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Capital Adequacy Framework
2015

1. INTRODUCTION
1.1 BACKGROUND:

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

The BCBS released the "International Convergence of Capital Measurements and Capital Standards:
Revised Framework", popularly known as Basel Il, on June 26, 2004. This framework was updated in
November 2005 and a comprehensive version of the framework was issued in June 2006. Basel Il builds
significantly on Basel | by increasing the sensitivity of capital to key bank risks. In addition, Basel 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 framework more explicitly
associates capital requirements with the particular categories of major risks that banks face.

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

Again, the Basel Committee on Banking Supervision (BCBS) released a comprehensive reform package
entitled “Basel III: A global regulatory framework for more resilient banks and banking systems” (known as
Basel 111 capital regulations) in December 2010. Basel 111 reforms are the response of the Basel Committee
on Banking Supervision (BCBS) to improve the banking sector’s ability to absorb shocks arising from
financial and economic stress, whatever the source, thus reducing the risk of spill over from the financial
sector to the real economy. Basel 11l reforms strengthen the bank-level i.e. micro prudential regulation, with
the intention to raise the resilience of individual banking institutions in periods of stress. Besides, the
reforms have a macro prudential focus also, addressing system wide risks, which can build up across the
banking sector, as well as the procyclical amplification of these risks over time. These new global
regulatory and supervisory standards mainly seek to raise the quality and level of capital (Pillar 1) to ensure
that banks are better able to absorb losses on both a going concern and a gone concern basis, increase the
risk coverage of the capital framework, introduce leverage ratio to serve as a backstop to the risk-based
capital measure, raise the standards for the supervisory review process (Pillar 2) and public disclosures
(Pillar 3) etc. The macro prudential aspects of Basel 111 are largely enshrined in the capital buffers. Both the

! 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, lItaly, 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.



buffers i.e. the capital conservation buffer and the countercyclical buffer are intended to protect the banking
sector from periods of excess credit growth.

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

With a view of adopting the international best practices, NRB has already issued the Basel llI
implementation action plan and expressed its intention to adopt the Basel Il framework, albeit in a
simplified form. In line with the international development and thorough discussion with the stakeholders,
evaluation and assessment of impact studies at various phases, this framework has been drafted. This
framework provides the guidelines for the implementation of Basel |11 framework in Nepal. The Basel IlI
capital regulations continue to be based on three-mutually reinforcing Pillars, viz. minimum capital
requirements, supervisory review of capital adequacy, and market discipline of the Basel Il capital
adequacy framework.

1.2 OBJECTIVE:

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

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

1.3 PRE-REQUISITES:

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

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

1.4 RESPONSIBILITY:

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

1.5 SCOPE OF APPLICATION:

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

2 «A” class financial institutions refers to “Commercial Banks”
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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 Il under Pillar 1, provides three distinct approaches for computing capital requirements for
credit risk and three other approaches for computing capital requirements for operational risk. These
approaches for credit and operational risks are based on increasing risk sensitivity and allow banks to
select an approach that is most appropriate to the stage of development of banks’ operations.

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

IMPLEMENTATION OF ADVANCED APPROACHES:

This framework prescribes the simplest of the available approaches at the initial phase with a vision
to move onto more complex and risk sensitive approaches as the market gradually gains maturity.
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 an advanced
approach, it may allow the bank to revert to a simpler approach for some or all of its operations, until
it meets the conditions specified by the supervisor for returning to a more advanced approach.

