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FAAT 7. 9.9
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 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 I 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 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 II builds significantly on Basel
I by increasing the sensitivity of capital to key bank risks. In addition, Basel II 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 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 has already 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 II
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 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
commercial banks maintain a level of capital which,

(1)  is adequate to protect its depositors and creditors.
(i)  is commensurate with the risk associated activities and profile of the commercial bank.

' 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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(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:

(1)  Implementation of Basel Core Principles for effective Banking Supervision

(i)  Adoption of the sound practices for the management of Operational Risk

(i)  Formulation and adoption of comprehensive risk management policy

(iv)  Adherence to high degree of corporate governance

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 which have no material financial or operational weaknesses. Thus,
the banks are generally expected to operate above the limits prescribed by this framework.

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, 2063.

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 subsidiaries institutions are not consolidated for capital purposes, all equity and other
regulatory capital investments in those entities attributable to the group will be deducted 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 II 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 banks to select an approach that
is most appropriate to the stage of development of bank's operations.

The product and services offered by the Nepalese Banks are still largely primitive and 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 banks within the scope of this framework should adopt the prescribed approaches by Mid July 2008
(Fiscal Year 2065/066).

PARALLEL RUN:

In order to ensure a smooth transition to new approach prescribed by this framework, a parallel run for the
whole year from Mid July 2007 (Fiscal Year 2064/065) was conducted. The returns submitted by the banks
during this period was minutely reviewed to identify any anomalies. The identified shortcoming on the
returns was advised to the bank management so that they could be rectified before we move 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,
banks 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 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 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.

ELIGIBLE CAPITAL FUNDS
DEFINITION OF CAPITAL:
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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, banks 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 the Tier 1 (core) capital,
which comprises 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.

Supplementary Capital (Tier 2)

The 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 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.

ELEMENTS OF TIER 1 CAPITAL:

k

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. Banks 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.
Where such provisions 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 bank.
Dividend Equalization Reserves.

Any other type of reserves notified by NRB from time to time for inclusion in Tier 1 capital

ELEMENTS OF TIER 2 CAPITAL:

a.

b.

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. The banks should obtain written approval of NRB
for including any subordinated debt instruments (like Debenture/Bonds) in supplementary (Tier-2)
capital.

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 Pass 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 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.
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2.5

2.6

3.2

However, provisions created in excess of the regulatory requirements or provisions which is 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 II capital subject to a maximum of 1.25% of total
risk weighted exposures.

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

f. Investment adjustment reserves created as a cushion for adverse price movements in bank's
investments falling under “Available for Sale” category.

g. 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. Therefore, revaluation reserves will be eligible up to 50% for treatment
as Tier 2 capital and limited to a maximum of 2% of total Tier 2 capital subject to the condition that
the reasonableness of the revalued amount is duly certified by the internal auditor of the bank.
h. Any other type of reserves notified by NRB from time to time for inclusion in Tier 2 capital
DEDUCTIONS FROM CORE (TIER 1) CAPITAL:
Banks 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. Book value of goodwill.

b. 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.

Investment in equity 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.

-0 oo

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

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

h. Any other items as stipulated by Nepal Rastra Bank, from time to time.
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 the Tier 1 capital.

MINIMUM CAPITAL REQUIREMENTS:

Unless a higher minimum ratio has been set by Nepal Rastra Bank for an individual bank through a review
process, every bank shall maintain at all times, the capital requirement set out below:

a. A Tier 1 (core) capital of not less than 6 per cent of total risk weighted exposure;

b. A total capital fund of not less than 10 per cent of its total risk weighted exposure.

The Capital Adequacy Ratio (CAR) is calculated by dividing eligible regulatory capital by total risk weighted
exposure. The total risk weighted exposure shall comprise of risk weights calculated in respect of bank's
credit, operational and market risks. The 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 banks are exposed to during the normal course of lending and credit
underwriting. Within Basel II, 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):

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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In comparison to Basel I, SSA aligns regulatory capital requirements more closely with the key elements of
banking risk by introducing a wider differentiation of risk weights and a wider recognition of credit risk
mitigation techniques. The advantage of implementing this approach is twofold. This approach allows
transitional advantage for countries like us by avoiding excessive complexities associated with the advanced
approaches of Basel II 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 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. 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 Pass 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-II 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
2) Claims secured by commercial real state
h) Past due claims
i) High risk claims
7) Other assets
k) Off balance sheet items
33 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 4106 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),

e  Asian Development Bank (ADB),

e  African Development Bank (AfDB),

3 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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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 3to6 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.

ECA risk scores 0-1 2 3t06 7

Risk weights 20% 50% 100% 150%

However, the claims on foreign banks incorporated in the SAARC region and 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.

The risk weight for claims on domestic corporates, including claims on insurance
companies and securities firm will be 100%. The domestic corporates includes all firms and
companies incorporated in Nepal as per prevailing Acts and regulations.

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 3 4106 7

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

Claims on regulatory retail portfolio

1.

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

Criteria:

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

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

PSE by NRB.

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.
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2.

their indebtedness is within the threshold across all banks and FIs..
e Product criteria :- The exposure takes the form of any of the following:
— Revolving credits and lines of credit, (including overdraft, hypothecation etc.)
— Term loans and leases (e.g. hire purchase, auto loans and leases, student and
educational loans®) and,
—  Small business facilities and commitments,
—  Deprived sector loans upto a threshold of Rs.10 million (Ten Million only)

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.10 million (Nepalese Rupees Ten 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-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%, 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, land acquisition,
development 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-weighed 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
lending against securities (bonds and shares) shall attract a risk weight of 150%. Similarly,
exposures on credit card shall also 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.

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.

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

Personal finance includes overseas employment loan, home loan (to the extent they do not qualify for treatment as
claims secured by residential property), direct deprived sector loan.

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 Pass loan as per provisions of NRB directive
on Loan classification.
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6. 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%.
J- Other assets
1. With regard to other assets, following provisions have been made;

e Interest receivable/claim on government securities will be risk-weighed at 0%.

e Investments in equity or regulatory capital instruments issued by securities firms will
be risk-weighed at 100%.

e 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, Draft, and Travellers Cheques.

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

at 100%.
e All Other assets will be risk-weighed at 100% net of specific provision.
k. Off balance sheet items
1. Off-balance sheet items under the simplified standardized approach will be converted into
equivalent risk weight exposure using risk weight as follows:
Off Balance Sheet Exposure Risk Weight
Any commitments those are unconditionally cancelable at any time by the bank without prior 0%

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 between bank 20%
and customer

Long Term Trade-related contingencies 50%
Contingent liabilities arising from trade-related obligations, which are secured against an
underlying shipment of goods for both issuing and confirming bank and are long term in nature.
This includes documentary letters of credit, shipping guarantees issued and any other trade-related
contingencies with an original maturity of over six months. In case the usance letter of credit is
discounted, the risk weight shall be calculated on net basis.

Performance-related contingencies 50%
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.

Long term irrevocable Credit Commitments 50%
Any un-drawn portion of committed credit lines sanctioned for a period of more than 1 year. This
shall include all unutilized limits in respect of revolving working capital loans except for trade
finance exposures e.g. Overdraft, Cash credit, working capital loan etc.

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 except for trade finance
exposures e.g. Overdraft, Cash credit, working capital loan etc.

Repurchase agreements, securities lending, securities borrowing, reverse repurchase agreements 100%
and equivalent transactions

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

' 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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Direct credit substitutes 100%
Any irrevocable off-balance sheet obligations which carry the same credit risk as a direct
extension of credit, such as an undertaking to make a payment to a third party in the event that a
counterparty fails to meet a financial obligation or an undertaking to a counterparty to acquire a
potential claim on another party in the event of default by that party, constitutes a direct credit
substitute. This includes potential credit exposures arising from the issue of financial guarantees
and credit derivatives, confirmation of letters of credit (acceptances and endorsements), issue of
standby letters of credit serving as financial guarantees for loans, securities and 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:

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 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 condition that
needs to be fulfilled. Supervisors will monitor the extent to which banks satisfy these conditions,
both at the outset of a collateralized transaction and on an on-going basis.

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

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

" 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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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 assume the future payment
obligations of the counter party covered by the guarantee. The bank must have the right to
receive any such payments from the guarantor without first having to take legal actions in
order to pursue the counter party payment.

Eligible Collaterals:

1.
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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 FIs, 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 in
33b(3&4)

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

Methodology for using CRM

Step 1:
Step 2:
Step 3:

Step 4:
Step 5:

Step 6:

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

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

Adjust the value of the eligible collateral in respect of the supervisory haircut in terms of
currency mismatch and other eligibility requirements.

Compare the adjusted value of the collateral with the outstanding exposure.

The value of the eligible CRM is the lower of the adjusted value of the collateral and the
outstanding exposure.

Plot the eligible CRM in the appropriate category of credit risk.
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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 II requires banks to hold capital
against the risk of unexpected loss that could arise from the failure of operational systems.

