to the collateral instrument. The remainder of the claim should be assigned the
risk weight appropriate to the counter party.

Where the same security has been pledged for both the funded and non funded facilities, banks
should clearly demarcate the value of security held for funded and non funded facilities. In cases
where the bank has obtained the same security for various forms of facilities; banks are eligible to
claim the CRM benefit across all such exposures upto the eligible value of CRM.

a. Minimum conditions for eligibility:

In order to obtain capital relief towards credit risk mitigation, there are certain basic
conditions that need to be fulfilled. Supervisors will monitor the extent to which banks satisfy
these conditions, both at the outset of a collateralized transaction and on an on-going basis.

11 A collateralized transaction is one in which: a) banks have a credit exposure or potential credit exposure; and b) that credit

exposures or potential credit exposure is hedged in whole or in part by collateral posted by the counter party or by a third

party on behalf of the counter party.
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Legal certainty:- Collateral is effective only if the legal mechanism by which collateral
given is robust and ensures that the lender has clear rights over the collateral to
liquidate or retain it in the event of default. Thus, banks must take all necessary steps to
fulfill local contractual requirements in respect of the enforceability of security interest.
The collateral arrangements must be properly documented, with a clear and robust
procedure for the timely liquidation of collateral. A bank's procedures should ensure
that any legal conditions required for declaring the default of the customer and
liquidating the collateral are observed. Where the collateral is held by a custodian, the
bank must seek to ensure that the custodian ensures adequate segregation of the
collateral instruments and the custodian's own assets. Besides that, banks must obtain
legal opinions confirming the enforceability of the collateral arrangements in all
relevant jurisdictions.

Low correlation with exposure:- In order for collateral to provide protection, the credit
quality of the obligor and the value of the collateral must not have a material positive
correlation. For example, securities issued by the collateral provider - or by any related
group entity - would provide little protection and so would be ineligible.

Maturity Mismatch:- The maturity of the underlying exposure and the maturity of the
hedge should both be defined conservatively. The effective maturity of the underlying
should be gauged as the longest possible remaining time before the obligor is scheduled
to fulfill its obligation. The collateral must be pledged for at least the life of the
exposure. In case of mismatches in the maturity of the underlying exposure and the
collateral, it shall not be eligible for CRM benefits.

Currency Mismatch:- Ideally the currency of the underlying exposure and the collateral
should be the same. Where the credit exposure is denominated in a currency that differs
from that in which the underlying exposure is denominated, there is a currency
mismatch. Where mismatches occur, it shall be subject to supervisory haircut of 10%.

Risk Management:- While CRM reduces credit risk, it simultaneously may increase
other risks to which a bank is exposed, such as legal, operational, liquidity and market
risks. Therefore, it is imperative that banks employ robust procedures and processes to
control these risks, including strategy; consideration of the underlying credit; valuation;
policies and procedures; systems; control of roll-off risks; and management of
concentration risk arising from the bank's use of CRM techniques and its effect with the
bank's overall credit profile. In case where these requirements are not fulfilled, NRB
may not recognize the benefit of CRM techniques.

Qualifying criteria for guarantee:- A guarantee (counter guarantee) to be eligible must
represent a direct claim on the protection provider and must be explicitly referenced to
specific exposures or a pool of exposures, so that the extent of the cover is clearly
defined and irrefutable. Other than non-payment by a protection purchaser of money
due in respect of the credit protection contract it must be irrevocable in that there must
be no clause in the contract that would increase the effective cost of cover as a result of
deteriorating credit quality in the hedged exposure. It must also be unconditional in that
there should be no clause in the protection contract outside the control of the bank that
could prevent the protection provider from being obliged to pay out in a timely manner
in the event that the original counter party fails to make the payments due.

On the qualifying default or non-payment of the counter party, the bank may in a
timely manner pursue the guarantor for any monies outstanding under the
documentation governing the transaction. The guarantor may make one lump sum
payment of all monies under such documentation to the bank, or the guarantor may
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assume the future payment obligations of the counter party covered by the guarantee.
The bank must have the right to receive any such payments from the guarantor without
first having to take legal actions in order to pursue the counter party payment.

b. Eligible Collateral:

1.

~

o 0~ w

Cash deposit (as well as certificates of deposit or fixed deposits or other deposits) with
the bank. The banks may only claim these as CRM only if it has specific authority to
recover the amount from this source in case of default.

Fixed Deposit Receipts/Certificates of deposits/other deposits of other Banks and Fls,
who fulfill the capital adequacy requirements, subject to a 20% supervisory haircut.

Gold.
Securities issued by the Government of Nepal and Nepal Rastra Bank.
Guarantee of the Government of Nepal

Financial guarantee/counter guarantee of domestic banks and Fls who meet the
minimum capital adequacy requirements subject to a haircut of 20%.

Securities/Financial guarantee/Counter guarantee issued by sovereigns.

Securities/Financial guarantee/Counter guarantee issued by MDBs in the list specified
in3.3b(3&4)

Securities/Financial guarantee/Counter guarantee issued by banks with ECA rating 2 or
better. The supervisory haircut shall be 20% and 50% for the banks with ECA rating of
0-1 and 2 respectively.

C. Methodology for using CRM

Step 1: Identify the accounts eligible for capital relief under credit risk mitigation.

Step 2: Assess the value of the exposure and the eligible collateral.

Step 3: Adjust the value of the eligible collateral in respect of the supervisory haircut in

terms of currency mismatch and other eligibility requirements.

Step 4: Compare the adjusted value of the collateral with the outstanding exposure.

Step 5: The value of the eligible CRM is the lower of the adjusted value of the collateral and

the outstanding exposure.

Step 6: Plot the eligible CRM in the appropriate category of credit risk.

The sum total of net amount of eligible CRM as per “Form No.4 Exhibit of claims with

eligible credit risk mitigants” shall be consistent with the “Form No.3 Eligible Credit Risk

Mitigants” prescribed in this framework.

OPERATIONAL RISK

GENERAL:

Operational risk is the risk of loss resulting from inadequate internal processes, people, and
systems, or from external events. Operational risk itself is not a new concept, and well run banks
have been addressing it in their internal controls and corporate governance structures. However,
applying an explicit regulatory capital charge against operational risk is a relatively new and
evolving idea. Basel Il requires banks to hold capital against the risk of unexpected loss that could
arise from the failure of operational systems.
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4.2

4.3

The most important types of operational risk involve breakdowns in internal controls and corporate
governance. Such breakdowns can lead to financial losses through error, fraud, or failure to perform
in a timely manner or cause the interests of the bank to be compromised in some other way, for
example, by its dealers, lending officers or other staff exceeding their authority or conducting
business in an unethical or risky manner. Other aspects of operational risk include major failure of
information technology systems or events such as major fires or other disasters.

BASIC INDICATOR APPROACH:

Under the basic indicator approach, banks must hold capital for operational risk equal to the
average over the previous three years of a fixed percentage (denoted alpha) of positive annual gross
income.

The capital charge for operational risk may be expressed as follows:
Keia =[Y(Glin xa)]l/N

where:
Kgia = capital charge under the Basic Indicator Approach
Gl = annual gross income, where positive, over the previous three years
N = number of the previous three years for which gross income is positive
o = 15 percent.

NRB shall review the capital requirement produced by this approach for general credibility,
especially in relation to a bank's peers and in the event that credibility is lacking, appropriate
supervisory action under Review Process shall be considered.

Figures for the year, in which annual gross income is negative or zero, should be excluded from
both the numerator and denominator while calculating the average. In case where the gross income
for all of the last three years is negative, 5% of total credit and investments net of specific
provisions shall be considered as the capital charge for operational risk. For this purpose
investments shall comprise of money at call, placements, investment in government securities and
other investments irrespective of currency.

Similarly, in case of new banks which have not completed a year of operation and whose average
gross income cannot be measured reliably, they shall also be required to compute their capital
charge for operational risk vide the same approach as prescribed for banks with negative gross
income. These banks may use the gross income approach from the second year onwards. But, based
on the reasonableness of the so computed capital charge for Operation Risk, during the first three
years of operation, review process may require additional proportion of capital charge if deemed
necessary.

GROSS INCOME:

Gross income is defined as "net Interest Income™ plus "non interest income". It is intended that this
measure should:

a. be gross of any provisions (e.g. for unpaid interest) and write-offs made during the year;

b.  be gross of operating expenses, exclude reversal during the year in respect of provisions and
write-offs made during the previous year(s);

c.  exclude income/gain recognized from the disposal of items of movable and immovable
property;
d.  exclude realized profits/losses from the sale of securities in the “held to maturity” category;
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5.2

5.3

5.4

e.  exclude other extraordinary or irregular items of income and expenditure
Thus, for the purpose of capital adequacy requirements, gross income shall be summation of:

a.  Total operating income as disclosed in Profit and Loss account prepared as per NRB directive
no.4. The total operating income comprises of:

1. Net Interest Income
2. Commission and Discount Income
3. Other Operating Income
4. Exchange Fluctuation Income
b.  Addition/deduction in the Interest Suspense during the period.

Banks shall use the annual audited financials of the last three years for the computation of gross
income under this approach. Hence, the capital requirement for operational risk for a whole
financial year shall remain constant. Until the accounts are finalized for the financial year, banks
shall use the provisional figures for the period, which should be validated by the internal auditor of
the bank.

COMPUTATION OF RISK WEIGHT:

Operational risk-weighted assets are determined by multiplying the operational risk capital charge
by 9.09 and adding together with the risk weighted exposures for credit risk.

MARKET RISK
DEFINITION OF MARKET RISK:

Market risk is defined as the risk of losses in on-balance sheet and off-balance sheet positions
arising from adverse movements in market prices. The major constituents of market risks are:

a.  The risks pertaining to interest rate related instruments;

b.  Foreign exchange risk (including gold positions) throughout the bank; and
€. The risks pertaining to investment in equities and commodities.
SEGREGATION OF INVESTMENT PORTFOLIO:

Banks shall recognize measure, present and disclose the investment instruments as per the
requirement of NFRSs.

NET OPEN POSITION APPROACH:

Out of the various components of market risk, foreign exchange risk is the predominant risk in our
country. The effects of other forms of market risk are minimal. Thus, a net open position approach
has been devised to measure the capital requirement for market risk. As evidenced by its name, this
approach only addresses the risk of loss arising out of adverse movements in exchange rates. This
approach will be consolidated over time to incorporate other forms of market risks as they start to
gain prominence.

The designated Net Open Position approach requires banks to allocate a fixed proportion of capital
in terms of its net open position. The banks should allocate 5 percentage of their net open positions
as capital charge for market risk.

NET OPEN POSITION:

Net open position is the difference between the assets and the liability in a currency. In other words,
it is the uncovered volume of asset or liability which is exposed to the changes in the exchange
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5.5

6.2

rates of currencies. For capital adequacy requirements the net open position includes both net spot
positions as well as net forward positions.

For capital adequacy purposes, banks should calculate their net open position in the following
manner:

a.  Calculate the net open position in each of the foreign currencies.
b.  Convert the net open positions in each currency to NPR as per prevalent exchange rates.

c.  Aggregate the converted net open positions of all currencies, without paying attention to long
or short positions.

d.  This aggregate shall be the net open position of the bank.
COMPUTATION OF RISK WEIGHT:

Risk-weighted assets in respect of market risk are determined by multiplying the capital charges by
9.09 and adding together with the risk weighted exposures for credit risk.

REVIEW PROCESS
GENERAL:

The supervisory review process of the framework is intended not only to ensure that banks have
adequate capital to support all the risks in their business, but also to encourage banks to develop
and use better risk management techniques in monitoring and managing their risks. It is the
responsibility of the bank management in developing an internal capital assessment process and
setting capital targets that are commensurate with the bank’s risk profile and control environment
beyond the core minimum requirements.

Nepal Rastra Bank recognizes the significance of the relationship between the amount of capital
held by the bank against its risks and the strength and effectiveness of the bank’s risk management
and internal control processes. However, increased capital should not be viewed as the only option
for addressing increased risks confronting the bank. Other means for addressing risk, such as
strengthening risk management, applying internal limits, strengthening the level of provisions and
reserves, and improving internal controls, must also be considered. Furthermore, capital should not
be regarded as a substitute for addressing fundamentally inadequate control or risk management
processes.

There are three main areas that is particularly suited to treatment under this process: risks
considered under minimum capital requirements which are not fully captured it (e.g. credit
concentration risk); those factors not taken into account by the minimum capital requirements (e.g.
business and strategic risk); and factors external to the bank (e.g. business cycle effects).

In order to achieve the objectives of the supervisory review process, this process has been broadly
divided into three parts:

a. Internal Capital Adequacy Assessment Process (ICAAP)
b.  Supervisory Review
C. Supervisory Response

Nepal Rastra Bank has issued INTERNAL CAPITAL ADEQUACY ASSESSMENT PROCESS
(ICAAP) GUIDELINE to provide detail guideline for ICAAP and Supervisory Review Process.
This guideline will also be a part of this framework.

INTERNAL CAPITAL ADEQUACY ASSESSMENT PROCESS:
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The internal capital adequacy assessment process (ICAAP) is a comprehensive process which
requires board and senior management oversight, monitoring, reporting and internal control reviews
at regular intervals to ensure the alignment of regulatory capital requirement with the true risk
profile of the bank and thus ensure long-term safety and soundness of the bank. The key
components of an effective ICAAP are discussed below.

a.

Board and senior management oversight

Bank management is responsible for understanding the nature and level of risk being taken by
the bank and how this risk relates to adequate capital levels. It is also responsible for ensuring
that the formality and sophistication of the risk management processes is commensurate with
the complexity of its operations. A sound risk management process, thus, is the foundation
for an effective assessment of the adequacy of a bank’s capital position.

The board of directors of the bank are responsible for setting the bank’s tolerance for risks.
The board should also ensure that management establishes a mechanism for assessing various
risks; develops a system to relate these risks to the bank’s capital level and sets up a method
for monitoring compliance with internal policies. It is equally important that the board instills
strong internal controls and thereby an effective control environment through adoption of
written policies and procedures and ensures that the policies and procedures are effectively
communicated throughout the bank.

The analysis of a bank’s current and future capital requirements in relation to its strategic
objectives is a vital element of the strategic planning process. The strategic plan should
clearly outline the bank’s capital needs, anticipated capital expenditures, desirable capital
level, and external capital sources. Senior management and the board should view capital
planning as a crucial element in being able to achieve its desired strategic objectives.

Sound capital assessment

Another crucial component of an effective ICAAP is the assessment of capital. In order to be
able to make a sound capital assessment the bank should, at minimum, have the following:

e Policies and procedures designed to ensure that the bank identifies, measures, and reports
all material risks;

e A process that relates capital to the level of risk;

e A process that states capital adequacy goals with respect to risk, taking account of the
bank’s strategic focus and business plan; and

e A process of internal control, reviews and audit to ensure the integrity of the overall
management process.

Comprehensive assessment of risks

All material risks faced by the bank should be addressed in the capital assessment process.
Nepal Rastra Bank recognizes that not all risks can be measured precisely. However, bank
should develop a process to estimate risks with reasonable certainties. In order to make a
comprehensive assessment of risks, the process should, at minimum, address the following
forms of risk.

1. Credit risk: Banks should have methodologies that enable them to assess the credit risk
involved in exposures to individual borrowers or counterparties as well as at the
portfolio level. The credit review assessment of capital adequacy, at a minimum,
should cover risk rating systems, portfolio analysis/aggregation, large exposures and
risk concentrations.
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Internal risk ratings are an important tool in monitoring credit risk. Internal risk ratings
should be adequate to support the identification and measurement of risk from all credit
exposures, and should be integrated into an institution’s overall analysis of credit risk
and capital adequacy. The ratings system should provide detailed ratings for all assets,
not only for problem assets.

Credit concentration risk: Risk concentrations are arguably the single most important
cause of major problems in banks. A risk concentration is any single exposure or group
of exposures with the potential to produce losses large enough (relative to a bank’s
capital, total assets, or overall risk level) to threaten a bank’s health or ability to
maintain its core operations.

Lending being the primary activity of most banks, credit risk concentrations are often
the most material risk concentrations within a bank. However, risk concentrations can
arise in a bank’s assets, liabilities, or off-balance sheet items, through the execution or
processing of transactions (either product or service), or through a combination of
exposures across these broad categories. Credit risk concentrations are based on
common or correlated risk factors, which, in times of stress, have an adverse effect on
the creditworthiness of each of the individual counterparties making up the
concentration.

Such credit concentrations are not addressed in the minimum capital requirements for
credit risk. Thus, banks should have in place effective internal policies, systems and
controls to identify, measure, monitor, and control their credit risk concentrations.
Banks should explicitly consider the extent of their credit risk concentrations in their
assessment of capital adequacy under review processes. These policies should cover the
different forms of credit risk concentrations to which a bank may be exposed to. Such
concentrations include but are not limited to:

e Significant exposures to an individual counterparty or group of related
counterparty. Banks might also establish an aggregate limit for the management
and control of all of its large exposures as a group;

e Credit exposures to counterparties in the same economic sector or geographic
region;

o Credit exposures to counterparties whose financial performance is dependent on the
same activity or commaodity; and

e Indirect credit exposures arising from a bank’s CRM activities (e.g. exposure to a
similar type of collateral or credit protection provided by a single counterparty or
same collateral in cases of multiple banking).

A bank’s framework for managing credit risk concentrations should be clearly
documented and should include a definition of the credit risk concentrations relevant to
the bank and how these concentrations and their corresponding limits are calculated.
Limits should be defined in relation to a bank’s capital, total assets or, where adequate
measures exist, its overall risk level. A bank’s management should conduct periodic
stress tests of its major credit risk concentrations and review the results of those tests to
identify and respond to potential changes in market conditions that could adversely
impact the bank’s performance.

Operational risk: The failure to properly manage operational risk can result in a
misstatement of an institution’s risk/return profile and expose the institution to
significant losses. Gross income, used in the Basic Indicator Approach is only a proxy
for the scale of operational risk exposure of a bank and can in some cases
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underestimate the need for capital. Thus, Banks should develop a framework for
managing operational risk and evaluate the adequacy of capital as prescribed by this
framework. The framework should cover the bank’s appetite and tolerance for
operational risk, as specified through the policies for managing this risk, including the
extent and manner in which operational risk is transferred outside the bank. It should
also include policies outlining the bank’s approach to identifying, assessing, monitoring
and controlling/mitigating the risk.

Market risk: The prescribed approach for the computation of capital charge for market
risk is very simple and thus may not be directly aligned with the magnitude of risk.
Likewise, the approach only incorporates risks arising out of adverse movements in
exchange rates while ignoring other forms of risks like interest rate risk and equity
risks. Thus, banks should develop a framework that addresses these various forms of
risk and at the same time perform stress tests to evaluate the adequacy of capital.

The use of internal models by the bank for the measurement of market risk is highly
encouraged. Wherever bank's make use of internal models for computation of capital
charge for market risks, bank management should ensure the adequacy and
completeness of the system regardless of the type and level of complexity of the
measurement system as the quality and reliability of the measurement system is largely
dependent on the quality of the data and various assumptions used in the model.

Liquidity risk: Liquidity is crucial to the ongoing viability of any financial institution.
The capital positions can have a telling effect on institution’s ability to obtain liquidity,
especially in a crisis. Each bank must have adequate systems for measuring, monitoring
and controlling liquidity risk. Banks should evaluate the adequacy of capital given their
own liquidity profile and the liquidity of the markets in which they operate. Banks are
also encouraged to make use of stress testing to determine their liquidity needs and the
adequacy of capital.

Other risks: Although the ‘other’ risks, such as reputational and strategic risk, are not
easily measurable, banks are expected to take these into consideration as well while
deciding on the level of capital.

Monitoring and reporting

The bank should establish an adequate system for monitoring and reporting risk exposures
and assessing how the bank’s changing risk profile affects the need for capital. The bank’s
senior management or board of directors should, on a regular basis, receive reports on the
bank’s risk profile and capital needs. These reports should allow senior management to:

Evaluate the level and trend of material risks and their effect on capital levels;

Evaluate the sensitivity and reasonableness of key assumptions used in the capital
assessment measurement system;

Determine that the bank holds sufficient capital against the various risks and is in
compliance with established capital adequacy goals; and

Assess its future capital requirements based on the bank’s reported risk profile and make
necessary adjustments to the bank’s strategic plan accordingly.

Internal control review

A bank’s internal control structure is essential to a sound capital assessment process.
Effective control of the capital assessment process includes an independent review and,
where appropriate, the involvement of internal or external audits. The bank’s board of
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6.3

directors has a responsibility to ensure that management establishes a system for assessing the
various risks, develops a system to relate risk to the bank’s capital level, and establishes a
method for monitoring compliance with internal policies. The board should regularly verify
whether its system of internal controls is adequate to ensure well-ordered and prudent
conduct of business.

The bank should conduct periodic reviews of its risk management process to ensure its
integrity, accuracy, and reasonableness. Key areas that should be reviewed include:

e Appropriateness of the bank’s capital assessment process given the nature, scope and
complexity of its activities;

o Identification of large exposures and risk concentrations;
e Accuracy and completeness of data inputs into the bank’s assessment process;
o Reasonableness and validity of scenarios used in the assessment process; and

e Stress testing and analysis of assumptions and inputs.

SUPERVISORY REVIEW:

Nepal Rastra Bank shall regularly review the process by which a bank assesses its capital adequacy,
risk positions, resulting capital levels, and quality of capital held by a bank. Supervisors shall also
evaluate the degree to which a bank has in place a sound internal process to assess capital
adequacy. The emphasis of the review should be on the quality of the bank’s risk management and
controls and should not result in supervisors functioning as bank management. The periodic review
can involve any or a combination of:

On-site examinations or inspections;
Off-site review;
Discussions with bank management;

Review of work done by external auditors (provided it is adequately focused on the necessary
capital issues); and

Periodic reporting.

Some of the key areas which will be reviewed during the supervisory review process are discussed
hereunder

a.

Review of adequacy of risk assessment

NRB shall assess the degree to which internal targets and processes incorporate the full range
of material risks faced by the bank. Supervisors shall also review the adequacy of risk
measures used in assessing internal capital adequacy and the extent to which these risk
measures are also used operationally in setting limits, evaluating business line performance,
and evaluating and controlling risks more generally. Supervisors shall consider the results of
sensitivity analyses and stress tests conducted by the institution and how these results relate
to capital plans.

Assessment of capital adequacy

NRB shall review the bank’s processes to determine that:

e Target levels of capital chosen are comprehensive and relevant to the current operating
environment;

e These levels are properly monitored and reviewed by senior management; and
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e The composition of capital is appropriate for the nature and scale of the bank’s business.

NRB shall also consider the extent to which the bank has provided for unexpected events in
setting its capital levels. This analysis should cover a wide range of external conditions and
scenarios, and the sophistication of techniques and stress tests used should be commensurate
with the bank’s activities.

Assessment of the control environment

NRB shall consider the quality of the bank’s management information reporting and systems,
the manner in which business risks and activities are aggregated, and management’s record in
responding to emerging or changing risks. In all instances, the capital level at an individual
bank should be determined according to the bank’s risk profile and adequacy of its risk
management process and internal controls. External factors such as business cycle effects and
the macroeconomic environment should also be considered.

Supervisory review of compliance with minimum standards

In order to obtain relief as per this framework banks are required to observe a number of
requirements, including risk management standards and disclosures. In particular, banks will
be required to disclose features of their internal methodologies used in calculating minimum
capital requirements. As part of the supervisory review process, supervisors must ensure that
these conditions are being met on an ongoing basis. Likewise, the supervisors must ensure
that qualifying criteria as specified in the framework are continuously being met as these
criteria are developed as benchmarks that are aligned with bank management expectations for
effective risk management and capital allocation.

Significance of risk transfer

Securitization or credit sale agreements with recourse may be carried out for purposes other
than credit risk transfer (e.g. funding). Where this is the case, there might still be a limited
transfer of credit risk. However, for an originating bank to achieve reductions in capital
requirements, the risk transfer arising from a securitization or credit sale has to be deemed
significant by the NRB. If the risk transfer is considered to be insufficient or non existent,
NRB can require the application of a higher capital requirement or, alternatively, may deny a
bank from obtaining any capital relief from the securitization or transfer agreements.
Therefore, the capital relief that can be achieved will correspond to the amount of credit risk
that is effectively transferred.

Credit Risk Mitigants

In case when the eligibility requirements are not fulfilled, NRB will not consider Credit Risk
Mitigants in allocating capital. Similarly, CRM may give rise to residual risks, which may
render the overall risk reduction less effective. Where, these risks are not adequately
controlled by the bank, NRB may impose additional capital charges or take other appropriate
supervisory actions.

Operational risk and Market Risk

The framework prescribes simple approaches for allocating capital for operational and market
risk which may not be directly aligned with the volume and complexity of risk. Thus, the
supervisor shall consider whether the capital requirements generated by the prescribed
approaches gives a consistent picture of the individual bank's risk exposure in comparison
with the peer group and the banking industry at large. Where NRB is convinced such is not
the case, appropriate supervisory response is warranted.
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Market Discipline

The framework requires banks to disclose various key informations about their business on a
periodic basis. It is imperative that the banks discharge their obligations under the disclosure
requirements in order to be eligible to claim benefits of CRM. In line with the utmost
significance of this requirement, the supervisor shall review the adequacy of the disclosures.
As a part of this process itself, the supervisor shall regularly review the website of the banks
and review the contents of the site. Wherever the review process identifies any shortcomings
or non-compliances, appropriate supervisory response shall be initiated.

6.4 SUPERVISORY RESPONSE:

Nepal Rastra Bank expects banks to operate above the minimum regulatory capital ratios.
Wherever, NRB is not convinced about the risk management practices and the control environment,
it has the authority to require banks to hold capital in excess of the minimum.

a.

Supervisory adjustments in risk weighted assets and capital

Having carried out the review process as described above, supervisors should take
appropriate action if they are not satisfied with the results of the bank’s own risk assessment
and capital allocation. In such a scenario, NRB shall be empowered to undertake any or
combination of the following adjustments in the banks risk weighted assets and regulatory
capital computations.

1.  Shortfall in provisions made by the bank against adversely classified assets shall be
deducted from the Tier 1 capital.

2. The loans and facilities extended to Directors, Employees (other than loans given under
Employee rules), Shareholders holding more than 1% percent shares and related parties
as well as loans, advances and facilities restricted by the prevailing rules and
regulations shall be deducted from Tier 1 capital.

3. In case the bank has provided loans and facilities in excess of its Single Obligor Limits,
10% of all such excess exposures shall be added to the risk weighted exposure for
credit risk.

4. Where the bank has been involved in the sale of credit with recourse facility, 1% of the
contract (sale) value shall be added to the risk weight for credit risk.

5. Where the banks do not have satisfactory Assets Liability Management policies and
practices to effectively manage the market risks, an additional risk weight of 1% of Net
Interest Income of the immediate previous financial year shall be added to the risk
weight for market risk

Where the Net Interest Income of the immediate previous financial year is negative, 1%
of the total credit and investments net of specific provisions shall be the capital charge
for unsatisfactory ALM policies and practices.

6.  Where the bank's net liquid asset to total deposit ratio is less than 20%, a risk weight of
1% (as given in the table below) of total deposit, for each percent or portion of percent
shortfall in such ratio, is added to total of the Risk Weighted Exposures.

Net liquid asset to total deposit| A risk weight to be added to the Risk Weighted
ratio Exposures

19% - less than 20% 1% of total deposit

18% - less than 19% 2% of total deposit
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10.

11.

17% - less than 18% 3% of total deposit

16% - less than 17% 4% of total deposit

15% - less than 16% 5% of total deposit and so on.

For this purpose, liquid assets include cash and bank balances, money at call & short
notice, placement up to 90 days and investment in government securities. Borrowings
repayable up to 90 days is deducted from liquid assets to obtain net liquid assets.

Where the banks do not adopt sound practices for the management of operational risk,
an additional capital charge of 2% to 5% of Gross Income of Immediate previous
financial year shall be levied for operational risks.

Where the Gross Income determined for computation of capital charge of Operational
Risk for all of the last three years is negative and where the banks themselves have not
addressed the capital charge for operational risk, 5% of the total credit and investments
net of specific provisions shall be the capital charge for operational risk.

New banks who have not completed a year of operation and hence whose gross income
cannot be measured reliably and where the banks themselves have not addressed the
capital charge for operational risk, shall also be required to compute their capital charge
for operational risk vide the same approach as prescribed for banks with negative gross
income. These banks may use the gross income approach from the second year
onwards. But, based on the reasonableness of the so- computed capital charge for
Operation Risk, during the first three years of operation, review process may require
additional proportion of capital charge.

During the course of review, where the supervisor is not satisfied with the overall risk
management policies and procedures of the bank, the total risk weighted exposures of
the bank shall be increased up to 5%.

In case the bank has not achieved the desired level of disclosure requirements, the total
risk weighted exposures of the bank shall be increased up to 3%.

Banks that do not meet the eligibility requirements to claim the benefit under credit risk
mitigation techniques shall not be allowed the benefit of CRM.

Corrective Actions for Non-Compliances

1.

The failure on part of the banks to meet the provisions of this framework shall be
considered as a violation of the NRB directives and shall attract stipulated actions. The
nature of the enforcement action largely depends on degree of the capital adequacy of
the bank. The trigger points and the prescribed action in case of non-compliance shall
be as per the provisions of Prompt Corrective Action Byelaw 2074 propounded by
Nepal Rastra Bank.

DISCLOSURE
GENERAL:

The purpose of disclosure requirements is to complement the minimum capital requirements and
the review process by developing a set of disclosure requirements which will allow market
participants to assess key pieces of information on the scope of application, capital, risk exposures,
risk assessment processes, and hence the capital adequacy of the bank. It is believed that providing
disclosures that are based on a common framework is an effective means of informing the market
about a bank’s exposure to those risks and provides a consistent and comprehensive disclosure
framework that enhances comparability. The importance of disclosure is more pronounced in cases
of banks that rely on internal methodologies in assessing capital requirements.
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7.2

7.3

7.4

DISCLOSURE PRINCIPLES:

Banks should have a formal disclosure policy approved by the Board of directors that addresses the
bank’s approach for determining what disclosures it will make and the internal controls over the
disclosure process. In addition, banks should implement a process for assessing the appropriateness
of their disclosures, including validation and frequency. While deciding on the disclosure policy,
the board should pay due attention to strike a balance between materiality and proprietary and
confidential information.

a. Materiality

Besides the minimum prescribed disclosure requirements, a bank should decide which
additional disclosures are relevant for it based on the materiality concept. Information would
be regarded as material if its omission or misstatement could change or influence the
assessment or decision of a user relying on that information for the purpose of making
economic decisions.

b. Proprietary and confidential information

Proprietary information encompasses information (for example on products or systems), that
if shared with competitors would render a bank’s investment in these products/systems less
valuable, and hence would undermine its competitive position. Information about customers
is often confidential, in that it is provided under the terms of a legal agreement or
counterparty relationship. This has an impact on what banks should reveal in terms of
information about their customer base, as well as details on their internal arrangements, for
instance methodologies used, parameter estimates, data etc. The disclosure requirements set
out below by NRB aims to strike an appropriate balance between the need for meaningful
disclosure and the protection of proprietary and confidential information.