TRANSITIONAL ARRANGEMENTS

In order to ensure smooth migration to Basel 111 without aggravating any near term stress, appropriate
transitional arrangements have been made. The transitional arrangements for capital ratios will begin
from Mid July, 2016 (Shrawan 2073). Capital ratios and deductions from Common Equity will be
fully phased-in and implemented as on Mid July, 2019. The phase-in arrangements for banks are
indicated in the following Table:

BASEL Il in Nepal

Transition Period

( Mid July)
2015 2016 2017 2018 2019
Minimum Common Equity Capital Ratio 4.00% 4.50% 4.50% 450% | 4.50%
Capital Conservation Buffer 1.00% 1.25% 1.50% 2.00% | 2.50%

Minimum common equity plus capital
conservation buffer

5.00% 5.75% 6.00% 6.50% | 7.00%

Minimum Tier 1 Capital
(Excluding conservation buffer)

6.00% 6.00% 6.00% 6.00% | 6.00%

Minimum Total Capital
Excluding conservation buffer)

10.00% 9.75% 9.50% 9.00% | 8.50%

Minimum  Total  Capital  (including
conservation buffer ) 11.00% | 11.00% | 11.00% | 11.00% | 11.00%
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Introduce
Counter Cyclical Buffers minimum | 0-25% | 0-2.5% | 0-2.5% | 0-2.5%
standard
Introduce Offsite Monitoring Migration
Leverage Ratio minimum 4.00% to
standard Pillar 1
Lo . Review Existing LCR LCR
Liquidity coverage ratio Eramework LCR 100% 100% 100%
Observation Introduce
Net stable funding ratio and Parallel Run minimum Implemented
standard
SIFI Measures NRB shall issue the regulation.

19 EFFECTIVE DATE:

All banks within the scope of this framework should adopt the prescribed approaches from Mid July
2016 (Fiscal Year 2073/74). In order to ensure smooth transition to new approach prescribed by this
framework, a parallel run from Mid January 2016 (Poush End, 2072) to Mid July 2016 (Asar End,
2073) will be conducted. The banks are required to submit their capital adequacy report to the Bank
Supervision Department on a monthly basis. Based on the findings of the parallel run, further
amendments and modification will be incorporated in the framework wherever deemed necessary.

2. REQUIREMENTS FOR CAPITAL FUNDS

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

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

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.

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

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

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

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

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

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

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

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

(ix) Other free reserves if any

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

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

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

Common shares must meet the following criteria to be included in Common Equity Tier 1 Capital:
1. All common shares should be the voting shares.

2. Represents the most subordinated claim in liquidation of the bank.

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

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

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

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

7. There are no circumstances under which the distributions are obligatory. Non-payment is
therefore not an event of default.

8.  Distributions are paid only after all legal and contractual obligations have been met and
payments on more senior capital instruments have been made. This means that there are no
preferential distributions, including in respect of other elements classified as the highest
quality issued capital.
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9. It is the paid up capital that takes the first and proportionately greatest share of any losses
as they occur. Within the highest quality capital, each instrument absorbs losses on a going
concern basis proportionately and pari passu with all the others.

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

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

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

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

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

15. Paid up capital is clearly and separately disclosed in the bank’s balance sheet.

B. Additional Tier 1Capital

Additional Tier 1 Capital mainly include the instruments either classified as equity under relevant
accounting standards but are not the common equity share and hence not includible in common
equity tier 1 or the instrument which are classified as liabilities under relevent accounting
standards, however it is includible in additional tier 1 capital. Under Basel 111 non-common equity
elements to be included in Tier 1 capital should absorb losses while the bank remains a going
concern. Towards this end, one of the important criteria for Additional Tier 1 instruments is that
these instruments should have principal loss absorption through either (i) conversion into common
shares at an objective pre-specified trigger point or (ii) a write-down mechanism which allocates
losses to the instrument at a pre-specified trigger point. Banks should not issue Additional Tier 1
capital instruments to the retail investors.