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

BASIC INDICATOR APPROACH:

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

The capital charge for operational risk may be expressed as follows:
Kpin = [2(Glin X)I/N
where:

Kgia = capital charge under the Basic Indicator Approach

GI = annual gross income, where positive, over the previous three years

N = number of the previous three years for which gross income is positive

o = 15 percent.
NRB shall review the capital requirement produced by this approach for general credibility, especially in
relation to a bank's peers and in the event that credibility is lacking, appropriate supervisory action under
Review Process shall be considered.
Figures for the year, in which annual gross income is negative or zero, should be excluded from both the
numerator and denominator while calculating the average. In case where the gross income for all of the last
three years is negative, 5% of total credit and investments net of specific provisions shall be considered as the
capital charge for operational risk. For this purpose investments shall comprise of money at call, placements,
investment in government securities and other investments irrespective of currency.
Similarly, in case of new banks who have not completed an year of operation and hence whose average gross
income cannot be measured reliably, they shall also be required to compute their capital charge for
operational risk vide the same approach as prescribed for banks with negative gross income. These banks may
use the gross income approach from second year onwards. But, based on the reasonableness of the so
computed capital charge for Operation Risk, during the first three years of operation, review process may
require additional proportion of capital charge if deemed necessary.
GROSS INCOME:

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

a. 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;

e. exclude other extraordinary or irregular items of income and expenditure

Thus, for the purpose of capital adequacy requirements, gross income shall be summation of:

a. Total operating income as disclosed in Profit and Loss account prepared as per NRB directive no.4.
The total operating income comprises of:
1. Net Interest Income
2. Commission and Discount Income
3. Other Operating Income
4. Exchange Fluctuation Income
b. Addition/deduction in the Interest Suspense during the period.
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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 will have to segregate their investment portfolio into any of following three categories:

a. Held for Trading:
An investment that is made for the purpose of generating a profit from short term fluctuations in
price should be classified under this category. An asset should be classified as held for trading even
if it is a part of a portfolio of similar assets for which there is a pattern of trading for the purpose of
generating a profit from short term fluctuations in price. These investments should be marked to
market on a daily basis and differences reflected in the profit and loss account.

b. Held to Maturity:
The investments made with positive intent and ability of the bank to hold till maturity should be
classified as held to maturity investments. The bank does not have the positive intent to hold an
investment to maturity, if any of the following conditions are met:

1. Bank has the intent and the ability to hold the asset for only an undefined period; or

2. Bank stands ready to sell the asset (other than if a situation arises that is non-recurring and
could not have been reasonably anticipated) in response to changes in market interest rates
or risks, liquidity needs, changes in the availability of and the yield on alternative
investments, changes in financing sources and terms, or changes in foreign currency risk.

The held to maturity investments should be valued at amortised cost i.e. the cost price less any
impairments (if applicable). The impairments should be included in the profit and loss accounts for
the period.

c. Available for Sale:

All other investments that are neither "held for trading" nor "held to maturity" should be classified
under this category. These investments should be marked to market on a regular basis and the
difference to be adjusted through reserves. Banks are required to maintain Investment Adjustment
Reserve (eligible as Tier 2 capital) to the extent of 2% of available for sale portfolio.

The share investment on Credit Information Centre, Nepal Clearing House Ltd. and National Banking
Training Institute shall receive an exemption in computing 2% of investment value for Investment
Adjustment Reserve .

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 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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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.
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 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.

b. 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:

. Policies and procedures designed to ensure that the bank identifies, measures, and reports all
material risks;
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. A process that relates capital to the level of risk;

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

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

Comprehensive assessment of risks

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

1. Credit risk: Banks should have methodologies that enable them to assess the credit risk
involved in exposures to individual borrowers or counterparties as well as at the portfolio
level. The credit review assessment of capital adequacy, at a minimum, should cover risk
rating systems, portfolio analysis/aggregation, large exposures and risk concentrations.

Internal risk ratings are an important tool in monitoring credit risk. Internal risk ratings
should be adequate to support the identification and measurement of risk from all credit
exposures, and should be integrated into an institution’s overall analysis of credit risk and
capital adequacy. The ratings system should provide detailed ratings for all assets, not only
for problem assets.

2. Credit concentration risk: Risk concentrations are arguably the single most important

cause of major problems in banks. A risk concentration is any single exposure or group of
exposures with the potential to produce losses large enough (relative to a bank’s capital,
total assets, or overall risk level) to threaten a bank’s health or ability to maintain its core
operations.
Lending being the primary activity of most banks, credit risk concentrations are often the
most material risk concentrations within a bank. However, risk concentrations can 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;

e Credit exposures to counterparties whose financial performance is dependent on the
same activity or commodity; 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.

3. 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
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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.

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 bank's 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. 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.

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.

d. Monitoring and reporting

The bank should establish an adequate system for monitoring and reporting risk exposures and

assessing how the bank’s changing risk profile affects the need for capital. The bank’s senior

management or board of directors should, on a regular basis, receive reports on the bank’s risk
profile and capital needs. These reports should allow senior management to:

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

e Evaluate the sensitivity and reasonableness of key assumptions used in the capital assessment
measurement system,
e 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.
e. Internal control review

The bank’s internal control structure is essential to a sound capital assessment process. Effective
control of the capital assessment process includes an independent review and, where appropriate, the
involvement of internal or external audits. The bank’s board of directors has a responsibility to
ensure that management establishes a system for assessing the various risks, develops a system to
relate risk to the bank’s capital level, and establishes a method for monitoring compliance with
internal policies. The board should regularly verify whether its system of internal controls is
adequate to ensure well-ordered and prudent conduct of business.

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

e Appropriateness of the bank’s capital assessment process given the nature, scope and
complexity of its activities;
e Identification of large exposures and risk concentrations;
e Accuracy and completeness of data inputs into the bank’s assessment process;
e Reasonableness and validity of scenarios used in the assessment process; and
e  Stress testing and analysis of assumptions and inputs.
SUPERVISORY REVIEW:

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

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

e Discussions with bank management;

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

e  Periodic reporting.

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

a. Review of adequacy of risk assessment

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

b. Assessment of capital adequacy
NRB shall review the bank’s processes to determine that:

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

e These levels are properly monitored and reviewed by senior management; and

e  The composition of capital is appropriate for the nature and scale of the bank’s business.

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

c. Assessment of the control environment

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

d. Supervisory review of compliance with minimum standards

In order to obtain relief as per this framework banks are required to observe 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.

e. Significance of risk transfer
Securitization or credit sale agreements with recourse may be carried out for purposes other than
credit risk transfer (e.g. funding). Where this is the case, there might still be a limited transfer of
credit risk. However, for an originating bank to achieve reductions in capital requirements, the risk
transfer arising from a securitization or credit sale has to be deemed 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.

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

g. Operational risk and Market Risk

The framework prescribes simple approaches for allocating capital for operational and market risk
which may not be directly aligned with the volume and complexity of risk. Thus, the supervisor shall
consider whether the capital requirements generated by the prescribed approaches 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 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.

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 shall be added to the risk weight for market risk.

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 ratio | A risk weight to be added to the Risk Weighted 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.

7. Where the banks do not adopt sound practices for the management of operational risk, an
additional capital charge of 2% of Gross Income 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 an 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.
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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 Byelaw 2064 propounded by Nepal Rastra
Bank.

DISCLOSURE

GENERAL:

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

DISCLOSURE PRINCIPLES:

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

a. Materiality
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;

Rt



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.

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)

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

Strategies and processes;

The structure and organization of the relevant risk management function;

The scope and nature of risk reporting and/or measurement systems; and

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

monitoring the continuing effectiveness of hedges/mitigants.

O O O O
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o 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.
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Tier 1 capital and a breakdown of its components;

Tier 2 capital and a breakdown of its components;

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

Deductions from capital;

Total qualifying capital;

Capital adequacy ratio;

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

Total risk weighted exposure calculation table;

Amount of NPAs (both Gross and Net)

» Restructure/Reschedule Loan

» Substandard Loan

» Doubtful Loan

» Loss Loan

NPA ratios

» Gross NPA to gross advances

» Net NPA to net advances

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

X%



o 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.

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

1. 1 Risk Weighted Exposures

Current Period

Previous Period

a

Risk Weighted Exposure for Credit Risk

b

Risk Weighted Exposure for Operational Risk

C

Risk Weighted Exposure for Market Risk

Adjus

tments under Pillar 11

Add: 3% of the total RWE due to non compliance to Disclosure Requirement
(6.4a10)

Add: ....% of the total deposit due to insufficient Liquid Assets(6.4 a 6)

Total

Risk Weighted Exposures (After Bank's adjustments of Pillar IT)

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

=2 (=B Barl CHN =T Nl Noul B

Capital Redemption Reserve

—

Capital Adjustment Reserve

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

in E<IN k=3 A= Aol 0=

Less: Reciprocal crossholdings

7]

Less: Other Deductions

Adjusi

tments under Pillar 11

Less: Shortfall in Provision (6.4 a 1)

Less: Loans and Facilities extended to Related Parties and Restricted lending
(6.4a2)

Supplementary Capital (Tier 2)

Cumulative and/or Redeemable Preference Share

Subordinated Term Debt

Hybrid Capital Instruments

General loan loss provision

Exchange Equalization Reserve

Investment Adjustment Reserve

Assets Revaluation Reserve

sl |=|o |alo ||

Other Reserves

Total

Capital Fund (Tier I and Tier II)

0

0

1.3 CAPITAL ADEQUACY RATIOS

Current Period

Previous Period

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

Tier 1 and Tier 2 Capital to Total Risk Weighted Exposures(After Bank's
adjustments of Pillar II)
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FORM NO. 2: RISK WEIGHTED EXPOSURE FOR CREDIT RISK

