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TETTTHINTHET T AALATHT AT T [ARGCHAT /AT AR AR ITRTHT
FATH R.Y TIAT BT ARAT FALT T I,

¥, afgdl 9ed QATETEAT /A1 qARATde 0T TRTHT |
AT G [FEATHT TRl G QRG] T/ a1 TARAT A0l TTHT |
T SCMAT U aUEF U AT q@I Fol TARELEAT T/ AT TARATAehIeheur IR |

(@) TARERHAT ¥ /AT [ARATABIHRT T GHIAT ORI IRTHT FH(hI0 ARG Follells |
a1 F. (%) HI Iooii@d ATehdl ATRATHT qARETaAT /AT GARATABIHII TETHT
ATH Y IfTT FA AR FALT T I | FHAA, BRI AT @IS AIH
FIHIT AHHT FAEEATE TAVELAAT T/ AT [ARANABIRRY TT&T qaaa FIIH TRTHT
FAT ATRTA SFTXT HTIA e T, | TARETHAT T/ AT [ATANASIRIOT TR BT HT
FHRITSI T 92" & |

(M) fpeara=ar ar ¥\ #Ags® fe=ar (Equal Monthly Installment, EMI) HT &1 TR

AT FHHT FHoITehl FlaT TAT AT [TATHT TEhl TALITHT TETART ALAT FHoATehl ATHT
QRETHAT ¥ /A1 (ARATTbT BT AR 99 hol] AT Sqaedl Haq T T |




(1) otiehl fobear AN SFATr Ul (Prepayment) #RUTA fhedTawalel ThH TaH
fepear Tear ®| swuHr |

(3AT) IRadeNe TG AUHT Follehl ATHEY UREAdT HUR] FRUTATS Follehl THATATT
qar fpedT THH UREdd WUHT | I9 GHITHT ATEY 96 bollhl qHATAY qdT
fopear derm gfud AT FW W@ehd W qHIEr HegiRer aRuer fewr @wd
AT IS & | X, AR FHTE Hollepl GHATEAR q97 fopear Fe geq
TTHT qFT ol et T JATHT fqeifed e T weres e & |

(9) qRETEAT T/ AT GARANABIHIU TRUHT Folibl AiaT (bl TaT AR ARl (I
qAtT TUR AATITHT I AT FHT J99ATA) AR o auaqeq faatia Aque
TTTITHT FT FATATS AT FHATAT TROTT T Afeb 3 |

() J% dur faira G bl AT TR GRATSIATR FATe &EdT  (Production
Capacity) fa&d® &+ HMR=a W @A g4 qig a1 ¥ ARTTHT 18 T& BRI
STEAT AMBTRT HoIl TRl 9 AT (Repayment Schedule) T &SIl =[<hl T e
feafq TReer Hoimer Afte MATHHATHT WH eTegIar, FaddR, [FHwe, qIX aled
A q AR AT Tl aRATSAESAS SBTwl Od R TR Gl
/AT GAREREAT T HAALATAT 1.90 FIAATHTT Hll AR AL FAH T Fiebel
B | T TARANARIHI T/ AT [ATERHAAT TRUHT FATATS AqA Pl TTHT AT
T i G |

(&) afeTeT fAfeha T9g F=aTad § @l a1 GoATdd 9% g4 HHAT TEhl g, T

(3AT) STEAT FSAT YATE &l Rl TRTHT I (Moratorium) AT =T Hlegehl TATIHT
UTehehl SATST Yoileha IR AT AT TaTe |

(%) & quT fadira Gerer qivaTsTHIehl Icaed &THaT (Production Capacity) fo&d® suet
it T |

(@) S qAT i FEATr FHERTITET AR AT FATE TEHT FAl TS TR FRIT
AGeRPT qRTAT ANART a7 A THINAH FhT TH AGF q5 bl qARET=AT a1
AT T AT WO {99 Fa SHATHT ATIRAT [AEL=AT AT TARATABI BRI TRl
FAEAET Q.90 Wiqua WA Fel AEEET FEae HEH T g T
TARAT AR/ [AREHAAT T Alhd G | T [ARATAB BRI/ TAELHAAT TR
FAETATS AqA FATHl TTHT AT T Al 3 |

(@) FATHT TIATHT TaTH TN FATeTg TARELHAT AT TALATABIHRIT T qTe S |

() T AHRA FqTA ITSTTTHT FHRTT T AR [ALAIAT TAT ITIH (TR
AT T ool ST BT T FANTHT G (T &aTe giga qfasr Teear
Frfatg, Jo0vo (FEfEl -9) FHIH gT T ol [ARANABIHT AT [ATHTAAT
& IATH W, IANT FHSAT AT FEAT T TS |

(%) TASAATAIT SeF qAT faiig TRATA YaATE TRl FSAT AT TAT FAT GIEAT HIATE
TE TRITH AT AHT TRIUHT ATEITHT TN AT Tl Follepl ATRT TH T ol
TSI a7 (Loan Loss Provision) T WY Wfqerd ge fag atel W gfderd AT g
W F

qo0



(q0) TR /WX THHIHT Holl Y &l Hliepl AThTd THI THH aRERH] A
FIPT FTAT AT FEATAp! fqaror dfqard F9AT o qve | SAhTa /SR STHIAHT
A JATEd FATATE I SURIThTIAT AR T &, o ARTT, FHAA T 9iheaq
FATHT T4 AT T GHT QIBURT Gaeaepl ATGRTh R0 Faerd 99 T ol Al
AT FIA T TG | A A, A=A FFI T ARATSAT fordied T@re 95 99 e
AT SATHIT /FINA AT qHA [ds Foll JaATe THl AALATAT TR AGTHD
FATAT THA AR R0 GFTTd FSAT AT ATLAT THIAE |
qX, AR/ TR STHTHIHT TATE TUHT @THHRT HATHT I oAl AT FaLdT FHIIH
T At g o
(%) THiga HIg Hal |

(@) TUT. e 7 3 F AT 7. L B GG (@) AT IedArgd AATATS I&TT Tl ol |

@M g% qur fadim gearer AfhTa STHEHAT 9918 WeRedr [ren e, aferen fadrar
JaTe AUH! Foll qdT A [0 q¥d7 TaH Gedn] q¥aTdre f[aue av &el sT=aiid
T THT FHSAAT ITHRT (X) THIAH ANMBTHRI FAl AR FTEATHT AfqRTh 0
giqeTe T BT AR AT T TS |

(°) ITfafaes 9T SATEAIgE qATAH JaTd T LATaATs TaTE g1 & Y AT GFT Hall |

(3) TETIRT A ITAAT g TR GaTE AUHN & 4 ATGGFHR] AThITA ol |

() TOSTAIAIT FEATH Holl ANTHT T fRfaHepT 11 Jare, ATHT qdqT Aqell
THHT L Joel@ T g |

(3T) 7 FRfaweRT FAT YATEHT AT FATATTAITT FEATHN GoaATelh AAITATE Fad
YIgae TUR Thd TRIE AR Tehl & I T ol JaTe Tl YIedd q9= quf qref
THT AT |

(3) WD ARG FAA FoAl AHET T G T qER g |
HTFRTATRT AT HUTRT S qar i TearaT el @rarare JebiA el ga |
QT el ATATIRTHT T @ TFR (PAN) Tt gade |

(%) ¥H #Wifg® [T (Equal Monthly Installment) T sl SThTAT &4 T ThIAT
qTAHT T GAIT | TXAT HSA(ehl AIhaH  THIATAT © THAF q1F §g | X,
TATSIAIAITT T ATGHT & QY AT@HRl ATATT el JErdl . 4 ATaardeb!
overdraft &S J&TH 9 T S |

() HIAS-9% T TG [dFF~ UMTHT i UNTT AGHTAEedTs (Hid R0
AT {IT AT &1 TR Bl |

() TEAT HAT FA BATRl ¥ IIATTART FET JaTe TH T2 |

(F) U BASIFHHT TRATSAAT IATHT FaTe AUeRT ol |

@ @IS (F) T (F) TANTHET Foll R0 & 9T o Fafael AT ATHHT @R AR H
FATHI TR 91 GFALTd oAl AT FFEAT HIaH T |

() TN FAHT (a0 Gg TIR T B |

(99) SOTSTAIAIT e SETAH] AALATHT ofTaeh 9T TeTehl fIdqTAT HIF Yalled bolieis a9
fAaer FHIH afieor T 99d, g&q MRl A T RIS Fo|r 99 90 ar
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T AUl gfqerdel Afafeh 0 Yfqerd 99 F1 A e FEH T IH9S, |
HONPT AT GEAAP] GRS TG HE I FRETT ATqd q&r geqepl fodr a8 fog &=
JATE bl AATATHT HUNH! A FFIah] ARETIA T@IHEB! ST FSAAT AT IJoold A7
FTHITTH T ol AT SHaedT T IS | T FoIlehl gg [aave qar T 99, |
(1) O ATk ATAT SThT TTER GRERET GeTThl ATHHT U T |
()T BY TUHAT T FHD! TUTSe?, JIHaR a7 [ATehl ThToR URARHT &bl ATHAT
AU far |
(F) SR THE qT FRATHT ATTATE FW, IAW T FF FaGE goarad T
ERTAT AP (o5 FRATTRT GRETUHT YT TRTHT FaT |
TR, ffa R0%R/03/3% wwa1 afy garled smafasd FSiiel ghAT AfeaH fhedr STl
FARIAE AT 9T FoAT AT AT T STl g o |
gedieper - AW YATSTAH] AT A FHId AT = A= R T GIRATSIATR] FRETIT
TERAIEE |

(QR) FATTAATAIT TRATA HATHAT G AT AGAT AT AT Fel PRIA HUbT FoAl e

FHATA] g1 39+ [9eiuu AT Holl AIacAlg decdl AT AR TH TS |
JETETTHT ATNT FHIA HolleATs hEqE a7 G FHATHT T ABISATs @RI FHATHT
FATHII T Fieb G |

(13) SSASAATIIT AT AT Foliebl (i 230 T (AT BTl ~FATH BTl ATl

TRTHT FIT WIATEE T GATIT TS, |

Q%) FHAT /AT TS faed @RE 97 feThI30e qHAATE THRT TS |

77T (General Loan Loss Provision)” ¢ /M @wilel i TRUF &oil 7T
TFEITATE “far91T 7T FIFATHT ST (Specific Loan Loss Provision) ” & &TAT 787 & 1

q0. HT AT ATLCATATE THEAST TH IS AAXYT ol ATFAH TTLTATS IeTAR! ATCITHT

1]9.

qTEh FHATST T qre" & -
(%) HAT ATGT JUHT,

(@) FATR] TTHTAT [FEATawal aT AT FTHT TUHT oAl ATHII AATAR] FHoAl ATl FadT
HIIH T AHTAT UH FETHFAD] Bl AT TRTB] BTl ATFATAT HFET,

(TT) qAREREAT AT JARANABIROT TRUHT Foliehl ATaT TAT SATSAH] AhIA ANAR o TG
frafaa woaT,

(51) Il <[<hT HUHT,

(F) FUANALHT FHAT IFGUHT FRITTEE FATAATT T AT IR TLehl HALITHT qaIfvard

Uik faamr faeaeq s |

R Sifery Trafg T@R, e Sae T e e I

SATSTATAIT FRATT FHel Foll ST THUHT GRETTHT Teehl fdl Jaiferas I el qrar
AT IS TG | XA FoAl AFA T (qaArqerr fgar faarr el faamm fasnr
TATHT IThe FHFR T 995 | bR &l fudrer gafad avk ger a1 fudr @@ T

R



wfereetl faaeTel THUT o1 THH Wl O FH g5 el HdHT qeATsd T 99 | q1S
RIdTel a9k qod FAlehl AT THH TRT HH TUAT HH FUSIT THH ARl AT quar
AT/ A fedEaH T @ e FRRT J@l AqHT Iedd T I, |
THTHEH AT THAALIDT AT THHATS FAIRT/ AT [GHTSHT AT SIS a8 & T
AT THHATS TR Sifehy AT ATl AR a=ATHT AT I3, |

TATTATAITT G PR TPl TR Afeby THITTHT bR Wb (Hfqarg ot gfeera

AT SHaedT FIH T 99 |

SHALIATRT ATAITF [EATATAATT T T |

SSITSTATAT TS Il JREAVATE TR Sifeby qratae FTHT FHR Tl qAT AHR T TR

(F) ¥ 90 A AT TG HoAl THH THENAT EH YTEhpl AT qWAE TR oAfFy
TR TTHT TR T qEad qeqare Aaread FAr=EmT aarael T 91, |
T, T 90 AGAFHE! FAR gRH] FEEiHd gk a7 Fd geaer § e
FIALAHT THTALT T TS, |

(@) AT GTHT ATHAT TEHN TR Afehg qrarderl faard T9a @ Fearsaehdiand
FATIRE HATET RS TG | TR, T3¢ HATARAEE TAR Thadsh Hwal Fal
TEr Frafael HeaTsd RIS e &7 |

@@ fadr wEewr/ R Sty gt faam e gereaaaTe e gRaeft 7 e
rERgT T Sk qan faxira "earen fed wwerwr g W fawr T wN g |

(@) TEI TR S gl @R T e A g Aol qReAvETId JEUsh aegur
qrafaers J fa o, Aiferes soar 9 foe aree e |

(@) T FER W (U Grafdars I Eer omhr T 098 | Soerauare JEmd]
A FATSTATE ATE9TF TTHT T BN FTANTHN AT FoATelh ATATaTE Wb RIS
A FheATs THA TAHHNE RIS T4, |

@) TR dfrg Frafaer soAr S/ faxia gearer gER TR gt frdr qRe a9 (R
e a1 RRAT T THIAHT TEHN TR THH (FTaT T AT Sg) A T qel
g 9 YHAAT AU T FE(gd €T T gEiegd GIEu geraredl A
ATAGRT FHAfegd I gerars A fadr/qReror fvdl = 9= a1 e s
TATTHT | T |

9R. F FUAEA T [AIH TATSET HAAFT T I ANGYA GFIgH

Q)

TSSTATAITG HEIT & el Foll AA g A gl MR T AR AR T A=A Fol
TG T AR AT-AHT FoalTesh AHAIqane Ao T T T4 Sehare @rbia g @y
T TG, |

TSTSIAIAYT HEATEee JBTIH IERATEs TR T Foll qTe@d T FaTa |

(@) HST GAE AT T 100 FIALT FoAl ATFAAT AALAT 5 Febebl g9 |
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1’3

(R)

(@) HA AFAB] AN JAAT A q9r AMG SHITSTH fIdr FReqresl fqard fashre

gERAT qEIT ITCHT G |

() FoATRl Taar e fqar fasnl g7 TEdbal daedrAT Afqard F9Er fdr g TRe
O \(l

WA T HUET TG TEETATs A9 Sehehl (AT FHINTH b GEAAT der (o, B

FIATTATHT FHTA TRFbHT &7 T |

AR, JUEET () THITH TAR TR FTAAMIR SEET A=aTd g T 5.2 AT@T=T HH

THHPT oAl ATAGH TaT IJTART (J)(F), () T AT =T AT BT T |

HAITG TRUHT FATH] EHAT DT Holl kT Bal & qe a7 HHH] (HUFETE Tlhd TUH
BT 7 ¥ TR FolTehT [T A9 ARGl fIcieT HeaTs e Fasl TRUHT &7 ? AT, F&dl ol
AT AT F BT GAHEE URAN AT ATAGTHT SAATRT A s A
HTHGHT AT T |

HATGT TRTHT FATHN AAAHT AT TIT Gg FAl Al FhTgHl TTIAT T I
FATEwh AFATH] ATNT FHEIeT FEATS M=y JaTE S e I, |

HIAGH TTHT FAETH] AATAIF (a0 Fg TR T T e I |

=T TTAT ATEA TRUH Fol@edh! [qaR0r (AT IUeaT 7. ¥ AT Sfeatad dares dHTaeT
TR At giqaaAr Afard Fad Ieord T I |