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

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

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

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

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

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

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

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

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

(B) In case of Perpetual Debt Instruments:
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(i) Superior to the claims of investors in equity shares and perpetual non-cumulative
preference shares;

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

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

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

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

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

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

d)  Banks must not exercise a call unless:

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

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

6. Any repayment of principal (eg through repurchase, buy-back or redemption) must be with
prior approval of NRB and banks should not assume or create market expectations that
supervisory approval will be given. Banks may repurchase / buy-back / redeem the
instruments only if:

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

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

7. Dividend/coupon discretion:
a.the bank must have full discretion at all times to cancel distributions/payments
b.cancellation of discretionary payments must not be an event of default
c. banks must have full access to cancelled payments to meet obligations as they fall due

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

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

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

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

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

9. The instrument cannot have a credit sensitive dividend/coupon feature, that is a
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10.

11.

12.

13.

14.

dividend/coupon that is reset periodically based in whole or in part on the banking
organization's credit standing.

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

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

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

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

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

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

. Tier 2 (Supplementary) Capital

The Supplementary (Tier 2) Capital includes reserves which have been passed through the profit

and

loss account and all other capital instruments eligible and acceptable for capital purposes.

Elements of the Tier 2 capital will be reckoned as capital funds up to a maximum of 100 percent of
Tier 1 capital arrived at, after making regulatory adjustments/deductions. In case, where the Tier 1
capital of a bank is negative, the Tier 2 capital for regulatory purposes shall be considered as zero

and

hence the capital fund, in such cases, shall be equal to the core capital.

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

(i)

(i)

(iii)

(iv)

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

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

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

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

(vi)

(vii)

(viii)

(ix)

)

capital;

General loan loss provision limited to a maximum of 1.25% of total Credit Risk Weighted
Exposures. General loan loss provision refers to provisions or loan- loss reserves held
against future, presently unidentified losses are freely available to meet losses which
subsequently materialize and therefore the provisions created in respect of Performing
Loans only qualify for inclusion in Tier 2 Capital. Provisions ascribed to identified
deterioration of particular assets or loan liabilities, whether individual or grouped, should
be excluded. Accordingly, for instances provision on rescheduled/restructured and
classified loans, both an individual account and portfolio level shall be excluded. The
additional loan loss provisions created in respect of Personal Guarantee loans, third party
collateral 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.

However, provisions created in excess of the regulatory requirements or provisions which
are not attributable to identifiable losses in any specific loans shall be allowed to be
included in the General Loan Loss Provision.

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

Investment adjustment reserves created as a cushion for adverse price movements in banks’
investments falling under “Available for Sale” category.

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.

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

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

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

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

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

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

The dated instruments (both cumulative and non-cumulative) shall be subjected to a

progressive discount for capital adequacy purposes over the last five years of their tenor, as
they approach maturity as indicated in the table below for being eligible for inclusion in Tier

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

Dividend/Coupon/Rate of Interest

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

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

The claims of the investors in instruments shall be:
(i)  senior to the claims of investors in instruments eligible for inclusion in Tier 1 capital;
(i)  subordinate to the claims of all depositors and general creditors of the bank; and

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

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

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

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

(iv) Banks must not exercise a call unless:

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

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

Treatment in Bankruptcy / Liquidation

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

Prohibition on Purchase / Funding of Instruments

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

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

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

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

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

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

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

Il. Types of Loss Absorption Features

5.

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

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

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

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

8.

10.

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

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

If a bank is merged with/acquired by any other bank before the AT1 instruments have been
written-down/converted, these instruments will become part of the corresponding
categories of regulatory capital of the new bank emerging after the merger/acquisition.
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2.3

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

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

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

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

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

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

DEDUCTIONS FROM CORE (TIER 1) CAPITAL:

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

a.

Book value of goodwill and all other intangible assets.

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

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

Deferred Tax Assets
Deferred Tax Assets computed as under should be deducted from Common Equity Tier 1

(i) Deferred Tax Assets associated with the accumulated tax losses

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

Miscellaneous expenditure to the extent not written off. e.g. VRS expense, preliminary
expense, share issue expense, deferred revenue expenditure, etc.
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Investment in Securities of financial institutions licensed by Nepal Rastra Bank®.
All Investments in equity of institutions with financial interest.