(Rs.In .....)
Book Specific | Eligible Net Risk W:}lshkte d
A. Balance Sheet Exposures Value Provision CRM Value Weight g
Exposures
a b c d=a-b-¢ e f=d*e
Cash Balance 0 0 0 0% 0
Balance With Nepal Rastra Bank 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 Bank o
(ECA 0-1) 0 0 0 0% 0
Claims on Foreign Government and Central Bank o
(ECA -2) 0 0 0 0 20% 0
Claims on Foreign Government and Central Bank o
(ECA -3) 0 0 0 0 50% 0
Claims on Foreign Government and Central Bank N
(ECA-4-6) 0 0 0 0 100% 0
Claims on Foreign Government and Central Bank N
(ECA -7) 0 0 0 0 150% 0
Claims On BIS, IMF, ECB, EC and on Multilateral
Development Banks (MDB's) recognized by the 0 0 0 0% 0
framework
Claims on Other Multilateral Development Banks 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
Clanps on domestic banks that meet capital adequacy 0 0 0 0 20% 0
requirements
Claims on domestlc banks that do not meet capital 0 0 0 0 100% 0
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 operating with a buffer of 1% above their 0 0 0 0 20% 0
respective regulatory capital requirement
Claims on Domestic Corporates 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
Claims fulﬁlhr}g all criterion of regulatory retail 0 0 0 0 100% 0
except granularity
Claims secured by residential properties 0 0 0 0 60% 0
Claims not fully secured by residential properties 0 0 0 0 150% 0
Claims secured by residential properties (Overdue) 0 0 0 0 100% 0
Claims secured by Commercial real estate 0 0 0 0 100% 0
Pa;t dqe clalms' (except for claim secured by 0 0 0 0 150% 0
residential properties)
High Risk claims 0 0 0 0 150% 0
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Investments in equity and other capital instruments of

0,
institutions listed in the stock exchange 0 0 0 0 100% 0
Investments in equity and other capital instruments of o
institutions not listed in the stock exchange 0 0 0 0 150% 0
Other Assets (as per attachment) 100%
TOTAL
(;f,?,if Specific | Eligible Net Risk Wel?shkte d
B. Off Balance Sheet Exposures Provision CRM Value Weight g
Value Exposures
a b c d=a-b-c e f=d*e
Revocable Commitments 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 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
Underwriting commitments 0 0 0 0 50% 0
Lending of Bank's Securities or Posting of Securities 0 0 0 0 100% 0
as collateral
Repurchase Agreements, Assets sale with recourse 0 0 0 0 100% 0
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 Securities 0 0 0 0 100% 0
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 operating with a buffer of 1% above their 0 0 0 0 20% 0
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 11
Add: 10% of the loan and facilities in excess of 0

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
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adjustments of Pillar II)

FORM NO.3 ELIGIBLE CREDIT RISK MITIGANTS

Credit exposures

Deposits
with Bank

Deposits
with other
banks/Fl

Gold

Govt.&
NRB
Securiies

G'tee of
Govt. of
Nepal

Sec/G'tee
of Other
Sovereign
s

G'tee of
domestic
banks

G'ee of
MDBs

Sec/Gtee
of Foreign
Banks

Total

(@

M)

()

@

(e)

®)

®

(h)

@

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 Public Sector Entity (ECA 0-1)

Claims on Public Sector Entity (ECA 2)

Claims on Public Sector Entity (ECA 3-6)

Claims on Public Sector Entity (ECA 7)

S|lo|lo|loc|lo |

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)

S|l |o

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

Claims on Domestic Corporates

Claims on Foreign Corporates (ECA 0-1)

Claims on Foreign Corporates (ECA 2)

Claims on Foreign Corporates (ECA 3-6)

Claims on Foreign Corporates (ECA 7)

Regulatory Retail Portfolio (Not Overdue)

Claims fulfilling all criterion of regulatory retail
except granularity

o|lo|lo|o|o|lo|o

Claims secured by residential properties

S

Claims not fully secured by residential properties

Claims secured by residential properties
(Overdue)

Claims secured by Commercial real estate

Past due claims (except for claim secured by
residential properties)

High Risk claims

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)
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Credit exposures

Deposits
with Bank

Deposits
with other
banks/Fl

Gold

Govt&
NRB
Securities

G'tee of
Govt. of
Nepal

Sec/G'tee
of Other
Sovereign
s

G'tee of
domestic
banks

Gtee of
MDBs

Sec/Gtee
of Foreign
Banks

Total

(@

W)

(©)

@

(e)

®)

(2

W)

@

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)

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

S|lo|lo|lo|o

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

S|lo|lo|o|o

foreign counterparty (ECA Rating 0-1)

foreign counterparty (ECA Rating 2)

foreign counterparty (ECA Rating 3-6)

foreign counterparty (ECA Rating 7)

Underwriting commitments

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

o|lo|lo|lo|lo|o

Repurchase Agreements, Assets sale with
recourse

S

Advance Payment Guarantee

Financial Guarantee

Acceptances and Endorsements

Unpaid portion of Partly paid shares and
Securities

o|lo|lo|o

Irrevocable Credit commitments

S

Other Contingent Liabilities

Total

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

(Rs.In ..

S.N

Counterparty Category

Facility

Outstanding

Eligible CRM

Nature

Gross Amount | Haircut

Net Amount

FORM NO.5 OTHER ASSETS

S.No.

Assets

Gross Amount Specific

Provision

Net Balance

Cash and Cash Items in Transit

Miscellaneous Expenditure not written off

Fixed Assets

Interest Receivable on Other Investment

Interest Receivable on Loan

Non Banking Assets

Reconciliation Account

Draft Paid Without Notice

O || Q||| |[W[IN|—

Sundry Debtors

—_
(=)

Advance payment and Deposits

—
—_

Staff Loan and Advance

—_
N

Stationery

—_
(9%}

Other

TOTAL

=R =l ol el =l K=l =i Fol fe il Ho B Rl K= RN R

FORM NO. 6: RISK WEIGHTED EXPOSURE FOR OPERATIONAL RISK

Particulars

Year 1

Year 2

Year 3

Net Interest Income

Commission and Discount Income

Other Operating Income

Exchange Fluctuation Income

Addition/Deduction in Interest Suspense during the period

Gross income (a)

Alfa (b)

15%

15%

15%

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

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

Risk Weight (reciprocal of capital requirement of 10%) in times (e)

Equivalent Risk Weight Exposure [f=(dxe)]

PILLAR-II 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+g)]

10

10
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FORM NO.7 RISK WEIGHTED EXPOSURE FOR MARKET RISK

S.No. Currency Open Position (FCY) Open Position (NPR) Relevant Open Position
1 INR
2 USD
3 GBP
4 EURO
5 THB
6 CHF
7 |
8 |
9 | .
Total Open Position (a)
Fixed Percentage (b) 5%
Capital Charge for Market Risk [c=(axb)]
Risk Weight (reciprocal of capital requirement of 10%) in times (d)
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

3%
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)

oo * g gFioTAEr @IAT “qACAlTRIER” AT TEFA  [TUd #l qIAATE HTHAT T

AT/ FHT FSTTT IIHATATE THHT T8 |
*  qTedTE A ATl Fl GIAGTE GFIT AT ITHT GOFAT T, dRiEe quEe T a7 THT
Harar 877 T GRS TEET Ue

FHSAT AT AT BT T I a0

Q)

Tg T FHITTH aR{he0T TRUHT HoAT II7 [ @REEHT AT THRITAT DAlaT ThHEb

HATATIHT SETT AHISTH ol AT HALAT HAH T IS, -

FAT TR0 TATH HoAT AT T
(®)  qgd q gfqerd
@)  HHEd Y gfaeta
([ ofHTE Yo gfqeta
(F)  GRE/FAGAA] WHT A, ®H, FFAT a7 Fisd

GEITESATS JaTT TChT ol q00 giqerd

TR, ATAT TRUHT Folleed! AT ITGAT (1) Al Iooid TRTH] ATLATH Toag qfqerd
AT ol AT AFEAT HEAH W T B |
TARERAAT AT JARAIABIRLIT TXHT HSAHl SHAT Al ATId T THISTH oAl ATFTH]
ERIT FHIH T T |
()  ARETHAT AT GARATCTbIehul T GHIAT AAe G AT a0 SRgehl holigeens
QAREREAT AT TR AIdeol &1 FAqH di¢ e (R.Y) Wqerd el Aramr
AT T TS | FHAA, HRIT TN G AT FHH HAbHT BoAEees
TRERHAT AT TARATABIRIO T qaad | TRUH! Foll AT FTEITHT FaT
7. 90 () &I FALITET &k B THETTT T ITEe S |
fpeara=ar a1 ¥\ Aras e (Equal Monthly Instalment, EMI) HT 9al9 TTfewerT
FEeeh! EhHAT Hhl (AT AT AT (AT TEhl ATCITHT IETTRT Il
FAH] AT [ATELAAT AT [ARANABIRI FE I Foll AT ATLAT HAH
T I S |
(3T)  oliehl feheaT ATIH EATHl HUHT (Prepayment) HIRUTS [hecTaval®l THH
U fohedT S w9 9UdT |
(AT)  TARB! AT & ATAGR URAAT TXTehl HRUATS ATl JHATATT
qgr fear T qiiadT WUAT | T9 YETHAT SAT9EL T¢¢ Hollehl JHATAT
qar fepear " afum TR Fe HEred TH FGHIAT HgRe Jue
fopear bW EIETST UTeH G | UK, ATSEY kW WS ollehl FHATAT
qaT fohear @I "eA ITUHT 9 oAl Trehd T garAr et fewr
THH TATIT ST S |
(@)  IARETEA AT AR e TRUHT Fofiehl Aiar fhem TaT TSI HThIAT
TR 5 UG [ATAT TURT AGEATHT T Folleedls Aqd HoIAT o

T @l B |

@M IERE AT Y8 TRE Feeedls TARERadl a1 (ARAadiee T qrEd
QA
Exll

TSTSTATAYT ofeh 9T fadTd GEaesel T9 Sbebl (Mae™ A (99~ avH{r yarg
HUH! FAT (Deprived Sector Lending) @1 [T TAT ol GREAT MIHATES FRETM TRTUHT
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qo.

19.