Foll ATTET  FFIHT FHIAAA] TTCIIHT FALIT T T AWAaeA a1 fAaRrert
THAR! AT (HATET T9T Aqer@d F Tl Hugesamng acanfasd dAfger @ S
AT ATATs 83dTH TR [qashiigek YN g9 AQd WO IHA [HAERT a7 qqe@dee
AT 99 T I91d FHAATs Aok @l a1 FFeaAr e qqr gweeft difara
AT T T, |

AUAGT TRUST FHolgehl [qavur A a9 AT TURT (Hiqer qu featas gt
QAL 9T 3 F(l GoT g [, 6 TS TS, |

TG 20 qat=d AQTede! MU FAEaT GFHE

(P)

F quar fadig degEsa faq 9T SHHa Ud fqar geeeadr gERiag o g4

geTadare fafd 209%/0% /9% AT URT BIATEE o o qoT {1 FEATESHT ATHAT

BT FHINTHH [HaFes Tobld FATEIT T AT FUH aal a1 Haed wadT a9

a7 e Sy v

Q) Todar e ava SHEr o SHEdedid B faq #a WO IEHET g
ST BT TRl &1 AT THFTD! HAcbebl AAT qlebl Arel JrAT a7 diga &r
STHTAARATHT T TS g T THAARATR Fg RS RIS |

(R) Y FAT SheT= a7 TATHIbAT T b= I AT STHTHT FEIIHT TRUHT fq@des T
ATGUHT ZERT T 9Tqes Fes TIHT IgH Al IaTH] JAR TH RIS |

(3) STHIAAHAT oA Tl AT Fel Fherl AT ARM I T IeaeT a1 qRIe] FIAl
FATS RIS |

(¥) STHTHAEATS FIel TR IMTd THITHHT THH GAIIH FHfead HOEe F a9
ST I, FHEad HOEE dd I g9 AHHHAT STHHARAT HId TRl JHT

9%



Qo)
Q9

Q)

q3)

Q¥

EIAFR] THH (ST STHMAHA [QUR RAT fadrare & Faifd faard T
qA T Alebd AT STHAAHT TAATHHT Feel@ T |

STHTAdHAT S@TUel FFafd fordl FREure! FOHT PR THIE HAAl TR ) I
Fool qHMT 21 a7 Tl 2, AFH qed & B 94 al, AT I Gorl T TeATgH
T 9 |

SHAT faqdl Fad Tl IHA Aed AR A7 qMFcd FAT STATHAT Foehl
FHIfaeTe ¥9d I A |

SHTAAHATT Had el IMAcEP] I FrItrda HUTETe AhA I g AAHHT AT
ST [qUH! FREATATE AT GRAT S FTars |

STHTAAhAT Hed bl THAAH] YT TAGE qHIAT IGAT T ATCH Fiehiag
STHIAT GRETITHT bl T kel TRia |

WU [TTHT HOT aT9d STHATDR HAbebl THH STATATDRA [GUH [l GEurare
qqA I AT AUHAT F&AT GEArAehl Hed RO TaT T Afthesare R
TS HedTgd, faiaehel HeaTsd, Jaiad aoi Hed, A4 drafadare Hafea
q, et WA WHR T (HRd Hed THAAs AATSR T Hed IR T
mﬁnﬁmmmﬁ|

AR T T ATIR TIT BRI R (Il ATHANST T Hed FEH 7T |
AT frdl AXeroT feuar et A T SO 6 9 S
fTel STPR TN b EIhl THH IMGAT Tl AT FHI fehar T F=ram fa |
STATAARAT AP UH FAATH FHT HHATTT STHATITHAT ATHA AR TPl THH
TG T TATTAT fadl FRETOTR! FH fAerees Fodr Jeprierd T STHAaedaiarg
THT bl =T GaT T |

Sfhel STATA GRETUHT (&b ¥t faard &l faarsgd 9+ UBRAT 9 Frtatae
TqreredwT ge fHamTaety a1 srfaty ar (i qar T afEr soEr anp e

) TG &l gFfa e ffqaer emmfe ar faamm gesma fAfvea g9

AT STHATIAE T FHINTHS! THH SMEdT T ATTHT gihias faar fekar
T e

FETad 21 W= ATadeEl [Hiq 093/00/05 AT AUHl HOATAE BT THITSTAD!
fHeees 99 g% qar fad qaresd T T A9l fAars 9 Sohbdrg AT
AUHT al A1 (e HE=a" T a7 [\ AT TRIH B

FST fa FHAT T R THITRT TEN TATTT g7 AR FAR=raar T |
fordr e vt fqamm el sEael gEfad auR A ATaR faqrm @ qar
qFR T RIS nfroqu T |

godd el ST I W&THWWWWWWWWW
YeH HET el IUAh g aArel Mol ¥ [Astepr avanyfa a9 T garefd
TGl AT Javel Bl AGA TH GOl dTed ITITh g aal Al I giare=raar
g TR aedT fHars |

Fll [AGTRT T@ TRUHT AT (GO AT SATHEHAT qhg AT /RIS |

AL



(%) I AFA GERAT IRET UM HONH IRARET Frafead q=T qEAewh dHITD
iTaT, Footd, TFATTHT Yideed THIE 79 TR AEedeF a<dT (HeArs |

9¥. Credit Sale /Purchase/Re-purchase @97 Takeover ¥+l sqa<dT

Q@

TG FepeT AT AT TAT THUH b FAT i FEaTel T4 Aebebl TF TR ATeAg

o e Ui S q9r faxira Tearare & fEfaEer WO, F e @ied T fad, Discount

T {9 T9T Credit Sale/Purchase/Re-purchase ¥ Takeover (CS,CP,RP & TO) T qre B |

TG Fehel AT ST TAT T o 97 fa<ia FATl CS, CP, RP & TO &l I&TIeh

9T FraoTehl AATHHT TET TH T B |

(%) o /fadir F=ATT CS, CP, RP & TO TIRT fai] wifrepl srareamel &Ha T Siebel cTeheb!
TSI FIIH T g TS, |

(@) CSCP,RP&TO TR fomi/faq gvavgsr o/ fadia gearer T o1 Afadr o
AT T g, | AT I BRIAR T I8 G |

(M) i e AfeTH HIEATHT CS, CP, RP & TO FFI=4T &1 T4 9124 & |

() S @& (Credit Purchase) &I &l FSIl UEFATE AAASIX T o ATIFR @RI
el fIe ¥ | |7 TRl ATNT Ffead TMeehebl TeHld THT o I, |

(&) FAr @Rg W faae d @i Wl werdrg qrET fEaredr geeieaa ofidewet
Al AT IT-9f T F@ISH T I, |

(AT) ATl 9T T qEA=ATHT fazqa faawor foruz ary & @fvg 1 99 |

(@ ol @ig T fad dF qur faxim e gfg s s fqoer fufy,
Foliehl fRfEH, ARl e, favTdel &Sl FRIARH! AqLdT, STHATHATR
gleaad, ®oi Ao feafd, aTgd oETIiEsE qAT AT bl (A
JITaETHT F BRRAT TEHl AT FBRIAHT faaver afe faaroes fafaa saar

fAUR T RTSEAT AT IS, | AT, TOATTATAIT FRATA 3T AT
FSAT @ W AT qHT AT FTAT A0 §AS, |

(F) AT GXE T s AT (I FEITT ol T Teh! (W A=y qoaT ofl
AT ST STHISTHE! HSAT AR FAET HAH TS, |

(F) HAT @RE T QT T Foll GRETT Iedl a7 F¥ATATS RIgaSHH AT/
TATH! R AT G AR Gorl FRTSATAET AFAedd Holl RIGAHT AR
T T, |

() CS, CP, RP & TO HRIARH AT [qavur Aearitier srafer AT YUl fHfder 94
feeforT a9 Sepept TFafeaa qUicaeror fasmraT 9arsT e |

b T faxia gwarer a9 % @ie /fa#T (Purchase and Sale) T FYwar=ra @ieaewhdr
TRITST oIl JSTST FAHAT AT Foll . AThel @& T (Credit Repurchase) T T&ehT
HFITHT fehlbal XTIl ol Repurchase GBREESC] Contingent Liability P AT
AT faeira faamorer aeaifad s ¥ d@reFadl [coquiiel =T s@rgdd ¥ Il
Contingent Liability @Ts GS{TIY TUMET 9 GATSTHHT ATHT 0 AL AT AMGH 9R GaT=
UEEEEN

FA FF JAT AT FEAEEAE AR AF FRER AR (GUHT ATILT AT AHBT b AT
foriray FEqTHT TEehT T THAAT A SUR g AHehabl AATATHT AT FTIEr a1 feraen

9%



qrar TIT AT F{A SR I FASTART AT T ar faeg fod awafeaa §& a1 fa<dm
AT JATE THI Foll @RS TH ogh 9l fod a1 g et 9% a1 faxdia g
qrafedd qTEhdl TEeuiqHT T Sehebl U9 TTHI foTs I@TehT UBRAT Aaeved T ol
gig T I B

(@) FoI @RET &N FA AGA IR T Al FiaT JAT AT IHAG] e T2l FH Ag
T FA GG T TS, |

(@) ol @KE T T ol foohl T AT dra AT AR Janieafaar w11 ais
e fashT T 9o |

(W) T @ Tl AR SR T T B fEfawer it @ivd T 9rEe 3 |

q¥. i ST SERAT wul f&q 97 MO ©eR 9 796 IRl gt

TEITHT TYAT IS oo TH] el aeb adl (I FeIqrel 7 Tl faiid A=A (Financial
Guarantee) T ATITTHT &+ T ofeh e faeirr Feamer soti/giaen fa= qar (e @R 1 aed
S | AT, @’ qUr 7 T [ YA STHTATHT FT0rSd Sebel STHTA AT Giadds S

9%.

T ST 9 B

e e AT FIB FRAR T FEEAT

(@) SOTSIAUAIT b qAT fadd HEArer " qur fad ger g U9, 093 ded a4
JATAd BT THINTH T IREATAT TAT Holiehl BRIAR TSR ALATAT (H&T I qam
STl BRI T TTgT G |

() &% v faxir dear gl U9, 2063 awd d= yEiad FIET aHITH ged gieErad
JAT FoAlehl FRIAR TRREHT FLATA TG Abdld FATATIAYTT sep Fer fairar Fwaran
fgrg Tt ¥ fagm et fadrm 1 o9 ST SUeaT @ # Haw T aren TS |
R, gl e Fagwr fadmm w9t fder 99 %/ faxig geamar e aeer &1 9
e / faira F=amare AT et FSl GG T 91 |

(3)  TOMSIAUAYTE o6 qar fadi "earer Heal (9aq ae T aeahrdy qreqoraer frdr i

JaTg W&l Afhd SATSIAX (Coupon Rate) W=l FH SATSIEX W T HEATH ol Al
TETTERTeRT IRTITAT TeX ol /IS ITA RIS Feha |

9. Margin Lending Y&l ¥ TR @[ TATE g HoATHT AFIEHT

(P)

forefroy fafeaar aomeaT g=ired Gt Foeat fadrr S qur faxig gearare yare gv
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Product Paper TR TN F¥Ardd FLATH T=eATAd HHITA Hlhd T T=TT AT
TN THITHT Foll AT T TS, |

AT GUE FHITTHEB! ATHTT AEEE 87 Hol TIer o/ fada gegmeme ugen
IRARATS TISTHFT qTT Y& T Al 3 |

T/ (0T Gl e :

(<P)

TRATART SATTTRT TR/ AATH] GREAVHT a7 O/ Faq [AHOIRT AT HSAl JaTe &l
R/ AT FEegHT FElead W J8/FAddie R0 ATIEUEEE 1T
T/ TRHT ATFA TR TR, AFTRAT ATAR A (AP Flehied, ¥/ HaT
AT ¥ JHTOTTS / JHTONRR T/ ATAGI R AIdHT HITSTdes [ aawd
T T, |

TR /A HHTOTRT AT ol J&TT &7 HeTAIRIT Al STHETARITICTeR!, AVIATIeTehT
T AU AR AU TSIAHT AT TR TR ARGT FAq FiedT AN TR
TIQUTAHTHT e wad Afedr AaRer T A0 TR Taqes r 71 ol 9aTe
T T |
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TAFT - ‘TG GTAT FAMET FA” Tl FIATEE T GTF TEFEEHT GAMET Fo1 q98 7

STHTTT, FATIZA, TATIT T GITEEE TFFT 98 |

(9)  FASI gATSTHeT FaTer AT BATaval g
TATTATAYTT AT AR FATTART AT T g @iRg T Hofl Ja1e el i
AT FIAR HAR! AgbaA L0 Fqea ¥ Afhia fagdia Fany qraes g&H1 5o
TSI AT T IS, |

gt T q9H

Q) T depere A FRT TRTHT TETTHT (Mo @eel TRTH 3 -
THET M9, 050 &I THA Ued qIT & Hell AT9e I qiaemedl G AR
JrTT FAEIT .7 e H. 3/050 T ST TR a9 qar |7 q=nd fAfag 2059
9 HATTAF SRT qUHT T8 (qoae 1 qeafead awger aiku=ee |

() ISR () STHEISTH @RS TRUHT (9 qom RIS TTHITH 9T Tl HH HRAE! T8
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AT AL T
1T FHTATAY

o aur fad g faee fam

zur.feye 7. ¥ /059

AGMITa adr o aRuEss = Tl aae

TG AT “F”, “@” T A AR SATTATAIIT RATEEA AT A of@riia qar fa<ir

foraRuEE Sl BT TERIHT JUTe 6 S UA, 045 T Th W& of fGU&l ARIPR FANT T 8Tae
BELEESIEURIELC = o

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 ~ ﬁ C
TATSAS, | a7 TXATIAT TUH! FUH! ATNT FRITIAT TUH! fATARg  AAR HATAITHRT
qAIATs AMGH T A I |
TG el dTebebl GIATATS Jd1ie =1 (Statutory Form) &1 w9 fe oo
7 el dieptauaT gt=n ¥ fafy saw faxia faerer qar T g )
gAfd @ ATIEUS ! AR T I
TTSTAIAIT AT ATHFT faird fo@or qurel faxira qiqee a1 (NFRSs) dEAR TdR T

Tg | A AT fqeaRaA e GHEeT TWRE SeeHl  enad fadr gfqagaa
(IFRSs) AT ATIRHN TIAT fad T, |

F1ftfer fa=irar faa=or geprer™ 9 9+
FIAAT AT T ANBUHT AAMITHT AGTIIET THI TAeqbaTe, [ faawer arfie gideaed
QT YehTRTA T AT AT qedepl ATFI JodIgadl damdiasd T+ 9°g | 91y,

FAATIRUIRT ATAHNIHT AN I AAEATHT (x0T, ATHRT AT AEaEe [qaxor, faeqa amaew
fauT (Statement of Comprehensive Income), 7T YaTe fa@xoT, 3laadraT AUHT qiead-e! fgaeo
T U9 TR | Q FHITHE! GNP qMfddl T IHE faxd GEdie ATaRd [qaR
Tftaaaeer atreraT S qur faxir IRem greEwAr U9, 093 W dieusl @wamat o
ATTaTT FIHT R T TS, |

ety o=t gfaeed weree T 9+

() o Tar faiE FRATel udred o gfqaes awmad yHe i afkg=ees Major
Financial Indicators) & I=aed faxirar Yidaew (A wfqeaed) o@ 9ATSIHeT R
TIFTHT SATHT &Yk TAHTIRT AleAT ATad quepl fafdqer © feafay & v aftgaazer
i afreprar afqard FUAT YEeTa TR G UH Giq o6 qur fadg ger e
faamr 7 gwafrag uivaen fFanTens a9 ST RIS g | A1, dwaew o
gfereraert fawqa faavor a9 Seber AMHEUHT S=ATHT ATHT TTATEEHT TCT TS | TIT
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faeqa sl faxira gidaed JaarseAr AMGUH! SHERT AIABHT T A FfqaaTar
THd Joid T I, |