VALIDATION:

The disclosures of the bank should be subjected to adequate validation. In addition, supplementary
material (such as Management’s Discussion and Analysis) that is published should also be
subjected to sufficient scrutiny (e.g. internal control assessments, etc.) to satisfy the validation
issue. If material is not published under a validation regime, for instance in a stand alone report or
as a section on a website, then management should ensure that appropriate verification of the
information takes place, in accordance with the general disclosure principles.

DISCLOSURE REQUIREMENTS:

Banks should at minimum, disclose the following information at the stipulated time intervals. At
the same time, banks shall be free to disclose any other information they consider important for its
stakeholders as and when they consider necessary, beyond the prescribed requirements.

a. Banks should provide the following disclosures as at the end of each financial year along with
the annual financial statements.

1.  Capital structure and capital adequacy
o Tier 1 capital and a breakdown of its components;
o Tier 2 capital and a breakdown of its components;

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

o Deductions from capital;
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Total qualifying capital;
Capital adequacy ratio;

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

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

Risk exposures

O

O

O

O 0O O O O

Risk weighted exposures for Credit Risk, Market Risk and Operational Risk;
Risk Weighted Exposures under each of 11 categories of Credit Risk;

Total risk weighted exposure calculation table;

Amount of NPAs (both Gross and Net)

» Restructure/Reschedule Loan

» Substandard Loan

» Doubtful Loan

» Loss Loan

NPA ratios

» Gross NPA to gross advances

» Net NPA to net advances

Movement of Non Performing Assets

Write off of Loans and Interest Suspense

Movements in Loan Loss Provisions and Interest Suspense

Details of additional Loan Loss Provisions

Segregation of investment portfolio into Held for trading, Held to maturity and
Available for sale category

Risk Management Function

O

O

For each separate risk area (Credit, Market and Operational risk), banks must
describe their risk management objectives and policies, including:

» Strategies and processes;

» The structure and organization of the relevant risk management function;
» The scope and nature of risk reporting and/or measurement systems; and
>

Policies for hedging and/or mitigating risk and strategies, and processes for
monitoring the continuing effectiveness of hedges/mitigants.

Types of eligible credit risk mitigants used and the benefits availed under CRM.

All commercial banks should make following disclosures on a quarterly basis on their
respective websites.

Tier 1 capital and a breakdown of its components;

Tier 2 capital and a breakdown of its components;

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

Deductions from capital;

@)
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Total qualifying capital;

Capital adequacy ratio;

Risk weighted exposures for Credit Risk, Market Risk and Operational Risk;

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

Total risk weighted exposure calculation table;

Amount of NPAs (both Gross and Net)

» Restructure/Reschedule Loan

» Substandard Loan

» Doubtful Loan

» Loss Loan

o NPA ratios

» Gross NPA to gross advances

» Net NPA to net advances

Movement of Non Performing Assets

Write off of Loans and Interest Suspense

Movements in Loan Loss Provisions and Interest Suspense

Details of Additional Loan Loss Provisions

Segregation of investment portfolio into Held for trading, Held to maturity and Available

for sale category

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

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

Disclosure requirements under this framework should also be published in the respective

websites of the banks. Such disclosures of the banks should also be updated to reflect the

capital adequacy position of the banks after the supervisory adjustments under the review

process. Banks that do not host a website yet are required to make the necessary

arrangements to host a website immediately.

Banks are required to report to NRB their capital adequacy computations, according to the

format as specified in Annexure of this framework on a monthly basis within one month after

the end of the month or as required by NRB from time to time. All such returns has to be

validated by the internal auditor of the bank. If the monthly internal audit couldnot be carried

out, it should be disclosed on the monthly returns. But, such returns at the end of the quarter

must be submitted with the validation from the internal auditor of the bank.

O O O O O O

O O O O O

Besides the returns specified above, a bank must inform NRB within 30 days of:

1. Any breach of the minimum capital adequacy requirements set out in this framework
together with an explanation of the reasons for the breach and the remedial measures it
has taken to address those breaches.

2. Any concerns it has about its capital adequacy, along with proposed measures to address
these concerns.

Full compliance of these disclosure requirements is a pre-requisite before banks can obtain
any capital relief (i.e., adjustments in the risk weights of collateralized or guaranteed
exposures) in respect of any credit risk mitigation techniques.
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FORM NO. 1 CAPITAL ADEQUACY TABLE (Summary)

(Rs.In .....)
Particulars Current Period Previous Period
Common Equity Tier 1 Capital
Tier 1 Capital
Tier 2 Capital
Total Capital

Risk-Weighted Exposures

Regul

atory Ratios

Current Period

Previous Period

Leverage Ratio

Common Equity Tier 1 to Risk Weighted Exposure Ratio

Tier 1

to Risk Weighted Exposure Ratio

Total Capital to Risk Weighted Exposure Ratio

FORM NO. 1A CAPITAL ADEQUACY TABLE

(Rs.In .....)
1. 1 Risk Weighted Exposures Current Period Preylous
Period
a Risk Weighted Exposure for Credit Risk
b Risk Weighted Exposure for Operational Risk
c Risk Weighted Exposure for Market Risk
Adjustments under Pillar 11
Adjustment as per SRP 6.4a (5)
Adjustment as per SRP 6.4a (6)
Adjustment as per SRP 6.4a (7)
Adjustment as per SRP 6.4a (9)
Adjustment as per SRP 6.4a (10)
Total Risk Weighted Exposures (After Bank's adjustments of Pillar I1)
1.2 CAPITAL Current Period | Frevious
Period
Tier 1 Capital (Core Capital) (CET1 +AT1) 0 0
Common Equity Tier 1 (CET 1) 0 0

Paid up Equity Share Capital

Equity Share Premium

Proposed Bonus Equity Shares

Statutory General Reserves

Retained Earnings

Un-audited current year cumulative profit/(Loss)

Capital Redemption Reserve

Capital Adjustment Reserve

Debenture Redemption Reserve

Dividend Equalization Reserves

Bargain purchase gain

Other Free Reserve

Less: Goodwill

Less: Intangible Assets

ols|z|—|x =l |*|e 2|0 |o|»

Less: Fictitious Assets
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p Less: Investment in equity in licensed Financial Institutions

q Less: Investment in equity of institutions with financial interests
r Less: Investment in equity of institutions in excess of limits

S Less: Investments arising out of underwriting commitments

t Less: Reciprocal crossholdings

u Less: Purchase of land & building in excess of limit & unutilized
v Less: Cash Flow Hedge

w Less: Defined Benefit Pension Assets

X Less: Un recognized Defined Benefit Pension Liabilities

y Less: Negative balance of reserve accounts

z Less: Other Deductions

Adjustments under Pillar 11

Less: Shortfall in Provision (6.4 a 1)

Less: Loans and Facilities extended to Related Parties and
Restricted lending

Additional Tier 1 (AT1)

a Perpetual Non-Cumulative Preference Share Capital
b Perpetual Debt Instruments

c Stock Premium

Supplementary Capital (Tier I1) 0 0
a Cumulative and/or Redeemable Preference Share

b Subordinated Term Debt

C Hybrid Capital Instruments

d Stock Premium

e General loan loss provision

f Exchange Equalization Reserve

g Investment Adjustment Reserve

h Excess Additional Tier 1 Capital

Accrued Interest Receivable on pass loan included in Regulatory
Reserve

Regulatory reserve for nonbanking assets recorded within the

) last 24 months.

k Interest Capitalized Reserve included in Regulatory Reserve

[ Other Reserves

Total Capital Fund (Tier | and Tier I1) 0 0
. Previous

1.3 CAPITAL ADEQUACY RATIOS Current Period Period

Common Equity Tier 1 Capital to Total Risk Weighted Exposures (After
Bank's adjustments of Pillar 11)

Tier 1 Capital to Total Risk Weighted Exposures (After Bank's
adjustments of Pillar 1)

Tier 1 and Tier 2 Capital to Total Risk Weighted Exposures (After Bank's
adjustments of Pillar 1)

+*The balance of employee training and capacity development fund, Corporate Social Responsibilty Fund,
Regulatory Reserve and other funds that are restricted for distribution and Fair Value Reserve, Actuarial Loss
(positive figure from OCI) should not be included in Other Free Reserve

*FHA TAT AWl H, HRIRTT ATATTSE Iaarded o, famme sHrer s&ar fufad sHrer a4 Fair Value
Reserve, Actuarial Loss #T &TcH® oH ST OC| a1 fafsta STeT ISierTaaT FHmeT T e &7 |

Note: This table should be based on the figures as reported in financial statements, as per applicable reporting
standards.
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FORM NO. 2: RISK WEIGHTED EXPOSURE FOR CREDIT RISK

(Rs.In .....)
Specific
Provision
Book & . . Risk
.| Eligibl Net Risk )
Valu | Valuatio . Weighted
A. Balance Sheet Exposures A n e CRM| Value |Weight Exposures
Adjustm
ent
a b c d=a-b-c e f=d*e
Cash Balance 0 0 0 0% 0
Balance With Nepal Rastra Bank 0 0 0 0% 0
Gold 0 0 0 0% 0
Invest'n_1ent in  Nepalese  Government 0 0 0 0% 0
Securities
All Claims on Government of Nepal 0 0 0 0% 0
Investment in Nepal Rastra Bank securities 0 0 0 0% 0
All claims on Nepal Rastra Bank 0 0 0 0% 0
Claims on Foreign Government and Central 0
Bank (ECA 0-1) o1 9 0 | % 0
Claims on Foreign Government and Central 0
Bank (ECA -2) 0 0 0 0 20% 0
Claims on Foreign Government and Central 0
Bank (ECA -3) 0 0 0 0 50% 0
Claims on Foreign Government and Central 0
Bank (ECA-4-6) 0 0 0 0 100% 0
Claims on Foreign Government and Central 0
Bank (ECA -7) 0 0 0 0 150% 0
Claims On BIS, IMF, ECB, EC and on
Multilateral Development Banks (MDB's) | 0 0 0 0% 0
recognized by the framework
Claims on Other Multilateral Development 0 0 0 0 100% 0
Banks
Claims on Domestic PSEs (Credit rating 0
Score equivalent to AAA) 0 0 0 0 50% 0
Claims on Domestic PSEs (Credit rating 0
Score equivalentto AA+to AA-) 0 0 0 0 0% 0
Claims on Domestic PSEs (Credit rating 0
Score equivalentto A+ to A- ) 0 0 0 0 80% 0
Claims on Domestic PSEs (Credit rating 0
Score equivalent to BBB* & below) 0 0 0 0 100% 0
Claims on Domestic Corporate (Unrated) 0 0 0 0 100% 0
Claims on Public Sector Entity (ECA 0-1) 0 0 0 0 20% 0
Claims on Public Sector Entity (ECA 2) 0 0 0 0 50% 0
Claims on Public Sector Entity (ECA 3-6) 0 0 0 0 100% 0
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Claims on Public Sector Entity (ECA 7) 0 0 0 0 150% 0
Claims on dor_nestlc banks that meet capital 0 0 0 0 20% 0
adequacy requirements

Cla!ms on domestic I_oanks that do not meet 0 0 0 0 100% 0
capital adequacy requirements

Claims on foreign bank (ECA Rating 0-1) 0 0 0 0 20% 0
Claims on foreign bank (ECA Rating 2) 0 0 0 0 50% 0
Claims on foreign bank (ECA Rating 3-6) 0 0 0 0 100% 0
Claims on foreign bank (ECA Rating 7) 0 0 0 0 150% 0
Claims on foreign bank incorporated in

SAARC region and China operating with a | 0 0 0 0 20% 0
buffer of 1% above their respective

Claims on Domestic Corporate (Credit rating o

Score equivalent to AAA) 0 0 0 0 S0% 0
Claims on Domestic Corporate(Credit rating 0

Score equivalentto AA+to AA-) 0 0 0 0 0% 0
Claims on Domestic Corporate(Credit rating 0

Score equivalentto A+ to A- ) 0 0 0 0 80% 0
Claims on Domestic Corporate(Credit rating 0

Score eauivalent to BBB* & helow) 0 0 0 0 100% 0
Claims on Domestic Corporate (Unrated) 0 0 0 0 100% 0
Claims on Foreign Corporates (ECA 0-1) 0 0 0 0 20% 0
Claims on Foreign Corporates (ECA 2) 0 0 0 0 50% 0
Claims on Foreign Corporates (ECA 3-6) 0 0 0 0 100% 0
Claims on Foreign Corporates (ECA 7) 0 0 0 0 150% 0
Regulatory Retail Portfolio (Not Overdue) 0 0 0 0 75% 0
Clal_ms fulfilling aII_ criterion of regulatory 0 0 0 0 100% 0
retail except granularity

Claims secured by residential properties 0 0 0 0 60% 0
Clalms_ not fully secured by residential 0 0 0 0 150% 0
properties

Claims secured by residential properties 0 0 0 0 100% 0
(Overdue)

Claims secured by Commercial real estate 0 0 0 0 100% 0
Pas:t due_z claims (e_xcept for claim secured by 0 0 0 0 150% 0
residential properties)

High Risk claims 0 0 0 0 150% 0
Lending against securities (bonds) 0 0 0 0 100% 0
Lending against Shares 0 0 0 0 100% 0
Trust Receipt Loans for Trading Firms 0 0 0 0 120% 0
Real Estate loans for land acquisition and

development (for institutions

registred/licensed and  approved by | O 0 0 0 100% 0
Government of Nepal for land acquisition and

development purposes)

Personal Hirepurchase/Personal Auto Loans 0 0 0 0 100% 0
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Real Estate loans for land acquisition and 0 0 0 0 125% 0

development (Other than mentioned in

Capital Adequacy framework 2015-point

3.3(1)(1)(k))

Investments in equity and other capital

instruments of institutions listed in the stock | 0 0 0 0 100% 0

exchange

Investments in equity and other capital

instruments of institutions not listed in the | 0O 0 0 0 150% 0

stock exchange

Staff loan secured by residential property 0 0 0 0 50% 0

Intere_s_t Receivable/claim on government 0 0 0 0 0% 0

securities

Cash in transit a_nd other cash items in the 0 0 0 0 20% 0

process of collection

Other Assets (as per attachment) 0 0 0 0 100% 0
TOTAL 0 0 0 0 0

Gross .
Book| Specific |Eligible Risk | . RIsK
B. Off Balance Sheet Exposures Valu | Provision | CRM Net Value Weight I\EN eighted
e Xposures
a b c d=a-b-c e f=d*e

Revocable Commitments 0 0 0 0% 0

Bills Under Collection 0 0 0 0% 0

Forward Exchange Contract Liabilities 0 0 0 0 10% 0

LC Commitments With Original Maturity

Upto 6 months 0 0 0 0 20% 0
domestic counterparty
foreign counterparty (ECA Rating 0-1) 0 0 0 0 20% 0
foreign counterparty (ECA Rating 2) 0 0 0 0 50% 0
foreign counterparty (ECA Rating 3-6) 0 0 0 0 100% 0
foreign counterparty (ECA Rating 7) 0 0 0 0 150% 0

LC Commitments With Original Maturity

Over 6 months 0 0 0 0 50% 0
domestic counterparty
foreign counterparty (ECA Rating 0-1) 0 0 0 0 20% 0
foreign counterparty (ECA Rating 2) 0 0 0 0 50% 0
foreign counterparty (ECA Rating 3-6) 0 0 0 0 100% 0
foreign counterparty (ECA Rating 7) 0 0 0 0 150% 0

Bid Bond, Performance Bond and Counter

guarantee 0 0 0 0 40% 0
domestic counterparty
foreign counterparty (ECA Rating 0-1) 0 0 0 0 20% 0
foreign counterparty (ECA Rating 2) 0 0 0 0 50% 0
foreign counterparty (ECA Rating 3-6) 0 0 0 0 100% 0
foreign counterparty (ECA Rating 7) 0 0 0 0 150% 0

Underwriting commitments 0 0 0 0 50% 0
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Lendl_n_g of Bank's Securities or Posting of 0 0 0 0 100% 0
Securities as collateral
Repurchase Agreements, Assets sale with 0 0 0 0 100% 0
recourse
Advance Payment Guarantee 0 0 0 0 100% 0
Financial Guarantee 0 0 0 0 100% 0
Acceptances and Endorsements 0 0 0 0 100% 0
Unpal_d_ portion of Partly paid shares and 0 0 0 0 100% 0
Securities
Irrevocable Credit commitments (short term) 0 0 0 0 20% 0
Irrevocable Credit commitments (long term) 0 0 0 0 50% 0
Claims on foreign bank incorporated in
. . . 0
SAARC region operating with a buffer of _lA) 0 0 0 0 20% 0
above their respective regulatory capital
requirement
Other Contingent Liabilities 0 0 0 0 100% 0
Unpaid Guarantee Claims 0 0 0 0 200% 0
TOTAL 0 0 0 0 0
Tot_al RWE for credit Risk Before 0 0 0 0 0
Adjustment (A) +(B)
Adjustments under Pillar 11
Add: 10% of the loan and facilities in excess 0
of Single Obligor Limits(6.4 a 3)
Add: 1% of the contract(sale) value in case of
the sale of credit with recourse (6.4 a 4)
Total RWE for credit Risk (After Bank's
adjustments of Pillar I1)
FORM NO.3 ELIGIBLE CREDIT RISK MITIGANTS
Credit exposures Depo | Depos | Gol | Govt.& | G'te | Sec/ G'tee | G'tee | Sec/ | Total
sits its d NRB e of | G'tee of | of of G'tee
with | with Securiti | Gov | Other domes | MD | of
Bank | other es t. of | Soverei | tic Bs Forei
banks/ Nep | gns banks gn
Fl al Banks
(a) (b) () |(d) (e | (9) (hy 1@
Balance Sheet Exposures
Claims on Foreign
government and
Central Bank (ECA
-2) 0
Claims on Foreign
government and
Central Bank (ECA
-3) 0
Claims on Foreign 0

government and
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Credit exposures Depo | Depos | Gol | Govt.& | G'te | Sec/ G'tee | G'tee | Sec/ | Total
sits its d NRB e of | G'tee of | of of G'tee
with | with Securiti | Gov | Other domes | MD | of
Bank | other es t. of | Soverei | tic Bs Forei

banks/ Nep | gns banks gn
FI al Banks
(a) (b) () [ (d) e | (9) (hy @)

Central Bank

(ECA-4-6)

Claims on Foreign

government and

Central Bank (ECA

-7) 0

Claims on Other

Multilateral

Development

Banks 0

Claims on

Domestic PSEs

(Credit rating Score

equivalent to AAA)

Claims on

Domestic PSEs

(Credit rating Score

equivalent to AA+

to AA-)

Claims on

Domestic PSEs

(Credit rating Score

equivalent to A+

to A-)

Claims on

Domestic PSEs

(Credit rating Score

equivalent to BBB*

& below)

Claims on

Domestic Corporate

(Unrated)

Claims on Public

Sector Entity (ECA

0-1) 0

Claims on Public

Sector Entity (ECA

2) 0
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Credit exposures

Depo
sits
with
Bank

Depos
its
with
other
banks/
Fl

Gol

Govt.&
NRB
Securiti
es

G'te

e of
Gov
t. of
Nep

al

Sec/
G'tee of
Other
Soverei
gns

G'tee
of
domes
tic
banks

G'tee
of
MD
Bs

Sec/
G'tee
of
Forei
gn
Banks

Total

(@)

(b)

(©)

(d)

(€)

()

(9)

(h)

Claims on Public
Sector Entity (ECA
3-6)

Claims on Public
Sector Entity (ECA
7)

Claims on domestic
banks that meet
capital  adequacy
requirements

Claims on domestic
banks that do not
meet capital
adequacy
requirements

Claims on foreign
bank (ECA Rating
0-1)

Claims on foreign
bank (ECA Rating
2)

Claims on foreign
bank (ECA Rating
3-6)

Claims on foreign
bank (ECA Rating
7)

Claims on foreign
bank incorporated
in SAARC region
and China
operating with a
buffer of 1% above
their respective
regulatory  capital
requirement

Claims on
Domestic
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Credit exposures Depo | Depos | Gol | Govt.& | G'te | Sec/ G'tee | G'tee | Sec/ | Total
sits its d NRB e of | G'tee of | of of G'tee
with | with Securiti | Gov | Other domes | MD | of
Bank | other es t. of | Soverei | tic Bs Forei

banks/ Nep | gns banks gn
FI al Banks
(a) (b) () [ (d) e | (9) (hy @)

Corporates

Claims on Foreign 0

Corporates (ECA 0-

1)

Claims on Foreign 0

Corporates (ECA 2)

Claims on Foreign 0

Corporates (ECA 3-

6)

Claims on Foreign 0

Corporates (ECA 7)

Regulatory  Retail 0

Portfolio (Not

Overdue)

Claims fulfilling all 0

criterion of

regulatory retail

except granularity

Claims secured by 0

residential

properties

Claims not fully 0

secured by

residential

properties

Claims secured by 0

residential

properties

(Overdue)

Claims secured by 0

Commercial  real

estate

Past due claims 0

(except for claim
secured by
residential
properties)
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Credit exposures

Depo
sits
with
Bank

Depos
its
with
other
banks/
Fl

Gol

Govt.&
NRB
Securiti
es

G'te

e of
Gov
t. of
Nep

al

Sec/
G'tee of
Other
Soverei
gns

G'tee
of
domes
tic
banks

G'tee
of
MD
Bs

Sec/
G'tee
of
Forei
gn
Banks

Total

(@)

(b)

(©)

(d)

(€)

()

(9)

(h)

High Risk claims

Lending against
securities (bonds)

Lending against
Shares

Trust Receipt
Loans for Trading
Firms

Real Estate loans
for land acquisition
and  development
(for institutions
registred/licensed
and approved by
Government of
Nepal for land
acquisition and
development
purposes)

Personal
Hirepurchase/Perso
nal Auto Loans

Real Estate loans
for land acquisition
and  development
(Other than
mentioned in
Capital Adequacy
framework  2015-

point 3.3(j)(1)(K))
Investments in
equity and other
capital instruments
of institutions listed
in the stock
exchange

Investments in
equity and other
capital instruments
of institutions not
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Credit exposures Depo | Depos | Gol | Govt.& | G'te | Sec/ G'tee | G'tee | Sec/ | Total
sits its d NRB e of | G'tee of | of of G'tee
with | with Securiti | Gov | Other domes | MD | of
Bank | other es t. of | Soverei | tic Bs Forei

banks/ Nep | gns banks gn
FI al Banks
(a) (b) () [ (d) e | (9) (hy @)

listed in the stock

exchange

Other Assets (as per 0

attachment)

Total 0

Off Balance Sheet Exposures

Forward Exchange

Contract Liabilities

LC Commitments 0

With Original

Maturity Upto 6

months

domestic
counterparty

foreign 0
counterparty (ECA

Rating 0-1)

foreign 0

counterparty (ECA

Rating 2)

foreign 0

counterparty (ECA

Rating 3-6)

foreign 0

counterparty (ECA

Rating 7)

LC Commitments 0

With Original

Maturity Over 6

months

domestic

counterparty

foreign 0

counterparty (ECA

Rating 0-1)

foreign 0
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Credit exposures

Depo
sits
with
Bank

Depos
its
with
other
banks/
Fl

Gol

Govt.&
NRB
Securiti
es

G'te

e of
Gov
t. of
Nep

al

Sec/
G'tee of
Other
Soverei
gns

G'tee
of
domes
tic
banks

G'tee
of
MD
Bs

Sec/ Total
G'tee
of
Forei
gn
Banks

(@)

(b)

(©)

(d)

(€)

()

(9)

(h)

counterparty (ECA
Rating 2)

foreign
counterparty (ECA
Rating 3-6)

foreign
counterparty (ECA
Rating 7)

Bid Bond,
Performance Bond
and Counter
guarantee

domestic
counterparty

foreign
counterparty (ECA
Rating 0-1)

foreign
counterparty (ECA
Rating 2)

foreign
counterparty (ECA
Rating 3-6)

foreign
counterparty (ECA
Rating 7)

Underwriting
commitments

Lending of Bank's
Securities or
Posting of
Securities as
collateral

Repurchase
Agreements, Assets
sale with recourse

Advance Payment
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Credit exposures Depo | Depos | Gol | Govt.& | G'te | Sec/ G'tee | G'tee | Sec/ | Total
Sits its d NRB e of | G'tee of | of of G'tee
with with Securiti | Gov | Other domes | MD | of
Bank | other es t. of | Soverei | tic Bs Forei
banks/ Nep | gns banks gn
FI al Banks
(@) (b) () | (d) (e) | () (9) (h) 1@
Guarantee
Financial Guarantee 0
Acceptances  and 0
Endorsements
Unpaid portion of 0
Partly paid shares
and Securities
Irrevocable Credit 0
commitments
(Short Term)
Irrevocable Credit 0
commitments
(Long Term)
Other  Contingent 0
Liabilities
Total 0
Grand Total 0
FORM NO.4 EXHIBIT OF CLAIMS WITH CREDIT RISK MITIGANTS
(Rs.In ................)
S.N. | Counterparty Category | Facility | Outstanding Eligible CRM
Nature | Gross Haircut | Net
Amount Amount
FORM NO.5 OTHER ASSETS
S.No. | Assets Gross Amount Specific Net
Provision & | Balance
Valuation
Adjustment
1 Current tax assets 0
2 Investment property 0
3 Property and equipment 0
4 Assets held for sale 0
5 Other non-banking assets 0
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Bills receivable

6
7 Accounts receivable
8 Accrued income

9 Prepayment and deposits

10 Income tax deposits

11 Deferred employee expenditure

[ellellellelle] e

12 Others

Particulars

Net Interest Income

Commission and Discount Income

Other Operating Income

Exchange Fluctuation Income

Addition/Deduction in Interest Suspense during the period

Gross income (a)

Alfa (b)

15%

15%

15%

Fixed Percentage of Gross Income [c=(axb)]

Capital Requirement for operational risk (d) (average of c)

Risk Weight (reciprocal of capital requirement of 11%) in times

(€)

Equivalent Risk Weight Exposure [f=(dxe)]

PILLAR-11 ADJUSTMENTS

If Gross Income for all the last three years is negative(6.4 a 8)

Total Credit and Investment (net of Specific Provision)

Capital Requirement for operational risk (5%)

Risk Weight (reciprocal of capital requirement of 11%) in times

Equivalent Risk Weight Exposure [g]

Equivalent Risk Weight Exposure [h=f or g)

9.09

9.09

FORM NO.7 RISK WEIGHTED EXPOSURE FOR MARKET RISK

S.No. | Currency Open Position (FCY)

Open Position (NPR)

Relevant Open Position

INR

usb

GBP

EURO

THB

Holo|Nlo|la|s|w|[N]| -
O
I
T

otal Open Position (a)
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Fixed Percentage (b) 5%
Capital Charge for Market Risk [c=(axb)]
Risk Weight (reciprocal of capital requirement of 11%) in times (d) 9.09

Equivalent Risk Weight Exposure [e=(cxd)]

FORM NO. 8 NET LIQUID ASSETS TO TOTAL DEPOSIT RATIO

(Rs.In .....)

Particulars

Amount

Total Deposit and Borrowing (A)

Total Deposit(as per NRB Ni.Fa. 9.1)

Total Borrowing(as per NRB Ni.Fa. 9.1)

Liquid Assets (B)

Cash(9.1)

Bank Balance(9.1)

Money at call and short notice (9.1)

Investment in government Securities(9.1)

Placement upto 90 days

Borrowings payable upto 90 days (C)

Net Liquid Assets (D)=(B-C)

Net Liquid Assets to Total Deposit

Shortfall in Ratio

Amount to be added to Risk Weighted Exposures
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FORM NO.: 9 Leverage Ratio

(Rs.In .....)

Particulars

Amount

Exposure Measure

1. On balance sheet Assets(net of specific provisioning and valuation
adjustment)

2. Repurchase agreements and securities finance

3. Derivatives

4. Off balance sheet exposure

Capital Measure

1. Common Equity Tier 1 Capital (After regulatory Adjustment)

2. Additional Tier 1 Capital

%

C

Leverage Ratio

Note (if any):
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Capital Adequacy Framework
2007
(Updated July 2008)

INTRODUCTION
BACKGROUND:

Prior to 1988, there was no uniform international regulatory standard for setting bank capital
requirements. In 1988, the Basel Committee on Banking Supervision (BCBS)!? developed the
Capital Accord, which is known as Basel |, to align the capital adequacy requirements applicable
especially to banks in G-10 countries. Basel | introduced two key concepts. First, it defined what
banks could hold as capital, as well as designating capital as Tier 1 or Tier 2 according to its loss-
absorbing or creditor-protecting characteristics. The second key concept introduced in Basel | was
that capital should be held by banks in relation to the risks that they face. The major risks faced by
banks relate to the assets held on balance sheet. Thus, Basel | calculated banks’ minimum capital
requirements as a percentage of assets, which are adjusted in accordance to their riskiness and
assigning risk weights to assets. Higher weights are assigned to riskier assets such as corporate
loans, and lower weights are assigned to less risky assets, such as exposures to government.

The BCBS released the "International Convergence of Capital Measurements and Capital
Standards: Revised Framework", popularly known as Basel II, on June 26, 2004. This framework
was updated in November 2005 and a comprehensive version of the framework was issued in June
2006. Basel Il builds significantly on Basel | by increasing the sensitivity of capital to key bank
risks. In addition, Basel Il recognizes that banks can face a multitude of risks, ranging from the
traditional risks associated with financial intermediation to the day-to-day risks of operating a
business as well as the risks associated with the ups and downs of the local and international
economies. As a result, the new framework more explicitly associates capital requirements with the
particular categories of major risks that banks face.

The new capital framework also recognizes that large, usually internationally active banks have
already put in place sophisticated approaches to risk measurement and management based on
statistical inference rather than judgement alone. Thus, the framework allows banks, under certain
conditions, to use their own ‘internal’ models and techniques to measure the key risks that they
face, the probability of loss, and the capital required to meet those losses. In developing the new
framework, the Basel Committee wanted to incorporate many elements that help promote a sound
and efficient financial system over and above the setting of minimum capital requirements. With
this in mind, the Basel II framework incorporates three complementary ‘pillars’ that draw on the
range of approaches to help ensure that banks are adequately capitalised in commensurate with their
risk profile.

The Basel Committees on Banking Supervision's (BCBS) recommendations on capital accord are
important guiding framework for the regulatory capital requirement to the banking industry all over
the world and Nepal is no exception. Realizing the significance of capital for ensuring the safety

12

The Basel Committee on Banking Supervision is a committee of banking supervisory authorities that was established

by the central bank governors of the Group of Ten countries in 1975. It consists of senior representatives of bank supervisory
authorities and central banks from Belgium, Canada, France, Germany, Italy, Japan, Luxembourg, the Netherlands, Spain,
Sweden, Switzerland, the United Kingdom, and the United States. It usually meets at the Bank for International Settlements in
Basel, Switzerland where its permanent Secretariat is located.
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and soundness of the banks and the banking system, at large, Nepal Rastra Bank (NRB) has
developed and enforced capital adequacy requirement based on international practices with
appropriate level of customization based on domestic state of market developments. The existing
regulatory capital is largely based on the Basel committee's 1988 recommendations.