HIXTHT a1 A Fol(ae qfd ATHT TRITH] ATEITHT AT LU Tl BAehl AT T
T I AR SAFEAT (Loan Loss Provision) HT 9 Yfqerd e fag afel Iy yfqerd A
AL TR T F |

b qAT faxiTa FRATESeT 9% 979X fARTT (Initial Public Offering - IPO) §aTehT Aa<ATHT
ST GG AT TS ATTTTRT AdFELTHT GREVET o T B GHPT FAT FaTg T
U B | AT FT JATE T gRHT GrEfad S q9r o werer o gfaera
FHAT AT ST HTAH T TS |

THITT / FEARTA STHAHT FS(l GaT TT&T HOMb] SATHITT STHTT ThH SRRl A7
FIBT AT TATNT qEAR gER qfE wuEr faq 9vw | ke w1 aw®
TR/ FEANTT STHHIET W13 Galfed Fliels 94 SURRTIEN aviieha T Fa,
FHAA T AHETEAE FATHT I U GT HT JIpUh] FIqTderl ATqieeh a9 gfaerd 99
T FAT AT AT FAF T IHG, | A Aok GrITaepl qREATS T@TH 9 a9
A AIT AR/ FEANT THAT G (5 Foll JATE THI FALATAT FHA I
Jooi@ AU FHITH I FSA(R] AN FEET T 4G | T FHAEHH! a0 [qazo
g TAR T UG | AR ST F. 3 F1 G ¥ B GUE (@) W Ifearad FEATES,
FRTITe STl AT ST | T T G |

S qAT faxiTT TRATEE TR STATHIAT TaTe Teaehl [3TeqT ol qar o fadira g=am
Ud HEFRl AHEEAls (a9 a¥ &Sl AeHd @l TRl HSAAT AT ITAT (3)
FANTT JIETRT FHoAT A Faeqrar afafes 9 gfaerd 99 w1 qreaeT gt
T I S

SATTIIAYTT FEATST TS AT oAl a b ol ATTCETATS Teedl AFHT AT T el
TS ATSUHT B | IEEHT AT FHIA FoA(als FEIT aT @I FAH] T
STFTEITATS @ITE HSlTHT FWTHLT T qTe G |

FAT/FTIE AT faed @ivg qI1 feepTave aHadars Tk 9+ g |

IFEIT (General Loan Loss Provision)” T [TIGET FIF AT TRTE Foal T4
SFETATE “fa97T o7l AT SJFEYT (Specific Loan Loss Provision) ” F AT [e757 &/

Bl AT AALITATS AT T TS AT
FHS ATRAAT SAALATATS SETART ATLAT ATEh FHTASTT T a1 o -

FSAh THIAT (heard=al a7 ATTH FTAT ATAT ol ANTHLI ATETART Bl AT

AT FAH AT AR TR ETGFHB! HoAl aT9d TRTHI Foll Al AaEATATS
Write back T IHEASH TH A, T
Fl  ARANABIRT AT qREALHAAT T oAl GRadIheol  HUAT  qeRE<e  ar

o

TARAIABIRIT TTRYHT Foliepl AT TAT TSR AHMT AR §5 AUEHH [ATHT FTHAT |

TEAT FAEwH! (FaR0 FAN JAR T T |
IR Afry gwfaer AT srawr T e faes g

TSTSIATAIT FEITESl bR bl X Sifehy FFATHT ThR b [Hiqang 9 gieqerd

AT SAEdT HEAH T I |

Y dfery et fosfT AURT AEeTHT dobld &l TRl AT el TRTHT AT

FEAATEH ATALTF feamaftiers T I |

SATSTATAYT AT frelT qReturetTs Y Sifeby Traferr FTAT FehR &l T4 FHR T 7

() & XM AGIRT TE FAT THH THNAT &R WEhH! GREAT gy IR Afhy
FEfAH! AT FER & G Jeds ATAEETHT HAEAT FAELT T
T, |

@) ST GRATH! ATHAT T IR Sy qeaa fqerd THIE Edqe et adarare
AT TRIST T3, | AT /= oAb RS T8 & |

Fl



anfer yetrae fafqammEeaT fdr qRemr/ R ey arafa foaam awemer el ?
T AT T Sp AT faxira TR fod Teeror g W frshn I 9w |
qrafaers = for oo, Aifres soer /e fe arge S |

T PR M [qupl grafders qaEed g [ T 998 | gSeaaaar
TXATRT AT FATSATATS ATALAF TUAT I bl JUANTHRI AT ToTeeh ATATTATS
Hehd TRTS T ThaATs THA FAFEHRT RIS I, |

7 Sfeper Tt FaAT S/ faxirr Searer G e FEta fadt qRe o (R
HAdT qoad T Ffead @7 T qEaterd JRA geiereel AT ardigRT
wﬁag;xwa?ﬁﬂﬁmfaﬁ?/ﬂ?wfﬁﬁﬁnﬁﬂﬁﬁﬁmﬁww
AT ST |

R Credit Sale /Purchase/Re-purchase 9T Takeover AT SFaen

NN N Y

q. T bl ATehehl GBI TATE ATTHT b qAT (axiTd FEATESel a9 Sbebl GF TTeBieT
Afg a=r F at g qur faig GRamEeaTe & fEtaHEr W, w9 aifs @i T
ﬂ"l_"f, Discount eI fI¥ qIT Credit Sale/Purchase/Re-purchase ¥ Takeover (CS,CP,RP & TO)
T 93T B |

2 Wa‘ﬁr“\“mehamWWCS,CP,Rp&TOw

TETIAHT T TeThl AHAAT Tl T T B |

(P)

(S)

e /fa=i FEATT €S, CP, RP & TO TR fore Aferepr srareamar Gf#a 79 sebel

ATehepl GBI FTH TXHT g T |

CS CP, RP & TO I foaw/fa @wareawn o /fa<irar @=amer armr &1 Hifqwr

T HFRAT T IS, | AT AT HRIER T e S |

e '\WWCSCPRP&TowmﬁW@%n

Sl @RE (Credit Purchase) T&T AT Foll TTEHATE AAIIR T Fal AT @R

*lwfiﬁwalwwlqwlwﬁTWF‘a?rWWWﬁﬁml

@) wS @RE T e G @iE T Fees A e et
ofiie el %Sl I IU-LMHFHT F@IE T I, |

(AT) ATl 9 T FaeArel faeqd faaer faur " we @fvw T 9 |

(@ o @ike T fam g qur o e geEfed wofer et fauer
fafa, ®siier fofaw, qeRT @, [aRTdel &oll FRERET qawT,
fer T |

(%) Hl @kg T Fb qaT faxi FRATr Fo aFiieeoreT fawETT S
JAT FoAl AT AL THITTHS Foll AT AT HIA T
TS |

(F)  F @RE T fefEr FEEr Fwe GRIAT WWH AT FLATATS RISISAE
AU/ THAUH A ATFA B ATIR Gorl FESAAET FFarad il RIgerAl
FETETTE T TS |

(F)  FAT AMTHAT FAT GG TEET AGIT e oF qaT faxira qeamewe
AT FHSAT Gieg T feadrad Ta S |

CS, CP, RP & TO HRIARHI AIATF [qaxe AaTe At T AUHI Fofcel

qu fefiaT a9 Sepepr grafraa quicaar faammET Tor8q T |

3. b qur faxirg geamesd agqd wol @i /faT (Purchase and Sale) &1 Hgeartad
GiRERdT T Holl JSTST TARHAT AT BT ;. AThel @G T (Credit Repurchase) 9T
el AFLITHT fershledl IRATA A=A ol Repurchase BREENE] Contingent Liability Gl

~C

FAT ATHT ATAATTHT S@ISTIA T IXAT Contingent Liability @Tg SIS AT T

JATSTHH! AT Yo Giqerd A e AR I8 T 993 |
3.  foda ST et we femr qur MaT @R T q9re IR e

WEITAT TIMGAT WS FouadHdl WWhl o qar fadd eesd 9N Wl fadg sHea

EN



Y.

.

q%.

(Financial Guarantee) T ATITHT % 99 S qor faxiiar deameesr wor/qiaar faq qor e

SR T IS B |

& ITeT AT FHATehl FRAR T T

9. TAATAIT & qaT faeiid Heaesel o agr fadig e ey Uq, 053 aesd
qT g HAA FTHIH [T IRATAT TAT Hollebl FRIAT TRTedl G (HaT
T TAT FATHT FRIAR T GG G | T, e AT 41 FRIAR T T LTI
qUFT TGEATEEHT EFAT A SURITh AR AN & S |

2 S o faxira Tear FEeredT U, R0%3 ARd AT TATAd AT quITTH (HET gfeareT
TAT FSTHT BRIEAR TRIEHT GRS TG Jhald SOTSTATAIT b qoT fairg qeamar
frerg et T e Aaedr faamr i a9 Ik ITEaT @ F1 Faedrd ardr e |
TR, 7y fqea et fadmr ot fEar s o/ faxd geamr g aeer & 9@
e / fairg FeEATaTe WA ATl FAl G T IS | AT (e g e g A
= o /faia TRATATE AW Afg gaATted oIl ERHT IRRI AT (Maturity Date)
QYT AR T ol JalTg T g o |

3. TSI ok adr faxirar Fearer A& T (Deposit Receipt) T fIATAT el g4t
Tl e SATSIEY (Coupon Rate) HFaT HH ST Ag I FEITHI Holl A [AAITRTH]
afefafiT X F/AUE ITAI TRSH HSBA | A%, AU FRPRA AT T
OIS/ GRETTAF! AT F1l JalTe TaT Jeaitad Haedr A & & |