Te YT TIAIH ST0H [T gladed (@i giades) e a5 aare qu@r 79
[T geaprerT 7 e |

(k) s fad gfqasd YT &M AT FIH ATRE AGTIRIETdRaATe. AT TRIIY
AT FHIH T I |

(3) B¢F AMGF FUBl AW FEAIT IAATH AARSHT  Fed  fada gfqasT T
A@TIreT qUHT fa<irr faamor = If@usr v GEERIET FRO GATE ATARE ST
. ~ ﬁr ﬁ ~ N Q W . = NN N ) ﬁ]ﬂ' T|T-j: = |

(¥) e foairg gfaded YeiTd T Sth Aaidel FHER ad, HHENET G
GIET 9T AR AAAHE TFI0 @oee UaH (HIaTHe] G FHaars aamae
T AT RN T GGG | A1, 9faeaY ST (Earning Per Share) ITUMT AT
Annualized EPS J&TeTH THIAS, |

(%) FAATIRUH] ATAFRIET AT AARET AARH (a0 qiqaad T Tal e
T [T q9T a6 d@IIIesd 99 /9 T (Haea [GuAr afvskd o< faeromHr wis
I G T FERTH FeAle TGl JHeTd T I7e |

(%) TA, fa, g qur Ao T aRusr fAuedr w8 SSeduAgT TR

I GHIH FHTAS T (o giaqdaed/l wid bl AaeqTH]  geaied
FELITATS ATTYAF BRATE] TS, |

T TSR] AT GEI=H]

79 AT awEIfSTH Shel ATHT SRETHIT ATE FETEd, HedaTsd qaT T T e,
fAeTT eI o= G qor aacass qu FUAT fard faerer qEAATERROTRT A wA
YART T qgs; | a9 Sebebl fafeqeT fader awfory g Sepepr fafae fawmmesar ot ) o
T GFIH T I T3 A9 Apebl gEafad L awi® § gs | 91, a9 Seher
frder oIt a9 Sepept fafae faamT qor seiaaeesr g7 9 9 fafa= qors wRm
TAT YT T I T AFTHT foawer qeaedt o7 F+ 9fq Feerers a9 fAdemer anar
TATTHT AT ST |

AT TATSTART ATNT qATT T @l [qea207 FFIe Al

T e qraIfedd SToIquaAyTed STl AT TATSTH! (AT qaR T =T o@r
feraRor S T AT qRATTHT AT S |

TG el ATebebl g ¥ NTHAT % qiRade T Aqrg FFer=en

fairr foavoreet & oM s YW AYed! WU At & ofide #reH e a9 S
ATl QAT B TRFdT T 9E &7 | a7, ATIAAT IJod@ AUHT “og" ITHATT T8
TR ATALAFAT ATAR AT S AL T Alhe, |

. ATyes faxirg fqarues 991 9 9

AT AT fEATaehl ATIRYT TR IRl ATME [a<ird [qa=r ared d@raRieTdare yRIsTH
ST qAT Gl ATHRHT TH eebel AThIEUhl STETHT TdR UTRUeRT faird faeear anfde a9
AT qUHT 3 AieAhaT qeatera quicaeror faammar Eefaer afr o ™ g | I
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faaRurehT Fwerea T 79 Sehehl TR-TIONTT URAHEE FH AT T I {4979 TOAT AT
FHITH FHETAT T ATk a9 U AUHT ¥ {leAT (97 (W8 99 AURT AGITHT TSHT
g7 33 WEANTT) SEIOGE B R T 99g | 9, geried fadie faeER
JETIersRel Afvaw gfdaed qar @wH ufge fdrd (Long Form Audit Report, LFAR)
AGTTET qege upl 9% feafas o9 S qrated quiveor faamesar g 79 99 |
ATk ATIRY TAHT FATRIAH] AT TeT T9 FASAS JIR TWeH a1 fe@rar (Annual
Accounts) T Sekepl FFITeId UL faamTesT Tewfd fauz ar Aresttaes T+ 99 |

R faira faavor qaR ik smER a9 W dEmia

(<P)

@)

fairr faamor qam Tt quTe faxirar gfqae== (NFRSs) SHINH TAR I 99 | T9T ol
FfTaETHTS FHTALT AIRET SFeEHT qwaeieed fa<ira Gfaaa A (IFRSs) T8 STATReRT FqHT
EEREEEN

fTaver TR TRl AU Jd@HIaes q9Td A qiaqagad T (NFRSs) AT Soolt@d STaedTe]
HIAAT TN SAAATAITG HEITHT FoaTerdh FA(qaTe IR RIS Aqeqverd TRAATTH g |
TASTAIAIT  FEAEEA  AAATTH A desdhl ATeATcHE  [qaxur fadra fgaxores  «@r
FrgedT faoqult sreaera ERC] ECInIITS] (Significant Accounting Policies) ofrieraT g Tl_ri T |
AGHITaes aREadd T AT 9T [ qiqaaaarT (NFRSs) #I AAFAT @l qRadd T+
qipd T | IRady TRUHl A@HIaesd! fqaxr fadm faavurer o@r awaedr foool s

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

3 ¥ qur i deae e st Swifer geareT (Actuarial Valuation) TRISET A9Te
fada gfqasT A9 (NFRSs) & JTaeT S 39 {avTae! TEATgar SR @l JATIRE ATHTES
(Assumption) ¥ THFT TRET TG | qY, ATARE AGURATNE TR T q90
HTATES TN TR AT AT AT HeATH T a1 fHArST s |

¥, MIRASRT qHIENT

TATTATAYTE AT HAFIA Bl A@THIT FHITH FAT g7 @3 AATREE o6 qar i
T R U9, 093 qAT TH bebl (ST THITTHB! ST qIT AT HUESAT ThH
ATATET fa=or T Il |

(<P)

o aar fairg Fearer 9fedl NFRSs Compliant fa<iTar faor qa® =T Opening Statement of
Financial Position 9T T a9l faxira faaxurAT NFRSs FHITaH fafa=r fideesdr awmEe
TR Fisad HATRTAT THA STHAT THIAT A1 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 o< faa=or qar @ qe=mae avews fadim faazuesar e

TS [IAETEE AT T FTHTHRT H9 (Regulatory Reserve) HT TehH STHAT/ @H

T T, |

() Q) FATAATAUT FEITHT AGTHIT THINTH A@TST TR oAbl AT ATRHHS T
bl 9T THINTH GIEwTdr g (Accrual Basis) AT <@T3A TR =TT ATRTHTHET
Wi a9 AT qUHT 9Y [GANTT T qUPT AT THH ATEHH A7 I g aArehl
TS ATFRTAT SRTERE] THAAT JHAT AACATHTARST ATAF JAT FHAN AAF J9T
FTHE P (ITURT ST HIY T AN JTHING SOREIE HW) AT T TRB
YPH Hll T FqTHT IHHATs Afoad HATHT (Retained Earning) KIERCEIRI R C R E EAN]
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FITTAT ST T T | Ih AT A I &7 ATCHT HAaTe) Hare ars=re HATHT
(Retained Earning) AT ftRaT 717 aferaeg; |

() % Tar faxirar Fearer a1 fAde S e fafq R09< /q0/3% qeETa HEd &
a7 Financial Closure & oflehl TSI USIRRUTR] @b TFEIRIHA]  IETATHITTH
EIEEIC T BIES (Accrual Basis) HT ICIeT] TIﬁ'Q"cﬁf I At /Moratorium Period T
ATSIATS ST T&T YSilehal SATST THAATS Interest Capitalized Term Loan (ICTL) ST
g IGIHT T TS |

ICTL HT o@ibd  9UHl Ysilehd TSl aRTATh] IHHAT JHAIAd AqEATATARD! THH
R T Fiel TEHATE Afad HATHT (Retained Earning) @d T Interest Capitalized
Reserve (ICR) @TATHT W@l TH IH8, | & oI@ihbd  AUHI Interest Capitalized Reserve
(ICR) &% TRl HT (Regulatory Reserve) =N TETIAS, | ICTL AT <@l HUH!
Tofiebe =TS ThH T HUIIATT I<h YehHaTs ICR AT ©dTs &tad WATHT Edmadr g
ATIEH |

W, AT YONHAU RYHT L0 TGS a1 AT AT T STl AATqL TRA ST
THAT WA STh qRATSATR! (AT SR G0 Iiqera a9~ HUST JHING HUHT Aa<arar
ICTL AT T IFHATs ICR FE HET8 Ao FATHT foqrasn qm afena |

Y =TT JoNrepRur MRTH A qREISATRT THAT TRASHT SATIAIE TTAT FSATATHT
AP ATETAT ICTL AT WH IO {HAQTS ICR 1€ T8 |iaq HATwT feqrasn
M Fiepng |

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
SATIAIAYT TXATEEA 8¥eh FOTHT ATHT @IHIT THINTH @ T gl AT

(Impairment Loss) 99T 9 Sl ULMAIM = 3 a®ifH FEW g4 &9 Al
SIa¥IT (Loan Loss Provision) &l Pﬂ'{?‘ﬁ fTaer qci® FTIAFHA] TAR 1T"';T T8 | NFRSs
FHINTH @IS & Holl el Al ThH .97, Aaed &, 2 JwiteH H1aH g1 Foll
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

BN



A@TST & Foll BT AR ThH g TUAT T dol(d ThH [IAHTHRT Huare
afs=ra qATRTT fRaT T Afeg |

Seopel AT fai gfaewIT (NFRSs) aHITSTH Fair value through profit or loss AT @@
YT TR AT A aﬁ FEFAEEH T Fair value gain (unrealized gain) HUHT 3<h AT
TFHATS Al HATHT (Retained Earning) @TATeTs @< T [HIHAGRT HITHT STFAT T
TS, | IATHERI FITHAT TFAT AURT THH NFRSs THINTH qeafedd IrIrdel Fair value
gain IRl AT Fair value loss USRI STATATHT TT THHATS AMd STAT HIHTH HEETE
afs=ra qATRTHT fRal T Afbg |

FAITATARP] ATFAF TAT HHATT AG T JME BT (FIAR ST DY T
UM qEATE STLRNAE PIY) AT THAT TP THA Fadl T el Thdes X
ey Trafq P TTETHT auUwT Afswrd HATHRT GIATes @9 T [AIHTHRT HITHT STET
T UHE | AT TRW TR Sy awafa (o U auEr a1 @A | yin
TR AUHT (HAHAHN FITATE Flsad AATRT @IATHT {Ral T Al |

forira fqamureh! Afs=ra H{ATHRT T/a7 o [aaor A HATRT &1 qeiedd g8 T &
QT SRTeRb] ThH Fized HATHT @ATATS @= TR0 [FAATRT BIOHT ST T I |
TR FIHl IF 0T &1 TRTF FY GHEFAR] Ted (Carrying Amount) HT FHHT SATTEHT
Hlh, |

(F) AT @A FHITH Merger/acquisition ¢ FafTd Bargain Purchase Gain &1 <r@T$H

THT @IS &Ml qUAT Frebl fhardl ded (Carrying Amount) aRTERT IHH Flsed
HATRT @TATATe @< TR AIATEHRN HITAT STFAT T I T AT THHA Bonus Share ST
T GATSTT STRT AT YA T Aib & | q1¥, Bargain Purchase Gain %1 THHETE Bonus
Share TATHITHT ATNT FFATra AL [T T9T M7 |iebl fa=qa fqaRor afead o1
T 9% | TF SAhaTe TR Y& TUHT AARATAT Bonus Share STTET TIXehT THHAFH

IRl H9are |fsard JATRT @IArHT fRar T9 dies |

AT TG FHITH FHANT Gobl q@rg Tl arHi(hd HATST (Actuary Valuation)
FHITTH fOSAT TUHT Actuarial Loss @S Other Comprehensive Income AT I@TSH STUeHT
HITITHT AT ARTERE THH Fioad FATRT GTATadTs @ T AITATHRT BITHT STHT T
U9E | Actuarial Loss FH HUHT FH WUSIA YA [MIAFAHN] HUATE Foad HATR
grarT fedar T afes |

A@IAIT STHINIH % o ThH ATRT AT [EQTeHT d@rg T9% Other Comprehensive
Income WIhd aT WAk IfEEMT o@Tsd 9 S@dl feama dvaidel gwafad ofides
HOMCHSE STHT AT ST s AR GraTars @ T (HIHRAEHET BITAT STEAT T
THE | E WA AU GET SUEHT ATRT @Ts AURT FATHT AT AT
FRTERFT THH (AHAHT BHITHT STFAT HUHT ThH T2l FEl qard ) [MAATHNT o
g T Gfsaa qATRT Gl STEAT T Fihe |

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

(3T)

TN HITHT FHENA T 97 |
Iis=q HATHRT @< T (AIHASRI BIEHAT STHAT AUDT IHH  [HIHASR] HIOeE I
qfsara FATRTAT fRAT g9 da<dT 9UAT (MIAAeNl #Hudre hdl g4 ThH &l S
STFHT U] THH AT qET & O |
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Sy

(%)

($)

FAorHeehT<T FISHT SFAT ORI ThH 79 JaTHT Jediiad el TaH a9 Sebel [qUHT TTehi
SATEhehT AATITHT G T I3 S |

I HITHT STEAT AURI TIT ¥ WUHl IHH Fled HITAT ATH! iRadew [qawor
AT fa=irr faa=orer o/ FwedT feoqofl (Notes to Accounts) AT Ioi@ (Disclose) T T, |

Statement of Other Comprehensive Income T @@l WUH ATTATS (qaRor &l faawor 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¢ FeTee U ATTHA] MAE a1 Ueh AT bl FEATATs I &1 e a1 i
T AT WA a7 Wit g7 IRATehl ¥, qTfdcd qar Sieadlel J@rsd &l @1 aHifeH

~C

IS

)

Q) AT AT TR FFI=AT <@r$= T&7 NFRS 3 Business Combination T9T H4TA ATEE THIS~drad
T fHd 0R10%q4 |T ST XHT Explanatory Note on Accounting for Business

C

ombination T ST ATFT THIE |

() TELT @TET &I Explanatory Note T a1 7. & [ a=graHiistH Other Component of Equity
qrRTd WA a7 U 9E TS+ "¥ATRl Acquisition Date T FIH Teehl fafqeT fRrdere
FUES (FioTd HATHT Aled) e a1 Wi 9 Tl FIiedd HIoehl RTUHHT @ T
A@rEd I |

(3) TS A a7 I (TETSTeT) AT Hold HEATe&ehl =hl Goilbl el FRT Awal TR a1
i (GRrafsTeT) TeETT FIAH g ALATHT <THT ISl HH g HUHT =[ThT ISHT HiXdh g s
THEH (FEd) ATs YSINTG SHIST #IW (Capital Reserve) W1 @@lgd T 9 | J&1 IHHAE
FIRIATEEATS TG AT T BT S |

(¥) Other Component of Equity Hed SRR dal 7. I ¥ 3 THINH @TgT HUHl FUET ATadhaid
THEH AT g ATTHT &1 THAATS Merger/Acquisition Reserve AT S@TEH U+ | I8 RSTHAT
TUH! THAATS TORIAEEATS ATHIT aTSH qTed @ | a2 AT a7 Wit 9% Jodw el

G

oodwill T ETHI AT (Impairment Loss) ATHRT AR 690 @9 @IS WU sRT6RH! THH

ATATT fodqROT T I AT 1T TN AT G |

(4) Merger/Acquisition Reserve HT of@Igd TRUH IHH [AAAERI FITHAT AT THIAG | THA
Goodwill IRTETHT THH Merger/Acquisition Reserve AT IATHRT BITHT STHAT TSI ATETH]
I<h THH ISR ITUET T JATSTAHT AT CET 1 aTe TS Aaead giegd |

% Gl ¥ TS

QD

T Sehelle TAAT ST TRUHT TETHHT (HaTHes G TRUH g -

THIEHT (&, 050 FI F@HId qa7 faxira [qaruess gr=n qeeae=dr aedr .97 e
7. ¥ /050 FE AN MRUST I qa7 41 9v=rq fAfq 2059 99 AGaw SRl AR
78 fawad T gEafead e qRITEs |

ITRT (1) TEITH GRS TNUHT I qo7 qRIT FHINTH T BT FH HRATET TG
fEer FHINTH 9T TR /1A |
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PRld plYlefd
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g AT FqedqT
= U=1 gV «gr LN . ~ N r
JY dhdld EF, g’ T M7 Bl STdIAITd TRl bRIITTHT F'T%?f boll, Hodlofd, ddl,

FAR, SATTER adT fageft fafaaa amaaer SifeH e =T quTe A §6 U, 045 &
THRT W of feUal ATTHER FART T AT A9 SImer Tivuer & o

1.