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

@ = o o

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

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

I.  Cash Flow Hedge Reserve

The amount of the cash flow hedge reserve which relates to the hedging of items that are not
fair valued on the balance sheet (including projected cash flows) should be derecognized in the
calculation of Common Equity Tier 1. This means that positive amounts should be deducted
and negative amounts should be added back. This treatment specifically identifies the element
of the cash flow hedge reserve that is to be derecognized for prudential purposes. It removes the
element that gives rise to artificial volatility in Common Equity, as in this case the reserve only
reflects one half of the picture (the fair value of the derivative, but not the changes in fair value
of the hedged future cash flow).

J.  Defined Benefit Pension Fund Assets and Liabilities

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

K.  Any other instruments as stipulated by Nepal Rastra Bank, from time to time.

24 CAPITAL FUNDS:

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

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

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

Total Capital (CAR") = Eligible Total Capital
Total Risk Weighted Exposure

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

¥ RWE= Risk weighted Exposure;
# Capital Adequacy Ratio

Investment in shares of institutions, where the waiver has been explicitly provided by NRB are subject to risk weight of 100%
and shall not be deducted from Tier 1 capital.
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(i)

(i)

(iii)

(iv)

v)

(vi)

Banks shall maintain a minimum total capital (MTC) of 8.5% of total risk weighted assets
(RWAS) i.e. capital to risk weighted assets (CRAR).

Common Equity Tier 1 (CET1) capital must be at least 4.5% of risk-weighted assets
(RWAS) i.e. for credit risk + market risk + operational risk on an ongoing basis.

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

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

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

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

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

Regulatory Capital As % to
RWAs

(i) Minimum Common Equity Tier 1 Ratio 4.5

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

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

(iv) Minimum Tier 1 Capital Ratio 6.0

(V) Minimum Total Capital Ratio (MTC) 8.5

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

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

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

2.

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

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

4.

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

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

B. The Framework

5.

6.

Banks are required to maintain a capital conservation buffer of 2.5%, comprised of Common
Equity Tier 1 capital, above the regulatory minimum capital requirement of 8.50%. Banks should
not distribute capital (i.e. pay dividends or bonuses in any form) in case capital level falls within
this range. However, they will be able to conduct business as normal when their capital levels fall
into the conservation range as they experience losses. Therefore, the constraints imposed are
related to the distributions only and are not related to the operations of banks. The distribution
constraints imposed on banks when their capital levels fall into the range increase as the banks’
capital levels approach the minimum requirements. The Table below shows the minimum capital
conservation ratios a bank must meet at various levels of the Common Equity Tier 1 capital
ratios.

Minimum capital conservation standards for individual bank

Common Equity Tier 1 Ratio Minimum Capital Conservation Ratios
(expressed as a percentage of earnings)

4.5% - 5.125% 100%

>5.125% - 5.75% 80%

>5.75% - 6.375% 60%

>6.375% - 7.0% 40%

>7.0% 0%

For example, a bank with a Common Equity Tier 1 capital ratio in the range of 5.125% to 5.75%
is required to conserve 80% of its earnings in the subsequent financial year (i.e. payout no more
than 20%).

The capital conservation buffer will be phased in between mid July 2016 and becoming fully
effective on mid July 2019. It will begin at 1.25% of RWEs on mid July 2016, 1.5% on mid July
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2017 and increase each subsequent year by an additional 0.50 percentage points, to reach its final
level of 2.5% of RWAs on mid July 2019. The minimum capital conservation standards apply
with reference to the applicable minimum CETL1 capital and applicable CCB. Therefore, during
the transition period, banks may refer to the following Table for meeting the minimum capital
conservation ratios at various levels of the Common Equity Tier 1 capital ratios:

Minimum capital conservation standards for individual bank
Common Equity Tier 1 Ratio after including the current periods retained | Minimum

earnings Capital
Conservation
Mid July, 2016 Mid July, 2017 Mid July, 2018 Ratios