X TATSTATAIT e qoT faxiig GRATesel F 99 afch, ®H, FFIAE1 T o070 T6d q
TEATEEATE o T THRET 8T TebR TaT et e faga #fha =mse? (Coupon
Rate) Wmﬁﬁmam/mmﬁmaﬁwéwamﬁ?ﬁw
TEATATE AR T F FhRepl ATTdeh qhaar fa arg S |

ATHE AR (TSHTITAT T BT AT Bl TQ T F AT

gfedter fafade FFIId JEETaRIAT TaiHe 9% hTET (Initial Public Offering, IPO) &I

AT SR kT Geatr T dfeedl AT Hrafemasd S qar fa<ia deare =t 9o @i T

FATSTTehT ATRT e 9f fepfaaerr ol Gfaem gem T4 a9 S | a7, G HATeaT Tehl qfedl

qq FAfET TEEAT 9f9 WET TR FHEINTHET 9ORHT ATNT TA&T q9HT (Fully Subscribe

THTHT) T &0 A3 Hd faqela Ter aHITHST qdessl AITHT T80 PO HT AT ol Jard

T T B |

F. IPO # F TTET TH (HIch WUH ASFT9F JawaF (Issue Manager) T4 Sehehl
SATTATAYTT TRATHT TeTqH FFIAI AUAT AT FLATT FHA I ATh /BH / FFIAATS
[PO & @I &9 Y& T 93 & |

e g q91 fada el [PO HT ST 9 NI dgedrs Tard 9 Heilehl HRITHT Y0
gfeerd 7rg WfH TR AT FA I T TS |

s T YaH TRUHN FSAepl qhMT datd gerdn fad oA, fagamEer ¥ fdraes
THEegd MAHeEHT SO ATSHISH AT dlbdhl THT AATTFH gAS | TXAT FHollehl

QARETHAT ¥ qARATITebIehor T qrge S |

. u@wquﬁmwwwwnﬁﬁwmww@
TG |

3. T GATE TUHT ol AAA HATA] &bl ATLIT qgh A-A AGLITHAT 90 G el
AT ST T TS |

Margin Lending JHEqbT IR YT @ TATE G FHNBT FRIEAT
@)  fadres fafawe oA gefred eareser SR fudmr g% qur faxig gedrEe yare
g1 Margin Lending Yol Foiiehl TFI=dHT SETAFT TAES AT TRY A &l STAARH
FAT & T Fieh G |
Q) T TATE & FoATehl HHT GIEAU ATqd A SIRHT HeATgA QT A7 fard
fafra s fafweeare gt afgeer 950 #@ fader wfaw Feasr o
qe a1 ST FAfad aoiR Heawed S FH &g A1 THHPT ATRAT qeb e

¥O



Q)

A R fgdr ®S1 Jate 9 A(hd B | UhUdd YaTe TKAbdl Tl Holiehl

FRETTHT gl SR TARHATET T Alehl ATIRHAT 99 FHSIl M1 FEaH T a1

oI9S FI T AT B |

Margin Call JT AT

(@)  IATH TR HAHT & TRATAR] FRIA Margin Call T TLHT FFaliead
o JaT faia RO AT O HeA FEA T germr O feafasEr
frafira Franfaa @rsa ol ewers qfed T Margin Call T T4, |
TR, WEATHT AMEURT STOREH HAHT 90 FITUMTIFAA TRl HATETHT
Margin Call T T g‘ir @F‘f |

@) ~ @UE (F) THIAH FEAT SRT WA AT g qqr Ak e
Margin Call TR THfqer 34 feAtws Fwafeaa O/ TEHATE Margin
YA THH TFT RS O T |

[  WUE (@) Y THCA] Tl 9 fa AT Sl e ey
IR ety fafrwa aoir Arhd fasr T Fell SAas Iy ARG I |

() gug () AT AqASUX THUHT XA Hol(bl AT TAAAAT  Foll
AT ST FAF T TS, |

T TATE TUHT Hollehl AATT b TTHRT a1 & ST | 9TA¢ fadl B0 (Margin

type Lending) SIHIT e Aol 3Tl'qf<:f feraerr wwiTert W FHITAT =T

AR ThT ATRITHT & Foldls AT, 0%9/%c & ANT TH qas AT

TAEHI T AFT B |

T, AT JASAR] AT JATE AUHT HoAfebl AT g9 qREAEATT U [quehr

9T fardel gAT AT AT AN g9 OF | aEatead o/ fadia v we

TSR] FEeIH] ATEeTF GaAdAl, qeAEd ¥ [qaRe qeatga &1l i

qATATF TH g UG | A GEEIHT 99 gl qRAEEsy e e 9y,

Hidfeeh fadrer T9H°1 /4 @A 3 |

TETIAHT AACATHT TEhT FRATETR! STATHT FIGHT Hol T T T2 B |

(F)  TF Fepepl [AGH THINTH YSITHITRT SAAATT HTAH FLHT b qal

faxirar Teares,

@) qETT HUTCHE TUH] JEITET,

() T fdT faHT aeR [dHded gEeuEe 8aTHl  (Delisted)
TEET,

(%) AT a0 FHIA WUH Uk q9 Adfd GRT gl qHd ATTH A@raeiaqor
T G,

fardraa fafaaar soRAT Ffered Fearesed! TARE [T w1 TG 9 JR=gH
b qur faxia Gearer oroT wer Wit/ fHERTEmET T sEwr 9g ae wor
I T WXE qqAFT T I TR0 GIpAT R THT g TS |

T GATE AUR] bl AT hol[HT &bl AALITHT ek AT AILITAT 9T
ST FAT AT SERAT FTAH T IS, |

o qar ol WEATEE AT AT WIATHeE il (Core Capital) SRTERET
THFHATH WA TG YEAH FA1 T8 TH g | AT, T ol JaT9 TaT oF
o fa<iir gearel Uer gHhd FIAIR] SATPT FHAT AT TAHE IST (Core
Capital) T SEIHT Y, FIAMTHT FATE T AF HoAl JATE T TG |

Tq JASHHT AT ITafqE 4511 (Core Capital) ST (& ATeedl TTHTHRT
AT AETIRIET HUHT faire [qa=oresl ATaRAT HTAH g ATUH ITaras Ioir
TR T53 |

fereaT T gTatAe IS (Core Capital) 9T &l &Il J&TT Tl b el
foxirr seamer faaifeq dwmm Feamuas a=ar gEfaer 99 w1 gaTe TH 9red
Exll

b e faxirar TRaTewer AXAT FoAl JATE T ARPT Fekbel THIIT fdl @R
AT HAT & T I, |

Sep e faira Seameser frdt qReror feuet STaveT e

¥q



qe.

qz.

9. b qar fadira oeaEed fadr e fausr geSamuT % qar faim
YEATETH! SR AR T bl AGeAl T qT5H T |
R g i gIdAuT S Jar faxig WEATHT AR FEW T FAT AGSAT THT
JUHT ebY TRUHT SAREE AATd Tl fashl T I | fa9ra sroreer fashr g+
YD Tl TGP AATETH] BHHT YUY bR TRB] Hed SRRl g ATIH ThHbI
o1 GfeqeTa ATl SEwdT T I |
Jee AR e A€ F JAE T qEEH
TETAHT AAeE T T b AT i FEAedepl GeATIe 2R RIciTewes T Ho11 Jare T afebT
=¥
(%) FEITIF A% fadr @l FoAl JaTe & A9 S@H (a0 Td Faedrad 9 Aa9deh

SUIES FaaFd T 91, |

(@) TATSTATAT e FAT fadiier At @ Giqerd A1 a&T TeaTqeh $TA¢ &Ry T
XTI / HEITTF GHEH! ARG ATl IR Thl FEATTH SATHEY L0 Ffqerd w1
FET 9 fordlT T A fAT IS SR | A9ad A1 AT adr 9 fdr e ww
TUART TRTEHIHRT HAT ITh Bl TR (AT a1 0% TG FATAH T4 qfed g7,
T qEANTT FIfPUeR! FHET GG TS |

(TT) HEATIF SR [IATHT HST JATE T FATSTAR] AN ARET ATIT A AT HATSA TaT
TR SR qfgeett 50 FTF (G HAT TeAbT TEHT L0 YA He AT FEATTH
IRFT ATTH FRARE AR T HH &3 A1 Pl ATIRAT Hed HIH T I8, | T
FAH TRUHT Hedb! TEHT §O FIANT ITHHGFH AT FoAl fad Ak S | THICH TAT@
D! TEAT FHSIh] GLETTHT Taehl AR TRHATST T AT Pl ATRHT g9 Foll GrHT
FTAH T AT 99 ol F& T qTET G |

T, TR o HH A% oIl AT TUH ATEITHT 99 IR FaeT T T3 |
(%) AT SR facTawaes AT FAT TATE a1 AT GARATE TR &Afeby FHRA (Non-Banking
Asset) AT oS 9Ted &7 T T fada=as qfauesr Gearged a7 qORTHT Aatd AT
AT Tafdd HAT T 79 Sl EeTeT Afarvar &7 fahT TR T T, |
(3) IXATIF R fadreeasd TGl ol JaTe FUH AALATH] TXAT Fol(bl AR qatd fhar
T U ¥ AT qAfT T A9 A=l el g o |
(=) FEAIF PR Fadr avger @ Fe YATE TET AT Foliehl JARETHAT ¥ QAR T
e S |
(@) FeAIF SR faqradsd @I FAT JATE &1 AT Foll ATedh AT ATCATH] qAITqTd ol
AT AT T TS, |
() TAIPUPT TR AT FAT FhT AHT AT / GoaATeAhbells q ([Gardsd Afqard sqar
FTEAGAT (Black Listing) T & fawifeet T 9@ | &1 G¥=d1 qa€dT | YaTe Tl o
3E'U?IT'I'I'SLWI'?QTF‘%:I'TQI_dT(Loandeed)1:|TGTV_<'\I'@TI_'T;“|%§§|
)\ (F) 3@ () T Sfedtgq EwdTEs S q4T A GRATewd ATRAT Foll Hid/
fafraear T AT S T TS |
% ST (Bank Guarantee) TEI=IHAT
(P) %HWWWWW@W YT 9F THTA (Bank Guarantee) ST
TFH F B T Beneficiary AT ATRTAT (G T SERATHT W ITET GbT AT faafa
AR ool /e FFaeae T T3 v ead I |
@)  FE TET R A fGAET S SHG WRT T WL Beneficiary T8 ARRTHT {4
T AT JAT TR o1 SehTel FewT qeatead e aon i dwamer a9 S
IR GIAT/ TG ool ATA [qURT el @IATATE hel T AT Beneficiary T3
AR TH b G |
() TE RIS AT AT T STHAT ATIAR] G aTacadrs STl ard
AT T FATSAAHT AT 200 Jiqeraed g TR Ja= T TS, |

¥



K®.