ELCRECEIR IR
AT ATAAT I SGHD! Tle=, HIH, ATTHA, Faarod, g T Rkaifdgs @it 95e
SIfgH ST AT TR TR FAAITHT AT TG | TAIHN SAMgH SFaRATIAR AR
ETH] FFIOT & HHEA T QU7 TaH Ueblehd Ugfd AR T UHe | FLINTT a7 956
SIfaH AT TR q¥ared T & TR SIGH Faedrad i Fearel o7 gicergan
Ih T IS |

ST FaIT HEHA (Risk Management Program)

Q) TS FRIAT REEHITTHET (T8 THeA T FIEH FGeTT ST H1IH T s
() T=ATdAh  FHATT T I=d AT T IR (Oversight),
(@) Hifq TaH gERARTa fawEeT qarear,
(1) TATIEN AMGH TFTITIT H1T (Risk Management Function),
(F) SIIThH HERATIA FAAT JUITeAT, 2

(Z) THTAHRT AT I JOTAT TAH FHAT (Limit)

() FITH oI FHTA AT T8 TH ARl SME@H (Risk Appetite) ¥ TEATATS A8
g4 AT (Tolerance Limit) 9= TRI ST@H 0T qF THIAS | A¥ATH AT SAMEGH
EATATIAHT ATNT qoaTeieh FHIA ITRAMAT IS |

(3)  oF qa7 fadig SR A=dAied G Hecdsl Hedd SaH (Material Risks) T ATHAT T
Hfq qaT Frfaly FEarE TeETEE AT Fihd gAuaE T AT Ald qdr Hratatg
FHRITHT 91T aURT Tehdash TAEAre T q97 ATaedd IRGUAT FATa e qHa T T, |
IR FEATHN SMGH FFedId q¥Ig A, Frafats T gRATT FErEad T 5o
AR HAed g8 | ALAH AT AT ¥ oo AGLATIA SAtgH  Fraed
giqasd FRIET WA THISEH T ATEYTRAT AET AAF THIAAT AL JAT AR
T 98 |

(¥) TITHT YHE WM@H Afehd (Chief Risk Officer - CRO) AT T&d THI YT AwARIT &+ I
@A SgH AT B AT T U | AT ATRR  TaH, BRIERE
faRTsadTeT dTaTe g9 TN ATEARAT ATAR YAF SIEH aeTIThl AT gelgs o
AR ZepTs / HETAT@Ih] a1 T b | SEH  Taeq= H1de HIRTHT 28Tl
fauoEs FHaT TS |
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(@) SfgHFFer Aifd qar Frafaigs’ I 9T JEEigd T gl genarw
T T,
(@) FEATHT TS P ShIGeeshl HAG SMGHET (FAfAd SFHT T 91 eaferd
(1) SEAEF= 9fqaed TR T4 T 97 Yiqded SeH Saedd_ aifq T goards
gtafaar ger T, ¥
() SGH EaRITIT FTIH T TEAEEHT THERT FTAEaITq T3 TATS |
ATPR Jeot@ T NS | THE WIEH Alghdel Alsh gouTad AAT W SieH
FeTIH AtafqaT aratas Fawr faifds T e |
AT FTF T SGH HALATAT BTIATS Fel (BIAHBT T (Conflict of Interest) TR
T AT TS | R, WEH TGS Sigq  Faearay  [aqnT gerger 9
ferareT &9AT faq a9 | SIGW oawarI=edT ot eaanias w14 (Main Business
Function) dfedl FREATERT (First Line of Defence) &I FUHT & ATALTF S | FLATH TcUH
FHAR SGH ATEITIART AT AT-ATFT [STEHARYIT oW gl SaH F&Ra (Risk
Culture) T I&T® T I+ |
SIREH TOHEIT Aqed SEHdars Geqe “ded 9 =edr sirad” (Risk Appetite) T4
YEd g4 HMHET (Tolerance Limit) T3 Y@= T FRAMHA Fad AT (A=A JUITA
(Internal Control System) HIH IS | ATARE [MAAT GUTATHl qaadl I qaT<Aar
AR g7 T FEATH TATGHR @I RIS AT ATATT /SEH  SFaeaTad
afafq gfdag g1 s |

TRATS q ThHT HAHT S@Hee (All Material Risks) T SA@ATIAHT AT FIATHITHT
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Governance Structure) TRTIAHET T THET A1 gfaass qaR =7 e a¥ UL STUehT
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FTFEE THY AT T Wehd T AT eafead Gl Farad arardeh!
g | WETH ATHR TAH FRIERS [ARTEATH ATIRAT SoF HaITIdTe JeATTa
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HEITA FAT Foll GaTE &N, ol AATHT &1 a7 [aaH oll Ffaem 99 T& Fs1l fageroor
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TG, |
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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
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3T Disaster Recovery T Business Continuity Plan ?ﬁl’HT T fafq=r frfaeT qehrdesd
TESE FAAT AR=RATedl A=Al THIAs, | TXAT ASAIEs dliie STAT AT (Drill)
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qARATe AR T T ShAId  SOMOIqIAIT  Feqese  Contingency Management
FrameworkWWWﬁﬁ@l
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(q0) T=ATAF AT ¥ I=o FAWMYAA dAdl qdqT dRerdl SEH el gfqaed fFatad
TIHT HAIT T FABA T I8, | TH AT AIITIT qIA{THT TSPehl SGATHH]
fawres ¥ fAvides geheel AT SHIGE ST GoaTad Araia et 997 T I |
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TR GH ALY T GFE e
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TSER TGH AT T FFT FIT
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e Ifeq Aifq qar Frfatg g s |

ATSERATE I & SMGHATS AR T 8T8 THITTHBT JUTAEE ATAFT T TS, -
(@) SATSIEGTHT HUHI IRATART HRI THIIT g1 q¥afdes T9T A (Interest Sensitive

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

(@) |THATAT: F¥ TIT Tl ARl qaid (AT 98+ (Maturity Mismatch) STaeTeR
=R fAeeIoOT (Gap Analysis) T&T %1 HISaTd (Cash Balance) ¥ =TS ehTHl f&q 9
(Non-interest Bearing Account) @TATehT TebH FATILT T TS S |

[ AR SrEgHdrs aead a7 a1 Fowd Heed LAY aHITSTHE
feramur Jwfer (AT, 9, =d T AR HAT) STHT AR T TAAE A TR
% feafas o9 Seer Tvafeara quivaer faarrr Tor 7 o |

TR SRGABT ATHA 7 fAgqa+ THT AR (Time Interval) T aT6OT ITaT .31,

SfeF fAeT R A, Y. SATSIER FHEIAT FGH AATHA qUAHT THITH T I, |

fAR=rq <RI At (Fixed Maturity Period) FUHT I¥ITd JIT IMAcAATs SETd THITSTH

AT T IS, -

(@) = R Aald TURT IHaes
Q)  ATElgE THHT TS FHASH g+ T GaT8 RSN FSI (Floating rate loan
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SATSIETHT AU qRATART FRU JATEGT 8 [R=ra TehiAl qafg T9ACH qacass
(Interest Sensitive, Floating Rate Liabilities) KIERIE] S qATTHAT SATSIER AT
Tfews, TTel THT A=RIATHT FHELT T T |

(%) = (Gap) HIIH &1 FHISH T I -

(@) fala= 9T A<RIEH FF GHAAAE e NI TeUR Al GHT ARl T
JAT FTAST A=A (Gap) (IR THIAS | ST A= (Gap) dHTCHSE (Positive) TIAT
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(@) =AY SEgH A T GATSHHl A Yode TRT ARl afsed A
(Cumulative Gap) IHa [HERU I | Alsad d=R HIRT & 9 80T
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AT AT § FqeTael SATSER qRaaaare 99 S J8Xdrs o a(hs, |

() 9REdT g9 ATHTE TRUR AT IT@US (1) FTHIGH Ydd qHT  FAATART
THATATTHT FAANAT g T aRO THuwg | d1 GASa [ sarsewdr gqa

JHTANST =ATSIER qREdT (Interest Rate Change - IRC) @S S@TI® FAAATA IO T
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JHT A=ATAHT TEehT faT /3%y feT

STET = 9 a9 TSR aREdT WUAT, 40 fadH THT AR gal
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AT ARIAH] Afoad d=ad (Cumulative Gap) @5 II@US (&) FHITTH AR
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faaely fafrwa Shifew sgeeqae ™ I Saen
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e faaelt fafrwa v amew aRtadedre IO gAge SEAdrs a6 a9
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W) g fagel fafawoer e @w sEwar wfuedr TgwTEET qafas doier adm 30
gfqTTE g T HHT FEH TRUH @ | 8 AGT Ih ATATART del g TTAT J2 T
@ A AATATe AT aT8d 9T T 9g | § AfeAiaT 9 %91 g8
HARATATS ATHITA TATCHT qUTel AT b UH, 045 THITH FRATE 95 | T AT
AT &l qieac fagelt #gr fH& fac (Foreign Currency Deposit Liablility) T i
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(%) T ATEATAAT T ATfe<ehl FRIEARATE oIl g o faaell [aag Jeee=dr Siaaes
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qY ST ELATIT T GFT AT
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TR/ ATABRIRT  PRATHATTHT faiig a1 F¥e=dl Sif&@H  (AML/CFT Risk), Legal Risk,
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SfGHEH! THA A=A T T95 | AT TEAT G (BTqwepl SRGHeEH eI T qared
i, Sty T T s, |

9. WG FIXAIT T AFGL

TSAUANE TRl SEgH  FaEIOTg aoel a13q J9 debelld Sl TRUHl SJaq
XTI ¥l ANELA (Risk Management Guidelines) @] TTRUHM Ih ARIELHATE FHA
TR T foe Il |

9. TATH G0 I AR
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TH/IRTST I | |1 ANGLA SHINH AT G0 T w1 F FHITHH! 99 Faedn
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TG THAT JIT T TG |

FT AT SFaEN
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Q. S AT qAr SR S W AT AR T W
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e Jy 1 gEfad 99 dEEET iU SuitaH T T 99 | AT,
FETI FFAAI] @l A, AT Gidid AT A= A /JuTeiia® (Policies, Procedures
and Systems) W& HFIATET ATHSSIEIAT HIAH g TR T T I |

| T TIT WETTF HEIATR! GOl AT FET AT gETgg SIHT T Ul

Consolidated) TTAT FHT TAR TH T | Thldhd (Consolidated) FTHT IOMT TR
IS FFEIeId avehl [aig dedrars AipUaHITTHE! ATIES TaH [Aaerd aqed
T g TS |

~ ~

. HEI qI7 WEWE FEAT G g4 BRIER IqEdicnd a9 Hed (Arm's Length

Transaction) ®T ATOIRT g4 THa | AT TI7 FEIF FFIAT A9 g4 BRI
RERTAT HTIA TCT AT FFAEe ard g PRIERAT [aad @Y @d gar sl
FRIARATS 59 FFIAST THIead J&7 dM9 g HRER (Related Party Transactions)
oI ST GeAT3T (Disclose) g, |

. T FRER qudtg Hatqaedar gemrd T 99 A fEEresr |9 eRERE

TrEHT faeqd ST 9aT¥ T4 94 | HqEdicAd a6k el RN TH
a7 AT FRERER faeqd fFare MEemar it AT Jure e S T,
045 H THT 2% T 100 FHITTH AREET T IS &8, |

_QTET/ BT TIAAT TIT IoATAddT GEedH] Jq el SRy fqeerd «. 9%

THITSTHET IETIH LT FeTdF HFIAl LTAAT T FASTAd qfT AR g7 |

() AIRTRT AATH =[ThT TSI G TH |

(3 wiferear AfeTeT faxirar faaRomT a9 Siehel cTebebl ISTeRTY ST IRT I |
(F)  HAferedl FIATHAT (T I ¥ IITMATRT TG THTH |
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@) ‘" TR qHfad fa G (FETdE HFA!) AT TE HRIIE YT A AT FHSAl
TAEATS  TH  dAcbepl (e FHIGH g9 ¥ el edld oA T
qiep 3 |

(@ ‘=’ TRl faxdi GRATHT TR WRATIE YUX AN THAATS WAHE qSiare gdrs
Wwwﬁﬁwmwmmﬂmﬁwﬁwmmw
GATd g fred @ | AT, qera i SOy i W i SR T
qUHT ST FEAETHT TRUH JIX AT THAATS GATHF  qoirare "arsq oo
EEEIEIECIEEIERC R Tl EEC Rl

) AEE fhy T B T TET FHT STIAT qRaw) Saaed

AT T g FeTdd HHAT A FUe fadras drgare aqatq fag o

TRl JATAd HIAAT Haer 97 = Sfavd sHawaredl qe=ar & wuve by arawar

B T FRIAT K9 AT T@HE g T Ferdeh HHIAT (Subsidiary Company) HT @RI €T

TSATAT TH G SAALITRT JEHT 8T THITHR! ST T Haq TRTH 3 |

(@) HHUE Sfpg THEE B T Ge GerE FEAHE AT MG i @ wnfyd gy
TUH Ih FEF HHAMA] TRUH FA Al IHHATe Goilbl¥ T T&T IrarHes
JSIETe Hars Sy HaH T 97, |

@) HAE Afhy TR BT T TP FEAT TITIAT FATTTRT AT FATAATAIT HITe
qfed HeAEERl AR AT fSImRHl NN MET AWl g AT TATHT ISl
AT Q0 TiqeTdehl JHTHT e Y& TRUH G |

(M) FEIF FHEAH AIHA, e, ARG ¥ q FaedEs A9« gadd ded ad
el A 9™ Ta1 [e| e 3 el Y g4 | 99 FIIEe I<h deiid
FEIATHT AT T Fehebl TRHATE ATAITHAT AR (AEIW /AR I ST IHThT
HIAT T |

(F)  SATSTAIAYT FEITel AT faxirT [qa=er 997 a7 Fereh HFIAh! A [qavues THd

THIEHTETHT T9T T I, | A JASrd d@n At 2 fa<ire fgaror g ar.fHeee 5% a1
TfepT SHINTH 9T T I, |

(F) SSSIAUAYTT HET JAT e HFAT o= g4 FREARAT fada @nd g4 ga1
FRIARATS 59 FFIAIT JEIeId J&T &= g1 FRIAR (Related Party Transactions) e
A=A Jeold (Disclose) IS | LA FRIEAR AUdfey frafaaedr gefirg T o
fai faarorAT |1 FRERER [@%qd SRl I8 T 998, | Taedicis aoR qeaH T
FRIAR AT T/3qT TN FREAR a1 faeqd faearer e an gl aAr {91
AT S TA, 045 T THT &% ¥ 00 FHIH FAGF WA T TS g7 T |

(F)  WETH BT SETTHT BT T G I
o) fadras garer T 99,
oT) AT ST TERT AT AT HET FFIATA ST TR frdraaTepl FREm |

(@ WEIF FHAC AT Ga Ghdd T YA qe @R fAepeE T &1 afq
WEHAMIAEEHT H&T  HFIAT (Parent Company) o @Ml I 7Y T AT FRETTTAR
frdraT T waTe T THT ST S |
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() TATATTIT FEATS GoaTATHT bl Weve SA{ehg Tl FIF T el HFIATHT GITHT
AT/ @RE TR WE HFAT 1S GHIdHT TBTAH a8 MR Fi-

9.