With a view of adopting the international best practices, NRB expressed its intention to adopt the
Basel 1l framework, albeit in a simplified form. In line with international development and
thorough discussion with the stakeholders, evaluation and assessment of impact studies at various
phases, this framework has been drafted. This framework provides the guidelines for the
implementation of Basel Il framework in Nepal. Reminiscent of the International convergence of
capital measurements and capital standards, this framework also builds around three mutually
reinforcing pillars, viz. minimum capital requirements, supervisory review process and disclosure
requirements.

OBJECTIVE:

The main objective of this framework is to develop a safe and sound financial system by way of
sufficient amount of qualitative capital and risk management practices. This framework is intended
to ensure that each financial institution maintains a level of capital which,

(i) is adequate to protect its depositors and creditors.

(it) is commensurate with the risk associated activities and profile of the financial institution .
(iii) promotes public confidence in the banking system.

PRE-REQUISITES:

The effective implementation of this framework is dependent on various factors. Some such pre-
requisites are:

(i) Implementation of Basel Core Principles for effective banking supervision
(i) Adoption of the sound practices for the management of Operational Risk
(iii) Formulation and adoption of comprehensive risk management policy

(iv) Adherence to high degree of corporate governance

RESPONSIBILITY:

The board of directors of each financial institution shall be responsible for establishing and
maintaining, at all times, an adequate level of capital. The capital standards herein are the minimum
that is acceptable for financial institutions that are fundamentally sound, well managed, and which
have no material financial or operational weaknesses. Thus, the financial institutions are generally
expected to operate above the limits prescribed by this framework.

SCOPE OF APPLICATION:

This framework shall be applicable to all "B" and "C" Class financial institutions licensed to
conduct banking business in Nepal under the Bank and Financial Institution Act, 2073.

This capital adequacy framework shall be applied uniformly to all national level "B" class financial
institutions on a stand-alone basis as well as on a consolidated basis, where the financial institution
is member of a consolidated banking group. For the purpose of capital adequacy, the consolidated
financial institution means a group of financial entities, parent or holding company of which a
financial institution is a subsidiary. All banking and other relevant financial activities (both
regulated and unregulated) conducted within a group including a financial institution shall be
captured through consolidation. Thus, majority owned or controlled financial entities should be
fully consolidated. If any majority owned subsidiary institutions are not consolidated for capital
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purposes, all equity and other regulatory capital investments in those entities attributable to the
group will be deducted except otherwise prescribed and the assets and liabilities, as well as third
party capital investments in the subsidiary will be removed from the bank™s balance sheet for
capital adequacy purposes.

APPROACHES TO IMPLEMENTATION:

"International Convergence for Capital Measurements and Capital Standards: Revised Framework™
alias Basel Il under Pillar 1, provides three distinct approaches for computing capital requirements
for credit risk and three other approaches for computing capital requirements for operational risk.
These approaches for credit and operational risks are based on increasing risk sensitivity and allow
financial institutions to select an approach that is most appropriate for the stage of development of
financial institution's operations.

The products and services offered by the Nepalese Banks and financial institutions are still largely
conventional, in comparison to other economies. This coupled with the various inherent limitations
of our system like the absence of credit rating agencies makes the advanced approaches like
Internal Ratings Based Approach or even Standardized Approach impractical and unfeasible. Thus,
at this juncture, this framework prescribes Simplified Standardized Approach (SSA) to measure
credit risk while Basic Indicator Approach and an indigenous Net Open Position Approach for
measurement of Operational Risk and Market Risk respectively.

EFFECTIVE DATE:

All financial institutions within the scope of this framework should adopt the prescribed approaches
by Mid July 2016 (Fiscal Year 2073/074).

PARALLEL RUN:

In order to ensure a smooth transition to new approaches prescribed by this framework, a parallel
run was arranged for all national level "B" Class financial institutions after Mid-July 2010 i.e. from
fiscal year 2067/68 along with the existing framework. The returns submitted by the financial
institutions during this period were minutely reviewed to identify any anomalies. The identified
shortcomings on the returns was advised to the financial institution's management so that they could
be rectified before moving onto full fledged implementation. Based on the findings of the parallel
run, amendments and modifications have been incorporated in the framework wherever deemed
necessary.

IMPLEMENTATION OF ADVANCED APPROACHES:

This framework prescribes the most simplest of the available approaches at the initial phase with a
vision to move onto more complex and risk sensitive approaches as the market gradually gains
maturity. However, financial institutions willing to adopt advanced approaches, even for internal
purposes, should obtain prior written approval from Nepal Rastra Bank on providing evidences that
they have the resource and the capability to adopt the proposed approaches.

A financial institution will not be allowed to choose to revert to a simpler approach once it has been
approved for a more advanced approach without supervisory approval. However, if the supervisor
determines that a financial institution using a more advanced approach no longer meets the
qualifying criteria for advanced approach, it may allow the financial institution to revert to a
simpler approach for some or all of its operations, until it meets the conditions specified by the
supervisor for returning to a more advanced approach.
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2.2

ELIGIBLE CAPITAL FUNDS
DEFINITION OF CAPITAL.:

Qualifying capital consists of Tier 1 (core) capital and Tier 2 (supplementary) capital elements, net
of required deductions from capital. Thus, for the purpose of calculation of regulatory capital,
financial institutions are required to classify their capital into two parts as follows;

a

Core Capital (Tier 1)

The key element of capital on which the main emphasis should be placed is Tier 1 (core)
capital, which is comprised of equity capital and disclosed reserves. This key element of
capital is the basis on which most market judgments of capital adequacy are made; and has a
crucial bearing on profit margins and a financial institution's ability to compete.

The BCBS has therefore concluded that capital, for supervisory purposes, should be defined
in two tiers in a way, which will have the effect of requiring at least 50% of a financial
institution 's capital base to consist of a core element comprised of equity capital and
published reserves from post-tax retained earnings.

In order to rank as Tier 1, capital must be fully paid up, have no fixed servicing or dividend
costs attached to it and be freely available to absorb losses ahead of general creditors. Capital
also needs to have a very high degree of permanence if it is to be treated as Tier 1.

Supplementary Capital (Tier 2)

Supplementary (Tier 2) Capital includes reserves which, though unpublished, have been
passed through the profit and loss account and all other capital instruments eligible and
acceptable for capital purposes. Elements of the Tier 2 capital will be reckoned as capital
funds up to a maximum of 100 percent of Tier 1 capital arrived at, after making adjustments
referred to in 2.4. In a case, where Tier 1 capital of a financial institution is negative, the Tier
2 capital for regulatory purposes shall be considered as zero and hence the capital fund, in
such cases, shall be equal to the core capital.

ELEMENTS OF TIER 1 CAPITAL:

@ ~oao

Paid up Equity Capital.

Irredeemable non-cumulative preference shares which are fully paid-up and with the capacity
to absorb unexpected losses. These instruments should not contain any clauses whatsoever,
which permit redemption by the holder or issuer upon fulfillment of certain condition.
Financial institution should obtain prior approval of NRB for this kind of instruments to
qualify as a component of core capital.

Share Premium

Proposed Bonus Equity Share

Statutory General Reserve.

Retained Earnings available for distribution to shareholders.

Un-audited current year cumulative profit, after all provisions including staff bonus and taxes
as well as regulatory adjustments. Where such provisions and regulatory adjustments are not
made, this amount shall not qualify as Tier 1 capital.Capital Redemption Reserves created in
lieu of redeemable instruments.

Capital Adjustment reserves created in respect of increasing the capital base of the financial
institution .

Dividend Equalization Reserves.
Any other type of reserves notified by NRB from time to time for inclusion in Tier 1 capital
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2.3 ELEMENTS OF TIER 2 CAPITAL:
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g.

h.

Cumulative and/or redeemable preference shares with maturity of five years and above.
Subordinated term debt fully paid up with a maturity of more than 5 years; unsecured and
subordinated to the claim of other creditors, free of restrictive clauses and not redeemable
before maturity. Since, subordinated term debt is not normally available to participate in the
losses; the amount eligible for inclusion in the capital adequacy calculations is limited to 50%
of core capital. Moreover, to reflect the diminishing value of these instruments as a
continuing source of strength, a cumulative discount (amortization) factor of 20% per annum
shall be applied for capital adequacy computations, during the last 5 years to maturity.

Hybrid capital instruments. Those instruments which combine certain characteristics of debt
and certain characteristics of equity. Each such instrument has a particular feature, which can
be considered to affect its quality as capital. Where these instruments have close similarities
to equity, in particular when they are able to support losses on an ongoing basis without
triggering liquidation, they may be included in Tier 2 capital with approval from Nepal
Rastra Bank.

General loan loss provision limited to a maximum of 1.25% of total Risk Weighted
Exposures. General loan loss provision refers to the provisions created in respect of
Performing Loans only and it does not include provisions of rescheduled/restructured and
classified loans. The additional loan loss provisions created in respect of Personal Guarantee
loans, third party collateral loan and loans in excess of Single Obligor Limits are specific
provisions and hence cannot be included under this category. Such provisions however can
be deducted from the gross exposures while calculating risk weighted exposures for credit
risk.

However, provisions created in excess of the regulatory requirements or provisions not
attributable to identifiable losses in any specific loans shall be allowed to be included in the
General Loan Loss Provision and shall be eligible for Tier 1l capital subject to a maximum of
1.25% of total risk weighted exposures.

Exchange equalization reserves created by financial institutions as a cushion for unexpected
losses arising out of adverse movements in foreign currencies.

Investment adjustment reserves to the extent created out of retained earning i.e. appropriation
of profit.Any other type of reserves notified by NRB from time to time for inclusion in Tier 2
capital.

Accrued interest receivable on pass loan and interest capitalized reserve included in the
regulatory reserve unless stated otherwise.

Regulatory reserve for non-banking assets recordedwithin the last 24 months.

DEDUCTIONS FROM CORE (TIER 1) CAPITAL:

Financial institution s shall be required to deduct the following from the Tier 1 capital for capital
adequacy purposes. The claims that have been deducted from core capital shall be exempt from risk
weights for the measurement of credit risk.

a.
b.
C.

Book value of goodwill.

Deferred Tax Assets

Miscellaneous expenditure to the extent not written off. e.g. VRS expense, preliminary
expense, share issue expense, deferred revenue expenditure, etc. However, software
expenditure or software development expenditure, research and development expenditure,
patents, copyrights, trademarks and lease hold developments booked as deferred revenue
expenditure are subject to 100% risk weight and may not be deducted from Tier 1 capital.
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2.6

Investment in equity of financial institutions licensed by Nepal Rastra Bank™3,
All Investments in equity of institutions with financial interest.
Investments in equity of institutions in excess of the prescribed limits.

Investments arising out of underwriting commitments that have not been disposed within a
year from the date of commitment.

h.  Reciprocal crossholdings of financial institution capital artificially designed to inflate the
capital position of the financial institution .

I Any other items as stipulated by Nepal Rastra Bank, from time to time.

J. Negative balance of Reserve Accounts
Negative balances of any reserve such as which is recognized directly or through other
comprehensive income on equity such as revaluation reserve, fair value reserve, actuarial loss
etc. shall be deducted from Core (Common Equity Tier 1) Capital. However, the
corresponding assets shall not be exempted from risk weights for the measurement of credit
risk as the loss recognized in equity has already been adjusted in carrying amount of related
assets. Since, full amount of assets has not been deducted from Core Capital, risk weights on
carrying amount of assets shall be applied to measure credit risk.

CAPITAL FUNDS:

The capital fund is the summation of Tier 1 and Tier 2 capital. The sum total of the different
components of the tier 2 capitals will be limited to the sum total of the various components of the
Tier 1 capital net of deductions as specified in 2.4. In case the Tier 1 capital is negative, Tier 2
capital shall be considered to be "Nil" for regulatory capital adequacy purposes and hence, in such a
situation, the capital fund shall be equal to Tier 1 capital.

MINIMUM CAPITAL REQUIREMENTS:

Unless a higher minimum ratio has been set by Nepal Rastra Bank for an individual financial
institution through a review process, every financial institution shall maintain at all times, the
capital requirement set out below:

Q@ +o o

a.  ATier 1 (core) capital of not less than 6 percent of total risk weighted exposure;
b.  Atotal capital fund of not less than 10 percent of its total risk weighted exposure.

The Capital Adequacy Ratio (CAR) is calculated by dividing eligible regulatory capital by total
Risk Weighted Exposure (RWE). The total risk weighted exposure shall comprise of risk weights
calculated in respect of financial institution 's credit, operational and market risks. Methodologies to
calculate RWE for each of these risk categories are described in detail in subsequent chapters.

CREDIT RISK

GENERAL.:
Credit risk is the major risk that financial institution s are exposed to during the normal course of
lending and credit underwriting. Within Basel Il, there are two approaches for credit risk

measurement: the standardized approach and the internal ratings based (IRB) approach. Due to
various inherent constraints of the Nepalese banking system, the standardized approach in its
simplified form, Simplified Standardized Approach (SSA), is prescribed in the initial phase.

13

Investment in shares of Rural Development Banks and other institutions, where the waiver has been explicitly provided by
NRB are subject to risk weight of 100% and shall not be deducted from Tier 1 capital.
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3.2 SIMPLIFIED STANDARDIZED APPROACH (SSA):

In comparison to Basel 1, SSA aligns regulatory capital requirements more closely with the key
elements of banking risk by introducing a wider differentiation of risk weights and a wider
recognition of credit risk mitigation techniques. The advantage of implementing this approach is
twofold. This approach allows transitional advantage for countries like us by avoiding excessive
complexities associated with the advanced approaches of Basel Il while at the same time it will
produce capital ratios more in line with the actual economic risks that financial institutions are
facing, compared to the present Accord.

Under this approach financial institutions are required to assign a risk weight to their balance sheet
and off-balance sheet exposures. These risk weights are based on a fixed weight that is broadly
aligned with the likelihood of a counterparty default. As a general rule, the claims that have already
been deducted from the core capital shall be exempt from risk weights for the measurement of
credit risk.

Claims on foreign government, their central banks as well as foreign corporates shall be generally
risk-weighed on the basis of the consensus country risk scores of export credit agencies (ECA).
Wherever there are claims relating to unrated countries, they shall generally be risk weighed at 100
percent. However, these claim shall be subject to supervisory review and higher risk weight shall be
assigned where the review process deems appropriate.

All kinds of claims including loans & advances as well as investments shall be risk weighed net of
specific provisions and valuation adjustments which are, directly or through other comprehensive
income, recognized on equity. Generally provision related to any receivable or investment is not
defined as general or specific. In such situation, the total provision against any claim/exposure
(other than the loans and advances) shall be considered as specific provision. However, provisions
eligible for the supplementary capital shall not be allowed for netting while calculating risk
weighted exposures.

In case of loans, advances and bills purchased, the provisions created in lieu of Performing loans
only are classified as General loan loss provision. All other provisions are components of specific
loan loss provision. Hence, general loan loss provision doesn’t comprise provisions created in
respect of rescheduled/restructured and non performing loans. It also doesn’t include additional
provisions created for personal guarantee loans or lending in excess of Single Obligor Limits.
However, provisions created in excess of the regulatory requirements and not attributable to
identifiable losses in any specific loans shall be allowed to be included in the General Loan Loss
Provision.

In order to be consistent with the Basel-ll framework, the credit risk for the regulatory capital
purpose shall be computed by segregating the exposure in the following 11 categories.

a) Claims on government & central bank
b) Claims on other official entities

c) Claims on banks

d) Claims on corporate & securities firms
e) Claims on regulatory retail portfolio

f) Claims secured by residential properties
g) Claims secured by commercial real state
h) Past due claims

14 The consensus country risk classification is available on the OECD’s website (http://www.oecd.org) in the Export Credit
Arrangement web page of the Trade Directorate. Each bank while computing the risk weight in any claim should use the
updated risk score.
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i) High risk claims
j) Other assets
k) Off balance sheet items

3.3 RISK MEASUREMENT AND RISK WEIGHTS:
a. Claims on government & central bank

1. All claims on Government of Nepal and Nepal Rastra Bank shall be risk weighed at 0 %.

2. Claims on foreign government and their central banks shall be risk-weighted on the basis
of the consensus country risk scores as follows:

ECA risk scores 0-1 2 3 4t06 7

Risk weights 0% 20% 50% 100% 150%

b. Claims on other official entities

1. Claims on the Bank for International Settlements, the International Monetary Fund, the
European Central Bank and the European Community will receive a 0% risk weight.

2. Following Multilateral Development Banks (MDBs) will be eligible for a 0% risk
weight.

e World Bank Group, comprised of the International Bank for Reconstruction and
Development (IBRD) and the International Finance Corporation (IFC),
Asian Development Bank (ADB),
African Development Bank (AfDB),
European Bank for Reconstruction and Development (EBRD),
Inter-American Development Bank (IADB),
European Investment Bank (EIB),
European Investment Fund (EIF),
Nordic Investment Bank (NIB),
Caribbean Development Bank (CDB),
Islamic Development Bank (IDB), and
e Council of Europe Development Bank (CEDB).
3. The standard risk weight for claims on other Multilateral Development Banks will be

100%.
4.  Claims on public sector entities (PSEs)™® will be risk-weighed as per the ECA country
risk scores.
ECA risk scores 0-1 2 3t06 7
Risk weights 20% 50% 100% 150%

C. Claims on banks

1.  All claims, irrespective of currency, excluding investment in equity shares and other
instruments eligible for capital funds, on domestic banks/financial institutions that
fulfill Capital Adequacy Requirements will be risk weighed at 20% while for the rest, it
will be 100%.

Banks should make use of the publicly available information of the immediately
preceding quarter of the respective banks to gauge their status on capital adequacy.

15 Public sector entity (PSE) is one, which is owned or controlled by government or any other entity categorized as PSE by

NRB.
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Claims on a foreign bank excluding investment in equity shares and other instruments
eligible for capital funds shall be risk weighed as per the ECA Country risk score
subject to the floor of 20%. The primary basis for applying the ECA Country Risk
score shall be the country of incorporation of the bank. Where the bank is a branch
office, the ECA score of the country where the corporate office is located shall be used
while in the case of a subsidiary the basis shall be the country where the subsidiary is
incorporated.

ECA risk scores 0-1 2 3to6 7

Risk weights 20% 50% 100% 150%

However, the claims on foreign banks incorporated in the SAARC region and China
which operate with a buffer of 1% above their respective regulatory minimum capital
requirements may be risk weighed at 20%. The banks shall be responsible to submit
the latest capital adequacy position of such banks and demonstrate that they fulfill the
eligibility requirements. Such capital adequacy position submitted by the banks should
not be prior to more than one financial year. Moreover, such claims shall be subject to a
supervisory review and supervisors may require the bank to risk weigh the claims on
ECA country risk scores where the review process deems necessary.

Claims on corporate & securities firms

1. Domestic corporate includes all firms and companies incorporated in Nepal as per

prevailing Acts and regulations. The claims on domestic corporate, including claims on
insurance companies and securities firm shall be risk weighed as per the credit rating score
provided by licensed credit rating agency subject to the floor of 50%6 as follows:

AA* A* .
Credit rating score equivalent to AAA to to BBB Unrated
. ; & below
AA A
Risk weights 50% | 70% 80% | 100% | 100%

2.

The claims on foreign corporate shall be risk weighed as per the ECA Country risk
score subject to the floor of 20% as follows:

ECA risk scores 0-1 2 3t06 7

100% 150%

Risk weights 20% 50%

Claims on regulatory retail portfolio

1.

Claims'® that qualify all criteria listed below may be considered as regulatory retail
portfolio and risk weighed at 75%, except for past due loans. Such claims however,
have to be in strict compliance with the product papers developed by the bank and
approved by their respective board of directors

Criteria:

¢ COrientation criteria :- exposure is to an individual person or persons or to a small
business. Bank should obtain written declaration from the borrower to the effect
that their indebtedness is within the threshold across all banks and Fls.

e Product criteria :- The exposure takes the form of any of the following:
— Revolving credits and lines of credit, (including Cash Credit etc.)

16

Lending against securities (such as equities and bonds) whether listed or not, are specifically excluded from this category.

Likewise credit card receivables are excluded from this category. However, lending against personal guarantee and fully
backed by guaranteed cash flow such as pension etc. that has negligible risk of failure can be included in this category.
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2.

— Term loans and leases (e.g. hire purchase (except personal), auto loans (except
personal), and leases, working capital term loans, educational loans) and,

— Small business facilities and commitments,
- Deprived sector loans

e Granularity criteria:- NRB must be satisfied that the regulatory retail portfolio is
sufficiently diversified to a degree that reduces the risks in the portfolio, warranting
the 75% risk weight. No aggregate exposure!’ to one counterpart can exceed 0.5 %
of the overall regulatory retail portfolio.

e Low value individual criteria :- The total aggregated exposure to one counterparty*®
cannot exceed an absolute threshold of Rs. 25 million (Nepalese Rupees Twenty
five Million only)

Banks which have claims that fulfill all criteria except for granularity may risk weigh
those claims at 100%

Claims secured by residential properties

1.

Lending to individuals meant for acquiring or developing residential property which
are fully secured by mortgages on residential property, that are or will be occupied by
the borrower or that is rented, will be risk-weighed at 60%. However, banks should
ensure the existence of adequate margin of security over the amount of loan based on
strict valuation rules.

Banks have to develop product paper and get it approved from the board of directors to
regulate this kind of lending. The claims in order to be eligible for this category have to
be in strict compliance with this product paper

Where the loan is not fully secured, such claims have to risk weighed at 150%

When claims secured by residential properties are or have been past due'® at any point
of time during the last two years, they shall be risk-weighed at 100%o, net of specific
provisions.

Claims secured by commercial real estate

1.

Claims secured by mortgages on commercial real estate, except past due, shall be risk-
weighed at 100%. Commercial real estate hereby refers to mortgage of Office
buildings, retail space, multi-purpose commercial premises, multi-family residential
buildings, multi-tenanted commercial premises, industrial or warehouse space, hotels,
and construction etc.

Past due claims
1.

Any loan, except for a claim secured by residential property, which is or has been past
due at any point of time during the last two years, will be risk-weighed at 150% net of
specific provision.

High risk claims

1.

150% risk weight shall be applied for venture capital and private equity investments.

17
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19

Aggregated exposure means gross amount (i.e. not taking any credit risk mitigation into account) of all forms of credit
exposures availed from the bank .

Counterparty refers to one or a group of borrowers defined by the NRB directives as a single obligor.

An exposure is past due if it falls into any other category other than Pass loan as per provisions of NRB directive on Loan
classification.
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6.
Other assets

Exposures on Personal loan in excess of the threshold of regulatory retail portfolio and
exposures on credit card shall warrant a risk weight of 150%.

Investments in the equity and other capital instruments of institutions, which are not
listed in the stock exchange and have not been deducted from Tier 1 capital, shall be
risk weighed at 150% net of provisions and valuation adjustments which are, directly or
through other comprehensive income, recognized on equity.

Claims which are not fully secured or are only backed up by personal guarantee shall
attract 150% risk weight.

Where a loan cannot be segregated/or identified as regulatory retail portfolio or
qualifying residential mortgage loan or under other categories, it shall be risk weighed
at 150%.

Personal Overdraft Loans shall attract risk weight of 150%.

1. With regard to other assets, following provisions have been made;

a.
b.

k.

Interest receivable/claim on government securities will be risk-weighed at 0%.

Staff loan given as per Employee By-laws and secured by residential property, that is
or will be occupied by the staff or that is rented, will be risk-weighed at 50%. However,
banks should ensure the existence of adequate margin of security over the amount of
loan based on strict valuation rules.

Investments in equity or regulatory capital instruments issued by securities firms will
be risk-weighed at 100% net of valuation adjustments which are, directly or through
other comprehensive income, recognized on equity.

. Cash in transit and other cash items in the process of collection will be risk-weighed at

20%. For this purpose, cash items shall include Cheque and Draft.

Fictitious assets that have not been deducted from Tier 1 capital shall be risk weighed
at 100%.

Investments in the equity and other capital instruments of institutions, which are listed
in the stock exchange and have not been deducted from Tier 1 capital, shall be risk
weighed at 100% net of provisions and valuation adjustments which are, directly or
through other comprehensive income, recognized on equity. Investments in mutual
fund shall also be risk weighted at 100% net of valuation adjustments as described
above.

. All Other assets will be risk-weighed at 100% net of specific provision and valuation

adjustments which are, directly or through other comprehensive income, recognized on
equity.

. Lending against bonds shall attract risk weight of 100 % .

Lending against shares shall attract risk weight of 100%.

Real Estate loans for land acquisition and development shall attract risk weight of
100%. (For institutions/projects registred/licensed and approved by Government of
Nepal for land acquisition and development purposes)

Personal Hirepurchase/Personal Auto Loans shall attract risk weight of 100%.
Real Estate loans for land acquisition and development shall attract risk weight of 125%.
(Other than mentioned in Capital Adequacy framework 2007-point 3.3(j)(1)j)
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k. Off balance sheet items

1.  Off-balance sheet items under the simplified standardized approach will be converted
into equivalent risk weight exposure using risk weight as follows:

Off Balance Sheet Exposure Risk
Weight

Any commitments those are unconditionally cancelable at any time by the bank | 0%
without prior notice, or that effectively provide for automatic cancellation due to
deterioration in a borrower’s creditworthiness (for example bills under collection)

Forward exchange contracts. 10%

Short Term Trade-related contingencies 20%
Contingent liabilities arising from trade-related obligations, which are secured
against an underlying shipment of goods for both issuing and confirming bank and
are short term in nature. This includes documentary letters of credit, shipping
guarantees issued and any other trade-related contingencies with an original
maturity up to six months.

Undertaking to provide a commitment on an off-balance sheet items 20%

Unsettled?® securities and foreign exchange transactions between bank to bank and | 20%
between bank and customer

Long term irrevocable Credit Commitments 50%
Any un-drawn portion of committed credit lines sanctioned for a period of more

than 1 year.

Performance-related contingencies 40%

Contingent liabilities, which involve an irrevocable obligation to pay a third party
in the event that counterparty fails to fulfill or perform a contractual non-monetary
obligation, such as delivery of goods by a specified date etc. This includes issue of
performance bonds, bid bonds, warranties, indemnities, underwriting commitments
and standby letters of credit in relation to a non-monetary obligation of
counterparty under a particular transaction.

Short term irrevocable Credit Commitments 20%
Any un-drawn portion of committed credit lines sanctioned for a period of upto 1
year. This shall include all unutilized limits in respect of revolving working capital
loans e.g. overdraft, cash credit, working capital loan etc. except for trade finance
exposures.

Repurchase agreements, securities lending, securities borrowing, reverse | 100%
repurchase agreements and equivalent transactions

This includes sale and repurchase agreements and asset sales with recourse, where
the credit risk remains with the purchasing bank.

Direct credit substitutes 100%
Any irrevocable off-balance sheet obligations which carry the same credit risk as a
direct extension of credit, such as an undertaking to make a payment to a third
party in the event that a counterparty fails to meet a financial obligation or an
undertaking to a counterparty to acquire a potential claim on another party in the
event of default by that party, constitutes a direct credit substitute. This includes
potential credit exposures arising from the issue of financial guarantees and credit
derivatives, confirmation of letters of credit (acceptances and endorsements), issue
of standby letters of credit serving as financial guarantees for loans, securities and

20 An unsettled transaction is one where delivery of the instrument is due to take place against receipt of cash, but which

remain unsettled five business days after the due settlement date.
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3.4

any other financial liabilities, and bills endorsed under bill endorsement lines (but
which are not accepted by, or have the prior endorsement of, another bank).

Unpaid portion of partly paid shares and securities 100%

Other Contingent Liabilities 100%

CREDIT RISK MITIGATION (CRM):

Banks may use a number of techniques to mitigate the risks to which they are exposed. The prime
objective of this provision is to encourage the banks to manage credit risk in a prudent and effective
manner. As such, credit risks exposures may be collateralized? in whole or in part with cash or
securities, or a loan exposure may be guaranteed by a third party. Where these various techniques
meet the minimum conditions mentioned below, banks which take eligible financial collateral are
allowed to reduce their credit exposure to counterparty when calculating their capital requirements
to take account of the risk mitigating effect of the collateral. However, credit risk mitigation is
allowed only on an account by account basis, even within regulatory retail portfolio.

As a general rule, no secured claim should receive a higher capital requirement than an otherwise
identical claim on which there is no collateral. Similarly, the effects of the CRM shall not be double
counted and capital requirement will be applied to banks on either side of the collateralized
transaction: for example, both repos and reverse repos will be subject to capital requirements.

Those portions of claims collateralized by the market value of recognized collateral receive the risk
weight applicable to the collateral instrument. The remainder of the claim should be assigned the
risk weight appropriate to the counter party.

Where the same security has been pledged for both the funded and non funded facilities, banks
should clearly demarcate the value of security held for funded and non funded facility. In cases
where the bank has obtained same security for various forms of facilities; banks are eligible to
claim the CRM benefit across all such exposures up to the eligible value of CRM.

a. Minimum conditions for eligibility:

In order to obtain capital relief towards credit risk mitigation, there are certain basic condition
that needs to be fulfilled. Supervisors will monitor the extent to which banks satisfy these
conditions, both at the outset of a collateralized transaction and on an on-going basis.

1.  Legal certainty:- Collateral is effective only if the legal mechanism by which collateral
is given is robust and ensures that the lender has clear rights over the collateral to
liquidate or retain it in the event of default. Thus, banks must take all necessary steps to
fulfill local contractual requirements in respect of the enforceability of security interest.
The collateral arrangements must be properly documented, with a clear and robust
procedure for the timely liquidation of collateral. A bank's procedures should ensure
that any legal conditions required for declaring the default of the customer and
liquidating the collateral are observed. Where the collateral is held by a custodian, the
bank must seek to ensure that the custodian ensures adequate segregation of the
collateral instruments and the custodian's own assets. Besides that, banks must obtain
legal opinions confirming the enforceability of the collateral arrangements in all
relevant jurisdictions.

2. Low correlation with exposure:- In order for collateral to provide protection, the credit
quality of the obligor and the value of the collateral must not have a material positive

21

A collateralized transaction is one in which: a) banks have a credit exposure or potential credit exposure; and b) that credit
exposures or potential credit exposure is hedged in whole or in part by collateral posted by the counter party or by a third
party on behalf of the counter party.
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correlation. For example, securities issued by the collateral provider - or by any related
group entity - would provide little protection and thus would be ineligible.

Maturity Mismatch:- The maturity of the underlying exposure and the maturity of the
hedge should both be defined conservatively. The effective maturity of the underlying
collateral should be gauged as the longest possible remaining time before the obligor is
scheduled to fulfill its obligation. The collateral must be pledged for at least the life of
the exposure. In case of mismatches in the maturity of the underlying exposure and the
collateral, it shall not be eligible for CRM benefits.

Currency Mismatch:- Ideally the currency of the underlying exposure and the collateral
should be the same. Where the credit exposure is denominated in a currency that differs
from that in which the underlying exposure is denominated, there is a currency
mismatch. Mismatches shall be subject to supervisory haircut of 10%.