(expressed as
% of earnings)

4.50% - 4.81% 4.5% - 4.875% 4.5% - 5.00% 100%
>4.81% - 5.13% >4.875% - 5.25% >5.00% - 5.50% 80%
>5.13% - 5.44% >5.25% - 5.625% >5.50% - 6.00% 60%
>5.44% - 5.75% >5.625% - 6.00% >6.00% - 6.50% 40%
>5.75% >6.00% >6.50% 0%

Banks that already meet the minimum ratio requirement during the transition period but remain
below the 7% Common Equity Tier 1 target (minimum of 4.5% plus conservation buffer of 2.5%)
should maintain prudent earnings retention policies with a view to meeting the conservation
buffer as soon as reasonably possible. However, NRB may consider accelerating the build-up of
the capital conservation buffer and shorten the transition periods, if the situation warrants so.

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

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

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

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

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

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

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

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

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

a) Nepal Rastra Bank will monitor credit growth and other indicators that may signal a buildup
of system-wide risk and make assessments of whether credit growth is excessive and is
leading to the buildup of system-wide risk. Based on this assessment Nepal Rastra Bank will
put in place a countercyclical buffer requirement when circumstances warrant. This
requirement will be released when system-wide risk crystallises or dissipates.

b) The countercyclical buffer requirement to which a bank is subject will extend the size of the
capital conservation buffer. Banks will be subject to restrictions on distributions if they do not
meet the requirement.

B. Countercyclical buffer requirements

Nepal Rastra Bank has adopted the Credit to GDP ratio, macro-economic vairable, as guide for
reference point for taking buffer decisions. Nepal Rastra Bank will monitor Credit to GDP ratio
at least annually and calculate Credit to GDP gap, i.e. the gap between Credit to GDP ratio and
its Trend. The intensity of Credit to GDP gap shall be the indication of the extent of the buildup
of system-wide risk i.e. If the credit-to-GDP ratio is significantly above its trend (ie there is a
large positive gap) then this is an indication that credit may have grown to excessive levels
relative to GDP. The Credit to GDP gap shall be calculated as follows:

Creditto GDP Gap(t)y = Credit to GDP Ratio(t) — Trend(t)

The countercyclical buffer requirement will vary between zero and 2.5% of risk weighted assets,
depending on the extent of the build up of system-wide risk. The credit to GDP gap of 5 points
shall be taken as cut off points of excess credit growth level. The increase by additional 1 point of
credit to GDP gap in excess of 5 point shall require buffer requirement of 0.5% i.e. each increase
in every one points in credit to GDP gap in excess of 5 points shall require to raise the buffer
requirement by each 0.5%. For this purpose trend is defined as average of credit to GDP ratio of
past 10 years. The following table shows the countercyclical buffer requirement in case of excess
credit growth:
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Countercyclical Buffer Requirement

Credit to GDP Gap Buffer Requirement in Terms of CET 1
Up to 5 points 0%
5 to 6 points 0.5%
6 to 7 points 1.0%
7 to 8 points 1.5%
8 to 9 points 2.0%
above 9 points 2.5%

The banks are required to raise level of the buffer by up to 12 months, but shall be allowed
to decrease the level of the buffer with immediate effect. The bank, not being able to
maintain the countercyclical buffer requirement, shall not be allowed to distribute its earning.
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2.7 LEVERAGE RATIO
A. Rationale and Objective

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

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

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

B. Definition and Calculation of the Leverage Ratio

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

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

Leverage Ratio = Capital Measure
EXxposure Measure

I. Capital Measure

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

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

1. Exposure Measure

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

a)on-balance sheet, non-derivative exposures will be net of specific provisions and valuation
adjustments (e.g. prudent valuation adjustments for Available For Sale (AFS) and Held
For Trading (HFT) positions, credit valuation adjustments);

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

c)netting of loans and deposits is not allowed.
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3.
3.1

3.2

Component of Exposure Measure
(i) On-Balance Sheet Items

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

(ii) Repurchase agreements and securities finance

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

(a) the accounting measure of exposure; and

(b) without netting various long and short positions with the same counterparty.