=ATATHT TEehl AT oAby TFIVAT 1A T el FHEIHTHT JATHT AT /@G Y
YETIF FEIAT TATGT T Sehebl TR o] T, |

T ShebT FEH(THT AN (e a1 IeTaepr HRTSITa FHT T97 T I3, |

(31) TETTF HFAT T/ TATST AT HT AUHT 3 FAThT {01,

(3T) B THSHETITT (TH 3T Y) 9T AT GHFRETII,

T) TEAGd et HHIIhl I Ao P 9T aTcaehl afsgedl ATy fqaworesr
HeAT$ Ficeed,

(3) AT TohH [HEROT Rl SATaR qar |7 qeae=ay fqoreresr yiatedy, ¥

(I) uleeddl e TURT A@TIRETI JUH! AT, ATRT-AT [§dTe, 77E Yare
faarur eRmarae fasira faeor |

(R) Ty EarE T BT T GEE SRl AT R 9T

geIfdd faaras geaedl UF, ¥ 3 &A1 sgaedr qo1 faeee Aifaa sgawarsr Adar
T AT Sk gg FerE FEAE] HIRG A9 fadrad drgare wqatq g fadre
AT FEI=T F1A T FRAAT L9 ITqT @IHE g9 TN Gerded HF0 (Subsidiary
Company) AT &TFI T FoaTAd T ol AEATH] TEIIHT T@Td FHITTHRT AT
T FTIH TR T |

(P)

fordroT ATl Gveedl A T gz e AT AT el A @y
ST & AUH I<h FeTdh HFIAA] MRSl el AT TBHATS LS{ThIT T
Tl gTatHeE gSirare et

T ISR FEH T I |

(@)

frdms geardy =T FE T e BT TTIAT ARl AT Jiiorsd
Sepel o FEATETH! JIAX FAT TSA=RAT AW &1 oFHI g TRATHT <[hT
qSiepl AfgehaH Q0 Fiqerde! AHATAT P TaTT TRUH 3 |

TETAF FHHIAIH! a0, (6T, qURAaer ¥ o7 Faedes J9d baes aed
TT TR Afq I T EEEE SaRaT deT g | 99 FaRIEe S<h
TETAF FFATH] AT L SFehebl THATE ATAITHAT AT AL/ AL T
STET TRl /I S |

TS cfebel AT faird foraor o1 el Werde ww e o faexoes qiq
THIRATTAT TeT T Ieieg | |1 FASIATE i@l Aifq ¥ A [ga=e g1 Heew =,
¥ AT AFTIHINTH TeT T 99, |

AT dF qAT FeF FEAT GF g7 FRERAT AT @rd gq g9 o
FREARATE g HHIATA qeaivad 987 9= g9 FRIET (Related Party Transactions)
oflNF  o=Td Iof@ (Disclose) THUAE | TN PREAR AUG(G [HATHIEIHT
JHERTT T 99 faara faeRoAr & FRERER [q&qd AHen 98— T 99, |
JiaeIgicne aeR HeadT FREAR TRAT T/a7 T FRER aR fa&qq fq@az
freT AR yeRfiTa AT WIS dF UA, 04 FNOTW & T Q00 FWITH
TAGE AREAMT ¥ AT g T, |

YEMIE HFIATA ATHA ST Tebl a7 ATHT HET Bl ST bl fIdraaTesl
PRIET T TH S |
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(@) Wed FFIA A A Geherd T A qiaed e (SR T e afq
EATTTEEHT T FFIAT (Parent Company) o RTHI I FUTSH T AT FRETITTAHT
frdraT &1 gaTe T qH S B |

(W) fadrT aarE FEe w1 T GeE FEA AT SEaard aied a2 w6
T 9 S |

(¥) AHfEE TN A FoaTee T G

e 9T faiia =T FERAT U, 093 F1 TR ¥R P JUGHT (§) HT GUE (A) *T

TSR] AT TETTRT AT AGAT &1 TF Shald SATAITITT b a1 faira

AT FETAF FFIAT AR AHEE AT BT F=oATAT T T G |

Y. JR qar fes=er gamyfa Twredr saaen

Q) “F” AR TATTATAIT TRATATS IAMST FEATHN FAX qA7 fga=ar gemqfq T &+ G
TSR G | AT, “G" T T’ T FATAATAITG FEATA F Ueb TS AT FaAX
o fea=er geamyfa el AT gratae Ieirer R0 gfqerder e T qd FNfed dearRr gwar
AT GTafHe ISl 9T FTqeraas s AT Jeardfa T qa T G fHarer e g |

R, ‘@ T A’ FAHT SATTAIAYTT AT TG Shale FAITaIAITT JEITehl IIX T
feamr goamafd 9 AUHT ATET qAtHE qSiel TR AHETEFE AT G T A
T AfET B S |
) CRIREREELS TEATT JUSET (1) THITH FATIT Teh FoR {1 faawor /a9 smher @i
Wﬁ@ﬁ?ﬂi‘dﬁw wwwﬁr el fHfaer ue quiis fesht faawor
WWIWWWWWWWWWE@WWW
YSIepIY ITUET &7 YTATAE JSiee gars {Siey HaH TR 3 |

% WP (A GFl gaeT

TATSTATAITG FEAT  AYATIRETHT  ATHT AMAIR] TARAATRA T Al T 9748, | TaU
qARTAAIR &1 SATTATAITG FEATHT AT A@IIeTHATE (A AT Al 41 g (a9
FHITH AT TRUST FERT JHIG RIS A dafd FAC HUH q A@ATAT FETehT

ZEATITIAATE W@dhd TRTe e T |

©, R AT feI=eRa! qATE
FATTATAIT FATh! AR AT fea=ar RIERATg Mee™ ®LH. 5.9, 5.] T 5.3 FHENAY
T FHEIAIH] AN AAT FedTs 8. 91, Maed F. ¥ 7 9UR aedT FHIH HeATgT T
T |
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5. WYAAHT AT 9 qWia gike/fFaforerr g

TATSTATAIT GET AT FATSTART T ATa9TH VAT ek A=l FFard @ig T are= o7 |
AT YA AT W, 9o a7 g9 ATEGedF GCHT JETAH] TAeehl AAH @1 giRe ar

frator 9 TS |

(&) b/ fairr WEaT TRATIAT TIHT TR qd FSATAT @ (Pre operating expenses) HIT@T
AZTHH EAIS, |

@) geeaad / HIHE T oo AU FHITHET 97 FEdTaRIAT SN T Feargdl qedr
IR FAT T TR TTIAS, |

@ faa R Al ReR g8 qATRET FATad SUHT ¥ Aioad AT aReghl g s |

(9) T el ST T (G THINTH G T &R gAIS, |

(F) TATTATAITG HATA ATALTF AT AT TN GrafHes qoirer U gfeqeraeer Frmtas wer
ST, AT AT 39 @RE 91 qaT HHi T, |

@) @ve (%) sfE (o) g Sfedfad Faear QT A S, WA a7 g9 @iRg AT (AAvr I
AT ST TeFH ITITHE GOl IUET & TarsT I, |

(@) WUE () F1 ATHT A=T &1 @ LT ST, qIF a7 g4 @G a1 qaF [T AT Ik AT
AT FET THH Tt IS TUET TET Ters I |

() ST, 999 AT g9 @iRG B0 a7 Fad (a0 GFqeT JUHT H{qare 3 auiae AT TERTH
THATTHT T SRTEALHT THA GTATHH GSIRT TUET TET TS I |

(¥F) ST, 99 AT g9 AT JATSTHHT TATIH SMGUAT fashl T 99, |

R, I G g9 HAIT

QD

()

(?)

SATTAIAITT T T Shald FATTATAITA “”, “g” T T FIHT AT FRATEEERT
SR TR YA GRANTS AT BR[G0S ISil IURUEE qdT YRV ARMGUH FaTdeh ATaideh
T (Subordinated Term Debt) AT @I T ST B

AT FFAT MR Io@ TRURT Grafiaes ISl 9T [T Ioord THHAT dedh S
Hfeecdl TAATTHT FAH Tedl JAHE ISl AHSS, |

TATTATAITG “F” FWehT T NG TARHT ‘@ AT b qdT (a0 AEAEwd AT~ 3ATHT
qoaTdh QAT drebehl ATIGUSTAT el Forward, Options, Swap, Futures ST&aT fafq=
STeAfav = Derivatives) STHIT TFI=T FRIARES T TaT S |

TR faaell HErE Frelg ShHfevd wRERes godr faadl fafqaa gwedr ge=faq
FAT 9T TG Aol fageft fafrwg srERamaw faamrare WRT qRkoAesdr AdEAT @0
AT, |

q0. @RS ¥ F4ATH
() T SFATE TAATH ST TRUHT IETIHT TS @ISl TRTH G -
THEHT (9, 050 FHT TN T Gedd FFAI FFedl Faedl 3 9r.Hse" 7. 5 /050
FHITTHPT AEe qar 41 ge=nd fafd 09 q@ AEAEE SR SUH a9 e et
THU ARIAEE |
() SIERT (1) THITH QIR TRUHT LT AT IRTT THITH T THT FTH HRAET T a9
THINTH AT THT AAAS |
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TS faaror T saen

FITHT AT, Higeh TH Sfepg AR HeATsd JaT faeefoor THr I1e SoroTdaTar  GeTe
QUL T AT Afebg AT Faxirar TeTgepT Hecdqul AT & a1 G0AH g T TATIRE T3
fora=or I ST YT A FEERHT AT AL Ak U, 045 BN TR OR o [GUHT AfTET TANT T
TETISHITTH a9 SR RT3 |

1.

T T R T Iecii@d (aXues WIET ATIAET qIUehl Aatafe diiepuel Fr=mar I sehebl
frdifés diderr sudre T 99, |

e aRerar foeRor (NRBOL Daily Liquidity) (el @Tdfael HEATET Q.00 aoldwq T H=ii-5&
FRIERE! {8707 (NRBO2 Interbank Transactions) HRIAR F¥I~ AT ARAETHT F=AT JUITAl
(TEATETY Rdifdg did) WIhd a9 SHHT TSIeT I |

THEgd URAHT [FHE AR TR GUSHT JURIKh dedTs (a0l Hard Copy d¥aiwdd
AlgeRa®! AesIT W T3 I8 |

TG THHAT TATF TSI TATAAHT AT bl Gg TRMIHIT ATl AT AH, BT TR T 3
ST T bRl Wifdg diEaH Ematase TS | TS e qarser AUkl et
A, B |, ¥ THA ST T8Hd Feotd T I |

TSI FEqEed J9 Qe dqed TS1SH 99 qATF AllhUhl FHAA TISITHAT a7
ARFR TAT TAT TSTTHAT ofep AT faeiid GEAT =41 U, R0\93 %[ THT 00 FTHITH HRATET
gig |

TG FpATE TANTATAINT S qAT (aiTT TRATeee T AHHT J AT AT AT AAFRIES
Fufeaererd F=AT qumer (Supervisory Information System-SIS) #T diferT sHITSTHET Rades
T tges (ad hoc) Teie ¥ faavues My THamEaiTT a9 5% TH IS8 s |

Al T9 TFET FHIGTH [l 209s Fa7 9 R T77 GFAT 997 T797 RET8e qURaeHIT qamr
quTH] ROIEE TI2ear FHa dfTard FTaT JEate® 19976 |

FAGAT %3 AT Jeot@d Entity Details or Profiles TF=dT [qaRue® el ATIATHT AMFTHT AATITAT
FARAERT FAAT Tl RATeg AT (HATHT TTAT S=atsd T I S |

. GRSl X 918

() T dpaTe TFATT RN TRUHT THET T 050 H1 AT [qaR0T Gearedl aedr 3.9
fae & /0c0 qAT A1 9e=rq AIA 2059 T HEGEEH SR WUH A9 faUIET
FEEtEd TR IRTTEE @IS TRTH G |

() SIERT (Q) THISTH GRS TRCHT LW a1 IRas JHITH 9T TH FH FRART T4
fTEeT FHEITH 9 T AT |
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TP AR AR A1 @G/ FohT a1 g eT=<iRor el Sqae

TH FHATE “F, @ T T AR SATATIIIG TR FEAIE AT AEATF TR WA F
Ak AT FRATATS ATHAT a1 @ik /ferT a7 g ExdqT=a=or T GFI= AT el ST o U, 045 T THT
R o faUHT ATIPR TART T BT QT ST TRTHT T |

I T &I FHeEh! YU (AUt Alchessd! Hog AUAT a1 T=ad HAa FHIGMH qTRares
STeveT WUHT Jafad HHAH! R (TS (Moieedl ehaR a1 [Heieed IogUal Sfthel ATHHAT
AT TR AT 0 97 [GA 0T T Sebers SRy 6 99 |

GIF qIT FLATIF GHEH! GIC AT a7 [qhT qeareear

geled BrAAHl FAAAT ET HAE 9T J¥I9F qHedl IR faq =afes a1 g Arr
STHEHT W G B FHIH R qTs ATHEART a7 &l 19 9o & -

(P)

SATAATAITT AT AT FoRETRT FoY Gies/fashl a1 Amany T99d I8 Sehehl
Hrepfa fam qg | SR AT goarde arAtaer fawia gfed a9 SEAT Araed
T, |

GUE (F) AT TAGE TGN qUAT UH FRATIF GRATIF ATeHT AR @ie/fawr o
I FIAAHT KA TS @RS /Rl T &7 B Aprr 9%, G i a9 Swarg & g
| X, [RT Goiebl g5 () FATAHART FEl g FeIh GI7 @RE T FTHT Aedq19%6
TRATIF e IR @ive /ol T a1 eFuT FIET EF AT I AF SAhbl FHT
feros |

g W% a1 YA HAT auIH qRETeed Seravel 95 g gxdqiul HUhl a9
HEARATHT FATThel AT THEH FEITTHATE HIF FoR ATHAT AT [T T I |

gug (1) IHITSTH YEIT9% FHEAT JAX ATHENT A1 [oohl g7 FHE AT ATAT | 0

2fch a1 FErarg a9 HeeEr AGTAT W AR AR A1 faehl T & @ o1 a9

TRATIF Gl JAX ATHATT a7 @RE T4 faq =afeh a7 S Fearqs GHedr 5 qaranT

TS |

TETAR] HFLAT TUHT F U Al a7 FLATATS GRATTRel ATHT TATHEPT JIX ATHITT

3T feshT T 9IS S -

Q) FHAT GAAT FERl FEAGAHET T G FEEE Fhal TUH (Hfqer FRIAT A9 a9
\,\\;

() FFIT ISATTATAIT HEATH AT a1 ATed @IV ERAT [Fh Tahl,

(3)  FHEId ISATSTATAITC FEITHT HTAAT a1 AT eATehR TIHT JeTe HUHI,
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(¥) TR GOTSTATAIT FEITET el [ehTwe SefepT TgroT feedae Tae,
(%) ATAd HIAT THITH L FThT VDI AT TATAT FETAT @l TFR AT AT,
(%) T SOSIATATE WEATHT FH FRATEET TSHHT AT TEAIT TTHT FIT ARTATAE

SIS ST,

(9)  fudraa Tore a1 a9 AT, FERTr T,

(5) FHET SASTAITAG GEATEATE Hol (AUl a7 faiig @nd @bl | a%, T9 epare
TATSTATAIT & (T faeiiar FRATEweP! ZBAT AT AT AT & &5 |

(%) SISTATAITC HEATH F[ehl Joilehl Tod JIqerd Wl wH T [qUhl JARFArd 99
IR AR a1 @Rg TR0 {odar (Aol @A ITh SSeiadaaure SedTehl =[Th
ISTIehT T IqeTd el ¢l §a% @M g A<l JUHl, al