Risk Management:- While CRM reduces credit risk, it simultaneously may increase
other risks to which a bank is exposed, such as legal, operational, liquidity and market
risks. Therefore, it is imperative that banks employ robust procedures and processes to
control these risks, including strategy; consideration of the underlying credit; valuation;
policies and procedures; systems; control of roll-off risks; and management of
concentration risk arising from the bank's use of CRM techniques and its effect with the
bank's overall credit profile. In case where these requirements are not fulfilled, NRB
may not recognize the benefit of CRM techniques.

Qualifying criteria for guarantee:- A guarantee (counter guarantee) to be eligible must
represent a direct claim on the protection provider and must be explicitly referenced to
specific exposures or a pool of exposures, so that the extent of the cover is clearly
defined and irrefutable. Other than non-payment by a protection purchaser of money
due in respect of the credit protection contract it must be irrevocable in that there must
be no clause in the contract that would increase the effective cost of cover as a result of
deteriorating credit quality in the hedged exposure. It must also be unconditional in that
there should be no clause in the protection contract outside the control of the bank that
could prevent the protection provider from being obliged to pay out in a timely manner
in the event that the original counter party fails to make the payments due.

On the qualifying default or non-payment of the counter party, the bank may in a
timely manner pursue the guarantor for any monies outstanding under the
documentation governing the transaction. The guarantor may make one lump sum
payment of all monies under such documentation to the bank, or the guarantor may
assume the future payment obligations of the counter party covered by the guarantee.
The bank must have the right to receive any such payments from the guarantor without
first having to take legal actions in order to pursue the counter party payment.

Eligible Collaterals:

1.

Cash deposit (as well as certificates of deposit or fixed deposits or other deposits) with
the bank. The bank may only claim these as CRM if it has specific authority to recover
the amount from this source in case of default.

Fixed Deposit Receipts/Certificates of deposits/other deposits of other Banks and Fls,
who fulfill the capital adequacy requirements, subject to a 20% supervisory haircut.

Gold.
Securities issued by the Government of Nepal and Nepal Rastra Bank.

Guarantee of the Government of Nepal
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4.2

6.  Financial guarantee/counter guarantee of domestic banks and FIs who meet the
minimum capital adequacy requirements subject to a haircut of 20%.

7. Securities/Financial guarantee/Counter guarantee issued by sovereigns.

8.  Securities/Financial guarantee/Counter guarantee issued by MDBs in the list specified
in3.3b(3&4)

9.  Securities/Financial guarantee/Counter guarantee issued by banks with ECA rating 2 or
better. The supervisory haircut shall be 20% and 50% for the banks with ECA rating of
0-1 and 2 respectively.

C. Methodology for using CRM

Step 1: Identify the accounts eligible for capital relief under credit risk mitigation.

Step 2: Assess the value of the exposure and the eligible collateral. The value of the eligible
collateral is the lower of the face value of the instrument or the outstanding amount
of exposure

Step 3: Adjust the value of the eligible collateral in respect of the supervisory haircut in
terms of currency mismatch and other eligibility requirements.

Step 4: Compare the adjusted value of the collateral with the outstanding exposure.

Step 5: The value of the eligible CRM is the lower of the adjusted value of the collateral and
the outstanding exposure.

Step 6: Plot the eligible CRM in the appropriate category of credit risk.

The sum total of net amount of eligible CRM as per “Form No.4 Exhibit of claims with
eligible credit risk mitigants” shall be consistent with the “Form No.3 Eligible Credit Risk
Mitigants” prescribed in this framework.

OPERATIONAL RISK
GENERAL.:

Operational risk is the risk of loss resulting from inadequate internal processes, people, and
systems, or from external events. Operational risk itself is not a new concept, and well run banks
have been addressing it in their internal controls and corporate governance structures. Basel 1l
requires banks to hold capital against the risk of unexpected loss that could arise from the failure of
operational systems.

The most important types of operational risk involve breakdowns in internal controls and corporate
governance. Such breakdowns can lead to financial losses through error, fraud, or failure to perform
in a timely manner or cause the interests of the bank to be compromised in some other way, for
example, by its dealers, lending officers or other staff exceeding their authority or conducting
business in an unethical or risky manner. Other aspects of operational risk include major failure of
information technology systems or events such as major fires or other disasters.

BASIC INDICATOR APPROACH:

Under the basic indicator approach, banks must hold capital for operational risk equal to the
average over the previous three years of a fixed percentage (denoted alpha) of positive annual gross
income.

The capital charge for operational risk may be expressed as follows:
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4.3

Keia = [Y.(Gl1n X)]/N

where:
Kaia = capital charge under the Basic Indicator Approach
GI = annual gross income, where positive, over the previous three years
N = number of the previous three years for which gross income is positive
o = 15 percent.

NRB shall review the capital requirement produced by this approach for general credibility,
especially in relation to a bank's peers and in the event that credibility is lacking, appropriate
supervisory action under Review Process shall be considered.

Figures for the year, in which annual gross income is negative or zero, should be excluded from
both the numerator and denominator while calculating the average. In case where the gross income
for all of the last three years is negative, 5% of total credit and investments net of specific
provisions shall be considered as the capital charge for operational risk. For this purpose
investments shall comprise of money at call, placements, investment in government securities and
other investments irrespective of currency.

Similarly, in case of new banks who have not completed an year of operation and hence whose
average gross income cannot be measured reliably, they shall also be required to compute their
capital charge for operational risk vide the same approach as prescribed for banks with negative
gross income. These banks may use the gross income approach from second year onwards. But,
based on the reasonableness of the so computed capital charge for Operation Risk, during the first
three years of operation, review process may require additional proportion of capital charge if
deemed necessary.

GROSS INCOME:

Gross income is defined as "net Interest Income™ plus "non interest income". It is intended that this
measure should:

a.  begross of any provisions (e.g. for unpaid interest) and write-offs made during the year;

b.  be gross of operating expenses, exclude reversal during the year in respect of provisions and
write-offs made during the previous year(s);

c.  exclude income/gain recognized from the disposal of items of movable and immovable
property;

d.  exclude realized profits/losses from the sale of securities in the “held to maturity” category;

e.  exclude other extraordinary or irregular items of income and expenditure

Thus, for the purpose of capital adequacy requirements, gross income shall be summation of:

a.  Total operating income as disclosed in Profit and Loss account prepared as per NRB directive
no.4. The total operating income comprises of:

1. Net Interest Income
2. Commission and Discount Income
3. Other Operating Income
4. Exchange Fluctuation Income
b.  Addition/deduction in the Interest Suspense during the period.
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5.2

5.3

5.4

Banks shall use the annual audited financials of the last three years for the computation of gross
income under this approach. Hence, the capital requirement for operational risk for a whole
financial year shall remain constant. Until the accounts are finalized for the financial year, banks
shall use the provisional figures for the period, which should be validated by the internal auditor of
the bank.

COMPUTATION OF RISK WEIGHT:

Operational risk-weighted assets are determined by multiplying the operational risk capital charge
by 10 (i.e., the reciprocal of the minimum capital ratio of 10%) and adding together with the risk
weighted exposures for credit risk.

MARKET RISK
DEFINITION OF MARKET RISK:

Market risk is defined as the risk of losses in on-balance sheet and off-balance sheet positions
arising from adverse movements in market prices. The major constituents of market risks are:

a.  The risks pertaining to interest rate related instruments;
b.  Foreign exchange risk (including gold positions) throughout the bank; and

c.  Therisks pertaining to investment in equities and commodities.

SEGREGATION OF INVESTMENT PORTFOLIO:

Banks shall recognize measure, present and disclose the investment instruments as per the
requirement of NFRSs.

NET OPEN POSITION APPROACH:

Out of the various components of market risk, foreign exchange risk is perceived as the
predominant at this time. The effects of other forms of market risk are minimal. Thus, a net open
position approach has been devised to measure the capital requirement for market risk. As
evidenced by its name, this approach only addresses the risk of loss arising out of adverse
movements in exchange rates. This approach will be consolidated over time to incorporate other
forms of market risks as they start to gain prominence.

The designated Net Open Position approach requires banks to allocate a fixed proportion of capital
in terms of its net open position. The banks should allocate 5 percentage of their net open positions
as capital charge for market risk.

NET OPEN POSITION:

Net open position is the difference between the assets and the liability in a currency. In other words,
it is the uncovered volume of asset or liability which is exposed to the changes in the exchange
rates of currencies. For capital adequacy requirements the net open position includes both net spot
positions as well as net forward positions.

For capital adequacy purposes, banks should calculate their net open position in the following
manner:

a.  Calculate the net open position in each of the foreign currencies.
b.  Convert the net open positions in each currency to NPR as per prevalent exchange rates.

c.  Aggregate the converted net open positions of all currencies, without paying attention to long
or short positions.
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6.2

d.  This aggregate shall be the net open position of the bank.
COMPUTATION OF RISK WEIGHT:

Risk-weighted assets in respect of market risk are determined by multiplying the capital charges by
10 (i.e., the reciprocal of the minimum capital ratio of 10%) and adding together with the risk
weighted exposures for credit risk.

REVIEW PROCESS
GENERAL:

The supervisory review process of the framework is intended not only to ensure that banks have
adequate capital to support all the risks in their business, but also to encourage banks to develop
and use better risk management techniques in monitoring and managing their risks. It is the
responsibility of the bank management in developing an internal capital assessment process and
setting capital targets that are commensurate with the bank’s risk profile and control environment
beyond the core minimum requirements.

Nepal Rastra Bank recognizes the significance of the relationship between the amount of capital
held by the bank against its risks and the strength and effectiveness of the bank’s risk management
and internal control processes. However, increased capital should not be viewed as the only option
for addressing increased risks confronting the bank. Other means for addressing risk, such as
strengthening risk management, applying internal limits, strengthening the level of provisions and
reserves, and improving internal controls, must also be considered. Furthermore, capital should not
be regarded as a substitute for addressing fundamentally inadequate control or risk management
processes.

There are three main areas that is particularly suited to treatment under this process: risks
considered under minimum capital requirements which are not fully captured it (e.g. credit
concentration risk); those factors not taken into account by the minimum capital requirements (e.g.
business and strategic risk); and factors external to the bank (e.g. business cycle effects).

In order to achieve the objectives of the supervisory review process, this process has been broadly
divided into three parts:

a. Internal Capital Adequacy Assessment Process (ICAAP)

b.  Supervisory Review

C. Supervisory Response

INTERNAL CAPITAL ADEQUACY ASSESSMENT PROCESS:

The internal capital adequacy assessment process (ICAAP) is a comprehensive process which
requires board and senior management oversight, monitoring, reporting and internal control reviews
at regular intervals to ensure the alignment of regulatory capital requirement with the true risk
profile of the bank and thus ensure long-term safety and soundness of the bank. The key
components of an effective ICAAP are discussed below.

a. Board and senior management oversight

Bank management is responsible for understanding the nature and level of risk being taken by
the bank and how this risk relates to adequate capital levels. It is also responsible for ensuring
that the formality and sophistication of the risk management processes is commensurate with
the complexity of its operations. A sound risk management process, thus, is the foundation
for an effective assessment of the adequacy of a bank’s capital position.
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The board of directors of the bank are responsible for setting the bank’s tolerance for risks.
The board should also ensure that management establishes a mechanism for assessing various
risks; develops a system to relate these risks to the bank’s capital level and sets up a method
for monitoring compliance with internal policies. It is equally important that the board instills
strong internal controls and thereby an effective control environment through adoption of
written policies and procedures and ensures that the policies and procedures are effectively
communicated throughout the bank.

The analysis of a bank’s current and future capital requirements in relation to its strategic
objectives is a vital element of the strategic planning process. The strategic plan should
clearly outline the bank’s capital needs, anticipated capital expenditures, desirable capital
level, and external capital sources. Senior management and the board should view capital
planning as a crucial element in being able to achieve its desired strategic objectives.

Sound capital assessment

Another crucial component of an effective ICAAP is the assessment of capital. In order to be
able to make a sound capital assessment the bank should, at minimum, have the following:

o Policies and procedures designed to ensure that the bank identifies, measures, and reports
all material risks;

e A process that relates capital to the level of risk;

e A process that states capital adequacy goals with respect to risk, taking account of the
bank’s strategic focus and business plan; and

o A process of internal control, reviews and audit to ensure the integrity of the overall
management process.

Comprehensive assessment of risks

All material risks faced by the bank should be addressed in the capital assessment process.
Nepal Rastra Bank recognizes that not all risks can be measured precisely. However, bank
should develop a process to estimate risks with reasonable certainties. In order to make a
comprehensive assessment of risks, the process should, at minimum, address the following
forms of risk.

1.  Credit risk: Banks should have methodologies that enable them to assess the credit
risk involved in exposures to individual borrowers or counterparties as well as at the
portfolio level. The credit review assessment of capital adequacy, at a minimum,
should cover risk rating systems, portfolio analysis/aggregation, large exposures and
risk concentrations.

Internal risk ratings are an important tool in monitoring credit risk. Internal risk ratings
should be adequate to support the identification and measurement of risk from all credit
exposures, and should be integrated into an institution’s overall analysis of credit risk
and capital adequacy. The ratings system should provide detailed ratings for all assets,
not only for problem assets.

2. Credit concentration risk: Risk concentrations are arguably the single most important
cause of major problems in banks. A risk concentration is any single exposure or group
of exposures with the potential to produce losses large enough (relative to a bank’s
capital, total assets, or overall risk level) to threaten a bank’s health or ability to
maintain its core operations.

Lending being the primary activity of most banks, credit risk concentrations are often
the most material risk concentrations within a bank. However, risk concentrations can
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arise in a bank’s assets, liabilities, or off-balance sheet items, through the execution or
processing of transactions (either product or service), or through a combination of
exposures across these broad categories. Credit risk concentrations are based on
common or correlated risk factors, which, in times of stress, have an adverse effect on
the creditworthiness of each of the individual counterparties making up the
concentration.

Such credit concentrations are not addressed in the minimum capital requirements for
credit risk. Thus, banks should have in place effective internal policies, systems and
controls to identify, measure, monitor, and control their credit risk concentrations.
Banks should explicitly consider the extent of their credit risk concentrations in their
assessment of capital adequacy under review process. These policies should cover the
different forms of credit risk concentrations to which a bank may be exposed to. Such
concentrations include but are not limited to:

e Significant exposures to an individual counterparty or group of related
counterparty. Banks might also establish an aggregate limit for the management
and control of all of its large exposures as a group;

e Credit exposures to counterparties in the same economic sector or geographic
region;

o Credit exposures to counterparties whose financial performance is dependent on the
same activity or commaodity; and

e Indirect credit exposures arising from a bank’s CRM activities (e.g. exposure to a
similar type of collateral or credit protection provided by a single counterparty or
same collateral in cases of multiple banking).

A bank’s framework for managing credit risk concentrations should be clearly
documented and should include a definition of the credit risk concentrations relevant to
the bank and how these concentrations and their corresponding limits are calculated.
Limits should be defined in relation to a bank’s capital, total assets or, where adequate
measures exist, its overall risk level. A bank’s management should conduct periodic
stress tests of its major credit risk concentrations and review the results of those tests to
identify and respond to potential changes in market conditions that could adversely
impact the bank’s performance.

Operational risk: The failure to properly manage operational risk can result in a
misstatement of an institution’s risk/return profile and expose the institution to
significant losses. Gross income, used in the Basic Indicator Approach is only a proxy
for the scale of operational risk exposure of a bank and can in some cases
underestimate the need for capital. Thus, banks should develop a framework for
managing operational risk and evaluate the adequacy of capital as prescribed by this
framework. The framework should cover the bank’s appetite and tolerance for
operational risk, as specified through the policies for managing this risk, including the
extent and manner in which operational risk is transferred outside the bank. It should
also include policies outlining the bank’s approach to identifying, assessing, monitoring
and controlling/mitigating the risk.

Market risk: The prescribed approach for the computation of capital charge for market
risk is very simple and thus may not be directly aligned with the magnitude of risk.
Likewise, the approach only incorporates risks arising out of adverse movements in
exchange rates while ignoring other forms of risks like interest rate risk and equity
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risks. Thus, banks should develop a framework that addresses these various forms of
risk and at the same time perform stress tests to evaluate the adequacy of capital.

The use of internal models by the bank for the measurement of market risk is highly
encouraged. Wherever banks make use of internal models for computation of capital
charge for market risks, the bank management should ensure the adequacy and
completeness of the system regardless of the type and level of complexity of the
measurement system as the quality and reliability of the measurement system is largely
dependent on the quality of the data and various assumptions used in the model.

5. Liquidity risk: Liquidity is crucial to the ongoing viability of any financial institution.
Capital positions can have a telling effect on institution’s ability to obtain liquidity,
especially in a crisis. Each bank must have adequate systems for measuring, monitoring
and controlling liquidity risk. Banks should evaluate the adequacy of capital given their
own liquidity profile and the liquidity of the markets in which they operate. Banks are
also encouraged to make use of stress testing to determine their liquidity needs and the
adequacy of capital.

6.  Other risks: Although the ‘other’ risks, such as reputational and strategic risk, are not
easily measurable, banks are expected to take these into consideration as well while
deciding on the level of capital.

Monitoring and reporting

The bank should establish an adequate system for monitoring and reporting risk exposures
and assessing how the bank’s changing risk profile affects the need for capital. The bank’s
senior management or board of directors should, on a regular basis, receive reports on the
bank’s risk profile and capital needs. These reports should allow senior management to:

e Evaluate the level and trend of material risks and their effect on capital levels;

e Evaluate the sensitivity and reasonableness of key assumptions used in the capital
assessment measurement system;

o Determine that the bank holds sufficient capital against the various risks and is in
compliance with established capital adequacy goals; and

e Assess its future capital requirements based on the bank’s reported risk profile and make
necessary adjustments to the bank’s strategic plan accordingly.

Internal control review

The bank’s internal control structure is essential to a sound capital assessment process.
Effective control of the capital assessment process includes an independent review and,
where appropriate, the involvement of internal or external audits. The bank’s board of
directors has a responsibility to ensure that management establishes a system for assessing the
various risks, develops a system to relate risk to the bank’s capital level, and establishes a
method for monitoring compliance with internal policies. The board should regularly verify
whether its system of internal controls is adequate to ensure well-ordered and prudent
conduct of business.

The bank should conduct periodic reviews of its risk management process to ensure its
integrity, accuracy, and reasonableness. Key areas that should be reviewed include:

e Appropriateness of the bank’s capital assessment process given the nature, scope and
complexity of its activities;

e Identification of large exposures and risk concentrations;
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6.3

e Accuracy and completeness of data inputs into the bank’s assessment process;
e Reasonableness and validity of scenarios used in the assessment process; and
e Stress testing and analysis of assumptions and inputs.

SUPERVISORY REVIEW:

Nepal Rastra Bank shall regularly review the process by which a bank assesses its capital adequacy,
risk positions, resulting capital levels, and quality of capital held by a bank. Supervisors shall also
evaluate the degree to which a bank has in place a sound internal process to assess capital
adequacy. The emphasis of the review should be on the quality of the bank’s risk management and
controls and should not result in supervisors functioning as bank management. The periodic review
can involve any or a combination of:

o On-site examinations or inspections;
o Off-site review;
o Discussions with bank management;

¢ Review of work done by external auditors (provided it is adequately focused on the necessary
capital issues); and

e Periodic reporting.

Some of the key areas which will be reviewed during the supervisory review process are discussed
hereunder

a. Review of adequacy of risk assessment

NRB shall assess the degree to which internal targets and processes incorporate the full range
of material risks faced by the bank. Supervisors shall also review the adequacy of risk
measures used in assessing internal capital adequacy and the extent to which these risk
measures are also used operationally in setting limits, evaluating business line performance,
and evaluating and controlling risks more generally. Supervisors shall consider the results of
sensitivity analyses and stress tests conducted by the institution and how these results relate
to capital plans.

b. Assessment of capital adequacy

NRB shall review the bank’s processes to determine that:

e Target levels of capital chosen are comprehensive and relevant to the current operating
environment;

e These levels are properly monitored and reviewed by senior management; and
e The composition of capital is appropriate for the nature and scale of the bank’s business.

NRB shall also consider the extent to which the bank has provided for unexpected events in
setting its capital levels. This analysis should cover a wide range of external conditions and
scenarios, and the sophistication of techniques and stress tests used should be commensurate
with the bank’s activities.

C. Assessment of the control environment

NRB shall consider the quality of the bank’s management information reporting and systems,
the manner in which business risks and activities are aggregated, and management’s record in
responding to emerging or changing risks. In all instances, the capital level at an individual
bank should be determined according to the bank’s risk profile and adequacy of its risk
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management process and internal controls. External factors such as business cycle effects and
the macroeconomic environment should also be considered.

d. Supervisory review of compliance with minimum standards

In order to obtain relief as per this framework banks are required to observe a number of
requirements, including risk management standards and disclosures. In particular, banks will
be required to disclose features of their internal methodologies used in calculating minimum
capital requirements. As part of the supervisory review process, supervisors must ensure that
these conditions are being met on an ongoing basis. Likewise, the supervisors must ensure
that qualifying criteria as specified in the framework are continuously being met as these
criteria are developed as benchmarks aligned with bank management's expectations for
effective risk management and capital allocation.

e. Significance of risk transfer

Securitization or credit sale agreements with recourse may be carried out for purposes other
than credit risk transfer (e.g. funding). Where this is the case, there might still be a limited
transfer of credit risk. However, for an originating bank to achieve reductions in capital
requirements, the risk transfer arising from a securitization or credit sale has to be deemed
sufficient by the NRB. If the risk transfer is considered to be insufficient or non existent,
NRB can require the application of a higher capital requirement or, alternatively, may deny a
bank from obtaining any capital relief from the securitization or transfer agreements.
Therefore, the capital relief that can be achieved will correspond to the amount of credit risk
that is effectively transferred.

f. Credit Risk Mitigants

In case when the eligibility requirements are not fulfilled, NRB will not consider Credit Risk
Mitigants in allocating capital. Similarly, CRM may give rise to residual risks, which may
render the overall risk reduction less effective. Where, these risks are not adequately
controlled by the bank, NRB may impose additional capital charges or take other appropriate
supervisory actions.

g.  Operational risk and Market Risk

The framework prescribes simple approaches for allocating capital for operational and market
risk which may not be directly aligned with the volume and complexity of risk. Thus, the
supervisor shall consider whether the capital requirements generated by the prescribed
approaches give a consistent picture of the individual bank's risk exposure in comparison
with the peer group and the banking industry at large. Where NRB is convinced such is not
the case, appropriate supervisory response is warranted.

h. Market Discipline

The framework requires banks to disclose various key information about their business on a
periodic basis. It is imperative that the banks discharge their obligations under the disclosure
requirements in order to be eligible to claim benefits of CRM. In line with the utmost
significance of this requirement, the supervisor shall review the adequacy of the disclosures.
As a part of this process itself, the supervisor shall regularly review the website of the banks
and review the contents of the site. Wherever the review process identifies any shortcomings
or non-compliances, appropriate supervisory response shall be initiated.

6.4 SUPERVISORY RESPONSE:
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Nepal Rastra Bank expects banks to operate above the minimum regulatory capital ratios. If, NRB
is not convinced about the risk management practices and the control environment, it has the
authority to require banks to hold capital in excess of the minimum.

a. Supervisory adjustments in risk weighted assets and capital

Having carried out the review process as described above, supervisors should take
appropriate action if they are not satisfied with the results of the bank’s own risk assessment
and capital allocation. In such a scenario, NRB shall be empowered to undertake any or
combination of the following adjustments in the banks risk weighted assets and regulatory
capital computations.

1.

Shortfall in provisions made by the bank against adversely classified assets shall be
deducted from the Tier 1 capital.

The loans and facilities extended to Directors, Employees (other than loans given under
Employee rules), Shareholders holding more than 1% percent shares and related parties
as well as loans, advances and facilities restricted by the prevailing rules and
regulations shall be deducted from Tier 1 capital.

In case the bank has provided loans and facilities in excess of its Single Obligor Limits,
10% of all such excess exposures shall be added to the risk weighted exposure for
credit risk.

Where the bank has been involved in the sale of credit with recourse facility, 1% of the
contract (sale) value shall be added to the risk weight for credit risk.

Where the banks do not have satisfactory Assets Liability Management policies and
practices to effectively manage the market risks, an additional risk weight of 1% of Net
Interest Income of the immediate previous financial year shall be added to the risk
weight for market risk.

Where the Net Interest Income of the immediate previous financial year is negative, 1%
of the total credit and investments net of specific provisions shall be the capital charge
for unsatisfactory ALM policies and practices.

Where the bank's net liquid asset to total deposit ratio is less than 20%, a risk weight of
1% (as given in the table below) of total deposit, for each percent or portion of percent
shortfall in such ratio, is added to total of the Risk Weighted Exposures.

Net liquid asset to total deposit | A risk weight to be added to the Risk Weighted
ratio Exposures

19% - less than 20% 1% of total deposit

18% - less than 19% 2% of total deposit

17% - less than 18% 3% of total deposit

16% - less than 17% 4% of total deposit

15% - less than 16% 5% of total deposit and so on.

For this purpose, liquid assets include cash and bank balances, money at call & short
notice, placement upto 90 days and investment in government securities. Borrowings
repayable upto 90 days is deducted from liquid assets to obtain net liquid assets.

Note: Aforesaid Provision shall be effective from Falgun end 2066 BS.

Where the banks do not adopt sound practices for the management of operational risk,
an additional capital charge of 2% to 5% of Gross Income of immediate previous
financial year shall be levied for operational risks.
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7.2

8. Where the Gross Income determined for computation of capital charge of Operational
Risk for all of the last three years is negative and where the banks themselves have not
addressed the capital charge for operational risk, 5% of the total credit and investments
net of specific provisions shall be the capital charge for operational risk.

New banks who have not completed a year of operation and hence whose gross income
cannot be measured reliably and where the banks themselves have not addressed the
capital charge for operational risk, shall also be required to compute their capital charge
for operational risk vide the same approach as prescribed for banks with negative gross
income. These banks may use the gross income approach from second year onwards.
But, based on the reasonableness of the so computed capital charge for Operation Risk,
during the first three years of operation, review process may require additional
proportion of capital charge.

9.  During the course of review, where the supervisor is not satisfied with the overall risk
management policies and procedures of the bank, the total risk weighted exposures of
the bank shall be increased up to 5%.

10. In case the bank has not achieved the desired level of disclosure requirements, the total
risk weighted exposures of the bank shall be increased up to 3%.

11. Banks that do not meet the eligibility requirements to claim the benefit under credit risk
mitigation techniques shall not be allowed the benefit of CRM.

b. Corrective Actions for Non-Compliances

1. The failure on part of the banks to meet the provisions of this framework shall be
considered as a violation of the NRB directives and shall attract stipulated actions. The
nature of the enforcement action largely depends on degree of the capital adequacy of
the bank. The trigger points and the prescribed action in case of non-compliance shall
be as per the provisions of Prompt Corrective Action Bylaw 2074 propounded by
Nepal Rastra Bank.

DISCLOSURE
GENERAL:

The purpose of disclosure requirements is to complement the minimum capital requirements and
the review process by developing a set of disclosure requirements which will allow market
participants to assess key pieces of information on the scope of application, capital, risk exposures,
risk assessment processes, and hence the capital adequacy of the bank. It is believed that providing
disclosures that are based on a common framework is an effective means of informing the market
about a bank’s exposure to those risks and provides a consistent and comprehensive disclosure
framework that enhances comparability. The importance of disclosure is more pronounced in cases
of bank that rely on internal methodologies in assessing capital requirements.

DISCLOSURE PRINCIPLES:

Banks should have a formal disclosure policy approved by the Board of Directors that addresses the
bank’s approach for determining what disclosures it will make and the internal controls over the
disclosure process. In addition, banks should implement a process for assessing the appropriateness
of their disclosures, including validation and frequency. While deciding on the disclosure policy,
the board should pay due attention to strike a balance between materiality and proprietary and
confidential information.

a. Materiality
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7.3

7.4

Besides the minimum prescribed disclosure requirements, a bank should decide which
additional disclosures are relevant for it based on the materiality concept. Information would
be regarded as material if its omission or misstatement could change or influence the
assessment or decision of a user relying on that information for the purpose of making
economic decisions.

b. Proprietary and confidential information

Proprietary information encompasses information (for example on products or systems), that
if shared with competitors would render a bank’s investment in these products/systems less
valuable, and hence would undermine its competitive position. Information about customers
is often confidential, in that it is provided under the terms of a legal agreement or
counterparty relationship. This has an impact on what banks should reveal in terms of
information about their customer base, as well as details on their internal arrangements, for
instance methodologies used, parameter estimates, data etc. The disclosure requirements set
out below by NRB aims to strike an appropriate balance between the need for meaningful
disclosure and the protection of proprietary and confidential information.

VALIDATION:

The disclosures of the bank should be subjected to adequate validation. In addition, supplementary
material (such as Management’s Discussion and Analysis) that is published should also be
subjected to sufficient scrutiny (e.g. internal control assessments, etc.) to satisfy the validation
issue. If material is not published under a validation regime, for instance in a stand alone report or
as a section on a website, then management should ensure that appropriate verification of the
information takes place, in accordance with the general disclosure principles.

DISCLOSURE REQUIREMENTS:

Banks should at minimum, disclose the following information at the stipulated time intervals. At
the same time, banks shall be free to disclose any other information they consider important for its
stakeholders as and when they consider necessary, beyond the prescribed requirements.

a.  Banks should provide the following disclosures as at end of each financial year along with the
annual financial statements.

1.  Capital structure and capital adequacy

o Tier 1 capital and a breakdown of its components;
o Tier 2 capital and a breakdown of its components;

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

Deductions from capital;

Total qualifying capital;

Capital adequacy ratio;

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

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

2. Risk exposures

O O O O

o Risk weighted exposures for Credit Risk, Market Risk and Operational Risk;
o Risk Weighted Exposures under each of 11 categories of Credit Risk;
o Total risk weighted exposure calculation table;
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o Amount of NPAs (both Gross and Net)

> Restructure/Reschedule Loan

» Substandard Loan

> Doubtful Loan

» Loss Loan
o NPA ratios
» Gross NPA to gross advances
> Net NPA to net advances
Movement of Non Performing Assets
Write off of Loans and Interest Suspense
Movements in Loan Loss Provisions and Interest Suspense
Details of additional Loan Loss Provisions

Segregation of investment portfolio into Held for trading, Held to maturity and
Available for sale category

Risk Management Function

O O O O O

o For each separate risk area (Credit, Market and Operational risk), banks must
describe their risk management objectives and policies, including:

» Strategies and processes;
The structure and organization of the relevant risk management function;
The scope and nature of risk reporting and/or measurement systems; and

Policies for hedging and/or mitigating risk and strategies, and processes for
monitoring the continuing effectiveness of hedges/mitigants.

o Types of eligible credit risk mitigants used and the benefits availed under CRM.

YV V V

All commercial banks should make following disclosures on a quarterly basis on their
respective websites.