RO.

1.

R

R

R¥.

A

R&.

Re,

ARRAF FRAR/AIE/ A GFeg AT
T epele SASIATAYT “F”, “@” T “T” T b AT faaid GeAEe ThATTHHT Iar T
AIOET/ S (afed &l A9E (Regular Credit Facility) 1 ¥THT A9S  I=Rad
FRER /ATIE/ TN (Interbank Transactions/Borrowings/Investment) H FTTHT ATA GART TH
TTEHE, | AIRed ATl Fatg gemr ¢ fGqawy urd g9g | 9ude atAtqare wieta e
FEAT 30 faTAFHE! AN T&AT FRIER TH Fib G |

TR “F”, ‘G T A AT GATTATIIT T ATHRATS AT g A Foll aT Fel g1
gepfrer Frafaer fadr qRew fag adrm g Afeararmsr QT T odH dfa=a @ uE
ATTHT oAl /ATIET FRIAR TH I HFLAT 1T TLATTHT AT ST |
(@)  FEA [ HA/FOE RAAT FALATAT T AT HETehdiars AehHl &7 |4 ITaRT

T B |
@) AT FAT/ A AT TR AT BT AT AT ATE Foll JATE T AT G |
(@M TET FSAT/FIEHT THH 0%% T ATIE HATATHA THATR TRHF 7, |
Hrepa e SN = gt frdl T ol Jare T e
FAT JATE TH GATSIAR ATNT ARATSTAT Foll aTedh 7T TH{AHRT HoARl ShHT TR [aal AT
ATferes raeataTes gau o | a9 Frwar e (fafa 084 /99/%, aRaT 39/ 084 /8%) ST
ATERHT Follehl EHAT 055 GIT HATATTA a7 qaAHT FHafd (Maturity Period) Wel [ 9t g5
T T AT SRR ATARE] FRAEARAS TS TRTa 998 | 79T, Tl Holl
AT ATCIF T AT oAl AT HF€AT HIAH T I, |
fe s @t (Trust Receipt Loan) H+{&HT
72 ffae #ST (TR Loan) a1 TIXd Weh{dehT ATATA ol WaTd &l wAfarhd® QR0 fawaremert
Fafuer AT /A gaATE T G B |
P! fIQT/ FRETHT Foll TaATE T AITET T

TG TpATE TOATTATAITG S qAT fairg qeamesel & qid fepfawepr <repepr fordt/ qrerorr et
Ta1E T qre+ & | X, A Taedrel Teieid AT el A=A @ = (fqew) @ive quar
fewprgre T aTaT qirehT Wi S |

THSCUAl AF AIRT ol THH BT T I qEI=HT

TOTTATAIT e AT o Fearel & i F¥qei1/®H a1 Iiod o/ FRATeTs STk Hofiepl
TFH T a7 AR o/ fadi SR § 9rar @relr ST AT 99 | AT ATl SaReTHT
HOT FFIAT/H a7 F6d o/ AXATH] ATHHT THTSaddl = AThd AT Holl THH (FHET T
T, |

qATERU IHTER! fIIeIsur IR | eIl JaTe T ST

JATER fTeTToT T FAT FATE THIA B |

AT [T e STHTITAHT Joi@ TRep! THAAH A1 [HarR g

T fQUdT AT THFOTAT Jodd@ bl THATRT d&l THRHB! AN STHT o
R /HH/ FFAT/FEATATE e I AERATHT (TFHaR RIS STHHTT qa) T&1 ST
T [qIEe T TIA] Ioei@ & T |

AT ATICHT ATIHLU [qaR0T TSI T
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g. qUTe IS bl Alebehl =TS d4TFH @I (Statutory Form) &1 T fo I

TATAAYAITT GEATESA ATHT ATEATT T ATRI-ATa9TT {6919, T8 G418 e ¥ 9=
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TS RRTHEE TAT FHIMH T T T AP fqawor TFedr 37 & 9iq Faeersg
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BYF TTHTIFE FRAT ST WUFE fifd K At g4 gE arcaweal i
TABET HlAATT STH FFETT T G B qF T dF T9T AT Ger [AaaT {9 ©
FEIET GURAETT [F9NITE FHT A GT GG | (T AT dE ITLA
8 3)

(%) dF FUT T geqsed 9IGE g fEear g@EerT TE diard s9Er Sk ®
AGITIETFATE FHIIT TRIGT T JEIIT 77 978 1

Y9



(3) WWWWWWW%W(W&WW
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fqaRues (@MEard, ATRT e fGHe, e yae fqewer qu9r g9 Swer faser
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e Tagud! g7 T A1fe FRUS TET ATRI-AEE GdEd @HE 8 qATHR T
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(@)  =ATARE T (Held for Trading): ATHTAHT HedHT g GRACAETE AT
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Teh{ehT FFITAAT TP T T A AT TEGH | TAT AATATS FTREY
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(@) R AR 9RO 9 AT (Held to Maturity): SRTHT (HIGE# R gRor
T FHRIHE TAATT (Positive Intent) T FTHIAT TAIGEFA RO TH Fa
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q. FENMT FHT (Undefined Period) TFT &RV I+ HAATT T &THT
AT |
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HUAT FATS ATRT AT [EHEAT AR TS I ATRIBT HRIAT Y Treaerd
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T T |
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TFHEEATs 99 e (IR ¥.%) | SAST ung | I9 Y qrad: AThT-ATare
FIeHIS fedad @= WA S T 99 ¥ AT SEIeT AR & FHEiead SEe a9r w
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Bank and Financial Institution Ltd.

Comparison of Unaudited and Audited Financial Statement as of FY ...../...

EEECURAE

Rs in '000

As per As per Audited Variance
S.No. Particulars Ur‘laudifed ll? inancial In Amount | In % Reasgns for
Financial Statement Variance
Statement
1 Total Capital and Liabilities (1.1 to 1.7)
1.1 Paid up Capital
1.2 Reserve and Surplus
1.3 Debenture and Bond
1.4 Borrowings
1.5 Deposits (a+b)
a. Domestic Currency
b. Foreign Currency
1.6 Income Tax Liability
1.7 Other Liabilities
2 Total Assets (2.1 to 2.7)
2.1 Cash and Bank Balance
2.2 Money at Call and Short Notice
2.3 Investments
2.4 Loans and Advances (a+b+c+d+e)
a. Real Estate Loan
1. Residential Real Estate Loan (Except
Personal Home Loan upto Rs. 80 Lacs)
2. Business Complex & Residential
Apartment Construction Loan
3. Income generating Commercial
Complex Loan
4. Other Real Estate Loan (Including Land
purchase & Plotting)
b. Personal Home Loan of Rs. 80 Lacs or Less
c. Margin Type Loan
d. Term Loan
e. Overdraft Loan/TR Loan/WC Loan
f. Others
2.5 Fixed Assets
2.6 Non Banking Assets
2.7 Other Assets
3 Profit and Loss Account
3.1 Interest Income
3.2 Interest Expense

A. Net Interest Income (3.1 - 3.2)

3.3 Fees, Commission and Discount
3.4 Other Operating Income
3.5 Foreign Exchange Gain/Loss (Net)
B. Total Operating Income (A+3.3+3.4+3.5)
3.6 Staff Expenses
3.7 Other Operating Expenses

C. Operating Profit Before Provision (B -3.6 - 3.7)

3.8

|Pr0vision for Possible Losses

D. Operating Profit (C -3.8)

3.9

Non Operating Income/Expenses (Net)

3.10

Write Back of Provision for Possible Loss

E. Profit from Regular Activities (D+3.9+3.10)

3.11

|Extraordinary Income/Expenses (Net)