(iii) Derivatives

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

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

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

(iv) Other Off-Balance Sheet Items

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

CREDIT RISK
GENERAL:

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

SIMPLIFIED STANDARDIZED APPROACH (SSA):

In comparison to Basel I, SSA aligns regulatory capital requirements more closely with the key
elements of banking risk by introducing a wider differentiation of risk weights and a wider
recognition of credit risk mitigation techniques. The advantage of implementing this approach is
twofold. This approach allows transitional advantage for countries like us by avoiding excessive
complexities associated with the advanced approaches of Basel Il while at the same time it will
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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 claims shall be subject to supervisory review and higher risk weight shall be
assigned where the review process is deemed appropriate.

All kinds of claims including loans & advances as well as investments shall be a risk weighed net of
specific provisions. Generally provision related to any receivable or investment is not defined as
general or specific. In such a situation, the total provision against any claim/exposure (other than the
loans and advances) shall be regarded as specific provision. However, provisions eligible for the
supplementary capital shall not be allowed for netting while calculating risk weighted 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 framework, the credit risk for the regulatory capital purpose
shall be computed by segregating the exposure in the following 11 categories.

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

3.3 RISK MEASUREMENT AND RISK WEIGHTS:

a. Claims on government & central bank

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

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

ECA risk scores 0-1 2 3 4t06 7
Risk weights 0% 20% 50% 100% 150%

4 The consensus country risk classification is available on the OECD’s website (http://www.oecd.org) in the Export Credit
Arrangement web page of the Trade Directorate. Each bank while computing the risk weight in any claim should use the updated
risk score.
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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),

e European Bank for Reconstruction and Development (EBRD),
e Inter-American Development Bank (IADB),

e European Investment Bank (EIB),

e European Investment Fund (EIF),

¢ Nordic Investment Bank (NIB),

e Caribbean Development Bank (CDB),

e Islamic Development Bank (IDB), and

e Council of Europe Development Bank (CEDB).

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

4. Claims on public sector entities (PSEs)°
i. Claims on domestic public sector entities:

The risk weight for claims on domestic pubic sector entitiesw will be 100%.

ii. Claims on foreign public sector entities_will be risk-weighed as per the ECA country

risk scores.
ECA risk scores 0-1 2 3t06 7
Risk weights 20% 50% 100% 150%

C. Claims on banks

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

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

2. Claims on a foreign bank excluding investment in equity shares and other instruments
eligible for capital funds shall be risk weighed as per the ECA Country risk score subject
to the floor of 20%. The primary basis for applying the ECA Country Risk score shall be
the country of incorporation of the bank. Where the bank is a branch office, the ECA
score of the country where the corporate office is located shall be used while in the case
of a subsidiary the basis shall be the country where the subsidiary is incorporated.

ECA risk scores 0-1 2 3t06 7
Risk weights 20% 50% 100% 150%

> Public sector entity (PSE) is one, which is owned or controlled by government or any other entity categorized as PSE by NRB.
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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 one financial year. Moreover, such claims shall be subject to a supervisory
review and supervisors may require the bank to risk-weigh the claims on ECA country
risk scores where the review process is deemed necessary.

d. Claims on corporate & securities firms

1.

The risk weight for claims on domestic corporate, including claims on insurance
companies and securities firm will be 100%. The domestic corporate 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 3to6 7
Risk weights 20% 50% 100% 150%

e. Claims on regulatory retail portfolio

1.

2.