O O O O O O O

Tier 1 capital and a breakdown of its components;
Tier 2 capital and a breakdown of its components;

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

Deductions from capital;

Total qualifying capital;

Capital adequacy ratio;

Risk weighted exposures for Credit Risk, Market Risk and Operational Risk;
Risk Weighted Exposures under each of 11 categories of Credit Risk;
Total risk weighted exposure calculation table;

Amount of NPAs (both Gross and Net)

» Restructure/Reschedule Loan

» Substandard Loan

» Doubtful Loan

» Loss Loan

NPA ratios

» Gross NPA to gross advances

» Net NPA to net advances

gug ‘@’ gY



Movement of Non Performing Assets

Write off of Loans and Interest Suspense

Movements in Loan Loss Provisions and Interest Suspense

Details of Additional Loan Loss Provisions

Segregation of investment portfolio into Held for trading, Held to maturity and Available

for sale category

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

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

Disclosure requirements under this framework should also be published in the respective

websites of the banks. Such disclosures of the banks should also be updated to reflect the

capital adequacy position of the banks after the supervisory adjustments under the review

process. Banks that do not host a website yet are required to make the necessary

arrangements to host a website immediately.

O O O O O

Banks are required to report to NRB their capital adequacy computations, according to the
format as specified in Annexure of this framework on a monthly basis within one month after
the end of the month or as required by NRB from time to time. All such returns has to be
validated by the internal auditor of the bank. If the monthly internal audit could not be carried
out, it should be disclosed on the monthly returns. But, such returns at the end of each quarter
must be submitted with the validation from the internal auditor of the bank.

In addition to the returns specified above, a bank must inform NRB within 30 days of:

1. Any breach of the minimum capital adequacy requirements set out in this framework
together with an explanation of the reasons for the breach and the remedial measures it
has taken to address those breaches.

2. Any concerns it has about its capital adequacy, along with proposed measures to address
these concerns.

Full compliance of these disclosure requirements is a pre-requisite before banks can obtain
any capital relief (i.e., adjustments in the risk weights of collateralized or guaranteed
exposures) in respect of any credit risk mitigation techniques.

FORM NO. 1 CAPITAL ADEQUACY TABLE

(Rs.In .....)
. . Current Previous
1. 1 Risk Weighted Exposures Period Period
a | Risk Weighted Exposure for Credit Risk
b | Risk Weighted Exposure for Operational Risk
¢ | Risk Weighted Exposure for Market Risk
Adjustments under Pillar 11
Adjustment as per SRP 6.4a (5)
Adjustment as per SRP 6.4a (6)
Adjustment as per SRP 6.4a (7)
Adjustment as per SRP 6.4a (9)
Adjustment as per SRP 6.4a (10)
Total Risk Weighted Exposures (After Bank's adjustments of
Pillar 1)
Current Previous
1.2 CAPITAL Period Period
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Core Capital (Tier 1)

Paid up Equity Share Capital

Irredeemable Non-cumulative preference shares

Share Premium

Proposed Bonus Equity Shares

Statutory General Reserves

Retained Earnings

Un-audited current year cumulative profit/(Loss)

Capital Redemption Reserve

Capital Adjustment Reserve

Debenture Redemption Reserves

Dividend Equalization Reserves

Other Free Reserve

Less: Goodwill

Less: Fictitious Assets

Less: Investment in equity in licensed Financial Institutions

Less: Investment in equity of institutions with financial interests

Less: Investment in equity of institutions in excess of limits

Less: Investments arising out of underwriting commitments

""U’"_Q'OODB_‘_'_':T@ =h|D | |O |T|D

Less: Reciprocal crossholdings

Less: Purchase of land & building in excess of limit &
unutilized

c

v | Less: Other Deductions

Adjustments under Pillar 11
Less: Shortfall in Provision (6.4 a 1)

Less: Loans and Facilities extended to Related Parties
and Restricted lending (6.4 a 2)

w

upplementary Capital (Tier 1) 0 0

Cumulative and/or Redeemable Preference Share

Subordinated Term Debt

Hybrid Capital Instruments

General Loan Loss Provision

Exchange Equalization Reserve

=h|D |0 |T|D

Investment Adjustment Reserve

Accrued Interest Receivable on pass loan included in Regulatory
Reserve

o «Q

Interest Capitalized Reserve included in Regulatory Reserve

Regulatory reserve for nonbanking assets recorded within

: the last 24 months.

j Other Reserves

Total Capital Fund (Tier I and Tier 1) 0 0

1.3 CAPITAL ADEQUACY RATIOS Current Previous

Period Period
Tier 1 Capital to Total Risk Weighted Exposures (After Bank's
adjustments of Pillar I1)

Tier 1 and Tier 2 Capital to Total Risk Weighted Exposures(After
Bank's adjustments of Pillar 1)

**The balance of employee training and capacity development fund, Corporate Social Responsibilty
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Fund, Regulatory Reserve and other funds that are restricted for distribution and Fair Value Reserve,
Actuarial Loss (positive figure from OCI) should not be included in Other Free Reserve
*FHERI TLAT AT HT, FEINTT AHISE JaRaTad ®¥, A SHer &l Mutad sErer a4r Fair Value
Reserve, Actuarial Loss &I e T&® &l OC| are fafsia STt qofieoar auraey T4 qrge & |

Note: This table should be based on the figures as reported in financial statements, as per applicable

reporting standards.

FORM NO. 2: RISK WEIGHTED EXPOSURE FOR CREDIT RISK

(Rs.n .....)
Specific
Provisio
n& Eligib Risk Risk
\I?gl(:; t Valuatio le VNaflje Weig | Weighted

A. Balance Sheet Exposures n CRM ht | Exposures

Adjustm

ent
a b c d:i'b' e f=d*e

Cash Balance 0 0 0] 0% 0
Balance With Nepal Rastra Bank 0 0 0] 0% 0
Gold 0 0 0] 0% 0
Investment in Nepalese Government 0 0 0] 0% 0
All Claims on Government of Nepal 0 0 0| 0% 0
Investment in Nepal Rastra Bank securities 0 0 0| 0% 0
All claims on Nepal Rastra Bank 0 0 0] 0% 0
Claims on Foreign Government and Central 0
Bank (ECA 0-1) 0 0 0 0% 0
Claims on Foreign Government and Central 0
Bank (ECA -2) 0 0 0 0| 20% 0
Claims on Foreign Government and Central 0
Bank (ECA -3) 0 0 0 0| 50% 0
Claims on Foreign Government and Central 0 0 0 0 100 0
Bank (ECA-4-6) %
Claims on Foreign Government and Central 0 0 0 0 150 0
Bank (ECA -7) %
Claims On BIS, IMF, ECB, EC and on
Multilateral Development Banks (MDB's) 0 0 0| 0% 0
recognized by the framework
Claims on Other Multilateral Development 0 0 0 0 100 0
Banks %
Claims on Domestic Public Sector Entities 0 0 0 0 1300 0
Claims on Public Sector Entity (ECA 0-1) 0 0 0 0| 20% 0
Claims on Public Sector Entity (ECA 2) 0 0 0 0| 50% 0
Claims on Public Sector Entity (ECA 3-6) 0 0 0 0 1(300 0
Claims on Public Sector Entity (ECA 7) 0 0 0 0] 150 0
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%
Claims on dor_nestlc banks that meet capital 0 0 0 0l 20% 0
adequacy requirements
Claims on domestic banks that do not meet 100
. X 0 0 0 0 0
capital adequacy requirements %
Claims on foreign bank (ECA Rating 0-1) 0 0 0 0] 20% 0
Claims on foreign bank (ECA Rating 2) 0 0 0 0] 50% 0
Claims on foreign bank (ECA Rating 3-6) 0 0 0 0| 100 0
Claims on foreign bank (ECA Rating 7) 0 0 0 0| 150 0
Claims on foreign bank incorporated in
SAARC region and China operating with a 0
buffer of 1% above their respective 0 0 0 0 20% 0
regulatory capital requirement
Claims on Domestic Corporate (Credit rating 0
Score equivalent to AAA) 0 0 0 0| 50% 0
Claims on Domestic Corporate(Credit rating
Score equivalentto AA+to AA-) 0 0 0 0| 70% 0
Claims on Domestic Corporate(Credit rating
Score equivalentto A+ to A-) 0 0 0 0] 80% 0
Claims on Domestic Corporate(Credit rating 0 0 0 0 100 0
Score equivalent to BBB+ & below) %
Claims on Domestic Corporate (Unrated) 0 0 0 0 102)0 0
Claims on Foreign Corporates (ECA 0-1) 0 0 0 0| 20% 0
Claims on Foreign Corporates (ECA 2) 0 0 0 0] 50% 0
Claims on Foreign Corporates (ECA 3-6) 0 0 0 0] 100 0
Claims on Foreign Corporates (ECA 7) 0 0 0 0] 150 0
Regulatory Retail Portfolio (Not Overdue) 0 0 0 0| 75% 0
Claims fulfilling all criterion of regulatory 100
. . 0 0 0 0 0
retail except granularity %
Claims secured by residential properties 0 0 0 0] 60% 0
Claims not fully secured by residential 0 0 0 0] 150 0
Claims secured by residential properties 0 0 0 0] 100 0
Claims secured by Commercial real estate 0 0 0 0] 100 0
Past due claims (except for claim secured by 150
S : 0 0 0 0 0
residential properties) %
. . . 150
High Risk claims 0 0 0 0 % 0
. . . 100
Lending against securities (bonds) 0 0 0 0 % 0
Lending against Shares 0 0 0 0] 100 0
Real Estate loans for land acquisition and
development (for institutions 100
registred/licensed  and  approved by 0 0 0 0 o 0
Government of Nepal for land acquisition 0
and development purposes)
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Personal Hirepurchase/Personal Auto Loans 0 0 0 0 1(2)0 0
Real Estate loans for land acquisition and
development (Other than mentioned in 125
Capital Adequacy framework 2007-point %
3.3()(1))
Staff loan secured by residential property 0 0 0 0| 50% 0
Interest Receivable/claim on government 0 0 0 0] 0% 0
Cash in transit and other cash items in the 0
process of collection 0 0 0 0| 20% 0
Other Assets (as per attachment) 0 0 0 0] 100 0
TOTAL 0 0 0 0 0
Gross | Specific |Eligib Net Risk Risk
Book | Provisio le Value Weig | Weighted
B. Off Balance Sheet Exposures Value n CRM ht | Exposures
a b c dzi'b' e f=d*e
Revocable Commitments 0 0 0| 0% 0
Bills Under Collection 0 0 0| 0% 0
Forward Exchange Contract Liabilities 0 0 0 0| 10% 0
LC Commitments With Original Maturity
Upto 6 months 0 0 0 0| 20% 0
Domestic counterparty
Foreign counterparty (ECA Rating 0-1) 0 0 0 0| 20% 0
Foreign counterparty (ECA Rating 2) 0 0 0 0| 50% 0
Foreign counterparty (ECA Rating 3-6) 0 0 0 0 1&0 0
Foreign counterparty (ECA Rating 7) 0 0 0 0 1(;)0 0
LC Commitments With Original Maturity
Over 6 months 0 0 0 0| 50% 0
Domestic counterparty
Foreign counterparty (ECA Rating 0-1) 0 0 0 0| 20% 0
Foreign counterparty (ECA Rating 2) 0 0 0 0| 50% 0
Foreign counterparty (ECA Rating 3-6) 0 0 0 0 1(300 0
Foreign counterparty (ECA Rating 7) 0 0 0 0 1(;)0 0
Bid Bond, Performance Bond and Counter
guarantee 0 0 0 0| 40% 0
Domestic counterparty
Foreign counterparty (ECA Rating 0-1) 0 0 0 0| 20% 0
Foreign counterparty (ECA Rating 2) 0 0 0 0| 50% 0
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Foreign counterparty (ECA Rating 3-6) 0 0 0 0 1(2)0
Foreign counterparty (ECA Rating 7) 0 0 0 0 1500
Underwriting commitments 0 0 0 0| 50%
Lending of Bank's Securities or Posting of 100
L 0 0 0 0
Securities as collateral %
Repurchase Agreements, Assets sale with 0 0 0 0 100
recourse %
Advance Payment Guarantee 0 0 0 0 1(2)0
Financial Guarantee 0 o| o 0| 10
Acceptances and Endorsements 0 0 0 0 102)0
Unpaid portion of Partly paid shares and 100
oo 0 0 0 0
Securities %
Irrevocable Credit commitments (Short 0 0 0 0l 20%
Term)
Irrevocable Credit commitments (Long 0 0 0 0| 50%
Term)
Claims on foreign bank incorporated in
SAARC region operating with a buffer 01_‘ 0 0 0 ol 20%
1% above their respective regulatory capital
requirement
Other Contingent Liabilities 0 0 0 0 102)0
. . 200
Unpaid Guarantee Claims 0 0 0 0 %
TOTAL 0 0 0 0
Total RWE for Credit Risk Before 0 0 0 0
Adjustment (A) +(B)
Adjustments under Pillar 11
Add: 10% of the loan and facilities in 0
excess of Single Obligor Limits(6.4 a 3)
Add: 1% of the contract(sale) value in
case of the sale of credit with recourse
(6.4a4)
Total RWE for credit Risk (After Bank's
adjustments of Pillar 11)
FORM NO.3 ELIGIBLE CREDIT RISK MITIGANTS
Credit exposures Deposit |Deposit | Gol | Govt. |G'te |Sec/G'te |G'tee of | G'tee Sec/G't |Tota
swith | swith | d & |eof | eof |domesti | of |eeof I
Bank | other NRB |Govt | Other |cbanks |MDB |Foreig
banks/F Securi | . of | Soverei S n
I ties |Nep | gns Banks
al
(a) (b) J() [ (d) [() | (f @ [ (M) | ()

gug ‘@’ 9




Credit exposures

Deposit
s with
Bank

Deposit
s with
other
banks/F
I

Gol

Govt.
&
NRB
Securi
ties

G'te
e of
Govt
.of
Nep
al

Sec/G'te
e of
Other
Soverei
gns

G'tee of
domesti
¢ banks

G'tee
of
MDB

Sec/G't
ee of
Foreig
n
Banks

Tota

(@)

(b)

(©)

(d)

(€)

()

(9)

(h)

(i)

Balance Sheet Exposures

Claims on Foreign government and
Central Bank (ECA -2)

Claims on Foreign government and
Central Bank (ECA -3)

Claims on Foreign government and
Central Bank (ECA-4-6)

Claims on Foreign government and
Central Bank (ECA -7)

Claims on Other Multilateral
Development Banks

Claims on Domestic Public Sector
Entity

Claims on Public Sector Entity
(ECA0-1)

Claims on Public Sector Entity
(ECA2)

Claims on Public Sector Entity
(ECA 3-6)

Claims on Public Sector Entity
(ECAT)

Claims on domestic banks that
meet capital adequacy
requirements

Claims on domestic banks that do
not meet capital adequacy
requirements

Claims on foreign bank (ECA
Rating 0-1)

Claims on foreign bank (ECA
Rating 2)

Claims on foreign bank (ECA
Rating 3-6)

Claims on foreign bank (ECA
Rating 7)

Claims on  foreign bank
incorporated in SAARC region and
China operating with a buffer of
1% above their  respective
regulatory capital requirement

Claims on Domestic Corporates

o

Claims on Foreign Corporates
(ECA 0-1)
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Credit exposures Deposit |Deposit | Gol | Govt. |G'te |Sec/G'te |G'tee of | G'tee [Sec/G't |Tota

swith | swith | d & |eof | eof |domesti | of |eeof I

Bank | other NRB [Govt | Other |cbanks [MDB |Foreig

banks/F Securi | .of | Soverei S n
I ties [Nep | gns Banks
al

(a) (b) () [ (d) () | (F) @ | () | ()
Claims on Foreign Corporates 0
(ECA 2)
Claims on Foreign Corporates 0
(ECA 3-6)
Claims on Foreign Corporates 0
(ECAT)
Regulatory Retail Portfolio (Not 0
Overdue)
Claims fulfilling all criterion of 0
regulatory retail except granularity
Claims secured by residential 0
properties
Claims not fully secured by 0
residential properties
Claims secured by residential 0
properties (Overdue)
Claims secured by Commercial 0
real estate
Past due claims (except for claim 0
secured by residential properties)
High Risk claims 0
Lending against securities 0
(bonds)
Lending against Shares 0
Real Estate loans for land 0
acquisition and development (for
institutions registred/licensed and
approved by Government of
Nepal for land acquisition and
development purposes)
Personal  Hirepurchase/Personal 0
Auto Loans
Real Estate loans for land 0
acquisition and development
(Other than mentioned in Capital
Adequacy framework 2007-point
3.3(NM)i)
Investments in equity and other 0
capital instruments of institutions
listed in the stock exchange
Investments in equity and other 0

capital instruments of institutions
not listed in the stock exchange
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Credit exposures Deposit |Deposit | Gol | Govt. |G'te |Sec/G'te |G'tee of | G'tee [Sec/G't |Tota
swith | swith | d & |eof | eof |domesti | of |eeof I
Bank | other NRB [Govt | Other |cbanks [MDB |Foreig
banks/F Securi | .of | Soverei S n
I ties [Nep | gns Banks
al
(@) (b) [(© [ | | () @ [ () | ()
Other Assets (as per attachment)
Total 0
Off Balance Sheet Exposures
Forward  Exchange  Contract
Liabilities
LC Commitments With Original 0
Maturity Upto 6 months
Domestic counterparty
Foreign counterparty (ECA 0
Rating 0-1)
Foreign counterparty (ECA Rating 0
2)
Foreign counterparty (ECA Rating 0
3-6)
Foreign counterparty (ECA Rating 0
7)
LC Commitments With Original 0
Maturity Over 6 months
Domestic counterparty
Foreign counterparty (ECA Rating 0
0-1)
Foreign counterparty (ECA Rating 0
2)
Foreign counterparty (ECA Rating 0
3-6)
Foreign counterparty (ECA Rating 0
7)
Bid Bond, Performance Bond and 0
Counter guarantee
Domestic counterparty
Foreign counterparty (ECA Rating 0
0-1)
Foreign counterparty (ECA Rating 0
2)
Foreign counterparty (ECA Rating 0
3-6)
Foreign counterparty (ECA Rating 0
7)
Underwriting commitments 0
Lending of Bank's Securities or 0
Posting of Securities as collateral
Repurchase Agreements, Assets 0

sale with recourse
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Credit exposures Deposit |Deposit | Gol | Govt. |G'te |Sec/G'te |G'tee of | G'tee [Sec/G't |Tota
swith | swith | d & |eof | eof |domesti| of |eeof I
Bank | other NRB [Govt | Other |cbanks [MDB |Foreig
banks/F Securi | .of | Soverei S n
I ties [Nep | gns Banks
al
(a) (b) () [ (d) () | (F) @ | () | ()
Advance Payment Guarantee 0
Financial Guarantee 0
Acceptances and Endorsements 0
Unpaid portion of Partly paid 0
shares and Securities
Irrevocable Credit commitments 0
(Short Term)
Irrevocable Credit commitments 0
(Long Term)
Other Contingent Liabilities 0
Total 0
Grand Total
FORM NO.4 EXHIBIT OF CLAIMS WITH CREDIT RISK MITIGANTS
(Rs.In ................)
S. Counterparty | Categor | Facility | Outstandin Eligible CRM
N. y Nature Gross Haircut Net
Amount Amount
FORM NO.5 OTHER ASSETS
S.No. | Assets Gross Amount Specific Net
Provision & | Balance
Valuation
Adjustment
1 Current tax assets 0
2 Investment property 0
3 Property and equipment 0
4 Assets held for sale 0
5 Other non-banking assets 0
6 Bills receivable 0
7 Accounts receivable 0
8 Accrued income 0
9 Prepayment and deposits 0
10 Income tax deposits 0
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11 Deferred employee expenditure 0

12 Others

TOTAL 0 0 0
FORM NO. 6: RISK WEIGHTED EXPOSURE FOR OPERATIONAL RISK

Particulars FY ... FY ... FY ......

Net Interest Income

Commission and Discount Income

Other Operating Income

Exchange Fluctuation Income

Addition/Deduction in Interest Suspense during the period

Gross income (a)

Alfa (b) 15% 15% 15%

Fixed Percentage of Gross Income [c=(axb)]

Capital Requirement for Operational Risk (d) (average of c)

Risk Weight (reciprocal of capital requirement of 10%) in

times (e) 10

Equivalent Risk Weight Exposure [f=(dxe)]

PILLAR-11 ADJUSTMENTS

If Gross Income for all the last three years is negative(6.4 a

8)

Total Credit and Investment (net of Specific Provision)

Capital Requirement for Operational Risk (5%)

Risk Weight (reciprocal of capital requirement of 10%) in times 10

Equivalent Risk Weight Exposure [g]

Equivalent Risk Weight Exposure [h=f or g)

FORM NO.7 RISK WEIGHTED EXPOSURE FOR MARKET RISK

S.No. Currency Open Position (FCY) Open Position (NPR) Relevant Open
Position
1 INR
2 usD
3 GBP
4 EURO
5 THB
6 CHF
7 |
8 |
9 | ..
Total Open Position (a)
Fixed Percentage (b) 5%

Capital Charge for Market Risk [c=(axb)]

Risk Weight (reciprocal of capital requirement of 10%) in times (d)
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| Equivalent Risk Weight Exposure [e=(cxd)]

FORM NO. 8 NET LIQUID ASSETS TO TOTAL DEPOSIT RATIO

(Rs.In .....)

Particulars

Amount

Total Deposit and Borrowing (A)

Total Deposit(as per NRB Ni.Fa. 9.1)

Total Borrowing(as per NRB Ni.Fa. 9.1)

Liquid Assets (B)

Cash(9.1)

Bank Balance(9.1)

Money at call and short notice (9.1)

Investment in government Securities(9.1)

Placement upto 90 days

Borrowings payable upto 90 days (C)

Net Liquid Assets (D)=(B-C)

Net Liquid Assets to Total Deposit

Shortfall in Ratio

Amount to be added to Risk Weighted Exposures
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A FEq9R: A0 3 FHISTHE! FRATET & G o a1 (O qeqrars uarsd!
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Name of the Bank or Financial Institution

Consolidated Statement of Financial Position

Group Bank
Current Previous Current Previous
Note Year Year Year Year
Assets
Cash and cash equivalent 4.1
Due from Nepal Rastra Bank 4.2
Placement with Bank and Financial Institutions 4.3
Derivative financial instruments 4.4
Other trading assets 4.5
Loan and advances to B/Fls 4.6
Loans and advances to customers 4.7
Investment securities 4.8
Current tax assets 4.9
Investment in subsidiaries 4.10
Investment in associates 4.11
Investment property 4,12
Property and equipment 4.13
Goodwill and Intangible assets 4.14
Deferred tax assets 4.15
Other assets 4.16
Total Assets
Current Previous Current Previous
Note Year Year Year Year
Liabilities
Due to Bank and Financial Institutions 4.17
Due to Nepal Rastra Bank 4.18
Derivative financial instruments 4.19
Deposits from customers 4.20
Borrowing 4.21
Current Tax Liabilities 4.9
Provisions 4.22
Deferred tax liabilities 4.15
Other liabilities 4.23
Debt securities issued 4.24
Subordinated Liabilities 4.25
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Total liabilities

Equity

Share capital 4.26
Share premium

Retained earnings

Reserves 4.27

Total equity attributable to equity holders
Non-controlling interest

Total equity

Total liabilities and equity

Contingent liabilities and commitment 4.28
Net assets value per share

Name of the Bank or Financial Institution

Consolidated Statement of Profit or Loss
For the year ended ......Asar 20.......

Group Bank
Current Previous Current Previous
Note Year Year Year Year
Interest income 4.29
Interest expense 4.30

Net interest income

Fee and commission income 431
Fee and commission expense 4.32

Net fee and commission income

Net interest, fee and commission income

Net trading income 4.33
Other operating income 4.34

Total operating income

Impairment charge/(reversal) for loans and other

losses 4.35
Net operating income

Operating expense

Personnel expenses 4.36
Other operating expenses 4.37
Depreciation & Amortization 4.38
Operating Profit

Non operating income 4.39
Non operating expense 4.40
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Profit before income tax

Income tax expense 4.41
Current Tax
Deferred Tax

Profit for the year

Profit attributable to:
Equity holders of the Bank
Non-controlling interest

Profit for the year

Earnings per share
Basic earnings per share
Diluted earnings per share

Name of the Bank or Financial Institution
Consolidated Statement of Comprehensive Income
For the year ended ......Asar 20.......

Group

Bank

Current Previous
Note Year Year

Current
Year

Previous
Year

Profit for the year
Other comprehensive income, net of income tax

a) Items that will not be reclassified to profit or loss
e Gains/(losses) from investments in equity instruments measured at fair value
e Gains/(losses) on revalution
o Atuarial gains/(losse) on defined benefit plans
e Income tax relating to above items
Net other comprehsive income that will not be reclassified to profit or loss

b) Items that are or may be reclassified to profit or loss
Gains/(losses) on cash flow hedge
Exchange gains/(losses) (arising from translating financial assets of foreign operation)

Income tax relating to above items

Reclassify to profit or loss

Net other comprehsive income that are or may be reclassified to profit or loss
c) Share of other comprehensive income of associate accounted as per equited method
Other comprehensive income for the year, net of income tax

Total comprehensive income for the year

Total comprehensive income attributable to:
Equity holders of the Bank
Non-controlling interest

Total comprehensive income for the period
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Name of the Bank or Financial Institution

Group
Attributable to equity holders of the Bank

Share Capital
Share
premium
General
reserve

Exchange
equalization

reserve

Regulatory

reserve

Fair value

reserve

Revaluation

reserve

Retained

earning

Other reserve

Total

Non-controlling interest
Total equity

Balance at Sawan 1, 20...

Adjustment/Restatement
Adjusted/Restated balance at Sawan 1, 20.....
Comprehensive income for the year
Profit for the year
Other comprehensive income, net of tax
Gains/(losses) from investments in equity instruments measured at fair value
Gains/(losses) on revalution
Atuarial gains/(losse) on defined benefit plans
Gains/(losses) on cash flow hedge
Exchange gains/(losses) (arising from translating financial assets of foreign operation)
Total comprehensive income for the year
Transfer to reserve during the year
Transfer from reserve during the year
Transactions with owners, directly recognised in equity
Share issued
Share based payments
Dividends to equity holders
Bonus shares issued
Cash dividend paid
Other

Total contributions by and distributions
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Balance at Asar end 20.....

Balance at Sawan 1, 20......

Comprehensive income for the year
Profit for the year
Other comprehensive income, net of tax
Gains/(losses) from investments in equity instruments measured at fair value
Gains/(losses) on revalution
Atuarial gains/(losse) on defined benefit plans
Gains/(losses) on cash flow hedge
Exchange gains/(losses) (arising from translating financial assets of foreign operation)
Total comprehensive income for the year
Transfer to reserve during the year
Transfer from reserve during the year
Transactions with owners, directly recognized in equity
Share issued
Share based payments
Dividends to equity holders
Bonus shares issued
Cash dividend paid
Other

Total contributions by and distributions

Balance at Asar end 20.....
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Balance at Sawan 1, 20...

Adjustment/Restatement
Adjusted/Restated balance at Sawan 1, 20.....
Comprehensive income for the year
Profit for the year
Other comprehensive income, net of tax
Gains/(losses) from investments in equity instruments measured at fair value
Gains/(losses) on revalution
Atuarial gains/(losse) on defined benefit plans
Gains/(losses) on cash flow hedge
Exchange gains/(losses) (arising from translating financial assets of foreign operation)
Total comprehensive income for the year
Transfer to reserve during the year
Transfer from reserve during the year
Transactions with owners, directly recognised in equity
Share issued
Share based payments
Dividends to equity holders
Bonus shares issued
Cash dividend paid
Other

Total contributions by and distributions

Balance at Asar end 20.....

Balance at Sawan 1, 20......
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Comprehensive income for the year
Profit for the year
Other comprehensive income, net of tax
Gains/(losses) from investments in equity instruments measured at fair value
Gains/(losses) on revalution
Atuarial gains/(losse) on defined benefit plans
Gains/(losses) on cash flow hedge
Exchange gains/(losses) (arising from translating financial assets of foreign operation)
Total comprehensive income for the year
Transfer to reserve during the year
Transfer from reserve during the year
Transactions with owners, directly recognized in equity
Share issued
Share based payments
Dividends to equity holders
Bonus shares issued
Cash dividend paid
Other

Total contributions by and distributions

Balance at Asar end 20.....
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Name of the Bank or Financial Institution
Consolidated Statement of cash flows

For the year ended ........ Asar 20.......

Group

Bank

Current Previous
Year Year

Current
Year

Previous
Year

CASH FLOWS FROM OPERATING ACTIVITIES
Interest received

Fees and other income received

Divided received

Receipts from other operating activities

Interest paid

Commission and fees paid

Cash payment to employees
Other expense paid

Operating cash flows before changes in operating assets and liabilities

(Increase)/Decrease in operating assets

Due from Nepal Rastra Bank

Placement with bank and financial institutions
Other trading assets

Loan and advances to bank and financial institutions
Loans and advances to customers

Other assets

Increase/(Decrease) in operating liabilities
Due to bank and financial institutions

Due to Nepal Rastra Bank

Deposit from customers

Borrowings

Other liabilities

Net cash flow from operating activities before tax paid
Income taxes paid

Net cash flow from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investment securities

Receipts from sale of investment securities
Purchase of property and equipment

Receipt from the sale of property and equipment
Purchase of intangible assets

Receipt from the sale of intangible assets
Purchase of investment properties

Receipt from the sale of investment properties
Interest received

Dividend received

Net cash used in investing activities
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CASH FLOWS FROM FINANCING ACTIVITIES
Receipt from issue of debt securities

Repayment of debt securities

Receipt from issue of subordinated liabilities
Repayment of subordinated liabilities

Receipt from issue of shares

Dividends paid

Interest paid

Other receipt/payment

Net cash from financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at Sawan 1, 20.......

Effect of exchange rate fluctuations on cash and cash equivalents held

Cash and cash equivalents at Asar end 20.....