F. Profit before Bonus and Taxes (E +3.11)

3.12

Provision for Staff Bonus

3.13

Provision for Tax

G. Net Profit/Loss (F - 3.12 - 3.13)
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CEGIERAC)

...................... Limited
Unaudited Financial Results (Quarterly)
Asat ........... Quarter (...../...../200...) of the Fiscal Year 200.../200...
Rs. in '000
. This Quater Previous Quarter | Corresponding Previsous
S-No. Particulars En(d)ing Endi?lg Year]:)uart(;gr Ending
1  [Total Capital and Liabilities (1.1 to 1.7)
1.1 |Paid up Capital
1.2 |Reserve and Surplus
1.3 [Debenture and Bond
1.4 [Borrowings
1.5 [Deposits (a+b)
a. Domestic Currency
b. Foreign Currency
1.6 |Income Tax Liability
1.7 |Other Liabilities
2 [Total Assets (2.1 to 2.7)
2.1 |Cash and Bank Balance
2.2 |Money at Call and Short Notice
2.3 |Investments
2.4 |Loans and Advances (a+tb+c+d+e)
a. Real Estate Loan
1. Residential Real Estate Loan (Except Personal Home
Loan upto Rs. 80 Lacs)
2. Business Complex & Residential Apartment
Construction Loan
3. Income generating Commercial Complex Loan
4. Other Real Estate Loan (Including Land purchase &
Plotting)
b. Personal Home Loan of Rs. 80 Lacs or Less
c. Margin Type Loan
d. Term Loan
e. Overdraft Loan/TR Loan/WC Loan
f. Others
2.5 [Fixed Assets
2.6 |[Non Banking Assets
2.7 |Other Assets
3 [Profit and Loss Account Up to This Quarter Up (t)oul;‘::lfous Plig vtiglﬁo\l(‘:ip Sl:l:l::gr
3.1 |Interest Income
3.2 |Interest Expense
A. Net Interest Income (3.1 - 3.2)
3.3 |Fees, Commission and Discount
3.4 [Other Operating Income
3.5 [Foreign Exchange Gain/Loss (Net)
B. Total Operating Income (A+3.3+3.4+3.5)
3.6 [Staff Expenses
3.7 [Other Operating Expenses
C. Operating Profit Before Provision (B -3.6 - 3.7)
3.8 [Provision for Possible Losses

D. Operating Profit (C -3.8)

3.9 |[Non Operating Income/Expenses (Net)
3.10 [Write Back of Provision for Possible Loss
E. Profit from Regular Activities (D+3.9+3.10)
3.11 |Extra0rdinary Income/Expenses (Net)
F. Profit before Bonus and Taxes (E +3.11)
3.12 |Provision for Staff Bonus
3.13 |Provision for Tax
G. Net Profit/Loss (F-3.12 - 3.13)
) At the End of This At the End of At the End of
4 |[Ratios Quarter Previous Quarter Corresponding Previous
Year Quarter
4.1 |[Capital Fund to RWA
4.2 [Non Performing Loan (NPL) to Total Loan
4.3 |Total Loan Loss Provision to Total NPL
4.4 |Cost of Funds
4.5 |Credit to Deposit Ratio (Calculated as per NRB Directives)
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el FaT ITAH RIS I |

¥ I feuiifsTe Wea T T 3RTS FRETHT ANT CCTV ST g aTd Aelrd Tgh (
Alarm System) 1 ST T Al AATH FGIqATE FXHRT AT (HBAGFA AT JAT8 T
WWWWWW?WWWW%@Q%|

K. ATESTH] ATIRAT I [SHITSTE Heaadh! a0 T el A4 Aard AT TH g1 T

ATM ST WA
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9.¥ 3@ 9.0 T& AT A )

() T TRl Flaar Tk qqr faxig Fearer yratged goirer e €0 giaeraa s e
TG | T TASTAR AT &7 ITAN HEehl AR [Aehsldls dHd G T
FT FrAT e Tt g )

(3) TET IRESAT GadT FAAA FAH [FAHT FEHT 50 YIquaEgTH YEH RA g |
@WWWQTWWWW@ (First Charge) Y@< & | &l
frdr T Fo favra @ Afedrefa oFa aAT @ TARESI TATTEFRE! AR At

FTIH e &1 TG |

(%) &1 TALHST FiadT FEHT 0 fadepl N7 I RIS & | I TABSATHl ATTR
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e AT FfadT JTANT T F GaATE & AEIfead (Hatqear Hwofrare ader ¥.o
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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
* Quality control mechanism
1.3 Brief description of the Sampling Procedure and sample size
» Sampling methodology
* Sample size
* Use of system based approaches
1.4 Remarks on the execution of audit plan
* Execution of audit and the audit plan
* Problems encountered during the audit, if any
* Limitations of scope of Audit, if any.

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

X%



3.15
3.16
3.17

Instances of Fraud and Forgery in the review period
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

4.1

4.2

4.2.1
4.2.2
4.2.3
4.2.4
4.2.5
4.2.6
4.2.7
4.2.8
4.3

4.3.1
432
433
434

43.5

4.3.6
4.3.7

4.4

44.1
44.2
443
444

4.5
4.5.1
4.5.2
453
454
4.5.5
4.5.6

4.5.7

4.5.8
4.6

4.6.1
4.6.2
4.6.3
4.6.4
4.6.5
4.7

4.7.1

4.7.2
4.7.3
4.7.4

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 2063

Whether fees and benefits of Chairman and board members are as specified in AOA/MOA
Appointment, qualification and benefits of the chief executive

Profit Appropriation to General Reserve

Appropriation to Exchange Fluctuation Reserve

Distribution of Dividend

Whether the activities are within the scope as defined by BAFIA?

Whether prohibited activities are being pursued?

Control & notification of dormant deposit accounts and unclaimed dividend

Foreign Exchange Rules and Regulations

Whether payments of goods imported and service import are made as per circulars.

Whether deposit accounts of foreign currency are opened and operated as per circulars.
Whether card transactions are done as per circulars.

Whether foreign exchange transactions are properly recorded and reported in a timely
manner.

Whether investment in foreign currency are made as per standard approved by the Board of
Directors.

Whether payments of exports are received and reported timely as per circulars.

Whether transactions of Indian currency are made as per circulars.

Minimum Capital fund (Directive No. 1)

Computation of Core Capital, Supplementary Capital and Capital Fund

Computation of Risk Weighted Assets

Comment on the Capital Plan

Overall opinion on capital adequacy

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

Comment on the Assets Quality and Classification

Adequacy of Loan Loss Provisions

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

Loan Loss Provisions in case of restructuring and rescheduling of loans

Loan Classification and loan loss provision in respect of force loans

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

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

Overall opinion on Loan classification & provisioning

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

Bank's procedures to identify a group of related borrowers

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

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

Review and ratification mechanisms for excessive exposures in respect of sectoral credit.
Comments on any exceptions on loan to real estate sector.

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

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

Recognition of interest income from loans and advances

Reconciliation of Interest Receivable and Interest Suspense

Recognition of other interest, fees and commission and expenses.
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4.7.5
4.7.6

4.8

4.8.1
4.8.2
4.8.3
4.9

4.9.1
492
493
494
49.5

4.9.6

4.10

4.11

4.11.1
4.11.2
4.11.3
4.11.4
4.11.5
4.11.6
4.11.7
4.11.8
4.12

4.13

4.13.1
4.13.2
4.13.3

4.13.4

4.14

4.14.1
4.14.2
4.14.3
4.14.4
4.15

4.15.1
4.15.2
4.15.3
4.154
4.15.5
4.16

4.16.1
4.16.2
4.17

4.17.1
4.17.2
4.18

4.18.1
4.18.2

Publication of annual accounts and periodical highlights

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

Risk Minimization (Directive No 5)

Mechanisms to minimize liquidity risk

Use of GAP Analysis and other mechanisms to measure and manage interest rate risk
Mechanisms to minimize foreign exchange risk

Corporate Governance (Directive No.6)

Formulation and implementation of required plans, policies and guidelines

Code of conduct of Directors, Chief Executive and Employees

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

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

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

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

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 (Directive No.8)

Investments in unlisted companies

Investment in companies with financial interest

Investment in shares of other bank/FIs

Investments arising out of Underwriting Commitments

Investment in shares and debentures exceeding the limits

Review of the investment portfolio

Adequacy of provisioning requirements

Adequacy of investmet adjustment fund requirements

Reporting Requirements (directive No.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)

Sale or transfer against the statutory requirements

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

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

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

Consortium Financing (Directive No.11)

Formation and dissolution of consortium

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

Frequency of consortium meetings where it is lead bank/FI

Adherence to the spirits of consortium

Credit Information and Blacklisting (Directive No.12)

Periodic Submission of information to CIC

Mechanism to obtain required information from borrowers

Credit Information at the time of sanction/renewal/restructuring/rescheduling of facilities
Recommending defaulted borrower to the CIC for blacklisting

Lending to individual/firm/company included in the blacklist

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

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

New Branch/Office Operation (Directive No. 14)

Unauthorized branches/offices/extension counters/remittance counters

Unauthorized transactions

Interest Rates (Directive No. 15)

Interest rate determination procedures

Mechanism to determine cost of fund, yield on earning assets and interest spread
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4.18.3
4.19

4.19.1
4.19.2
4.19.3
4.20

4.20.1
4.20.2

4.20.3
4.21
4.21.1

4212

4213
4214

4215
4.22

4221
4222
4223

4224
4225
4.22

4.22.6
4.22.7
4228

4.22.9

Publication of interest rates

Mobilization of Financial Resources (Directive No. 16)

Concentration of deposits

Resource mobilization beyond the limit

Issuance of debenture and other debt instruments

Deprived Sector Lending (Directive No.17)

Comment on the exceptions observed in the deprived sector lending

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

Monitoring mechanism for utilization of deprived sector lending on a half yearly basis
Merger, Acquisition and Upgradation (Directive No.18)

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

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

Trading status of stocks in the stock exchange.

Compliance of regulatory provisions on the Merger, Acquisition and Upgradation including
Fit & Proper Test mentioned in BAFIA, 2063 NRB Act, 2058 and Unified Directives.
Overall opinion on Merger, Acquisition and Upgradation.

Know Your Customer, KYC (Directive No.19)

KYC norms formulated and followed.

Adequacy of mechanism, procedures and documents for knowing the customer.

Adequacy of filing and reporting of the suspected cases to the internal management and
concerned supervisory authorities.

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

Cases of reporting of money laundering and suspected financing to terrorism to Financial
Information Unit, FIU.

Subsidiary Company (Directive No.20)

Compliance of directives of Investment in shares and other securities of subsidiary(ies).
Adequacy of consolidation of transactions with the subsidiary(ies).