(Q0) WH, FFIH BHAT [T R ARG AlSET HATHTHT FSATATHT AEH |

Q1) S qur i HeAr qRer U, 093 B0 hT 99 ¥ R FHISH QifRURl Eig T 9T
TR ATHT,

Q) %awWWWW@WWWW/WﬁW

Q3 FEUE TR @R/t 9ig #EE g AISH A RUhesHEd TS [qels Ja&es
TATAH AT FT AREH ARGAT I gAIHT AT AT =T T8 T rguel, ar

(Q¥) 79 Sl THT THIHT TSASTATIIC FEATH] GRATTF g9 AThebl ~AqH AT <
W9 THTH

(QU) T Febel el Fre Afeepl (G U7 AT T J=Tetd HIA AT SeT TH |

Q%) 991 gfqaeTHT sraRTige® gs39fA (Criminal Record) @l =afth wT IS ohrd
T RIS TCH Y F9 FAT T TAHH |

TEIYF a7 FLATIF THEH! YR @RE T BH/FFIAID] AT WM % qi fepfarser

FEATRAROT T AT T R JAT FEIAS TH ThdTE TR [ T8 | ZoredaTyrd

TRATHT TRATIF AT GRATIF THEH! GIX GG T FFIAIH JIX AT F FHIATA @G

el fa aig |

S AT faxiTa ATt FEATIF / AEATTF el JIX @RE TaT @REeharel dIfUe gr=mT (

o/ foeirr S FeeT uad faeie FRER T gSeays el i wEH geh T

LT R0%3 B FAIA AT 3 H a1 7. % Bl (a0 T g THHB AL T

TPl IqAIAT FFedT AATAIF [axer Afard ®TAT 997 T I | A1 Fl Ao FHied

o AT o TSl SRt T AT O q9T A Gl e Ao iaterdr a9

SIepepT ek T fairg G faae fasar qie et T |

TG ShATE TATTATT YT b T faii TR FRATTeh YA 9 o=l &l S

o7 o Geamare Hor 9T A9 g @ T arge 9 |

YT T FLATIh FHEH YU ATHART a1 @RE MR fq= d= Afch a1 F¥Tel a1 4 T R A
Sooig qUHT GERAT TS AT TATHCTPT GIR ATHATT a7 fohT T qrge e |

TG Aol FEATTH THEH! IR AWAN a1 fahl T Wi fGuer fAfqer 3 AfeAmtas e
STTHEH! JUX ATHERT a7 feorshl T Fa O, | A1 Fald q9=ia L9 Hedl JaR forshl T
feguel HErHid @ T &g |

YT (Income Source) JFTHAT

SAEE JASTTR! AN I gig T GeasdT o qan faxira SeareT Jedres / qearas GHee
YR GRE &7 TRAYF YIREVIEwd qlbUdl AT (FF/ AT T geqrg=r gaq T

FRIGTT T ZATATT TEHT AT TaH GIHANIT SFaeEr 2053 & FIead Tqq= 3 &l
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ger @ 9§ F [FF0 ) AT g THABT ATFGAIEEAT FEARe Afard ®IAT 9T T I | 9
F AT FEIeIT S qAT A<l "RATSr gt W AeT 99 d9r A7 e geqe
wfqerger yfafedt g e o qar faxdirr g fraa faammr a@a a1 79 99 |

TETIH AT A1 GHEH JIX AHAR a7 @RE T o i a1 dearer a9 Maee faakd g W s
AT Tedhl YA ATHART a7 faehl TEHT TG Heee fqufed T i@ el Fa% qHae a0
fersfl T =feh a1 HeaTET (ool AT S@HEHT @l JAT ATHART a7 {orshl el fHfdel HRI
e AT ARl Fel SASTATAITC HEATH] FETTh & TAT Fel U SISTATAIG HLAThT FeATeAh
& AR & |

TG FehgRT TRT Sk /faira e GO TaH fai BRER T gSrayd aEedT Sifad
TAH IERARTT SHa=dT; R0%3 o TPl AV Td Aaed] AR T4 Shard FArTaIaure &+ Tk
Sk T fairr TRuTRT FRATTF YR I TET ThT GoiTehl STETHT 9Y, FIqeTT ¥ a=7 Fep o
fairr Weame® T <Rt ISl SdTAT § SfTeTd@a™ W1 @l T AfR | @i, Cu” avie
ILATH ETHAT STAH THINTHH! MHATATS FHAMW W IIATT T Q0 Jaed H1Iq TRTH T |
Sfeafigd @ AHT AU IRER, AU A Ak T A qAT (AT FIAST GETqh BEIHAT
TRATTH qF AT TaT AT g7 & |

qX, ST WLBRB! YO FATd aT AT Wwal d¢l WTHca UH fadid &adyT Ieiedd 90
FHAT FoATRN, ANRE Tl B T AT ATAT GATHHT SHHT FerdT W FAqTaaH I
SFHT T [ T qwar ger g qAr faxi TRATHT WRATIE FAR AN AT SqreT R
AT ST |

ity Ifeat@d AHTAT T60 JUR RO T XTI GARGHIEHR] hAT allbUdl ATHTAT
TATTEF FrAfeaq b qar fadr earare faaqeer A 3rg asTier a9r s\a a7 T @
qEafed EATATE T TR §IE FATHT FEHNT g aw3ol o EUH @ | a1 Il b qaT
facirar Fegrers M /Mt fAeee fam afeag | @ 79 Meae arafaa gearadeed e
GUSHT EFYT T T EEATART T A STeT [ATTHT /I ST |

YA BT ¥ T SAebebl (AR AT T/ TRIGT GeaeidT b qar faxii GRaTeeel e T
XTI IR, LAY - AT A=W g&ATVaR T I AT A5 IHT TG Aehepl Tl fo1g
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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.

1 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 Il 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 Il 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.
(iti)  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

14 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

21

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

@'Ug U@-” \(



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:
(a) 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,

c.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:
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(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

(ix)

)

the regulatory reserve unless stated otherwise.

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’
etc. set up by the bank for this purpose) and fully paid up.
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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;

(if)  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:

(@) 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
capital requirements after the call option is exercised.
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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 CET1 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 AT1l 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.

24 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 RWA:s.

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:
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(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.

(it) 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.

2.6 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— Trend,

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. 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.

(i1) 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 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 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.

o 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:

The risk weight for claims on domestic pubic sector entities will be 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
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.

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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ECA risk scores 0-1 2 3to6 7

20% 50% 100% 150%

Risk weights

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:

A A AA* A* .
Credit rating score equivalent to 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
Risk weights 20% 50% 100% 150%

e. Claims on requlatory 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:

e Orientation 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.)

— 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.

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.

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.
2.

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

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%.

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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3. 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.

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

5. 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%.

6.  Personal Overdraft Loans shall attract risk weight of 150%.

j. 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%.
i. Lending against shares (upto Rs. 5 Million) shall attract risk weight of 100%.
] Trust Receipt Loans for Trading Firms shall attract risk weight of 120 % .

k.  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)

1. Personal Hirepurchase/Personal Auto Loans shall attract risk weight of 100%.
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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(j)(1)K)

n. Lending against shares (above Rs. 5 Million) shall attract risk weight of

125%.
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
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

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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3.4

This includes sale and repurchase agreements and asset sales with recourse, where the
credit risk remains with the purchasing bank.

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).

Direct credit substitutes 100%

Unpaid portion of partly paid shares and securities 100%
Unpaid Guarantee Claim 200%
Other Contingent Liabilities 100%

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 o~ 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 FIs 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&14)

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 =[X(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
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 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;

¢ 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 Dbank’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;

¢ Identification of large exposures and risk concentrations;
e Accuracy and completeness of data inputs into the bank’s assessment process;
¢ 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

1.4

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 O 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;

O
O
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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

Regulatory 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 Ereylous
eriod
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 1)
. Previous
1.2 CAPITAL Current Period 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

Less: Fictitious Assets
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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

Less: Reciprocal crossholdings

Less: Purchase of land & building in excess of limit & unutilized

Less: Cash Flow Hedge

Less: Defined Benefit Pension Assets

Less: Un recognized Defined Benefit Pension Liabilities

Less: Negative balance of reserve accounts

NI |x[s[<|e]|~e = el

Less: Other Deductions

Adjustments under Pillar |1
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 Accrued Interest Receivable on pass loan included in
Regulatory Reserve
i Interest Capitalized Reserve included in Regulatory Reserve
j Other Reserves
Total Capital Fund (Tier | and Tier II) 0 0
1.3 CAPITAL ADEQUACY RATIOS Current Period ﬁg‘i}ggus

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

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

*FHAT TeAT AT BV, TLINT AT S IOAXENIA HIW, [HATHHT SEST STea Aufad Srer q4r Fair Value

Reserve, Actuarial Loss T &¥TcH® ¥eH &l OCI are fafsia et qofieromr JHmeer I g &+ |

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.n .....)
Specific
Provision
Book & - . Risk
. | Eligibl Net Risk )
Valu | Valuatio ; Weighted
A. Balance Sheet Exposures e 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
Investment in Nepalese Government Securities | 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
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 Public Sector Entity 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
Claims on Public Sector Entity (ECA 7) 0 0 0 0 150% 0
Claims on domestlc banks that meet capital 0 0 0 0 20% 0
adequacy requirements
Cla!ms on domestic _banks 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 regulatory
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Claims on Domestic Corporate (Credit rating o
Score equivalent to AAA) 0 0 0 0 50% 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 100%
Score equivalent to BBB* & below) 0 0 0 0 00% 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 dug claims (gxcept 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 (upto Rs.5 Million) 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
Real Estate loans for land acquisition and 0 0 0 0 125% 0
development (Other than mentioned in
Capital Adequacy framework 2015-point
3.30)(D)(k))

0,
Lending against shares (above Rs. 5 0 0 0 0 125% 0
Million)
Investments in equity and other capital
instruments of institutions listed in the stock | 0 0 0 0 100% 0
exchange
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Investments in equity and other capital

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

stock exchange

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

Intere_sft Receivable/claim on government 0 0 0 0 0% 0

securities

Cash in transit e_lnd 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 W;;tie |
B. Off Balance Sheet Exposures Vzlu Provision | CRM Weight Exposures
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

Lendl_ng 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

Unpaid portion of Partly paid shares and | 0 0 0 0 100% 0
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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
SAARC region operat_mg with a buffer of '1% 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
Total RWE for credit Risk Before Adjustment 0 0 0 0 0
(A) +(B)
Adjustments under Pillar Il
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
FI al Banks
(a) (b) () [ (@) (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
government and
Central Bank
(ECA-4-6) 0
Claims on Foreign
government and
Central Bank (ECA
-7) 0
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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
Fl al Banks
(a) (b) (c) | (d) (e) | (H) (9) (h) 1@

Claims on Other

Multilateral

Development

Banks 0

Claims on

Domestic Public

Sector Entity

Claims on Public

Sector Entity (ECA

0-1) 0

Claims on Public

Sector Entity (ECA

2) 0

Claims on Public

Sector Entity (ECA

3-6) 0

Claims on Public

Sector Entity (ECA

7) 0

Claims on domestic

banks that meet

capital  adequacy

requirements 0

Claims on domestic

banks that do not

meet capital

adequacy

requirements 0

Claims on foreign

bank (ECA Rating

0-1) 0

Claims on foreign 0

bank (ECA Rating

2)

Claims on foreign 0

bank (ECA Rating
3-6)
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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
Fl al Banks
(a) (b) () [ (@) (e | (9) (hy 1@

Claims on foreign 0

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 0

Domestic

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

@—Ug U@-” KO




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) () [ (@) (e | (9) (hy 1@
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)

High Risk claims 0

Lending against 0

securities (bonds)

Lending  against 0

Shares (upto Rs.5

Million)

Trust Receipt 0

Loans for Trading

Firms

Real Estate loans 0

for land

acquisition and

development (for

institutions

registred/licensed

and approved by

Government of

Nepal for land

acquisition and

development

purposes)

Personal 0

Hirepurchase/Pers

onal Auto Loans

Real Estate loans 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)

for land
acquisition and
development

(Other than
mentioned in
Capital Adequacy
framework 2015-

point 3.3(G)(1)(K))

Lending  against
shares (above Rs.
5 Million)

Investments in
equity and other
capital instruments
of institutions listed
in the stock
exchange

Investments in
equity and other
capital instruments
of institutions not
listed in the stock
exchange

Other Assets (as per
attachment)

Total

Off Balance Sheet Exposures

Forward Exchange
Contract Liabilities

LC Commitments
With Original
Maturity Upto 6
months

domestic
counterparty

foreign
counterparty (ECA
Rating 0-1)
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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)

foreign
counterparty (ECA
Rating 2)

foreign
counterparty (ECA
Rating 3-6)

foreign
counterparty (ECA
Rating 7)

LC Commitments
With Original
Maturity Over 6
months

domestic
counterparty

foreign
counterparty (ECA
Rating 0-1)

foreign
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
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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)

(i)

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
Guarantee

Financial Guarantee

Acceptances  and
Endorsements

Unpaid portion of
Partly paid shares
and Securities

Irrevocable Credit
commitments
(Short Term)

Irrevocable Credit
commitments
(Long Term)

Other  Contingent
Liabilities

Total

Grand Total
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FORM NO.4 EXHIBIT OF CLAIMS WITH CREDIT RISK MITIGANTS

(Rs.n ................)

S.N. | Counterparty Category | Facility | Outstanding

Eligible CRM

Nature

Haircut | Net
Amount

Gross
Amount

FORM NO.5 OTHER ASSETS

S.No. Assets

Gross Amount

Specific Net
Provision & | Balance
Valuation
Adjustment

Current tax assets

Investment property

Property and equipment

Assets held for sale

Other non-banking assets

Bills receivable

Accounts receivable

VN |OTD|WIN| -

Accrued income

9 Prepayment and deposits

10 Income tax deposits

11 Deferred employee expenditure

O|O|0|0O|O|Oo|o|o|Oo|Oo|o

12 Others

Particulars 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 11%) in times

(€)

Equivalent Risk Weight Exposure [f=(dxe)]

PILLAR-1I 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%)

9.09
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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

FORM NO.7 RISK WEIGHTED EXPOSURE FOR MARKET RISK

S.No. | Currency Open Position (FCY)

Open Position (NPR)

Relevant Open Position

INR

usD

GBP

EURO

THB

O INOO | OB W|IDN| PP

9 |

Total Open Position ()

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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I A, R

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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1.2

1.3

14

15

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 1l 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) isadequate to protect its depositors and creditors.

(ii) 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
(if) 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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1.6

1.7

18

1.9

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:

@ ~o ao

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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23 ELEMENTSOF TIER 2 CAPITAL:
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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 Il 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.

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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2.5

2.6

Investment in equity of financial institutions licensed by Nepal Rastra Bank®2,
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:

@ 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-1l 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% 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 requlatory 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:

e Orientation 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.

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%.

Other assets

1. With regard to other assets, following provisions have been made;

a.
b.

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 (upto Rs. 5 Million) 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%.
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I. Real Estate loans for land acquisition and development shall attract risk weight of
125%. (Other than mentioned in Capital Adequacy framework 2007-point

3.30)(Li)

m. Lending against shares (above Rs. 5 Million) shall attract risk weight of 125%.

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

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

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).

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

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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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
correlation. For example, securities issued by the collateral provider - or by any related
group entity - would provide little protection and thus would be ineligible.

3. 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.

4. 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%.

5.  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.

6.  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.

b. 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.
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2. 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

o o &~ w

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.

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 Il
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.

Gug U@-N \9?



4.2

4.3

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)]/N

where:
Kaia = 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 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
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5.4

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 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.  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 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:
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6.2

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
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
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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.

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
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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 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.
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4.  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 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:

o 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:
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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;
¢ 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:

e On-site examinations or inspections;
o Off-site review;
e 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
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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 humber 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.

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.

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 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.

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.
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SUPERVISORY RESPONSE:

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.
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7. 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.

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,
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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 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
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All commercial banks should make following disclosures on a quarterly basis on their

O O O O

O O 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

YV V

monitoring the continuing effectiveness of hedges/mitigants.

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

respective websites.