Name of the Bank or Financial Institution

Notes to the consolidated financial statements

for the year ended...... Asar........
1 Reporting entity
General and background information of Bank or Financial Institution and its subsidiary. This shall also include
the principal activities and location of the head office of the reporting entity.
2 Basis of Preparation
2.1 Statement of compliance
2.2 Reporting period and approval of financial statements
2.3 Functional and presentation currency
24 Use of Estimates, assumptions and judgments
25 Changes in Accounting policies
2.6 New standards issued but not yet effective
2.7 New Standards and interpretation not adopted
2.8 Discounting
3 Significant Accounting Policies
3.1 Basis of Measurement
3.2 Basis of consolidation

a. Business combination

b. non controlling interest (NCI)

c. Subsidiaries

d.Loss of Control

e. Special Purpose Entity (SPE)

f.Transaction elimination on consolidation
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3.3 Cash andcash equivalent
3.4 Financial assets and financial liabilities
Recognition
Classification
Measurement
De-recognition
Determination of fair value
Impairment
35 Trading assets
3.6 Derivatives assets and derivative liabilities
3.7 Property and Equipment
3.8 Goodwill Intangible assets
3.9 Investment Property
3.10 | Income tax
Current Tax
Deferred Tax
3.11 | Deposits, debt securities issued and subordinated liabilities
3.12 | Provisions
3.13 | Revenue Recognition
Interest income
Fee and commission income
Dividend income
Net trading income
Net income from other financial instrument at fair value through Profit or Loss
3.14 | Interest expense
3.15 | Employees Benefits
3.16 | Leases
3.17 | Foreign Currency translation
3.18 | Financial guarantee and loan commitment
3.19 | Share capital and reserves
3.20 | Earnings per share including diluted
3.21 | Segment reporting
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Cash and cash equivalent 4.1
Group Bank
Current Previous Current Previous
Year Year Year Year
Cash in hand
Balances with B/Fls
Money at call and short notice
Other
Total
Due from Nepal Rastra Bank 4.2
Group Bank
Current Previous Current Previous
Year Year Year Year
Statutory balances with NRB
Securities purchased under resale agreement
Other deposit and receivable from NRB
Total
Placements with Bank and Financial Institutions 4.3
Group Bank
Current Previous Current Previous
Year Year Year Year
Placement with domestic B/Fls
Placement with foreign B/Fls
Less: Allowances for impairment
Total
Derivative financial instruments 4.4
Group Bank
Current Previous Current Previous
Year Year Year Year

Held for trading

Interest rate swap
Currency swap
Forward exchange contract
Others

Held for risk management
Interest rate swap
Currency swap
Forward exchange contract
Other

Total
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Other trading assets 4.5
Group Bank
Current Previous Current Previous
Year Year Year Year
Treasury bills
Government bonds
NRB Bonds
Domestic Corporate bonds
Equities
Other
Total
Pledged
Non-pledged
Loan and advances to B/FIs 4.6
Group Bank
Current Previous Current Previous
Year Year Year Year
Loans to microfinance institutions
Other
Less: Allowances for impairment
Total
4.6.1: Allowances for impairment
Balance at Sawan 1
Impairment loss for the year:
Charge for the year
Recoveries/reversal
Amount written off
Balance at Asar end
Loans and advances to customers 4.7
Group Bank
Current Previous Current Previous
Year Year Year Year
Loan and advances measured at amortized cost
Less: Impairment allowances
Collective impairment
Individual impairment
Net amount
Loan and advances measured at FVTPL
Total
4.7.1: Analysis of loan and advances - By Product
Group Bank
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Current
Year

Previous
Year

Current Previous
Year Year

Product
Long Term loans
Personal
Business
Working Capital
Overdraft (Personal)

Cash Credit Loan
Trust receipt/Import loans

Short Term WC/Demand Loan
Personal residential loans

Real estate loans

Margin lending loans

Hire purchase loans

Deprived sector loans

Bills purchased

Staff loans

Other

Sub total

4.7.2: Analysis of loan and advances - By Currency

Group

Bank

Current
Year

Previous
Year

Current Previous
Year Year

Nepalese rupee
Indian rupee
United State dollar
Great Britain pound
Euro

Japanese yen
Chinese Yuan
Other

Total

4.7.3: Analysis of loan and advances - By Collateral

Group

Bank

Current
Year

Previous
Year

Current Previous
Year Year

Secured
Movable/immovable assets
Gold and silver
Guarantee of domestic B/FIs
Government guarantee
Guarantee of international rated bank
Collateral of export document
Collateral of fixed deposit receipt
Collateral of Government securities
Counter guarantee
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Personal guarantee
Other collateral

Subtotal

Unsecured

Grant Total

4.7.4: Allowances for impairment

Bank
Current Previous Current Previous
Year Year Year Year
Specific allowances for impairment
Balance at Sawan 1
Impairment loss for the year:
Charge for the year
Recoveries/reversal during the year
Write-offs
Exchange rate variance on foreign currency impairment
Other movement
Balance at Asar end
Collective allowances for impairment
Balance at Sawan 1
Impairment loss for the year:
Charge/(reversal) for the year
Exchange rate variance on foreign currency impairment
Other movement
Balance at Asar end
Total allowances for impairment
Investment securities 4.8
Bank
Current Previous Current Previous
Year Year Year Year
Investment securities measured at amortized cost
Investment in equity measured at FVTOCI
Total
4.8.1: Investment securities measured at amortized cost
Bank
Current Previous Current Previous
Year Year Year Year

Debt securities
Government bonds
Government treasury bills
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Nepal Rastra Bank bonds
Nepal Rastra Bank deposits instruments
Other

Less: specific allowances for impairment

Total

4.8.2: Investment in equity measured at fair value through other comprehensive income

Group Bank
Current Previous Current Previous
Year Year Year Year
Equity instruments
Quoted equity securities
Unquoted equity securities
Total
4.8.3: Information relating to investment in equities
Group Bank
Previous
Current Year Year Current Year Previous Year
Fair Fair Fair Fair
Cost Value Cost Value Cost Value Cost Value

Investment in quoted equity
........................................... Ltd.
............ shares of Rs. .......each
........................................... Ltd.
............ shares of Rs. .......each
Investment in unquoted equity
........................................... Ltd.
............ shares of Rs. .......each
........................................... Ltd.
............ shares of Rs. .......each
Total

Current tax assets 49

Group Bank
Previous Current
Current Year Year Year Previous Year

Current tax assets

Current year income tax assets
Tax assets of prior periods
Current tax liabilities

Current year income tax liabilities

Tax liabilities of prior periods

Total
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Investment in subsidiaries

Investment in quoted subsidiaries
Investment in unquoted subsidiaries
Total investment

Less: Impairment allowances

Net carrying amount

4.10.1: Investment in quoted subsidiaries

4.10.2: Investment in unquoted subsidiaries

4.10.3: Information relating to subsidiaries of the Bank

4.10

Bank
Current Previous
Year Year

Bank

Current Year Previous Year

Fair Fair
Cost Value Cost Value

Bank
Current Year Previous Year

Fair Fair
Cost Value Cost Value

Bank
Percentage of ownership held by the
Bank

Current Year Previous Year
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Group

Current Year

LLltd L Ltd. Ltd  L..Ltd.
Equity interest held by NCI (%)
Profit/(loss) allocated during the year
Accumulated balances of NCI as on Asar end........
Dividend paid to NCI
Previous Year
LLtd L Ltd. Ltd  ...Ltd.
Equity interest held by NCI (%)
Profit/(loss) allocated during the year
Accumulated balances of NCI as on Asar end........
Dividend paid to NCI
Investment in associates
Group
Current Previous Current
Year Year Year
Investment in quoted associates
Investment in unquoted associates
Total investment
Less: Impairment allowances
Net carrying amount
4.11.1: Investment in guoted associates
Group Bank
Current Year Previous Year Current Year Previous Year
% vaie O vawe O vae O yaue
.................................. Ltd.
............ shares of Rs. .......each
.................................. Ltd.
............ shares of Rs. .......each
Total
4.11.2: Investment in unguoted associates
Group Bank
Current Year Previous Year Current Year Previous Year
O | vae S | vae O | vae S | Ve
............................... Ltd.
............ shares of Rs. .......each
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4.11.3: Information relating to associates of the Bank

Group Bank
Percentage of ownership Percentage of ownership
held by the Bank held by the Bank
Current Previous Current Previous
Year Year Year Year
........................................... Ltd.
........................................... Ltd.
........................................... Ltd.
........................................... Ltd.
4.11.4: Equity value of associates
Group
Current Previous
Year Year
........................................... Ltd.
........................................... Ltd.
Total
Investment properties 412
Group Bank
Current Previous Current Previous
Year Year Year Year

Investment properties measured at fair value
Balance as on Sawan 1, ........

Addition/disposal during the year
Net changes in fair value during the year

Adjustment/transfer

Net amount

Investment properties measured at cost
Balance ason Sawan 1, ........
Addition/disposal during the year
Adjustment/transfer

Accumulated depreciation

Accumulated impairment loss

Net amount

Total
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Property and Equipment 413
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Particulars

Land
Building
Leasehold
Properties
Computer
&
Accessories
Vehicles
Furniture
& Fixture
Machinery
Equipment
& Others
Total Asar
end 20X2
Total Asar
End 20X1

Cost
As on Sawan 1, 20X0
Addition during the Year
Acquisition
Capitalization
Disposal during the year
Adjustment/Revaluation
Balance as on Asar end 20X1
Addition during the Year
Acquisition
Capitalization
Disposal during the year
Adjustment/Revaluation

Balance as on Asar end 20X2

Depreciation and Impairment

As on Sawan 1, 20X0
Depreciation charge for the Year
Impairment for the year
Disposals
Adjustment

Ason Asar end 20X1
Impairment for the year
Depreciation charge for the Year
Disposals
Adjustment

As on Asar end 20X2

Capital Work in Progress
Net Book Value

As on Asar end 20X0

As on Asar end 20X1

As on Asar end 20X2

Bank

Particulars

Land
Building
Leasehold
Properties
Computer
&
Accessories
Vehicles
Furniture
& Fixture
Machinery
Equipment
& Others
Total 31st
Asar 20X2
Total Asar
End 20X1

Cost
As on Sawan 1, 20X0
Addition during the Year
Acquisition
Capitalization
Disposal during the year
Adjustment/Revaluation
Balance as on Asar end 20X1
Addition during the Year
Acquisition
Capitalization
Disposal during the year
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Adjustment/Revaluation

Balance as on Asar end 20X2

Depreciation and Impairment

As on Sawan 1, 20X0
Depreciation charge for the Year
Impairment for the year
Disposals
Adjustment

Ason Asar end 20X1
Impairment for the year
Depreciation charge for the Year
Disposals
Adjustment

As on Asar end 20X2

Capital Work in Progress
Net Book Value

As on Asar end 20X0

As on Asar end 20X1

As on Asar end 20X2

Goodwill and Intangible Assets

Group

4.14

Particulars

Software

Goodwill

Purchased | Developed

Other

Total
Asar end
20X2

Total
Asar end
20X1

Cost

As on Sawan 1, 20X0

Addition during the Year
Acquisition
Capitalization

Disposal during the year

Adjustment/Revaluation

Balance as on Asar end 20X1
Addition during the Year
Acquisition
Capitalization
Disposal during the year
Adjustment/Revluation

Balance as on Asar end 20X2

Amortization and Impairment
As on Sawan 1, 20X0
Amortization charge for the Year
Impairment for the year
Disposals

Adjustment

Ason Asar end 20X1
Amortization charge for the Year
Impairment for the year
Disposals

Adjustment

As on Asar end 20X2

Capital Work in Progress
Net Book Value

As on Asar end 20X0

As on Asar end 20X1

As on Asar end 20X2

Bank

Particulars

| Goodwill |

Software

| Other |

Total

Total |
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Purchased

Asar end

Developed 20X2

Asar end
20X1

Cost

As on Sawan 1, 20X0

Addition during the Year
Acquisition
Capitalization

Disposal during the year

Adjustment/Revaluation

Balance as on Asar end 20X1
Addition during the Year
Acquisition
Capitalization
Disposal during the year
Adjustment/Revluation

Balance as on Asar end 20X2

Amortization and Impairment
As on Sawan 1, 20X0
Amortization charge for the Year
Impairment for the year
Disposals

Adjustment

Ason Asar end 20X1
Amortization charge for the Year
Impairment for the year
Disposals

Adjustment

As on Asar end 20X2

Capital Work in Progress
Net Book Value

As on Asar end 20X0

As on Asar end 20X1

As on Asar end 20X2

Deferred Tax

Deferred
Tax
Assets

Particulars

Group

Deferred
Tax
Liabilities

Current Year

Net Deferred
Tax Assets/
(Liabilities)

Bank

Deferred
Tax
Liabilities

Deferred
Tax
Assets

4.15

Current Year

Net Deferred
Tax Assets/
(Liabilities)

Deferred tax on temporary
differences on following items

Loan and Advance to B/Fls
Loans and advances to
customers

Investment properties
Investment securities

Property & equipment
Employees' defined benefit
plan

Lease liabilities
Provisions

Other temporary differences

Deferred tax on temporary
differences
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Deferred tax on carry forward
of unused tax losses

Deferred tax due to changes in
tax rate

Net Deferred tax
asset/(liabilities) as on year
end of ....ooevvvnninnnnn.

Recognised in profit or loss
Recognised in other
comprehensive income

Recognised directly in equity

Deferred tax asset/(liabilities)
ason Shrawan 1, ..........

Origination/(Reversal)
during the year

Deferred tax
expense/(income) recognised
in profit or loss

Deferred tax
expense/(income) recognised
in other comprehensive
income

Deferred tax
expense/(income) recognised
directly in equity

Previous Year
Deferred Net Deferred

Particulars De_fre rred Tax Tax Assets/
@  Ljabilities  (Liabilities)
Assets

Deferred
Tax
Assets

Deferred
Tax
Liabilities

Previous Year

Net Deferred
Tax Assets/
(Liabilities)

Deferred tax on temporary
differences on following items

Loan and Advance to B/Fls
Loans and advances to
customers

Investment properties
Investment securities

Property & equipment
Employees' defined benefit
plan

Lease liabilities
Provisions

Other temporary differences

Deferred tax on temporary
differences

Deferred tax on carry forward
of unused tax losses

Deferred tax due to changes in
tax rate

Net Deferred tax
asset/(liabilities) as on year
end of ..............

Recognised in profit or loss
Recognised in other
comprehensive income

Recognised directly in equity

Deferred tax asset/(liabilities)
ason Shrawan 1, ..............

Origination/(Reversal)
during the year

gue u@-n (130



Deferred tax
expense/(income) recognised
in profit or loss

Deferred tax
expense/(income) recognised
in other comprehensive
income

Deferred tax
expense/(income) recognised
directly in equity

Other assets

Group

4.16
Bank

Current Year

Previous Year

Current Year Previous Year

Assets held for sale

Other non banking assets

Bills receivable

Accounts receivable

Accrued income

Prepayments and deposit
Income tax deposit

Deferred employee expenditure
Other

Total

Due to Bank and Financial Institutions

Group

417
Bank

Current Year

Previous
Year

Previous
Current Year Year

Money market deposits
Interbank borrowing

Other deposits from BFIs
Settlement and clearing accounts
Other deposits from BFIs

Total

Due to Nepal Rastra Bank

Group

4.18
Bank

Current Year

Previous
Year

Previous
Current Year Year

Refinance from NRB
Standing Liquidity Facility
Lender of last report facility from NRB

Securities sold under repurchase
agreements

Other payable to NRB

Total
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Derivative financial instruments 419

Group Bank

Previous Previous
Current Year Year Current Year Year

Held for trading

Interest rate swap
Currency swap
Forward exchange contract
Others

Held for risk management
Interest rate swap
Currency swap
Forward exchange contract
Other

Total

Deposits from customers 4.20
Group Bank

Previous Previous
Current Year Year Current Year Year

Institutions customers:
Term deposits
Call deposits
Current deposits
Other

Individual customers:
Term deposits
Saving deposits
Current deposits
Other

Total

4.20.1: Currency wise analysis of deposit from customers
Group Bank

Nepalese rupee
Indian rupee
United State dollar
Great Britain pound
Euro

Japenese yen
Chinese yuan

Other

Total
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Borrowing 4.21

Group Bank
Previous Previous
Current Year Year Current Year Year

Domestic Borrowing
Nepal Government
Other Institutions
Other

Sub total

Foreign Borrowing

Foreign Bank and Financial
Institutions

Multilateral Development Banks
Other Institutions
Sub total

Total

Provisions 4.22

Group Bank
Previous Previous
Current Year Year Current Year Year

Provisions for redundancy

Provision for restructuring
Pending legal issues and tax litigation

Onerous contracts
Other

4.21.1: Movement in provision
Group Bank

Previous Previous
Current Year Year Current Year Year

Balance at Sawan 1

Provisions made during the year
Provisions used during the year
Provisions reversed during the year

Unwind of discount

Balance at Asar end

Other liabilities 4.23
Group Bank

Previous Previous
Current Year Year Current Year Year

Liability for employees defined benefit obligations
Liability for long-service leave

Short-term employee benefits

Bills payable

Creditors and accruals

Interest payable on deposit
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Interest payable on borrowing
Liabilities on deferred grant income
Unpaid Dividend

Liabilities under Finance Lease
Employee bonus payable

Other

Total

4.22.1: Defined benefit obligations
Group

Bank

The amounts recognized in the statement of financial position are as follows:

Previous
Current Year Year

Previous
Current Year Year

Present value of unfunded obligations
Present value of funded obligations
Total present value of obligations
Fair value of plan assets

Present value of net obligations
Recognized liability for defined benefit obligations

4.22.2: Plan assets
Group

Bank

Plan assets comprise
Previous
Current Year Year

Previous
Current Year Year

Equity securities
Government bonds
Bank deposit
Other

Total

Actual return on plan assets

4.22.3: Movement in the present value of defined benefit obligations
Group

Bank

Previous
Current Year Year

Previous
Current Year Year

Defined benefit obligations at Sawan 1
Actuarial losses

Benefits paid by the plan

Current service costs and interest

Defined benefit obligations at Asar end

4.22.4: Movement in the fair value of plan assets
Group

Bank

Previous
Current Year Year

Previous
Current Year Year

Fair value of plan assets at Sawan 1
Contributions paid into the plan
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Benefits paid during the year
Actuarial (losses) gains
Expected return on plan assets

Fair value of plan assets at Asar end

4.22.5: Amount recognized in profit or loss

Group Bank
Previous Previous
Current Year Year Current Year Year

Current service costs
Interest on obligation
Expected return on plan assets

Total

4.22.6: Amount recognized in other comprehensive income

Group Bank
Previous Previous
Current Year Year Current Year Year
Actuarial (gain)/loss
Total
4.22.7: Actuarial assumptions
Group Bank
Previous Previous
Current Year Year Current Year Year
Discount rate
Expected return on plan asset
Future salary increase
Withdrawal rate
Debt securities issued 4.24
Group Bank
Previous Previous
Current Year Year Current Year Year

Debt securities issued designated as at fair value through profit or loss
Debt securities issued at amortized

cost
Total
Subordinated Liabilities 4.25 4.25
Group Bank
Previous Previous
Current Year Year Current Year Year

Redeemable preference shares
Irredeemable cumulative preference shares (liabilities component)
Other

Total
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Share capital 4.26

Group Bank
Previous Previous
Current Year Year Current Year Year
Ordinary shares
Convertible preference shares (equity component only)
Irredeemable preference shares (equity component only)
Perpetual debt (equity component
only)
Total
4.25.1: Ordinary shares
Bank
Previous
Current Year Year
Authorized Capital
...................... Ordinary share of Rs. 100 each
Issued capital
...................... Ordinary share of Rs. 100 each
Subscribed and paid up capital
...................... Ordinary share of Rs. 100 each
Total
4.25.2: Ordinary share ownership
Bank
Current Year Previous Year
Percent Amount Percent ~ Amount

Domestic ownership
Nepal Government
"A" class licensed institutions
Other licensed institutions
Other Institutions
Public
Other

Foreign ownership

Total

Note : Name of each shareholder alongwith their holding percentage who holds 0.5% or more share shall be disclosed in
above format.

Reserves 4.27
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Group Bank
Previous Current Previous
Current Year Year Year Year

Statutory general reserve
Exchange equalization reserve
Corporate social responsibility reserve
Capital redemption reserve
Regulatory reserve

Investment adjustment reserve
Capital reserve

Assets revaluation reserve

Fair value reserve

Dividend equalization reserve
Debenture redemption reserve
Actuarial gain

Special reserve

Other reserve

Total

Contingent liabilities and commitments 4.28

Group Bank

Current Previous Current Previous
Year Year Year Year

Contingent liabilities

Undrawn and undisbursed facilities
Capital commitment

Lease Commitment

Litigation

Total

4.28.1: Contingent liabilities

Group Bank

Current Previous Current Previous
Year Year Year Year

Acceptance and documentary credit

Bills for collection
Forward exchange contracts

Guarantees

Underwriting commitment
Other commitments

Total

4.28.2: Undrawn and undisbursed facilities
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Group Bank

Current Previous Current Previous
Year Year Year Year

Undisbursed amount of loans
Undrawn limits of overdrafts
Undrawn limits of credit cards

Undrawn limits of letter of credit
Undrawn limits of guarantee

Total

4.28.3: Capital commitments
Capital expenditure approved by relevant authority of the bank but provision has not been made in financial
statements

Group Bank

Current Previous Current Previous
Year Year Year Year

Capital commitments in relation to Property and Equipment

Approved and contracted for
Approved but not contracted for

Sub total

Capital commitments in relation to Intangible assets

Approved and contracted for
Approved but not contracted for

Sub total

Total

4.28.4: Lease commitments

Group Bank

Current Previous Current Previous
Year Year Year Year

Operating lease commitments

Future minimum lease payments under non cancellable operating lease, where the bank is lessee
Not later than 1 year
Later than 1 year but not later than 5 years
Later than 5 years

Sub total

Finance lease commitments

Future minimum lease payments under non cancellable operating lease, where the bank is lessee
Not later than 1 year
Later than 1 year but not later than 5 years
Later than 5 years

Sub total

Grand total
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4.28.5: Litigation

Explanatory paragraphs are required for litigation contingent liabilities as per their own case of each bank

Interest income 4.29
Bank Group
Current Previous Current Previous
Year Year Year Year

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 4.30
Bank Group
Current Previous Current Previous
Year Year Year Year

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 431
Bank Group
Current Previous Current Previous
Year Year Year Year

Loan administration fees
Service fees

Consortium fees

Commitment fees
DD/TT/Swift fees

Credit card/ATM issuance and renewal fees
Prepayment and swap fees
Investment banking fees
Asset management fees
Brokerage fees

Remittance fees

Commission on letter of credit
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Commission on guarantee contracts issued
Commission on share underwriting/issue
Locker rental

Other fees and commission income

Total fees and Commission Income

Fees and commission expense

Bank

4.32
Group

Current
Year

Previous
Year

Current
Year

Previous
Year

ATM management fees
VISA/Master card fees

Guarantee commission

Brokerage

DD/TT/Swift fees

Remittance fees and commission
Other fees and commission expense

Total fees and Commission Expense

Net trading income

Bank

4.33
Group

Current
Year

Previous
Year

Current
Year

Previous
Year

Changes in fair value of trading assets
Gain/loss on disposal of trading assets
Interest income on trading assets
Dividend income on trading assets
Gain/loss foreign exchange transaction
Other

Net trading income

Other operating income

Bank

4.34
Group

Current
Year

Previous
Year

Current
Year

Previous
Year

Foreign exchange revaluation gain
Gain/loss on sale of investment securities

Fair value gain/loss on investment properties

Dividend on equity instruments

Gain/loss on sale of property and equipment
Gain/loss on sale of investment property
Operating lease income

Gain/loss on sale of gold and silver

Other

Total

Impairment charge/(reversal) for loan and other losses

4.35
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Bank Group
Current Previous Current Previous
Year Year Year Year

Impairment charge/(reversal) on loan and advances to B/Fls

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

Personnel Expense 4.36

Bank Group
Current Previous Current Previous
Year Year Year Year

Salary

Allowances

Gratuity expense

Provident fund

Uniform

Training & development expense
Leave encashment

Medical

Insurance

Employees incentive
Cash-settled share-based payments
Pension expense

Finance expense under NFRSs
Other expenses related to staff

Subtotal

Employees bonus

Grand total

4.37
Other operating expense

Bank Group
Current Previous Current Previous
Year Year Year Year

Directors' fee

Directors' expense

Auditors' remuneration

Other audit related expense

Professional and legal expense

Office administration expense

Operating lease expense

Operating expense of investment properties
Corporate social responsibility expense
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Onerous lease provisions
Other

Total

4.37.1 Office administration expense

Current
Year

Water and electricity

Repair and maintenance

(a) Building

(b) Vehicle

(c) Computer and accessories

(d) Office equipment and furniture
(e) Other

Insurance

Postage, telex, telephone, fax
Printing and stationery

News paper, books and journals
Advertisement

Donation

Security expense

Deposit and loan guarantee premium
Travel allowance and expense
Entertainment

Annual/special general meeting expense
Other

Bank
Previous
Year

Current
Year

Group
Previous
Year

Depreciation & Amortization

Bank

4.38
Group

Current
Year

Previous
Year

Current
Year

Previous
Year

Depreciation on property and equipment
Depreciation on investment property
Amortization of intangible assets

Total

Non operating income

Bank

4.39
Group

Current
Year

Previous
Year

Current
Year

Previous
Year

Recovery of loan written off
Other income
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Total

Non operating expense 4.40
Bank Group
Current Previous Current Previous
Year Year Year Year
Loan written off
Redundancy provision
Expense of restructuring
Other expense
Total
Income tax expense 441
Bank Group
Current Previous Current Previous
Year Year Year Year
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 unrecognized tax losses
Total income tax expense
4.41.1: Reconciliation of tax expense and accounting profit
Bank Group
Current Previous Current Previous
Year Year Year Year

Profit before tax

Tax amount at tax rate of.......... %

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
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Statement Of Distributable Profit or Loss

Forthe yearend of ..............
(As per NRB Regulation)

Net profit or (loss) as per statement of profit or loss

Current Year

Bank

Previous Year

Appropriations:

a. General reserve

b. Foreign exchange fluctuation fund

c. Capital redemption reserve

d. Corporate social responsibility fund

e. Employees' training fund

f. Other

Profit or (loss) before regulatory adjustment
Requlatory 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. Actuarial loss recognised (-)/reversal (+)

i. Other

Net Profit for the year end ............ available for distirubtion
Opening Retained Earning as on Shrawan 1......

Adjustment (+/-)

Distribution:

Bonus shares issued

Cash Dividend Paid

Total Distributable profit or (loss) as on year end date
Annualised Distributable Profit/Loss per share
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5. Disclosure & Additional Information

51

Risk management

Credit risk

Market risk

Liquidityrisk

Fair value of financial assets and liabilities

52

Capital management

Bank or Financial Instituion shall disclose following information in regard of capital management:

(i)

(i)

(iii)

Qualitative disclosures

Summary information of objectives, policies and processes for managing capital, terms and
conditions of the main features of all capital instruments, especially in the case of innovative,
complex or hybrid capital instruments.

Quantitative disclosures

1.

Capital structure and capital adequacy

o Tier 1 capital and a breakdown of its components;
o Tier 2 capital and a breakdown of its components;

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

o Deductions from capital;
o Total qualifying capital;
o Capital adequacy ratio;

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

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

Risk exposures

o Risk weighted exposures for Credit Risk, Market Risk and Operational Risk;
o Risk Weighted Exposures under each of 11 categories of Credit Risk;

o Total risk weighted exposure calculation table;

o Amount of NPAs (both Gross and Net)

Compliance with external requirement

Whether during the period it complied with any externally imposed capital requirements to
which it is subject and the consequences of such non-compliance in case the institution has not
complied with those requirements.

53

Classification of financial assets and financial liabilities

5.4

Operating Segment Information

1. General information

2.

(a) Factors that management used to identify the entity’s reportable segments

Information about profit or loss, assets and liabilities

(b) Description of the types of products and services from which each reportable segment derives its revenues

Reportabl | Reportabl | Reportabl
Particulars e Segment | e Segment | e Segment
1 2 3

....... All
Other

Total

(@) ‘ Revenues from external customers
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(b)

Intersegment revenues

(c) | Net Revenue
(d) | Interest revenue
(e) | Interest expense
(f) | Net interest revenue(b)
(g) | Depreciation and amortisation
(h) | Segment profit /(loss)
Entity’s interest in the profit or loss
of associates accounted for using
(i) | equity method
(j) | Other material non-cash items:
(k) | Impairment of assets
() | Segment assets
(m) | Segment liabilities

An entity shall disclose the following about each reportable segment if the specified amounts are included in the
measure of segment assets reviewed by the chief operating decision maker or are otherwise regularly provided to
the chief operating decision maker.

(@) Investment in associates accounted for by the equity method

(b) Amounts of additions to non-current assets other than financial instruments, deferred tax assets, post-

employment benefit assets and rights arising under insurance contracts.

3. Measurement of operating segment profit or loss, assets and liabilities

(@)
(b)

(©

(d)

©

4. Reconciliations of reportable segment revenues, profit or loss, assets and liabilities

Basis of accounting for any transactions between reportable segments.

Nature of any differences between the measurements of the reportable segments’ profits or losses and the

entity’s profit or loss before income tax.

Nature of any differences between the measurements of the reportable segments’ assets and the entity’s

asset.

Nature of any changes from prior periods in the measurement methods used to determine reported segment

profit or loss and the effect, if any, and

Nature and effect of any asymmetrical allocations to reportable segments.

(a) Revenue

Total revenues for reportable segments XXXX
Other revenues XXXX
Elimination of intersegment revenues (XxxX)
Entity’s revenues XXXX
(b) Profit or loss
Total profit or loss for reportable segments XXXX
Other profit or loss XXXX
Elimination of intersegment profits (Xxxx)
Unallocated amounts:
............ XXXX
............ (Xxxx)
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Profit before income tax XXXX
(c) Assets

Total assets for reportable segments XXXX

Other assets XXXX

Unallocated amounts (Xxxx)

Entity’s assets XXXX
(d) Liabilities

Total liabilities for reportable segments XXXX

Other liabilities XXXX

Unallocated liabilities (xXxxx)

Entity’s liabilities XXXX

5. Information about products and services

Revenue from each type of product and services described in point no. 1(b) above

(@) | e XXXX
(B) | o XXXX
(€) | e XXXX
6. Information about geographical areas
Revenue from following geographical areas
(a) | Domestic XXXX
Province 1 XXXX
Province 2 XXXX
Province 3 XXXX
Province 4 XXXX
Province 5 XXXX
Province 6 XXXX
Province 7 XXXX
(b) | Foreign XXXX
Total XXXX

7. Information about major customers

Information about the extent of its reliance on its major customers, if revenue from a single external
customer amounts to 10 percent or more of the entity’s revenue.

Particular Revenue Segment
Customer 1* XXXX Segment 1
Customer 2* XXXX Segment 3
......... XXXX Segment 2
Total XXXX

* The entity does not need to disclose the name of the customer

55 Share options and share based payment
5.6 Contingent liabilities and commitment
5.7 Related parties disclosures
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5.8 Merger and acquisition

5.9 Additional disclosures of non consolidated entities

5.10 | Events after reporting date.

5.11 | Variations between audited and unaudited Financial Statements alongwith reason for the same.