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

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

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

4.23

4.23.1
4232
4.233

4234
4.23.5

4.23.6
4.23.7
4.23.8
4.23.9

Miscellaneous Directives (Directive No.21)

Whether insurance agency service offered to its clients.

Authenticity of computer software used.

Preparation of documents in the devnagari script of Nepali language as stipulated in the
directives.

Adequacy of security maintained in the e-banking, e-payment and SWIFT.

Compliance of taxation, including TDS, and mandatory provisions made by fiscal policy of
Government of Nepal.

Safe Deposit Vault, Locker Service availed.

Compliance of regulations and laws with respect to Auction.

Technical Service Agreement, TSA reached, where applicable.

Adequacy of policies, procedures and mechanism of transactions on derivative products,
where applicable.

4.23.10 Use of Refinancing Facilities availed by the NRB made as per the agreement.

4.24  Transparency and level of economy in the capital and operating expenditures.

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

426  Overall compliance of laws, regulations, circulars, directives and guidelines.
Comment on the overall state of compliance with the laws, regulations, circulars, directives
& guidelines.

OTHERS

390



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

54 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/FI

R



I R1.9R

fafa: 0% 1.1 ..
ST FTUFNRT FHaLTH,
..................... gufcasror faamT,
FHISHIUS! |
fororar: siTeRT Hfees foraeor |
Hered,
G (TR ", mfa {1 AT AT TRl

&7 /9N JaTE TUH Follehl AITGF (a0 8T THITH Thl G |

FATHRT (e
. | HOHT Fofl FHSTThT BT El Eaieal HSA ardd IR
BIE 9ofries e PEIF: TR TR Tfgue
T fafa ATEA YRETITR
fafa EER

" wfeer E qur qu faAfe g T

fas T/ ey

ROR




U AL T
e o faxirr Fearer oy quRTcHS HRATET TFwT faframmaett, 0%y

AT AT b TA, 045 FT THT 490 T IIIHT () HT @UE (W) of fqUarr ARz FART T q9Ter 82
Sepepl FETAE AT 8T [aTaHEs THTH 3 |

9.

e A T e (§) A1 fafrawesdr AW dwer g S §% qur fa<im gearer ot

TIRTHE FRATEl THwdl [ qaamEdr, R0%¥” WH G | () AT faaamaer 084 Fiids q

Tt a0 g |

gty fawT a1 gaEer Ahl AT AT 99 fataaaraer -

(F)  “UA" T AT A b UA, 045 TERT T |

@) I FF” AT TAPT THT 3 THINTH TITIAT FTHT ATA T S TR TG, |

@ “|iafq” qeATer THeHT TRT 9% THITH TET TUHT Fehebl ToaTeeh AT TEHT TE |

(&) “AIER” T UART THRT QU FHITH (IR ST AT AR Tg T 91 e T
THRT 9 THITH HAH HFTH HEHR WIH TR GHAATS TS, |

(%) “TYLT TR TATS TFRT THRT 9% THIAH FIH Shebl SYLT THR TR T3 |

@@ Wfq e #rEtew gfafd’ aee Sare s S, e gar gudEe
fatommaer 204R 1 IH 3 FHEIGH FREfad U THARH! ANTHEA] Tod
qrafaars TR 7% |

@ U AT AT I SeheRl S qURTerw favrr qur fa<irr ear gufeaer
fordmT | FT T |

&) S /faia FRAr A A daTe SHSAuAUTS S 9T A ST aRhT 9E |

(F)  “FEFEN YHE AT 6 qAT A GRATR GOTHET THEH FIAT FTHES T
s =afd I8hT 79 |

()OSR AT T AhATe AFTHT TAfHE TS a7 ol ISPy 18 TR I8 |

TSI FEdT MaeTesdl Il THUHT g1 IRIHS FRATees: gasaqaar ‘& “@” I
“ FrEr o/ fad dEEER A e dredl AaH IS FEH A TGEH @
THITTHR] IRTCHE FRATGEE qehlel T Tre-
(F)  GATSTAIT FEATHT IoIbTH, FTe A FHgRT AIFTH IATH ToATbTT AT T3
i TTTHFHET favgel FH ATAT -
()  FUR FOAHAEE TEHT oo /faig FEaTh IT HARATIAET gehd W
FARAR! [T TEIATs ATHA@R] TTH e |
o) o /faxi TRaTe 95T gfg (R-niraegster) T ISl TS /T A
) AT qAT S AR ST T Ak ATS |
) TAT AT @leA Ik M3 |
(3 e afEraner H HTEE T
(@) AT YT FEATHT GAPIT, I AT GHFRT AIFUH ATH TSI AT ST
Teaig =R giaeraawH®! foamged F7 qUHr
() GUE (&) THISTHB! FRATEES T |
(AT)  HSAT BRIARH GAT FEH T |
(%) @iw a1 fas g ArhRd 9 TR G 9T T 99 A Shdl Whd o
aq |
%) &9 9= T FS q9r qiadr gaed T aEtad T SAreEnad HATEArT
(FasTr=r STE) "o e ST SAehebl T fea I |
@M@ TSI YT HEATHT GBI, I I SAFGRT AMBUD] FATH ISR FATTH=T
ARG G IHATTIHF fagel FH 7T

(
(
(

24 Y

RS



0.

q)  GUS (W) THITHEP! FRATEES T |

(
@M 99 & @rar @i gidaed aEms |

(F)  wl JAEAT Jiqered aRms |

(%) @ig a1 foas g6 JreRd 99 TR GEta 9T T e aRms |

(F) U Tkl qd WrEa fomr S/ fadm G gees a9 FHAREeds

qrcdTed ST, ST BISAT fa q=T qiadr dig, SHATATIT qodb T AGEATIAH
quifastel fad T = Aladid e J&T I Ak A3 |
(&) TSI YT HEATH] IS, AIA I SFGRT ANBUD] FATH ISR AT
BafE a1 gfqeraave favger 87 AT
()  @UG () THIHH FRATEES T |
() qAd AT TG A A Glaur ghg, TAT FHAK WA AT FGaAT TAHAT AH
TS |
(Z) IS qATAdT FEl FRATR] GRET AUH (9{q B AleATaAT dledl ATIave
ATARE! ISP FTAH AHCHT o /faig FEATH GoTAFes AT AR
YHEHTS TAF! ST §00 & IUEHT () THINTHHT FRATEET T |
(F) TS T FEATHT YOI, AUTA WL SRR AR ATH GOATRTT  AAATTHT
TS giaerd ar Fel favgel FH ATHT -
() @IS (F) THITHH FRACEE T |
(@) Fop/fair WRATATE qEEITIRT GO0 T TR THRT S% ATEIHR FRATE TRET
T
(%)  AHTIRT OO TRE @ AEAEEIAT 9 (SR qar FaeEr g%/ fad
TR TATSAATS I T AT @ISIepl Jhar 9@ T |
(%) TF /a1 T qar faxi TR qEET U, R0%3 SRR A7 ATEAIE FRAEEE
T
FRATEMAT G2 &1 AGAT: IR 3 ATIRF! GIRIHS FRATEES “F” G T “T” aH dF
FoT facirg HEITEEHT FHTT TTH A0 g1a | aF [aiaH 3 &1 @Ue () & ITEUS (A1) ATehH
YARTHE FRATCEIHAT IBTAF] ATEAETHT G2 T&TT T Al -
(F)  WATETT FTHT TET FTATATEE TTIAT THI JTHI0T SATHEEHT T GiTeqaicHss STHT S
AT AT FRAT TURT T 9T foeqrR I |
(@) U WRERA ARG &q (Hepress e g T T AThd TARET=ATH THAT
AN THT b 4T ol Gearesshl geha |
@@ oo/ fai FRATR SHERATIT ¥ GETeAdATs A Sl goae faaervmr fag guanreas
PRATE! GoATAT T TR ATTHAT |
FIATEH HFER: (AT 3 AT PT FRATET TaT THIRAT S qAT (aiT GRATETATE G arseh!
Faar fagw g
FRAE! T aferanr () faffaw 3 @1 @ve (®) M@ (7)) FFE i qURIHE FRARES
THEI T AT THARATS g8 | T9Rd a9 Aferdry aHitsH g qanrens FRawes
FEI a1 A eed Fraraad aiafaer eiaar sRaws dEeds [ e |
TATITTT ATGTARIBT TART: T [Aaarae JHiTH JeArdieTad AreqaRiehl TN T F1 &l
Frfead g geted UA, Hifa, (e qar g el FIT THT EeTEwRT AEHT T
T 9 |
FTH FRATEIF! fqawer Tor o fafras o st #9 Frade faawor At s

afafaerr STerrer @i Ter T 97 |
faferATaeiier! sarean qor Feie:
Q=79 fafroeradiier FrareaaeT FEAT £ fFfaur S qUAT Geer Sre aratad T

T FHTTe Tl AT HAiTH & |
() 79 fafTgaTaeiET £ Fea T 9eA afafaer geiee T |
T AT BehaT: a9 [l TaATCAIT BTATaaTH FHAT F STl AT ATCHT &7 el A=
HESH ATTFR THAATS g |

0y



19

R

FiimTHAT sk & 79 fafaoraTaciteT saa=aTes S T2 S UH, R04s, S a7 faxim g
TET UF, 2083 ¥ &A1 A=d bl MIHeed T AMRTAT ARTH e+ W@ ([T g8 |
TATS: T fafaraTaeil 1] g9d S Jo7 faxiTa GRATehT GERICHE HRATETR] AraedT T TH]

[SSRCECRCN

FTH BRATE] T faiTaHTeel sTHITSTH 9T TR | 3 |

R