O

O

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)

>

YV V V

Restructure/Reschedule Loan
Substandard Loan

Doubtful Loan

Loss Loan
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Policies for hedging and/or mitigating risk and strategies, and processes for



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.

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 .....)
1. 1 Risk Weighted Exposures C“rfe”t Prev_ious
' 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)
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Total Risk Weighted Exposures (After Bank's adjustments of
Pillar I1)

1.2 CAPITAL

Current
Period

Previous
Period

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'OOSB_‘_'_'D'@—"\('DQ_OO'Q)

Less:

Reciprocal crossholdings

c

Less

: Purchase of land & building in excess of limit &

unutilized

Less

: Other Deductions

Adjustments under Pillar 11

Less

: Shortfall in Provision (6.4 a 1)

and

Less: Loans and Facilities extended to Related Parties
Restricted lending (6.4 a 2)

w

upplementary Capital (Tier 11)

Cum

ulative and/or Redeemable Preference Share

Subordinated Term Debt

Hybrid Capital Instruments

General Loan Loss Provision

Exchange Equalization Reserve

=h|D | |O|T|D

Investment Adjustment Reserve

Accrued Interest Receivable on pass loan included in

Regulatory Reserve

Interest Capitalized Reserve included in Regulatory Reserve

—-|=] @

Othe

r Reserves

Total Capital Fund (Tier I and Tier 1)

0

1.3 CAPITAL ADEQUACY RATIOS

Current
Period

Previous
Period

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
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| Bank's adjustments of Pillar II)

**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

*FHERI Tl ATTalg HE, AN AT Savana ¥, A SRrer s&ar Aufad et a91 Fair Value

Reserve, Actuarial Loss T &FTcH® ¥oH ST&dT OCI are fafstd SISt IoiiebTasT Faraet T+ ae" o |

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.In .....)
Specific
Provisio
n& Eligib Risk Risk
\?gﬁ] t Valuatio le Vliflje Weig | Weighted

A. Balance Sheet Exposures n CRM ht Exposures

Adjustm

ent
a b c dzi'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 1(300 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 1(;)0 0
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 1(300 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 0 0 0 0 100 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
e : 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 (upto Rs.5 Million) 0 0 0 0| 100 0
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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)

Personal Hirepurchase/Personal Auto 0 0 0 0 100 0

Loans %

Real Estate loans for land acquisition and

development (Other than mentioned in 125

Capital Adequacy framework 2007-point %

3.30)(D)j)

Lending against shares (above Rs. 5 125

Million) %

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 an(_JI other cash items in the 0 0 0 0l 20% 0

process of collection

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 d:i_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(2)0 0
Foreign counterparty (ECA Rating 7) 0 0 0 0 1500 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
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Foreign counterparty (ECA Rating 7) 1(;)0 0
Bid Bond, Performance Bond and Counter
guarantee 40% 0
Domestic counterparty
Foreign counterparty (ECA Rating 0-1) 20% 0
Foreign counterparty (ECA Rating 2) 50% 0
Foreign counterparty (ECA Rating 3-6) 1(300 0
Foreign counterparty (ECA Rating 7) 1(;)0 0
Underwriting commitments 50% 0
Lending of Bank's Securities or Posting of 100
L 0
Securities as collateral %
Repurchase Agreements, Assets sale with 100 0
recourse %
100
Advance Payment Guarantee % 0
Financial Guarantee 1000 0
%
100
Acceptances and Endorsements % 0
Unpaid portion of Partly paid shares and 100 0
Securities %
Irrevocable Credit commitments (Short 20% 0
Term)
Irrevocable Credit commitments (Long 50% 0
Term)
Claims on foreign bank incorporated in
SAARC region operating with a buffer of 20% 0
1% above their respective regulatory capital
requirement
. o 100
Other Contingent Liabilities % 0
Unpaid Guarantee Claims 2(2)0 0
TOTAL 0
Total RWE for Credit Risk Before 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
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Credit exposures

Deposit
s with
Bank

Deposit
s with
other
banks/F
I

Gol

Gowt.
&
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

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
(ECA 0-1)

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 (upto 0
Rs.5 Million)
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 0
Hirepurchase/Personal  Auto
Loans
Real Estate loans for land 0
acquisition and development
(Other than mentioned in
Capital Adequacy framework
2007-point 3.3())(1)))
Lending against shares (above
Rs. 5 Million)
Investments in equity and other 0
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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) @ | () | ()
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
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)
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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) @ | () | ()
Underwriting commitments 0
Lending of Bank's Securities or 0
Posting of Securities as collateral
Repurchase Agreements, Assets 0
sale with recourse
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 g 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

@—Ug U@-” g\(




Accounts receivable

7
8 Accrued income
9 Prepayment and deposits

10 Income tax deposits

11 Deferred employee expenditure

o|Oo|lo|Oo|Oo

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 10%6) in
times (e)

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

Equivalent Risk Weight Exposure [g]

Equivalent Risk Weight Exposure [h=f or g)

10

10

FORM NO.7 RISK WEIGHTED EXPOSURE FOR MARKET RISK

S.No. Currency Open Position (FCY)

Open Position (NPR)

Relevant Open
Position

INR

uSD

GBP

EURO

THB

CHF

OIN[OO || B W NP
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o [ . | |

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)
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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AU AT T
o quar fadrr ST ofrer QRIS FRATE T fafwaamasl, 00y

TAT I S TA, 045 T THT 990 F1 IJUSHT () T GU (@) o faUHr afredr w@mr T Jurer
T bl FoaTeAeh ATATT SETHHT (ATIHES TATTHT B |

1.

i A T g (9) A faframesdr Ama vvarer g S, S qur faxia g ofta
FURTCHE FRATEl FFEIl [aATEAl, 209%” ILH B |

() A1 FafaraTerel JuTer g Sehebl FowTere AHle e e fafaate @ g 1<
qfesTreT: fororr ar yEger ol o oA a9 fafaasree-

() “UF" AT A AL FeF UH, 045 TERT T |

(@) “ICE Ap” TATA UARI THT 3 THISTH TATTAT AT TIA AT G THFA T |

() “|TATT” q=ATer THPT THRT 9% THITH ST TR AL Sehebl FoaTereh AT THHT T |

(}) VAR T AR THRT U TEITH FIh AT ARl THAR ARRT UG ¥ AT ATeEd
Ueh THT 9 THINTH FAH HHIH HHX AR THR FHAATS TASHS, |

(@) “SYLT THATR” AT UAPT ThT 4% FHITH [Ih T SAhebl SYET THAR TR I |

@) “Aifq e FrEreas atafq” e Juter e S, MR qar i fafrmmrad
R0%% 1 fafqad 3% oHIfSTH FFafegd UL THARP! HATSTehea T MEd ATHITATS FFHT
T, |

(@) AR TN AT AT Sk ATIAPRT qEaATad URAEAT (IR TR I3 |

(W) “Fep AT faxiTar TeAT” ATl T AhaATe SATSTATAIT Seb a7 faxirg =T ek I |

() “BTIRTE GHE@” AT b a7 fadii Jeam GFaedr UA, 2063 &1 T®1 % JHITH Ik
Traferd S a7 AT SR FAFERI THE TR T8 T T WeEe Sk AT [airg qeren
FHFERT THEH! TTHT HTH T AT TN GHAATS TS, |

() “YSTRIT AAATA” TS AT AhATE AMBT FHIAH IOAET ARUHT Goilebd  AATAATE
TERT T8 T 91 e ISl qATdr W=, 06R (Capital Adequacy Framework, 2015

FIT AMPUH THT ISl ATehebl FATH &A il (Minimum Total Capital excluding
Conservation Buffer) S IS STHISAS, |

SIS ST T HaYMese! Il THCAT g Y qURT S FRATBIES:

U bl ATbebl ATH IS FAATT HH TH AGbedl S qAT fadig GeIrems @
FHITHS HaRTcHP & TATeE® qohld T, -

(F) I dbel Al ATH TSI FITaTRT dF a1 faxirr dearer S| TE gSre
HAAT T GIAUTHFHA HH TTAT -

(1) FEead S AT fair AT Iv SHARATINET qARHT FAHT THIHT AR
T GARAH! [ATTATTATS ATTAG DT FTHT TET |
(1) gEafeq oo At fadir G=aTer 91 afg (Recapitalization) I GfT FTSTT HIRT 19 |
(%) IS ATAI qAT aAF FIR 9T T4 b A3 |

“fafq 09% /09/9% AT IYHT G=dATdd AHATTER! TS FEIT I/309¥ T TR |
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() AT AT Gled Ak ST |

(F) THEfad % a7 (i SeaThl ToaTedehebl ST qoAT e ¥ TG BRI qAad
S=ol FAXTAAR] e, AT AT GiadT FgHT b A3 |

(@) ST Fepol dlbebl FATH YWY AAATATET SF a7 (ad GEATA FIAH T GOt
FAATT I GIATAART T T JITMTAFHA HH AUHT -

() @G (F) THISTHF PRAEES T |

() HET af=me s qAT Fol FRIARE! F THTAT AAT HTIH T | 9" FH qeiad
fofrar Feamept gebwT 8T/ a9 T o % qur fadim gearane fa= o/ qrdET
THT HEH T |

(%) AT FFATIE PRATHEATT FATAT T Ak AMMST |

(%) @ieg a1 fost 9tRar AT 99 feor gwafa gTet TEgd TN S W A o |

() TEfag % a1 faxi qerdl FUaREeds Woded 99T, 9% gigal fad 9w
g dfg, AIEATT e Fig AT AGEIIAR] TS0l o qH F= il
ATe & T Ak AS |

() AT Febor dlbepl FATH GO AAATATET S a7 (aid ATl FTIH TLHT GoATehrT
FAATT I HATTART T Toeay FTTTFHA HH ATHT -

()  WUE (@) THITHE FRAEES T |

(@) It e @ @ A% RS | 9 ARl qHad G SR gRHT 949t
fagr/a=ra ¥ 9= S qar faxirr dwamare o/ |Qd faw A6 Jwme |

(%) ofl AT Fhg T TAT TAT Holl FATE T Ak AT |

(%) FHATIEEH qoid, T TAqT I AT Jlaar Fhgar Ak AT |

(F) T Tpepl TR (o Ioo debl FHART AT I qTeh GEAed o ar faxda
LTI A= FAT FHART AT AT FAGATH] Aeh AMST |

() ISl TATqar FFel FRAE! YREA AR [Afde g AfeanaT qieus gadH

TS AFITT FTIH THUHT qEaivad oo a1 [axd EaThl Foarad a7 HTaerRT
JHEATE Ul THT Q00 &I IUGHT () THITHET FRATEEE T |

(&) I dpel Al FATH TSI FTIAART SF a1 faxir Fearer FaH TE g
FAATT TeEAY IATAHRT el HH TTAT -
() GUE () FHITHHT FRATEES I |
(1) FEeId b AT faxig RIS IR OO I TR SR o%  AeTe
FRATE! TRET T |
(%) FHEIE WU TReh & HEATGFAAT qi9 qMibUR FATH YSIebd Fqard w1
TATAT S A7 foxirar FRATehT A MO (WoR) AT Wi (TieatsieTe) 7 Jehar 9%
T AT FATSIAYS T T AT @ISRl GERAT 98 I |
(%) T T/a1 S qAT FaxiT SR G A, 3093 AR A ATEAITF FRATERS T |
¥,  HRAEHT g2 g1 e fafaod 3 aars offy qaniews Franes 99 ‘F ‘g’ T’ ¥
“g” T Ak FAT fAAT AEATEFHT THE AT AN & |
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0.

1.

®.

T fafaw 3 & UL (%) & IUEUE (3) T (I) AT @I () & IJUEUE (3) T (I) ek Mg
ﬂa JcHSP PId é SO H] GEI*M’JI A ][ o HI @jc." PG T|_"f HICb"iE%.—

(F) AT APRA ARSI 3T (ehTagedl TednT fg AT §F AThT TAXELaATR Jhar
AT T b qAT Fairg GRATE%eh! EhT |
@) gwEfad S a1 o GearEr ERdue ¥/ gearandrg A debel yege e

fs FIRTHE FRATET FoaTad T Tedl ATLTHT |

() WHWWWW@, 093 P THT 90 TAH IF d9T faxiTd F2AT TH ATIFHAT
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Name of the Bank or Financial Institution

Consolidated Statement of Financial Position
Ason....... Asar 20.......

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/FIs 4.6
Loans and advances to customers 4.7
Investment securities 4.8
Current tax assets 49
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 417
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 4.31
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
Current Tax
Deferred Tax

441

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

o 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
e Gains/(losses) on cash flow hedge

¢ Exchange gains/(losses) (arising from translating financial assets of foreign operation)

e Income tax relating to above items

o 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

Attributable to equity holders of the Bank

Group

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
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
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
Bank
Current Previous Current Previous
Year Year Year Year
Placement with domestic B/Fls
Placement with foreign B/FIs
Less: Allowances for impairment
Total
Derivative financial instruments 4.4
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/Fls 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
Year

Previous
Year

Current
Year

Previous
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

Bank

4.8

Current
Year

Previous
Year

Current
Year

Previous
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
Year

Previous
Year

Current
Year

Previous
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
Unqguoted 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. LLd 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. LLd L Ld.
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
O vae S vae O vaie O vaue
.................................. Ltd.
............ shares of Rs. .......each
.................................. Ltd.
............ shares of Rs. .......each
Total
4.11.2: Investment in unquoted associates
Group Bank
Current Year Previous Year Current Year Previous Year
Cot | vae O | vae O | vae | vaue
............................... 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 4,12
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 4.13

)
=
o
c
©

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$ rred Tax Tax Assets/
aX  Liabilities  (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
endof ..............

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
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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 4.17
Group Bank
Previous Previous
Current Year Year 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 4.18
Group Bank
Previous Previous
Current Year Year 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 4.19

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
Group

Bank

4.21

Current Year

Previous
Year

Current Year

Previous
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
Group

Bank

4.22

Current Year

Previous
Year

Current Year

Previous
Year

Provisions for redundancy

Provision for restructuring
Pending legal issues and tax litigation

Onerous contracts
Other

4.21.1: Movement in provision
Group

Bank

Current Year

Previous
Year

Current Year

Previous
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
Group

Bank

4.23

Current Year

Previous
Year

Current Year

Previous
Year

Liability for employees defined benefit obligations
Liability for long-service leave

Short-term employee benefits

Bills payable
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Creditors and accruals

Interest payable on deposit

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
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Fair value of plan assets at Sawan 1
Contributions paid into the plan
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)
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Other

Total

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.
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Reserves

Group

4.27
Bank

Current Year

Previous
Year

Previous
Year

Current
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

Group

4.28

Bank

Current
Year

Previous
Year

Previous
Year

Current
Year

Contingent liabilities

Undrawn and undisbursed facilities
Capital commitment

Lease Commitment

Litigation

Total

4.28.1: Contingent liabilities

Group

Bank

Current
Year

Previous
Year

Previous
Year

Current
Year

Acceptance and documentary credit

Bills for collection
Forward exchange contracts

Guarantees
Underwriting commitment
Other commitments

Total
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4.28.2: Undrawn and undisbursed facilities

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
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Later than 5 years
Sub total

Grand total

4.28.5: Litigation

Explanatory paragraphs are required for litigation contingent liabilities as per their own case of each bank

Interest income

Bank

4.29
Group

Current Previous

Year Year

Current Previous
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

Bank

4.30
Group

Current Previous
Year Year

Current Previous
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

Bank

4.31
Group

Current Previous
Year Year

Current Previous
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
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Asset management fees

Brokerage fees

Remittance fees

Commission on letter of credit
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 4.32
Bank Group
Current Previous Current Previous
Year Year Year 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 4.33
Bank Group
Current Previous Current Previous
Year Year Year 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 4.34
Bank Group
Current Previous Current Previous
Year Year Year 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
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Other

Total

Impairment charge/(reversal) for loan and other losses

Bank

4.35
Group

Current
Year

Previous
Year

Current Previous
Year Year

Impairment charge/(reversal) on loan and advances to B/FIs

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

Bank

4.36
Group

Current
Year

Previous
Year

Current Previous
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

Other operating expense

Bank

4.37

Group

Current
Year

Previous
Year

Current Previous
Year Year

Directors' fee

Directors' expense

Auditors' remuneration

Other audit related expense
Professional and legal expense
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Office administration expense

Operating lease expense

Operating expense of investment properties
Corporate social responsibility expense
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

Group
Current Previous
Year Year

Depreciation & Amortization

Bank

4.38
Group

Current
Year

Previous
Year

Current Previous
Year Year

Depreciation on property and equipment
Depreciation on investment property
Amortization of intangible assets

Total

Non operating income

Bank

4.39
Group
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Current Previous Current Previous
Year Year Year Year
Recovery of loan written off
Other income
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

5.2 Capital management

Bank or Financial Instituion shall disclose following information in regard of capital management:

(i)  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.