512 Classification of Loans, Advances & Bill Purchase and Provisioning
2 End
Current Year Previous Year
Total Loan Total Loan
Particulars Provisions and Provisions
and Advanc
Advances es
1. Performing Loan and Advances
1.1 Pass Loan
1.1.1 Pass Loan (other than
Restructured/Rescheduled Covid Related)
1.1.2 Pass Loan (Restructured/Rescheduled Covid
Related)
1.2 Watch List
2. Non-Performing Loan and Advances
2.1 Restructured / Rescheduled
2.2 Sub-standard
2.3 Doubtful
2.4 Loss
3. Total Loan and Advances (1+2)
4. Staff Loans
5. Accrued Interest
6. Grand Total (3+4 +5)
5.13 Statement of Principal Indicators (last 5 Fiscal Years)
Indicators Unit FY..... FY..... FY..... FY..... FY....
Core Capital NPR
Supplementary Capital NPR
Total Capital Fund NPR
Risk Weighted Exposure NPR
Earning Per Share (Average share outstanding) NPR
Market Value Per Share NPR
Book Net Worth Per Share NPR
Number of Promotor Equity Shares Nos.
Number of Public Equity Shares Nos.
Number of Permanent Staffs Nos.
Price Earning Ratio Times
Dividend (including bonus) on Share Capital Percent
Cash Dividend on Share Capital Percent
Net Profit / Gross Income Percent
Net Profit / Loans and Advances Percent
Return on Total Assets Percent
Return on Equity Percent
Interest Income / Loans and Advances Percent
Exchange Gain / Total Income Percent
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Interest Expenses / Total Deposits and Borrowings | Percent
Total Operating Expenses / Total Assets Percent
Staff Expenses / Total Operating Expenses Percent
Staff Bonus / Total Staff Expenses Percent
Total Credit / Deposits Percent
Non-Performing Loans / Total Loans Percent
Net NPL Percent
Base Rate Percent
Weighted Average Interest Rate Spread Percent

5.14 Disclosure effect of transition from previous GAAP to NFRSs

1. Reconciliation of equity

Total equity under Previous GAAP
Adjustments under NFRSs:
Impairment on loan and advances

Explanator
y Note *

As at
01.04.2073 As at 31.03.2074
(End of last
(Date of _
Transition) period presented

under previous
GAAP)

Fair value & employees benefit accounting of staff loan

Lease accounting

Measurement of investment securities at fair value

Revaluation of property & equipment
Recognition of investment property
Amortisation of debt securities issued
Deferred tax

Defined benefit obligation of employees
Goodwill/Bargain purchase gain
Interest income

Other

Total Adjustment to equity

Total Equity under NFRSs

* Explanatory note is required for each line item presented in adjustment on which transition effect has been

arisen

2. Reconciliation of profit or loss

Previous GAAP

Explanatory
Note*

For the year ended 31.03.2074

(the latest period presented
under previous GAAP)

Profit/(Loss) for the year
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Adjustments under NFRSs:
Interest income
Impairment of loan and advances

Employees benefit amortisation under staff loan

Defined benefit obligation of employee
Operating lease expense

Amortisation expense of debt securities
Other operating income

Interest expense

Depreciation & Amortisation

Other

Total Adjustment to profit or loss

Profit or loss under NFRSs
Other Comprehensive Income

Total Comprehensive income under NFRSs

* Explanatory note is required for each line item presented in adjustment on which transition effect has been

arisen

3. Effect of NFRSs adoption for the statement of financial position

As at 31.03.2074
(End of last period

As at 01.04.2073 presented under previous
(Date of Transition) GAAP)

> I} (7") L e 0 n

5 %) Y x¥'s _ [%) = 4= c 0)
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Assets

Cash and cash equivalent

Due from Nepal Rastra Bank
Placement with Bank and Financial Institutions
Derivative financial instruments
Other trading assets

Loan and advances to B/Fls
Loans and advances to customers
Investment securities

Current tax assets

Investment in susidiaries
Investment in associates
Investment property

Property and equipment
Goodwill and Intangible assets
Deferred tax assets

Other assets
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Total Assets

Liabilities

Due to Bank and Financial Instituions

Due to Nepal Rastra Bank

Derivative financial instruments

Deposits from customers
Borrowing

Current Tax Liabilities
Provisions

Deferred tax liabilities
Other liabilities

Debt securities issued
Subordinated Liabilities

Total liabilities

Equity

Share capital
Share premium
Retained earnings
Reserves

Total equity attributable to equity holders

Non-controlling interest

Total equity

Total liabilities and equity

* Explanatory note is required for each line item which has been impacted by transition
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4. Effect of NFRSs adoption for statement of profit or loss and other comprehensive income

Particulars

Explanatory Note*

For the year ended 31.03.2074
(the latest period presented under

previous GAAP)
C wn
S = B S o®
> g gaeu o oK
0 E g2 E%%
o wEe <

Interest income
Interest expense
Net interest income

Fee and commission income
Fee and commission expense
Net fee and commission income

Net interest, fee and commission income

Net trading income
Other operating income
Total operating income

Impairment charge/(reversal) for loans and other
losses

Net operating income

Operating expense
Personnel expenses

Other operating expenses
Depreciation & Amortisation
Operating Profit

Non operating income
Non operating expense
Profit before income tax

Income tax expense
Current Tax
Deferred Tax

Profit for the year

Other comprehensive income

Total Comprehensive

* Explanatory note is required for each line item presented in adjustment on which transition effect has been

arisen
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5. Effect of NFRSs adoption for statement of cash flows

For the year ended 31.03.2074
(the latest period presented under previous

2

S GAAP)

T

)

T > . Effect of Amount

. [S) Previous L
Particulars 0 GAAP Transition to as per

NFRSs NFRSs

Net cash flows from operating activities
Net cash flows from investing activities
Net cash flows from financing activities

Net increase/(decrease) in cash and cash equivalent

Cash and cash equivalent at the beginning of the period

Cash and cash equivalent at the end of the period

* Explanatory note is required for each line item

Formatof Interim Financial Statements

Format of Interim Financial Statements to be published in News Paper

.......................................... Ltd.
Condensed Consolidated Statement of Financial Position
Ason Quarterended ...... ............. 20.....
Group Bank
This Immediate This Immediate
Quiarter Previous Year Quarter Previous Year
Ending Ending Ending Ending

Cash and cash equivalent

Due from Nepal Rastra Bank
Placement with Bank and Financial Institutions
Derivative financial instruments
Other trading assets

Loan and advances to B/Fls
Loans and advances to customers
Investment securities

Current tax assets

Investment in subsidiaries
Investment in associates
Investment property

Property and equipment
Goodwill and Intangible assets
Deferred tax assets

Other assets

Total Assets

Liabilities

Due to Bank and Financial Institutions
Due to Nepal Rastra Bank

Derivative financial instruments
Deposits from customers

Borrowing

Current Tax Liabilities
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Provisions

Deferred tax liabilities
Other liabilities

Debt securities issued
Subordinated Liabilities
Total liabilities

Equity

Share capital

Share premium

Retained earnings

Reserves

Total equity attributable to equity holders
Non-controlling interest
Total equity

Total liabilities and equity

.......................................... Ltd.
Condensed Consolidated Statement of Profit or Loss
For the Quarter ended ...... ............. 20.....
Group Bank
Current Year Previous Year Current Year Previous Year
Corresponding Corresponding
Particulars Up to Upto Up to Up to
This This This This This This This This
Quarter  Quarter Quarter  Quarter Quarter Quarter Quarter Quarter
(YTD) (YTD) (YTD) (YTD)

Interest income
Interest expense

Net interest income

Fee and commission income
Fee and commission expense

Net fee and commission income

Net interest, fee and commission
income

Net trading income
Other operating income

Total operating income

Impairment charge/(reversal) for loans
and other losses

Net operating income

Operating expense
Personnel expenses

Other operating expenses
Depreciation & Amortization
Operating Profit

Non operating income
Non operating expense

Profit before income tax

Income tax expense
Current Tax
Deferred Tax

Profit/(loss) for the period

Condensed Consolidated Statement of Comprehensive Income
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Profit/(loss) for the period
Other Comprehensive Income
Total Comprehensive Income
Basic earnings per share
Diluted earnings per share

Profit attributable to:
Equity holders of the Bank

Non-controlling interest

Total
Ratios as per NRB Directive
Group Bank
Particulars Current Year Previous Year Current Year Previous Year
Corresponding Corresponding
Up to Up to Up to .
This This  This  This  This  This  This Ugltj‘;rg's
Quarter Quarter Quarter  Quarter  Quarter Quarter Quarter (YTD)
(YTD) (YTD) (YTD)

Capital fund to RWA

Tier 1 Capital to RWA

CET 1 Capital to RWA
Non-performing loan (NPL) to total loan
Total loan loss provision to Total NPL
Cost of Funds

Credit to Deposit Ratio

Base Rate

Interest Rate Spread

Return on Equity

Return on Asset

Note: Bank and financial institutions shall clearly mention in the interim financial report published in news paper that detailed
interim report has been published in their website.

TWEAHT: Return on Equity @41 Return on Assets 1 @R ST TTHT YR U S | Y I AIIesad! VAT &l
AT FATH & AT AT FAH A HLIqHT T B, |
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Statement Of Distributable Profit or Loss

Forthe Qtrend of ..............
(As per NRB Regulation)

Net profit or (loss) as per statement of profit or loss

Bank

Current Year

Upto this Qtr YTD

Previous Year

Correspondng Qtr
YTD

Appropriations:

a. General reserve

b. Foreign exchange fluctuation fund

c. Capital redemption reserve

d. Corporate social responsibility fund

e. Employees' training fund

f. Other

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. Actuarial loss recognised (-)/reversal (+)

i. Other

Net Profit for the Qtr end ............ available for distirubtion
Opening Retained Earning as on Shrawan 1......

Adjustment (+/-)

Distribution:

Bonus shares issued

Cash Dividend Paid

Total Distributable profit or (loss) as on Qtr end date
Annualised Distributable Profit/Loss per share

Disclosure as per other regulatory requirement
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Format of Interim Financial Statements to be Uploaded on Website

.......................................... Ltd.
Condensed Consolidated Statement of Financial Position
As on Quarterended ...... ............. 20.....
Group Bank
This Immediate This Immediate
Assets Quarter Previous Year Quarter Previous Year
Ending Ending Ending Ending

Cash and cash equivalent

Due from Nepal Rastra Bank
Placement with Bank and Financial Institutions
Derivative financial instruments
Other trading assets

Loan and advances to B/Fls
Loans and advances to customers
Investment securities

Current tax assets

Investment in subsidiaries
Investment in associates
Investment property

Property and equipment
Goodwill and Intangible assets
Deferred tax assets

Other assets

Total Assets

Liabilities

Due to Bank and Financial Institutions
Due to Nepal Rastra Bank
Derivative financial instruments
Deposits from customers
Borrowing

Current Tax Liabilities
Provisions

Deferred tax liabilities

Other liabilities

Debt securities issued
Subordinated Liabilities

Total liabilities

Equity

Share capital
Share premium
Retained earnings
Reserves

Total equity attributable to equity holders
Non-controlling interest

Total equity

Total liabilities and equity
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Condensed Consolidated Statement of Profit or Loss
For the Quarter ended ...... ............. 20.....

Group Bank

Current Year Previous Year Current Year Previous Year

Corresponding Corresponding

Particulars Upto Upto Up to Upto
This This This This This This This This

Quarter  Quarter Quarter  Quarter Quarter Quarter Quarter Quarter

(YTD) (YTD) (YTD) (YTD)

Interest income
Interest expense

Net interest income

Fee and commission income

Fee and commission expense

Net fee and commission income

Net interest, fee and commission

income

Net trading income
Other operating income
Total operating income

Impairment charge/(reversal) for loans

and other losses

Net operating income

Operating expense
Personnel expenses

Other operating expenses
Depreciation & Amortization
Operating Profit

Non operating income
Non operating expense
Profit before income tax

Income tax expense
Current Tax
Deferred Tax

Profit for the period
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Statement of Comprehensive Income
Group

Bank

Current Year Previous Year

Current Year Previous Year

Corresponding

Corresponding

Particulars Upto Upto Up to Upto
This This This This This This This This
Quarter  Quarter Quarter  Quarter Quarter Quarter Quarter Quarter
(YTD) (YTD) (YTD) (YTD)
Profit or loss for the period
Other comprehensive income
a) Items that will not be reclassified to profit or loss
-Gains/(losses) from investments in equity instruments measured at fair value
-Gain/(loss) on revaluation
-Actuarial gain/loss on defined benefit plans
-Income tax relating to above items
Net other compressive income that will not be reclassified to profit or loss
b) Items that are or may be reclassified to profit or loss
-Gains/(losses) on cash flow hedge
-Exchange gains/(losses) (arising from translating financial assets of foreign operation)
-Income tax relating to above items
Net other compressive income that are or may be reclassified to profit or loss
¢) Share of other comprehensive income of associate accounted as per equity method
Other comprehensive income for the period, net of income tax
Total Comprehensive Income for the period
Profit attributable to:
Equity holders of the Bank
Non-controlling interest
Total
Earnings per share
Basic earnings per share
Annualized Basic Earnings Per Share
Diluted earnings per share
Ratios as per NRB Directive
Group Bank
Particulars Current Year Previous Year Current Year Previous Year
Corresponding Corresponding
Up to Up to Up to .
This Ts  This  This  This  This  This Uglj‘;rg;'s
Quarter Quarter Quarter Quarter  Quarter Quarter Quarter (YTD)
(YTD) (YTD) (YTD)

Capital fund to RWA

Total loan loss provision to Total NPL
Cost of Funds

Credit to Deposit Ratio

Base Rate
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Interest Rate Spread
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For the Period (............. {1 T, ) ended . 20.......
Group
Attributable to equity holders of the Bank
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Balance at Sawan 1, 20X0

Profit for the period
Other Comprehensive income
Total comprehensive income
Contributions from and distributions to owners
Share issued
Share based payments
Dividends to equity holders
Bonus shares issued
Cash dividend paid
Other

Total contributions by and distributions

Balance at .......c.cceeeennen.. end 20.....

Balance at Sawan 1, 20X1

Profit for the period

Other Comprehensive income

Total comprehensive income

Contributions from and distributions to owners
Share issued

Share based payments

Dividends to equity holders
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Bonus shares issued
Cash dividend paid
Other

Total contributions by and distributions

Balance at .....cccevveennnen. end 20.....

Bank

Attributable to equity holders of the Bank

Share

Capital

Share
premium

General

reserve

c
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Retained

earning

Other
reserve

Total

Non-controlling

interest

Total equity

Balance at Sawan 1, 20X0

Profit for the period
Other Comprehensive income
Total comprehensive income

Contributions from and distributions to owners

Share issued

Share based payments

Dividends to equity holders
Bonus shares issued
Cash dividend paid

Other
Total contributions by and distributions
Balance at ..................... end 20.....

Balance at Sawan 1, 20X1

Profit for the period
Other Comprehensive income
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Total comprehensive income
Contributions from and distributions to owners
Share issued
Share based payments
Dividends to equity holders
Bonus shares issued
Cash dividend paid
Other

Total contributions by and distributions

Balance at .....ccoeeiiiiinnnene end 20.....
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Condensed Consolidated Statement of cash flows

For the Period (............. {1 T, Jended ....ooee veneenninnn 20,
Group Bank
Up to Corrgspondlng Up to Corr(_espondlng
. Previous Year . Previous Year
This . This .
Quarter Up to this Quarter Up to this
Quarter Quarter

CASH FLOWS FROM OPERATING ACTIVITIES
Interest received

Fees and other income received

Divided received

Receipts from other operating activities

Interest paid

Commission and fees paid

Cash payment to employees
Other expense paid

Operating cash flows before changes in operating assets and liabilities

(Increase)/Decrease in operating assets

Due from Nepal Rastra Bank

Placement with bank and financial institutions
Other trading assets

Loan and advances to bank and financial institutions
Loans and advances to customers

Other assets

Increase/(Decrease) in operating liabilities
Due to bank and financial institutions

Due to Nepal Rastra Bank

Deposit from customers

Borrowings

Other liabilities

Net cash flow from operating activities before tax paid

Income taxes paid

Net cash flow from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investment securities

Receipts from sale of investment securities

Purchase of property and equipment

Receipt from the sale of property and equipment
Purchase of intangible assets

Receipt from the sale of intangible assets

Purchase of investment properties
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Receipt from the sale of investment properties
Interest received
Dividend received

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Receipt from issue of debt securities

Repayment of debt securities

Receipt from issue of subordinated liabilities
Repayment of subordinated liabilities

Receipt from issue of shares

Dividends paid

Interest paid

Other receipt/payment

Net cash from financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at Sawan 1, 20.......

Effect of exchange rate fluctuations on cash and cash equivalents held

Cash and cash equivalents at ......... end 20.....
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Details about the distributable
profit

Statement Of Distributable Profit or Loss
Forthe Qtrendof ..............
(As per NRB Regulation)
Bank
Current Year Previous Year
Correspondng Qtr
Upto this Qtr YTD YTD
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
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. Actuarial loss recognised (-)/reversal (+)
i. Other
Net Profit for the Qtr end ............ available for distirubtion - -
Opening Retained Earning as on Shrawan 1...... -
Adjustment (+/-)
Distribution:
Bonus shares issued
Cash Dividend Paid
Total Distributable profit or (loss) as on Qtr end date
Annualised Distributable Profit/Loss per share

Notes to the Interim Financial Statements
Basis of preparation

Statement of Compliance with NFRSs

Use of Estimates, assumptions and judgments
Changes in accounting policies

Significant accounting policies

Segmental Information

A. Information about reportable segments
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Reportable | Reportable

Segment 1 Segment 2 All Other Total
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Revenues from external customers

[ ntersegment revenues

Segment profit (loss) before tax

Segment assets
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Segment liabilities ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘

B. Reconciliation of reportable segment profit or loss

Corresponding
Particulars Current Quarter Previous Year
Quarter

Total profit before tax for reportable segments

Profit before tax for other segments

Elimination of inter-segment profit

Elimination of discontinued operation

Unallocated amounts:

— Other corporate expenses

Profit before tax

7. Concentration of Borrowings, Credits and Deposits
A. Concentration of Borrowings

Particulars Current Year | Previous
Year

Borrowings from 10 largest lenders.

Percentage of borrowings from ten largest lenders to total depositors

B. Concentration of Credit exposures

Particulars Current Previous
Year Year

Total exposures to twenty largest borrowers
a. As per group (related party)
b. As per individual customer

Percentage of exposures to twenty largest borrowers to Total Loans and Advances
a. As per group (related party)
b. As per individual customer

C.Concentration of Deposits

Particulars Current Previous
Year Year

Total deposits from twenty largest depositors
a. Group-wise
b. As per individual customer

Percentage of deposits from twenty largest depositors to Total Deposits
a. Group-wise
b. As per individual customer

8. Related parties disclosures

9. Dividends paid (aggregate or per share) separately for ordinary shares and other shares.

10. Issues, repurchases and repayments of debt and equity securities

11. Events after interim period

12. Effect of changes in the composition of the entity during the interim period including merger and acquisition

Brief explanations on accounts head of the Statement of Financial Position
Assets Side
1. Cash and cash equivalent

This account shall be used for presenting the total amount of cash-in-hand, balances with other bank and
financial institutions, money at call and short notice, and highly liquid financial assets with original
maturities of three months or less from the acquisition date that are subject to an insignificant risk of
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changes in their fair value, and are used by the licensed institution in the management of its short term
commitments.

Due from Nepal Rastra Bank

Statutory balances held with Nepal Rastra Bank for compulsory cash reserve, securities purchased from
Nepal Rastra Bank under resale agreement and other deposits with and receivables from Nepal Rastra
Bank shall be presented under this account head.

Placement with bank and financial institutions

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 under this account head

Derivative financial instruments

Derivative instruments like interest rate swap, currency swap, forward foreign exchange contract etc. held
for trading as well as risk management purposes shall be presented under this head.

Other trading assets

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 shall be
presented under this account head. The other trading asset includes non derivative financial assets. It
includes Government bonds, NRB Bonds, Domestic Corporate bonds, Treasury bills, Equities etc held
primarily for the trading purpose.

Loan and advances to bank and financial institutions

Loan and advances given to microfinance financial institutions as well as other bank and financial
institutions shall be presented under this head. Specific impairment on loan and advance to bank and
financial institutions shall be deducted.

Loan and advances to customers.

Under this head, sum of the outstanding amount of all loans and advances extended to the customers other
than BFIs as well as bills purchased and discounted less the amount of impairment allowances shall be
presented. Loan to employees provided according to the Employees Bylaws of the licensed institution
shall also be presented under this head.

Investments securities

Investments made by the licensed institutions in financial instruments shall be presented under this
account head in three categories i.e. investment securities designated at fair value through profit or loss,
investment securities measured at amortized cost and investment in equity measured at fair value through
other comprehensive income. Investment other than those measured at amortized cost shall be measure at
fair value and changes in fair value shall be recognized in profit or loss, or other comprehensive income
as per the business model adopted by the financial institutions for the specific securities. Where income
from the investment is received in the form of bonus shares, the valuation of investment shall be made by
increasing the number of shares only without changing in the cost of investment. The financial
institutions shall disclose following particulars in respect of investment in shares and debenture/bond.

a. Following particulars shall clearly be disclosed in respect of investment in shares of other companies
(1) Name of the company
(2) Type of share (ordinary or preference), in case of preference shares, including the rate of
dividend.
(3) Total number of shares subscribed (including bonus shares if received).
(4) Face value per share
(5) The cost price to licensed institution.
(6) Fair value of the shares at the end of the fiscal year.
(7) Where a company, in which the licensed institution has investment in shares, has not declared
dividend for previous 3 years, particulars indicating the same.
b. Following particulars shall clearly be disclosed in respect of investment in debentures and bonds of
other companies
(1) Name of the company
(2) Rate of Interest
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10.

11.

12.

13.

14.

15.

16.

(3) Installment of Debenture/bond subscribed.

(4) Face value per debenture/bond.

(5) Maturity date of debenture/bond

(6) The purchase price of the debentures/bond

(7) Fair value of the debentures/bond measured at fair value
The financial institution shall recognize impairment loss if any on the investment instruments measured at
amortized cost. The calculation of impairment loss shall be as per requirement of NFRSs.

The financial institution shall recognize, measure, present and disclose the investment instruments as per
the requirement of NFRSs.

Current tax assets

This will include any advance payment made by the licensed institution towards income tax liabilities or
other tax liabilities to the taxing authorities.

Investment in Subsidiaries

Subsidiaries are the entities that are controlled by the bank. Investment made by the bank in its
subsidiaries shall be presented in this head under separate financial statements. Since, the investment
amount is eliminated in consolidation process, no amount shall be presented under group financial
statements.

Investment in Associates

Associates are those entities in which the bank has significant influence but not control over the financial
and operating policies. Investment made by the bank in its associates shall be presented in this head under
this account head.

Investment properties

Land or land and building other than those classified as property and equipment; and non current assets
held for sale under relevant accounting standard shall be presented under this account head. This shall
include land, land and building acquired as non banking assets by the Bank but not sold.

Property and equipment

All assets of long-term nature (fixed) like land, building, IT equipment, fixtures and fittings, office
equipment and appliances, vehicles, machinery, leasehold developments and capital work in progress
owned by the licensed institution shall be presented under this head.

Goodwill and intangible assets

Goodwill and intangible assets like computer software both purchased and internally generated, trade
mark etc. shall be presented under this account head.

Deferred tax assets

Deferred tax assets recognized as per NFRSs on temporary deductible differences, carry forward of
unused tax losses, changes in tax rate etc. shall be presented under this account head.

Other Assets

This account will include any other tangible or intangible asset not mentioned above. Assets held for sale,
non banking assets (other than land or land and building), restricted deposits with central banks, accounts
receivable, interest receivable, accrued income, prepayments and deposit are some of the items to be
included under this head.

Liabilities and Equity side

1.

2.

Due to bank and financial institutions

The balances in accounts maintained with the institution by other local and foreign banks and financial
institution shall be presented under this head. Interbank borrowing, interbank deposit, balances on
settlement and clearing accounts as well as other amount due to bank and financial institution shall be
presented under this account head.

Due to Nepal Rastra Bank
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This account head shall also contain the amount of payable to Nepal Rastra Bank. Amount payable to
NRB shall include amount of refinance facilities, standing liquidity facility, lender of last resort, sale and
repurchase agreements, deposit from NRB etc.

Derivative financial instruments

It includes all derivative liabilities. Derivative instruments like interest rate swap, currency swap, forward
foreign exchange contract etc. held for trading as well as risk management purposes shall be presented
under this head.

Deposits from customers
All deposit accounts other than deposit from BFIs (local and foreign) and NRB shall be presented under
this account head.

Borrowing

All domestic as well as foreign borrowing other than interbank borrowing and borrowing from Nepal
Rastra Bank shall be presented under this heading. It includes borrowing from Nepal Government,
borrowing from other domestic institutions, borrowing from foreign bank and financial institutions,
multilateral development banks etc.

Current Tax Liabilities

The liabilities recognized for the purpose of current income tax, including fees, penalties shall be included
under this head.

Provisions

A provision is recognized when as a result of a past event, the licensed institution has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of economic
benefits will be required to settle the obligation. Provision for redundancy, provision for onerous
contracts, provision for restructuring, pending legal issues and tax litigation, credit commitments and
guarantees etc. shall be presented under this account head. Followings are the additional clarification on
accounts presented under this account head.

(a) Provision for Redundancy

It shall include benefits payable as a result of employment being terminated or based on a dismissal
plan of the licensed institution. Provision for employees' termination benefits like voluntary
retirement scheme shall be presented under this account head.

(b) Provision for restructuring

Restructuring includes sale or termination of a line of business, closure of business locations or
relocation in a region, changes in management structure, fundamental reorganizations that have a
material effect on the nature and focus of the bank’s operations etc. The provision of restructuring
that is recognized as per the requirement of NFRSs shall be presented under this account head

(c) Pending legal issues and tax litigation

Provisions recognized for any pending legal issues and tax litigation matters shall be presented under
this account head.

(d) Onerous contracts

Provision for onerous contract is recognized when the expected benefits to be derived by the licensed
institution from a contract is lower than the unavoidable cost of meeting its obligation under the
contract. The provision amount that is recognized for onerous contract as per NFRSs shall be
presented under this heading.

Deferred tax liabilities

Deferred tax liabilities are the amounts of income taxes payable in future periods in respect of taxable
temporary differences, shall be included under this head. Deferred tax liabilities that are recognised as per
requirement of NFRSs shall be presented under this account head.
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9.

10.

11.

12.

13.

14.

15.

Other liabilities

Any residual liabilities not captured above, shall be presented under an appropriate head in this account.
Liabilities relating to employees benefits like liabilities for defined benefit obligation gratuity and pension
fund, liabilities for long-service leave, cash settled share based payment liabilities, short-term employee
benefits etc., Creditors and accruals, Interest payable on deposit and borrowing, unearned income, unpaid
dividend etc. shall be presented under this account head.

Debt securities issued
Debenture, bond or other debt securities issued by bank shall be presented under this broad account head.

Subordinated Liabilities

Liabilities subordinated, at the event of winding up, to the claims of depositors, debt securities issued and
other creditors shall be included here. It shall include redeemable preference share, subordinated notes
issued, borrowingsetc.

Share capital

The amount of paid up share capital of the licensed institution shall be mentioned under this head.
Amount credited in share capital by issuing bonus shares utilizing the accumulated profit and reserves
shall also be disclosed under this heading. This shall include paid up amount of ordinary share capital and
equity component of preference share capital. The convertible preference shares which includes an option
for the holder of the shares to convert the preferred shares into a fixed number of ordinary shares at any
time after a predetermined date, irredeemable preference share and perpetual debt instruments, the equity
component that is recognized and measured as per NFRSs as equity as well shall be presented under this
heading.

Share premium

The amount of money collected on issue of shares in excess of its face value shall be presented under this
heading. The outstanding amount in this account shall not be considered eligible for distribution of cash
dividend.

Retained earnings

The accumulated profits which has not been distributed to shareholders and has been ploughed back in the
licensed institution’s operations and is free for distribution of dividend to the shareholders shall be
presented under this heading.

Reserves

Licensed institution shall include the amounts received from allocation of profits or retained earnings in
connection with maintaining reserves or created from any other process. Normally, amount shall be
credited to this heading having debited the accumulated profit and while using these reserves, the
concerned reserve account shall have to be debited. Followings are the additional clarification of account
head under reserve.

(a) General Reserve:

General reserve is the statutory reserve. In this reserve, the amount transformed from appropriation
of net profit according to the Banks and Financial Institutions Act, 2073 shall be included. No type
of dividend (cash or bonus share) shall be distributed from the amount in general/statutory reserve.
Approval of NRB shall be required in order to use the amount in this reserve.

(b) Exchange Equalization reserve

Exchange equalization reserve is a statutory reserve. A bank which has earned foreign exchange
revaluation gain on foreign currency other than India currency has to allocate 25 percent of such
revaluation gain to this reserve as per provision of the Bank and Financial Institution Act. Any
amount allocated to exchange equalization reserve as per the provision of the Bank and Financial
Institutions Act, shall be presented under this heading.

(c) Fair Value Reserves

@-Ug U@-N q\s{i



The fair value reserve comprises the cumulative net change in the fair value of financial assets that
are measured at fair value and the changes in fair value is recognized in other comprehensive
income, until the assets are derecognized. The cumulative amount of changes in fair value of those
financial assets shall be presented under this account head.

(d) Assets Revaluation Reserve

Any reserve created from revaluation of assets (such as Property & Equipment, Intangible Assets,
Investment Property) shall be presented under this heading. Revaluation reserves often serve as a
cushion against unexpected losses but may not be fully available to absorb unexpected losses due to
the subsequent deterioration in market values and tax consequences of revaluation.

(e) Capital Reserve

()

(9)

The capital reserve represents the amount of those reserves which are in nature of capital and which
shall not be available for distribution of cash dividend. The amount from share forfeiture due to
non-payment of remaining amount for the unpaid shares, capital grants received in cash or kind,
capital reserve arising out of merger and acquisition etc should be presented under this heading.

Special Reserve

Any special reserve that is created as per the specific requirement of NRB directive or special
instruction of NRB shall represent special reserve. The amount allocated to this reserve by debiting
retained earning account shall be presented under this heading.

Capital Redemption Reserve

This head shall include the statutory reserve created for making payment towards Redeemable Non-
Convertible Preference Shares.

(h) Dividend Equalization Fund

(i)

)

(k)

(1

For the purpose of maintaining uniformity in dividend payment, certain amount of profit during the
year of profit making may be transferred shall be presented under this account head. Dividend may
be distributed by debiting this account with the approval of the Board of Directors and endorsed by
the General meeting.

Capital Adjustment/Equalization Fund

Any amount that is allocated from the amount retained profit to a reserve that is created for the
raising capital of the Bank as well as calls is advance amount to make up minimum paid up capital
amount shall be presented under this account head.

Corporate Social Responsibility Fund

The fund created for the purpose of corporate social responsibility by allocating profit shall be
presented under this account head.

Investment Adjustment Reserve

It is a regulatory reserve created as a cushion for adverse price movements in bank's investments as
directed by the Directives of Nepal Rastra Bank.

Actuarial Gain/Loss Reserve

Actuarial gain or loss that represents change in actuarial assumptions used to value employee
obligations shall be presented under this account head.

(m) Regulatory Reserve

The amount that is allocated from profit or retained earnings of the Bank to this reserve as per the
Directive of NRB for the purpose of implementation of NFRSs and which shall not be regarded as
free for distribution of dividend (cash as well as bonus shares) shall be presented under this account
head. The amount allocated to this reserve shall include interest income recognized but not received
in cash, difference of loan loss provision as per NRB directive and impairment on loan and advance
as per NFRSs (in case lower impairment is recognized under NFRSs), amount equals to deferred
tax assets, actual loss recognized in other comprehensive income, amount of goodwill recognized
under NFRSs etc.
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(n) Other Reserve Fund

Any reserve created with specific or non-specific purpose (except stated in above) shall be
presented under this by disclosing accounting heads.