(ii)  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.

2. 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)

(iii)  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.

5.3 Classification of financial assets and financial liabilities

5.4 Operating Segment Information
1. General information
(a) Factors that management used to identify the entity’s reportable segments
(b) Description of the types of products and services from which each reportable segment derives its revenues

2. Information about profit or loss, assets and liabilities

Reportabl | Reportabl | Reportabl
Particulars e Segment | e Segment | e Segment
1 2 3

....... All

Other Total

(a) ‘ Revenues from external customers
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(b)

| ntersegment revenues

(c) | Net Revenue
(d) | Interest revenue
(e) | Interest expense
(f) | Net interest revenue(b)
(9) | 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
(I) | 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 (Xxxx)

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
() | 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

gue u@-n q\ozi



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.

5.12 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
— Y
S ) s o X o _ %} 2% c %)
: s, 8% g% SzE¥s 8% E2538 £R
Particulars 55 < G0 == 3 2230 3z
a2 0] Ec> 2E a3 < EEC> gL
X o w o =28 a8 SwgE <8
w = gE © F =

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
o< 2 S o?
> g g 2w SR =N14
[<0) £ &8Z Egl
o = <®Z

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

o)

S GAAP)

T H

S o

T > . Effect of Amount

. =2 Previous L
Particulars o 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
As on Quarter ended ...... ............. 20.....
Group Bank
This Immediate This Immediate
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
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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 _ Up to _ _

This This This This This This

Quarter  Quarter Quarter  Quarter Quarter Quarter Quarter

(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

Up to Up to

Corresponding

Up to

This This  This This This This  This Uglt;;ehr'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 T @R ST TTHT YR T S | & I AUTAesas! TUMET &l
AT FATH & AT AT FAH A HRIqHT T B, |
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Statement Of Distributable Profit or Loss

Forthe Qtrendof ..............

(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 Quarter ended ...... ............. 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

Particulars

Current Year Previous Year Current Year Previous Year

Corresponding Corresponding

Up to 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 Up to 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 This  This  This  This  This  This Uglj‘;geﬁ'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
D
=] P ) S S5
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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 ...............e.eee. end 20.....

Bank

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, 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 ......ccceeeveennnen. 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 .........cceeeen..... end 20.....
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For the Period (............. t0.ieeniennnns )Jended .....ce. veviinnnnn. 20.......
Group Bank
Corresponding Corresponding
Up t Previous Year Y -to 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.....

gue u@-n qix



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

eoakwnE

Reportable | Reportable

Segment1 | Segment 2 All Other Total

Particulars

Current Quarter
Corresponding
Previous Year

Ouarter

Current Quarter
Corresponding
Previous Year

Quarter

Current Quarter
Corresponding
Previous Year

Quarter

Current Quarter
Corresponding
Previous Year

Quarter

Current Quarter
Corresponding
Previous Year

Quarter

Revenues from external customers

Intersegment 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

gue u@-n qie



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.

(&) 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
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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:

.@-U_E'; U@-H ?OK



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: *

BLB Agent . . .
Name: * Agent Citizenship Num:
Agent Citizenship . . -
Issued Date: Agent Citizenship Issued Dist:

Agent Citizenship

Agent PAN Number: *
(Blb PAN Number should be

Issued Auth: exactly 9 digit)
BFI ATM Code

(Internally used Related Branch:*
code):

Institution Name:*

Province: *

Zones:

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

7T dF [T397 BT T 2.94-7

7 dF [T BT 2 94%F

Bran | Br B | BLB
ch an L | Loc
Cod | ch B | ated
e N C | Dist

BLB
Locate
d
VvDC/

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)
7 dF [T BT A2 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

gug “g” R0V




and Internet Banking
electronic Transaction

card Debit Card
Transaction | Transaction

Credit Card
Transaction

Prepaid Card
Transaction

T BTATAT VAT AT 9@l FraTeAd bl [aeaor
(FTATAT F=ATAT ATHT TATTHT 9T )

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 [F397 BT A <. 955

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

gug ‘@’ 0%




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

7T A [T39T BT T 295G
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R0 .. L wfewTerr  faazor
atRa T sk (e @rdTer dfTe aviiereureT e g 3-3ifhy e FeATe! EnTa faaver
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Name of | Account
PSP Number

Cash Balance
Account

Deposit Lien Marked
Against The Settlement
Account

7T dF [F3977 BT 7 . 27

THE farg A= Hiigd [qar0

Institution Name:

Year ... Month.........
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

gug ‘@” 9



Staff Bonus / Total Staff Expenses

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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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
e Quality control mechanism
1.3  Brief description of the Sampling Procedure and sample size
+  Sampling methodology
e 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.
RISK MANAGEMENT SYSTEMS
Opinion on the following:
2.1  Credit Risk Management Systems
2.1.1  Brief description and comment on the adequacy of credit appraisal systems,
2.1.2  Brief description and comment on the adequacy of credit monitoring systems,
2.1.3  Brief description and comment on the adequacy of the credit recovery systems,
2.1.4  Adequacy of Policies and procedure for Write off of Loans,
2.1.5  Adequacy of Policies, guidelines and Controls over Off Balance Sheet Items,
2.1.6  Comment on the concentrations in the credit and investment portfolio,
2.1.7  Risk Management Committees and their effectiveness,
2.1.8  Overall audit opinion on Credit risk management,
2.2 Market Risk (Interest Rate, Liquidity and Foreign Exchange) Management Systems,
2.2.1  Adequacy of policies, procedures and guidelines for the market risk management,
2.2.2  Adequacy of the system for measuring, monitoring and mitigation of Market risk,
2.2.3  Risk Management Committees and their effectiveness,
2.2.4  Overall audit opinion on Market & liquidity risk management.
2.3 Operational Risk Management System
2.3.1  Adequacy of policies, procedures and guidelines for the Operational risk management.
2.3.2  Adequacy of the system for measuring, monitoring and mitigation of Operational Risk.
2.3.3  Risk Management Committees and their effectiveness
2.3.4  Overall audit opinion on Operational risk management.
INTERNAL CONTROL SYSTEMS
Opinion on the following areas:
3.1  Effectiveness of the Audit committee
3.2 Effectiveness of the Internal Audit Function
3.3 Rectification of the deficiencies identified in the previous internal and external audit reports
3.4 Adequacy of the controls in Credit operations
3.5  Adequacy of the controls in Treasury operations
3.6 Adequacy of the controls in Branch operations
3.7 Adequacy of control over Nostro Bank Operations
3.8 Adequacy of the controls in procedures related to expenditure
3.9  Adequacy of the control over fixed assets
3.10 Adequacy of the Management Information System (MIS)
3.11 Adequacy of controls over e-banking and Card Operations
3.12  Adequacy of controls in Information Technology and related support functions.
3.13 Effectiveness of the Inter-branch and agency Reconciliation function
3.14 Adequacy of controls to prevent and/or minimize Fraud and forgeries
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3.15
3.16
3.17
3.18

Instances of Fraud and Forgery in the review period
Existence, adequacy & effectiveness of system audit
Other Control Issues, if any

Auditors overall assessment of the internal control system

COMPLIANCE WITH APPLICABLE RULES AND REGULATIONS
Prevailing Statute, Act, Directive and Regulation, at minimum, in the following areas

41

4.2

4.3

4.4

45

4.6

4.7

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

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.

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.

Minimum Capital fund (Directive No. 1)

4.4.1  Computation of Core Capital, Supplementary Capital and Capital Fund

4.4.2  Computation of Risk Weighted Assets

4.4.3  Comment on the Capital Plan

4.4.4  Overall opinion on capital adequacy

Loan Classification and Loan Loss Provisioning (Directive No.2)

45.1 Comment on the Assets Quality and Classification

45.2  Adequacy of Loan Loss Provisions

453  Whether the rescheduling/restructuring comply with the provisions of the directive

4.5.4  Loan Loss Provisions in case of restructuring and rescheduling of loans

455 Loan Classification and loan loss provision in respect of force loans

45.6 Loan Classification and loan loss provision in respect of loan against personal/corporate
guarantees

4.5.7 Whether the adjustment and Write back of loan loss provision comply with the provisions of the
directive

4.5.8 Overall opinion on Loan classification & provisioning

Single Obligor Limit & Sectoral Cedit Limit (Directive No.3)

4.6.1 Bank’s procedures to identify a group of related borrowers

4.6.2 Comment on the Facilities in excess of Single Obligor Limits, if any

4.6.3 Loan Loss Provision in case of borrowers availing facilities in excess of the SOL

4.6.4Review and ratification mechanisms for excessive exposures in respect of sectoral credit.

4.6.5Comments on any exceptions on loan to real estate sector.

Acounting Policy & Format of the Financial Statement (Directive No.4)

4.7.1 Comment on the Consistency of the Accounting Policies and financial reporting framework.

4.7.2 Recognition of interest income from loans and advances

4.7.3  Reconciliation of Interest Receivable and Interest Suspense

4.7.4  Recognition of other interest, fees and commission and expenses.

4.7.5 Publication of annual accounts and periodical highlights
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4.8

4.9

4.10

411

412

4.13

4.14

4.15

4.16

4.7.6  Non-compliance/deviations in accounting policies followed as compared to prescribed accounting
policies by NRB/Nepal Accounting Standard

Risk Minimization (Directive No 5)

4.8.1  Mechanisms to minimize liquidity risk

4.8.2  Use of GAP Analysis and other mechanisms to measure and manage interest rate risk

4.8.3  Mechanisms to minimize foreign exchange risk

Corporate Governance (Directive N0.6)

4.9.1  Formulation and implementation of required plans, policies and guidelines

4.9.2  Code of conduct of Directors, Chief Executive and Employees

4.9.3  Cases of conflict of interest of Directors, Chief Executive and Employees

4.9.4  Mechanism to identify related parties promoters, directors or senior management.

4.9.5 Lending to directors, chief executive, employees (except as per employee rules) and their related
parties, if any

4.9.6  Level of Corporate governance and compliance of directives related to corporate governance

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

Investments & Subsidiary Company (Directive N0.8)

4.11.1 Investments in unlisted companies

4.11.2 Investment in companies with financial interest

4.11.3 Investment in shares of other bank/Fls

4.11.4 Investments arising out of Underwriting Commitments

4.11.5 Investment in shares and debentures exceeding the limits

4.11.6 Review of the investment portfolio

4.11.7 Adequacy of provisioning requirements

4.11.8 Adequacy of investmet adjustment fund requirements

4.11.9 Compliance of directives of Investment in shares and other securities of subsidiary(ies).

4.11.10 Adequacy of consolidation of transactions with the subsidiary(ies).

4.11.11 Harmonized implementation of policies, procedures and systems of holding company in the
subsidiary(ies).

4.11.12 Transactions not based on competitive market price or unauthorized transactions or transactions
not based on Arm's Length relation.

4.11.13 Overall level of disclosure of Related Party Transactions in the periodic financial returns.

Reporting Requirements (directive N0.9)

Comment upon the reliability of mechanism used for NRB reporting and the accuracy of such returns

Sale or Transfer of Promoters Share (Directive No. 10)

4.13.1 Sale or transfer against the statutory requirements

4.13.2 Sale or pledge of promoter shares, during the lock-in period

4.13.3 Where the promoter of the Bank is an entity, unauthorized transfer of ownership of such entity

4.13.4  Where the promoter of the Bank is an entity, the availability of audited financial statement of such
entity for verification

Consortium Financing (Directive No0.11)

4.14.1 Formation and dissolution of consortium

4.14.2  Fulfillment of the specified duties of lead bank/member bank, where applicable.

4.14.3 Frequency of consortium meetings where it is lead bank/FI

4.14.4  Adherence to the spirits of consortium

Credit Information and Blacklisting (Directive No.12)

4.15.1 Periodic Submission of information to CIC

4.15.2 Mechanism to obtain required information from borrowers

4.15.3 Credit Information at the time of sanction/renewal/restructuring/rescheduling of facilities

4.15.4 Recommending defaulted borrower to the CIC for blacklisting

4.15.5 Lending to individual/firm/company included in the blacklist

Cash Reserve/Statutory Liquidity Requirement (Directive No. 13)

4.16.1 Comment on any exceptions on the maintenance of CRR as stipulated by the directive

4.16.2 Comment on any exceptions on the maintenance of SLR as stipulated by the directive
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4.17

4.18

4.19

4.20

421

4.22

4.24

4.25

4.26

4.27

New Branch/Office Operation (Directive No. 14)

4.17.1 Unauthorized branches/offices/extension counters/remittance counters

4.17.2 Unauthorized transactions

Interest Rates (Directive No. 15)

4.18.1 Interest rate determination procedures

4.18.2 Mechanism to determine cost of fund, yield on earning assets and interest spread

4.18.3 Publication of interest rates

Mobilization of Financial Resources (Directive No. 16)

4.19.1 Concentration of deposits

4.19.2 Resource mobilization beyond the limit

4.19.3 Issuance of debenture and other debt instruments

Deprived Sector Lending (Directive No.17)

4.20.1 Comment on the exceptions observed in the deprived sector lending

4.20.2 Whether the loans classified as deprived sector lending meet the stipulated pre-requisite conditions

4.20.3 Monitoring mechanism for utilization of deprived sector lending on a half yearly basis

Merger, Acquisition and Upgradation (Directive No.18)

4.21.1 Fulfillment of the specified requirements for upgradation by the financial institution, where
applicable

4.21.2 Whether the minimum capital, capital structure meet the stipulated pre-requisite conditions for
merger and/or acquisition, where applicable

4.21.3 Trading status of stocks in the stock exchange

4.21.4 Compliance of regulatory provisions on the Merger, Acquisition and Upgradation including Fit &
Proper Test mentioned in BAFIA, 2073 NRB Act, 2058 and Unified Directives

4.21.5 Overall opinion on Merger, Acquisition and Upgradation

AML/CFT (Directive No.19)

4.22.1 AML/CFT policies, procedures and practices formulated and followed

4.22.2 Adequacy of mechanism, procedures and documents for customer due diligence

4.22.3 Adequacy of risk based customer classification and monitoring

4.22.4  Mechanism, procedures and documents for customer due diligence

4.22.5 Protection of information and documents, including electronic data, of the customer till the period
stipulated in the Act and regulations

4.22.6 Adequacy of filing and reporting of threshold transactions to Financial Information Unit (FIU)

4.22.7 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 FI1U

E-banking Directives (Directive issued by Payment Systems Department )

4.24.1 E-banking policies and procedures formulated and followed

4.24.2  Adequacy of security maintained in the e-banking trasactions

4.24.3 Adequacy of conditions on bilateral agreement with agents and third party

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 devnagari 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

Transparency and level of economy in the capital and operating expenditures.Whether Financial

Administration Bye-laws is adhered to while incurring such expenditures

Compliance with internal rules, regulations and guidelines

e ‘@’ ¥



Comment on the overall state of compliance with the internal rules, regulations and guidelines

4.28 Overall compliance of laws, requlations, 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 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

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
6.1.3 Adverse
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

6.4 Comment on the Major Problems faced by the Bank/FI

6.5 Overall opinion of the auditor on the operation and financial standing of the Bank/FlI
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