16. Non-controlling interest

Non-controlling interest (NCI) is the portion of equity ownership in a subsidiary not attributable to the
parent company, which has a controlling interest and consolidates the subsidiary's financial results with
its own. The bank who has a subsidiary and consolidates the financial statement of subsidiary in its own
shall present the equity portion of the subsidiary that are attributable to the shareholders other than the
bank under this account head.

Brief Explanations on Accounting Heads of the Statement of Profit or Loss Account

1.

Interest income

The interest income recognized as per NFRSs shall be presented under this head. This heading shall
include interest income on loan and advance, investment securities except on those investment securities
measure at fair value through profit or loss, cash and and cash equivalent, due from Nepal Rastra Bank,
due from BFls, loan and advances to staff etc.

Interest expense

The interest expenses recognized as per NFRSs shall be presented under this head. The interest accrued
on deposits collected, debt securities issued, borrowings obtained, subordinated liabilities, amount due to
bank and financial institutions, due to NRB etc. shall be presented under this heading.

Fees and commission income

Fee income is earned for diverse ranges of services provided by the bank to its customers. Fee income
arises on the execution of a significant act completed or from provision of services like asset
management, portfolio management, management advisory and service fees etc. Loan documentation fee,
loan management fee, consortium fee, commitment fee, card issuance and renewal fees, prepayment and
swap fee, remittance fee, investment banking fee, asset management fee, brokerage, commission on letter
of credit, commission on guarantee, locker rental income, etc. should be presented under this heading.
The fees and commission income that are integral to the effective interest rate on the financial assets are
included in the measurement of the effective interest rate and shall not be recognized as income, however
immaterial amount can be recognized in profit or loss account as income.

Fees and commission expense

Payouts on account of fee and commission for services obtained by the bank shall be presented under this
account head. This account head shall include card related fees, guarantee commission, brokerage
expenses etc. The fees and commission expense that are integral to the effective interest rate on the
financial liability are included in the measurement of the effective interest rate and shall not be recognized
as expense

Net trading income

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 shall be presented under this account head.

Other operating income

Receipt of all other operating income not specifically provided under the income heads above shall be
booked and presented under this head. This shall include foreign exchange revaluation gain, gain/loss on
sale of available for sale securities, dividend on available for sale securities, gain/loss on sale of property
and equipment, gain/loss on sale of investment properties, operating lease income, gain/loss on sale of
gold and silver, finance income of finance lease etc.

Impairment charge/(reversal) for loan and other losses.

Impairment loss recognized as per NFRSs on loan and other losses shall be presented under this account
head. It shall includes impairment charge/reversal on loan and advances to customers, loan and advances
to bank and financial institutions, investment securities, placement with bank and financial institutions,
property and equipment, goodwill and intangible assets, investment properties etc.

Personnel expenses

All expenses related to employees of a bank shall be 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 NFRSs, cash-settled share-
based payments etc.
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10.

11.

12.

Other Operating expenses

All operating expense other than those relating to personnel expense are recognized and presented under
this account head. The expenses covered under this account head shall include 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.

Depreciation and amortization

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 NFRSs on property and equipment, and investment
properties, and amortization of intangible assets shall be presented under this account head.

Non operating income/expense

The income and expenses that have no direct relationship with the operation of transactions shall be
presented under this head. The income/expense covered under this account head shall include loan written
off, recovery of loan, redundancy provision, expense of restructuring etc

Income tax expense

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

Brief Explanations on Accounting Heads of the Statement of Other Comprehensive Income

1.

Fair value reserve relating to investment in equity instruments

Net changes in fair value of equity instrument that are measured at fair value and the changes in fair value
is required to be recognized in other comprehensive income shall be recognized and presented under this
account head. The changes may be subsequently reclassified to profit and loss in accordance with the
relevant NFRSs shall also be deducted from the fair value reserve.

Changes in revaluation reserve

Changes in revalued amount of property and equipment, and intangible assets shall be presented under
this account head.

Cash flow hedge

When a derivative is designated as the hedging instrument in a hedge of the variability in cash flows
attributable to a particular risk associated with a recognised asset or liability or a highly probable forecast
transaction that could affect profit or loss, the effective portion of changes in the fair value (losses) of the
derivative is recognised and presented in Other comprehensive income under this account head. The
changes may be subsequently reclassified to profit and loss in accordance with the relevant NFRSs shall
also be deducted from the fair value reserve.

Net actuarial gain/loss on defined benefit plans

Re-measurement gain/losses arising from experience adjustments and changes in actuarial assumptions
are recognized in the period in which they occur, directly in other comprehensive income and shall be
presented under this account head.

Income tax relating to these items

The income tax relating to the items shown in other comprehensive income shall be presented under this
head.
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https://reporting.nrb.org.np/

ATIA-R.3

e T faiia TeumeTer SRafveT ST a0 (Entity Profile) SIMTERIF U srafy

Detail Informations

Update Frequency (in

Deadline for

SN Particulars (Not exhaustive) SIS) Update (in SIS)
A. | Entity Details Page
Organization Chart,
Authorised & Paid up Capital, Within 7 days of Change
1. Primary Information Contact details As & when change occurs
Committee Name, Members Name, Within 7 days of Change
2. Details of Committee | Designation, Start Date, etc. As & when change occurs
Ownership type, Percentage, Host Country Within 7 days of Change
3. Ownership Details Name, Name of Investors etc. As & when change occurs
4. Subsidiary/Associates | Type of Subsidiary, Name of Subsidiary, Within 7 days of Change
Details Holding percentage, etc. As & when change occurs
Name, Father & Grandfather Name, Type,
Representation from, Contact details,
PAN, Term, Biodata, Declaration on Code
5. Details of Board of of Conduct, Citizenship Certificate, Within 7 days of Change
Directors Qualification Certificate, etc. As & when change occurs
Within 7 days of Change
6. Details of Auditors Name, Type, Contact details, etc. As & when change occurs
7. Details of Name, Designation, Father & Grandfather Within 7 days of Change
Management Team Name, Contact details, PAN, Biodata, etc. As & when change occurs
Name, Designation, Father & Grandfather
8. Details of Chief Name, Contact details, PAN, Biodata,
Executive Officer Appointment letter, Citizen Certificate, Within 7 days of Change
(CEO) etc. As & when change occurs
9. Details of
Compliance and Name, Designation, Father & Grandfather Within 7 days of Change
Reporting Officer Name, Contact details, PAN, etc. As & when change occurs
10. Annual General
Meeting Report and | Attachment of AGM Report and Within 7 days of Change
Resolution Resolution As & when change occurs
Policy Name, Category, Effective Date, Within 7 days of Change
11. Policies and Approved by, Attachment of the As & when change or or update
Procedures document update occurs
On the date of
Type, Location, Contact Details, Vault When branch opened, operation start, close or
B | Branch Details Page Capacity, etc. closed or relocated relocate
On the date of
Branchless Banking Related Branch, Agent Details, Contact When BLB opened, closed operation start, close or
c | Details Page Details, Location, etc. or relocated relocate
On the date of
Related Branch, Location, ATM Capacity, When ATM opened, closed operation start, close or
D | ATM Details Page etc. or relocated relocate
Base Rate, Deposit Type, Deposit Interest
rate, Loan Type, Min./Max Interest Rate, within 7 days of end of
Deposit/Loan Product Min./Max. Premium Rate, Effective date, the month or
E | Details Page etc. Monthly & after change Change
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Detail of Branchless Banking Centre

7T dE fET BT A ©.9%-9

Institution Name: * Related Branch: *

BLB Agent
Name: *

Agent Citizenship Num:;

Agent Citizenship Agent Citizenship Issued Dist:
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Issued Date:

Agent Citizenship

Agent PAN Number: *

(Blb PAN Number should be

Issued Auth: exactly 9 digit)
Zone: Province: *
District: Province District: *
VDC: Local Bodies: *
Ward/Tole: Localbody Ward: *
Address: *

House Number: Nearest Landmark:
Phone 1: Phone 2:

Mobile: * Email:

BFI BLB Agent
Code (Internally
used code): *

Unique Individual Code:

Status: * Operation Date: *
Pos Enable: Mobile Enabled:
Tab Enabled: Others Enabled:
Latitude: Longitude:

e * Mandatory fields

e Latitude and Longitude are Automatically updated from adjustment on map marker

Detail of ATM Location Centre

Institution Name: * Related Branch: *
ﬁ;ﬁ?gem Agent Citizenship Num:
;A‘nggé g;!é?nshlp Agent Citizenship Issued Dist:
.. . Agent PAN Number: *
Agent C't'Z?nSh'p (E?Ib PAN Number should be
Issued Auth: L
exactly 9 digit)
BFI ATM Code
(Internally used Related Branch:*
code):
Institution Name:* Province: *
Z0nes: Province District: *
District: Local Bodies: *
VDC: Localbody Ward: *
Ward No/Tole: Nearest Landmark:
Address:* Number of ATM:*
ATM Operation
Date:*
Latitude: Longitude:

e * Mandatory fields

e Latitude and Longitude are Automatically updated from adjustment on map marker

Account Detail - BLB Wise 9.15A

Institution Name:

Statement of Account Details BLB wise

7 d 3T BT A <.94-7

7T GF [T BT T < 94F

Bran | Br B | BLB | BLB
ch an L | Loc Locate
Cod | ch B | ated | d

e N C | Dist | VDC/

BLB
Loc
ated
War

BLB | Payment Last Numb
Loc | Termina | transacti | er of
ated | | on Male
Stre | Availabl Date Accou

Nu
mbe
r of
Fem

Numbe
r of
Third
Gender

Num
ber
of

Joint

Numb
er of
Grand
Total

No
of
Activ

Numb

er of
Total
card
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a od | rict Munic | d et/T | e (YYYY/ | nts ale | Accou | Acco | Accou | Acco | issued
m e ipality ole at the mm/ Acc | nts unts | nts unts
e BLB dd) ount
Point of the s
(POS/ BLB
Tablet Point
/Mobile
/Other)
7T dF FTTT BT A % 94T
Electronic Transaction (9.15 B)-BFIs
Institution Name:
Monthly Statement of Electronic transaction institution wise
Total Amount of transactions (Reporting
Channel No. of transaction (Reporting month only) month only)
Used for Rs.5000- Rs.5000-
transaction | Form of transaction | <Rs.5000 Rs.10000 | >Rs.10000 | Total | <Rs.5000 | Rs.10000 | >Rs.10000 | Total
ATM Withdrawal On Us
ATM Withdrawal Off Us
ATM Bill Payments
Transfer (A/c to
ATM Alc)
Other Transfer
ATM (Cardless or OTC)
BLB Deposits - On Us
BLB Deposits - Off Us
BLB Withdrawal - On Us
Withdrawal - Off
BLB Us
BLB Bill Payments
Transfer (A/c to
BLB Alc)
Other Transfer
BLB (Cardless or OTC)
Merchant
Point Bill Payments
Customer
Initiated
(Not
Covered
Before) Bill Payments
Customer
Initiated
(Not
Covered Transfer (Alc to
Before) Alc)
Customer
Initiated
(Not
Covered Other Transfer
Before) (Cardless or OTC)
Mobile, Mobile Banking
Internet Transaction
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and Internet Banking
electronic Transaction

card Debit Card
Transaction | Transaction

Credit Card
Transaction

Prepaid Card
Transaction

JITT HTATAT AAT A= AT FTATAABT [T

(FTATAT oA AURT (AT T9T )

7 deF [F3977 BT 7 .95

BFI Code
(Internally used Branch Name: *
code):
Institution Name:* Phone 1: *
Branch Email: * Phone 3:
Phone 2: Province: *
Zone: Province District: *
District: Local Bodies: *
Vdc: Localbody Ward: *
Ward/Tole: Address:
House Number: Branch Type: *
Landmark: Branch Manager: *
Operation Date: * - Email:
Longitude* - Phone:

Latitude: *

e * Mandatory fields

e Latitude and Longitude are Automatically updated from adjustment on map marker

7 dF [T BT T 2. 95%

S.N.

Branch Code

Branch Name

Loans & Advances

Long Term Loan (Personal)

Long Term Loan (Business)

Long Term Loan (Working
Capital)

Overdraft(Personal)

Cash Credit Loan

Trust Receipt/Import Loans

Short Term Working
Capital/Demand Loan

Personal Residential Loan

.@-U_E'; U@-N ?Og




Real Estate Loan

Margin Loan

Hire Purchase Loan

Deprived Sector Loan

Bills Purchase

Funded-Others

Total

Deposit

Current

Saving

Fixed

Money at Call

Certificate Of Deposit

Margin

Others

Total

7 dF 397 BT A< 95F
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atRa T sk (e @rdTer AfTe aviiervureT e a9 3-3ifhy e FeATeh! EnTa faavor
Total Number of Active | Savin | Curre Call | Ma | Other | Total | Fixed | Mobil | Intern | Debit | Credi | Prepa
Accounts g nt | Acco | rgi | Acco | Acco | Acco e et | Card | tCard id
Acco Acco unts n unts unts unts | Banki | Banki Card
unts unts ng ng
Users | Users
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Statement of Principal Indicators institution wise

Indicators Unit Amount Remarks
Adequacy of Capital Fund on Risk Weighted Assets

Core Capital NPR

Total Capital Fund NPR

Risk Weighted Exposure NPR
Earning Per Share (Average share outstanding) NPR
Market Value Per Share NPR
Book Net Worth Per Share NPR
Net Profit Per Staff NPR
Per Employee Staff Cost NPR
Number of Promotor Equity Shares Nos.
Number of Public Equity Shares Nos.
Number of Permanent Staffs Nos.
Number of Branches Nos.
Number of Extension Counters Nos.
Number of ATM Machines Nos.
Price Earning Ratio Times
Dividend (including bonus) on Share Capital Percent
Cash Dividend on Share Capital Percent
Net Profit / Gross Income Percent
Net Profit / Loans and Advances Percent
Return on Total Assets Percent
Return on Equity Percent
Interest Income / Loans and Advances Percent
Exchange Gain / Total Income Percent
Interest Expenses / Total Deposits and Borrowings Percent
Total Operating Expenses / Total Assets Percent
Staff Expenses / Total Operating Expenses Percent

.@-U_E'; U@-H ?qa
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Percent

Total Credit / Deposits Percent
Non-Performing Loan

Non-Performing Loans / Total Loans Percent
Base Rate Percent
Weighted Average Interest Rate Spread Percent
Weighted Average Interest Rate on Deposit Percent
Weighted Average Interest Rate on Credit Percent
Institutional Deposit/Total Deposit Percent
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1. AUDIT APPROACH

1.1. Brief description of the Audit plan with focus on the following areas, at minimum;
» Declaration of Independence of Audit Firm and Members
+ Standards followed
»  Composition of the audit team
* Audit schedule
1.2. Brief description of the Audit process and procedures
+ Audit areas' Risk Assessment
» Audit procedures adapted to mitigate identified Audit Risks
*  Quality control mechanism
1.3. Brief description of the Sampling Procedure and sample size
«  Sampling methodology
+ Sample size
»  Use of system based approaches
1.4. Remarks on the execution of audit plan
»  Execution of audit and the audit plan
»  Problems encountered during the audit, if any
« Limitations of scope of Audit, if any.

2. RISK MANAGEMENT SYSTEMS

Opinion on the following:
2.1 Credit Risk Management Systems

211
212
2.1.3
2.14
2.15

2.16
2.1.7

2.1.8
2.19
2.1.10

Brief description and comment on the adequacy of credit appraisal systems,

Brief description and comment on the adequacy of credit monitoring systems,

Brief description and comment on the adequacy of the credit recovery systems,

Existence, adequacy and effectiveness of Policies and procedure for Write off of Loans,
Existence, adequacy and effectiveness of Policies, guidelines and Controls over Off Balance
Sheet Items,

Existence, adequacy and effectiveness of Policies and guidelines for Non-Banking Assets
Existence, adequacy and effectiveness of Policies and guidelines based on ESRM
Framework

Comment on the concentrations in the credit and investment portfolio,

Existence and effectiveness of Risk Management Committee and/or Sub-committee
Overall audit opinion on Credit risk management,

2.2 Market Risk (Interest Rate and Foreign Exchange) and Liquidity Risk Management Systems,

221

2.2.2
2.2.3
224

Existence, adequacy and effectiveness of policies, procedures and guidelines for the market
risk management,

Adequacy of the system for measuring, monitoring and mitigation of Market risk,

Existence and effectiveness of Risk Management Committee and/or Sub-committee
Overall audit opinion on Market & liquidity risk management.

2.3 Operational Risk Management System

231

2.3.2
2.3.3

2.34
2.3.5

Existence, adequacy and effectiveness of policies, procedures and guidelines for the
Operational risk management.

Adequacy of the system for measuring, monitoring and mitigation of Operational Risk.
Adequacy of policies and procedures for managing Information Technology and Cyber
Security Risk

Existence and effectiveness of Risk Management Committee and/or Sub-committee
Overall audit opinion on Operational risk management.

3. INTERNAL CONTROL SYSTEMS
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Opinion on the following areas:

3.1
3.2
3.3
3.4

3.5
3.6
3.7
3.8
3.9

Effectiveness of the Audit committee

Effectiveness of the Internal Audit Function

Effectiveness of the Compliance Function

Rectification of the deficiencies identified in the previous internal and external audit reports, NRB
inspection reports and other reports, if any

Adequacy of the controls in Credit operations

Adequacy of the controls in Treasury operations

Adequacy of the controls in Branch operations

Adequacy of control over Nostro Bank Operations

Adequacy of the controls in procedures related to expenditure

3.10 Adequacy of the control over fixed assets

3.11 Adequacy of the Management Information System (MIS)

3.12 Adequacy of controls over digital banking operations and products

3.13 Adequacy of controls in Information Technology and related support functions, including cyber

security risk

3.14 Effectiveness of the Inter-branch and agency Reconciliation function
3.15 Adequacy of controls to prevent and/or minimize Fraud and forgeries
3.16 Instances of Fraud and Forgery in the review period

3.17 Existence, adequacy & effectiveness of system audit

3.18 Other Control Issues, if any

3.19 Auditors overall assessment of the internal control system

4. COMPLIANCE WITH APPLICABLE RULES AND REGULATIONS

Comment on Compliance of Prevailing Statute, Act, Directive and Regulation, at minimum, in the following

areas
4.1

4.2

Nepal Rastra Bank Act 2058

State whether the conditions as stipulated in Section 86 of Nepal Rastra Bank Act 2058 prevails, if
yes please specify.

Bank and Financial Institution Act 2073

4.2.1 Whether fees and benefits of Chairman and board members are as specified in AOA/MOA

4.2.2 Appointment, qualification and benefits of the Chief Executive
4.2.3  Profit Appropriation to General Reserve

4.2.4  Appropriation to Exchange Fluctuation Reserve

4.2.5 Distribution of Dividend

4.2.6  Whether the activities are within the scope as defined by BAFIA?
4.2.7 Whether prohibited activities are being pursued?

4.2.8 Control & notification of dormant deposit accounts and unclaimed dividend

4.3 Foreign Exchange Rules and Regulations

4.3.1 Whether payments of goods imported and service import are made as per circulars.
4.3.2  Whether deposit accounts of foreign currency are opened and operated as per circulars.
4.3.3 Whether card transactions are done as per circulars.

4.3.4 Whether foreign exchange transactions are properly recorded and reported in a timely
manner.
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4.3.5 Whether investment in foreign currency are made as per standard approved by the Board of
Directors.

4.3.6  Whether payments of exports are received and reported timely as per circulars.
4.3.7 Whether transactions of Indian currency are made as per circulars.

4.4 Payment System Related Directives issued by Payment Systems Department

4.24.1 Payment system related policies and procedures formulated and followed

4.24.2 Adequacy of security maintained in the digital transactions

4.24.3 Adequacy of conditions on bilateral agreement with agents and third party
4.5 Minimum Capital Fund (Directive No. 1)

451 Common Equity Tier | Capital, Tier 1 Capital and Total Capital

45.2 Risk Weighted Exposures (including Supervisory adjustments)

4.5.3 Compliance of Regulatory Minimum Capital requirements during the fiscal year
45.4 Comment on the Capital Plan

4,55 Overall opinion on capital adequacy

4.6 Loan Disbursement, Classification and Loan Loss Provisioning (Directive No.2)
46.1 Comment on the Assets Classification

4.6.2 Adequacy of Loan Loss Provisions

4.6.3 Whether the rescheduling/restructuring comply with the provisions of the directive including
regulatory forbearance

4.6.4 Adequacy of Loan Loss Provisions in case of restructuring and rescheduling of loans
4.6.,5 Recognition of Non-Banking Assets and auction in respect of non-banking assets
4.6.6 Loan Classification and adequacy of loan loss provision in respect of force loans

4.6.7 Loan Classification and adequacy of loan loss provision in respect of loan against
personal/corporate guarantees

4.6.8 Whether the adjustment and Write back of loan loss provision comply with the provisions of
the directive

4.6.9 Overall opinion on Loan classification & provisioning

4.7 Single Obligor Limit & Sectoral Credit Limit (Directive No.3)
4.7.1 Bank's procedures to identify a group of related borrowers

4.7.2 Comment on the Facilities in excess of Single Obligor Limits, if any

4.7.3 Adequacy of Loan Loss Provision in case of borrowers availing facilities in excess of the
SOL

4.7.4 Review and ratification mechanisms for excessive exposures in respect of sectoral credit.
4.7.5 Comments on any exceptions on loan to real estate sector.
476 Comments on any exceptions on margin lending.

4.8 Accounting Policy & Format of the Financial Statement (Directive No.4)
4.8.1 Comment on the Consistency of the Accounting Policies and financial reporting framework.

4.8.2 Recognition of interest income from loans and advances
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4.8.3
48.4
4.8.5

4.8.6

4.8.7

4.8.8

4.8.9
4.8.10

Reconciliation of Interest Receivable and Interest Suspense
Recognition of other interest, fees and commission and expenses.

Accounting for Regulatory Reserves, including the movements and changes in
Regulatory Reserves

Computation of impairment charge as per Expected Credit Loss Related Guidelines
issued by NRB

Comment on appropriateness and robustness of Expected Credit Loss Models
implemented by the B/FI

Comment on adequacy of disclosure in the financial statements regarding impairment
charge

Publication of annual and interim financial statements

Non-compliance/deviations in accounting policies followed as compared to prescribed
accounting policies by NRB/Nepal Financial Reporting Standards

4.9 Risk Management Minimization (Directive No 5)

49.1
4.9.2
49.3
494
4.9.5
4.9.6
4.9.7

Mechanisms to manage credit risk

Mechanisms to manage operational risk

Mechanisms to manage liquidity risk

Mechanisms to manage market risk

Use of GAP Analysis and other mechanisms to measure and manage interest rate risk
Mechanisms to manage foreign exchange risk

Mechanisms to manage other inherent risks

4.10 Corporate Governance (Directive No.6)

410.1
4.10.2
4.10.3
4104
4.10.5

4.10.6

Formulation and implementation of required plans, policies and guidelines

Code of conduct of Directors, Chief Executive and Employees

Cases of conflict of interest of Directors, Chief Executive and Employees
Mechanism to identify related parties promoters, directors or senior management.

Lending to directors, chief executive, employees (except as per employee rules) and their
related parties, if any

Level of Corporate governance and compliance of directives related to corporate governance

4.11 Implementation of Supervisory Findings (Directive No.7)

Auditor's finding on the status of compliance of directions given by NRB based on its onsite
inspections and offsite supervision
4.12 Investments & Subsidiary Company (Directive No0.8)

412.1
412.2
412.3
412.4

Investments in unlisted companies
Investment in companies with financial interest
Investment in shares of other bank/Fls

Investments arising out of Underwriting Commitments
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4.12.5 Investment in shares and debentures exceeding the limits

4.12.6 Investment in private equity and venture capital

4.12.7 Review of the investment portfolio

4.12.8 Adequacy of provisioning requirements

4.12.9 Adequacy of investment adjustment fund requirements

4.12.10 Compliance with directives of Investment in shares and other securities of subsidiary(ies).
4.12.11 Compliance with directives on purchase/construction of fixed assets for self-utilization
4.12.12 Adequacy of consolidation of transactions with the subsidiary(ies).

4.12.13 Harmonized implementation of policies, procedures and systems of holding company in the
subsidiary(ies).

4.12.14 Transactions not based on competitive market price or unauthorized transactions or
transactions not based on Arm's Length relation.

4.12.15 Overall level of disclosure of Related Party Transactions in the periodic financial returns.

4.13 Reporting Requirements (Directive N0.9)
4.13.1 Comment upon the reliability of mechanism used for NRB reporting

4.13.2 Comment upon timeliness and the accuracy of such reports

4.14 Sale or Transfer of Promoters Share (Directive No. 10)
4.14.1 Sale or transfer against the statutory requirements

4.14.2 Sale or pledge of promoter shares, during the lock-in period

4.14.3 Where the promoter of the Bank is an entity, unauthorized transfer of ownership of such
entity

4.14.4 Where the promoter of the Bank is an entity, the availability of audited financial statement of
such entity for verification

4.15 Consortium Financing (Directive No.11)
4.15.1 Formation and dissolution of consortium

4.15.2 Fulfillment of the specified duties of lead bank/ member bank, where applicable.
4.15.3 Frequency of consortium meetings where it is lead bank/FI
4.15.4 Adherence to the spirits of consortium

4,16 Credit Information and Blacklisting (Directive No.12)
4.16.1 Periodic Submission of information to CIC

4.16.2 Mechanism to obtain required information from borrowers

4.16.3 Credit Information at the time of sanction/renewal/restructuring/rescheduling of facilities
4.16.4 Recommending defaulted borrower to the CIC for blacklisting

4.16.5 Lending to individual/firm/company included in the blacklist

4.17 Cash Reserve/Statutory Liquidity Requirement (Directive No. 13)
4.17.1 Comment on any exceptions on the maintenance of CRR as stipulated by the directive

4.17.2 Comment on any exceptions on the maintenance of SLR as stipulated by the directive

gug ‘@’ ¥



4,18 New Branch/Office Operation (Directive No. 14)
4.18.1 Unauthorized branches/offices/extension counters/remittance counters/liaison
office/representative office

4.18.2 Comment on transactions carried out by branch/liaison office/repreentative office
outside Nepal

4.19 Interest Rates (Directive No. 15)

4.19.1 Interest rate determination procedures
4.19.2 Mechanism to determine cost of fund, base rate, yield on earning assets and interest spread
4.19.3 Publication of interest rates

4.20 Mobilization of Financial Resources (Directive No. 16)

4.20.1 Concentration of deposits

4.20.2 Resource mobilization beyond the limit

4.20.3 Issuance of perpetual non-cumulative preference share
4.20.4 lssuance of debenture and other debt instruments

4.21 Deprived Sector and Specified Sector Lending (Directive N0.17)

4.21.1 Comment on the exceptions observed in the deprived sector lending

4.21.2 Whether the loans classified as deprived sector lending meet the stipulated pre-requisite
conditions

4.21.3 Monitoring mechanism for utilization of deprived sector lending on a half yearly basis
4.21.4 Comment on the exceptions observed in the specified sector lending

4.21.5 Whether the loans classified as specified sector lending meet the regulatory
requirements

4.22 Merger, Acquisition and Upgradation (Directive No.18)

4.22.1 Fulfillment of the specified requirements for upgradation by the financial institution, where
applicable

4.22.2 Whether the minimum capital, capital structure meet the stipulated pre-requisite conditions
for merger and/or acquisition, where applicable

4.22.3 Trading status of stocks in the stock exchange

4.22.4 Compliance of regulatory provisions on the Merger, Acquisition and Upgradation including
Fit & Proper Test mentioned in BAFIA, 2073 NRB Act, 2058 and Unified Directives, and
Merger Byelaws

4.22.5 Overall opinion on Merger, Acquisition and Upgradation

4.23 AML/CFT (Directive No.19)

4.23.1 AMLI/CFT policies, procedures and practices formulated and followed
4.23.2 Adequacy of mechanism, procedures and documents for customer due diligence
4.23.3 Adequacy of risk based customer classification and monitoring

4.23.4 Mechanism, procedures and documents for customer due diligence
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4.23.5 Protection of information and documents, including electronic data, of the customer till the
period stipulated in the Act and regulations

4.23.6 Adequacy of filing and reporting of threshold transactions to Financial Information Unit
(FIV)

4.23.7 Adequacy of filing and reporting of the suspected cases to the internal management and
concerned supervisory authorities. Cases of reporting of money laundering and suspected
financing to terrorism to FIU

4.23.8 Auditor's finding on the status of compliance of directions given by NRB based on its
onsite inspections and offsite supervision conducted by NRB

4.24 Financial Consumer Protection and Financial Literacy (Directive No. 20)

4.24.1 Comment on regulatory compliance related with financial service fees

4.24.2 Auditor's finding on the status of compliance of directions given by NRB based on its
onsite inspections and offsite supervision conducted by NRB

4.25 Miscellaneous Directives (Directive No.21)
4.25.1 Whether insurance agency service offered to its clients

4.25.2 Authenticity of computer software used

4.25.3 Preparation of documents in the devanagari script of Nepali language as stipulated in the
directives

4.25.4 Adequacy of security maintained in SWIFT transaction

4.25.5 Compliance of taxation, including TDS, and mandatory provisions made by fiscal policy of
Government of Nepal

4.25.6 Safe Deposit Vault, Locker Service availed
4.25.7 Compliance of regulations and laws with respect to Auction
4.25.8 Technical Service Agreement, TSA reached, where applicable

4.25.9 Adequacy of policies, procedures and mechanism of transactions on derivative products,
where applicable

4.25.10 Use of Refinancing Facilities availed by the NRB made as per the agreement

4.26 Transparency and level of economy in the capital and operating expenditures. Whether Financial
Administration Bye-laws is adhered to while incurring such expenditures

4,27 Compliance with internal rules, requlations and quidelines

Comment on the overall state of compliance with the internal rules, regulations and guidelines
4.28 Overall compliance of laws, regulations, circulars, directives and guidelines

Comment on the overall state of compliance with the laws, regulations, circulars, directives &
guidelines
OTHERS

5.1 Whether guarantees, all other contingent liabilities/assets and off-balance sheet exposures are properly
recorded and disclosed

5.2 Whether banks have entered into any contracts with related parties including the promoters, directors,
shareholders holding more than 1% and their undivided family

5.3 Compliance of pre-requisite conditions for Purchase of fixed assets
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5.4 Compliance of regulatory relaxations issued to curb the impact of Covid-19 pandemic in financial
system (including reduction/discount on interest rates)

5.5 Any comments or issues, which the auditor feels appropriate to be communicated to the supervisor and
is not covered by the above

. CONCLUSION
6.1 Type of Audit opinion expressed in the final audit Report

6.1.1 Unqualified
6.1.2 Qualified
6.1.3Adverse
6.1.4 Disclaimer
6.2 Main reason for the qualified, adverse or disclaimer opinion on the financial statement produced,
where applicable

6.3 Areas of operation where it is exposed to excessive risk
6.4 The risk areas where bank/FI has not been able to properly address these risks
6.5 Comment on the Major Problems faced by the Bank/FlI

6.6 Overall opinion of the auditor on the operation and financial standing of the Bank/FI
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