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

Criteria:

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

e Product criteria :- The exposure takes the form of any of the following:
— Revolving credits and lines of credit, (including 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 up to 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%

f. Claims secured by residential properties

Lending against securities (such as equities and bonds) whether listed or not, are specifically excluded from this category.
Likewise credit card receivables are excluded from this category. However, lending against personal guarantee and fully
backed by guaranteed cash flow such as pension etc. that has negligible risk of failure can be included in this category.
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.
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Lending to individuals meant for acquiring or developing residential property which are
fully secured by mortgages on residential property, that is or will be occupied by the
borrower or that is rented, will be risk-weighted at 60%. However, banks should ensure
the existence of adequate margin of security over the amount of loan based on strict
valuation rules.

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

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

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

g.  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.

h. Past due claims

1.

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

i. High risk claims

1. 150% risk weight shall be applied for venture capital and private equity investments.

2. 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%.

3. Investments in the equity and other capital instruments of institutions, which are not
listed in the stock exchange and have not been deducted from Tier 1 capital, shall be risk
weighed at 150% net of provisions.

4, 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. Investments in mutual fund shall also be risk weighted at
100%.

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

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 Staff loan given as per Employee By-laws and secured by residential property, that is
or will be occupied by the staff or that is rented, will be risk-weighed at 60%.
However, banks should ensure the existence of adequate margin of security over the
amount of loan based on strict valuation rules.

10

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

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.

Off balance sheet items

1.

into equivalent risk weight exposure using risk weight as follows:

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

Off Balance Sheet Exposure

Risk
Weight

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

0%

Forward exchange contracts.

10%

Short Term Trade-related contingencies

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

20%

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

20%

Unsettled™ securities and foreign exchange transactions between bank to bank and
between bank and customer

20%

Long Term Trade-related contingencies

Contingent liabilities arising from trade-related obligations, which are secured against
an underlying shipment of goods for both issuing and confirming bank and are 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.

50%

Performance-related contingencies

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

50%

Long term irrevocable Credit Commitments

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 e.g. overdraft, cash credit, working capital loan etc. except for trade finance
exposures.

50%
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Short term irrevocable Credit Commitments 20%

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

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

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

Direct credit substitutes 100%

Any irrevocable off-balance sheet obligations which carry the same credit risk as a
direct extension of credit, such as an undertaking to make a payment to a third party in
the event that a counterparty fails to meet a financial obligation or an undertaking to a
counterparty to acquire a potential claim on another party in the event of default by that
party, constitutes a direct credit substitute. This includes potential credit exposures
arising from the issue of financial guarantees and credit derivatives, confirmation of
letters of credit (acceptances and endorsements), issue of standby letters of credit
serving as financial guarantees for loans, securities and 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%
Unpaid Guarantee Claim 200%
Other Contingent Liabilities 100%

3.4 CREDIT RISK MITIGATION:

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

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

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

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

a. Minimum conditions for eligibility:

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

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

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 mismatches in the maturity of the underlying exposure and the collateral, it
shall not be eligible for CRM benefits.

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

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

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

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

b. Eligible Collaterals:

1. Cash deposit (as well as certificates of deposit or fixed deposits or other deposits) with
the bank. The banks may only claim these as CRM only if it has specific authority to
recover the amount from this source in case of default.
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4.2

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

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

Guarantee of the Government of Nepal

o o &~ w

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

~

Securities/Financial guarantee/Counter guarantee issued by sovereigns.

8.  Securities/Financial guarantee/Counter guarantee issued by MDBs in the list specified in
33b(3&4)

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

C. Methodology for using CRM

Step 1: Identify the accounts eligible for capital relief under credit risk mitigation.
Step 2: Assess the value of the exposure and the eligible collateral.

Step 3: Adjust the value of the eligible collateral in respect of the supervisory haircut in terms
of currency mismatch and other eligibility requirements.

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

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

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

The sum total of net amount of eligible CRM as per “Form No.4 Exhibit of claims with eligible
credit risk mitigants” shall be consistent with the “Form No.3 Eligible Credit Risk Mitigants”
prescribed in this framework.

OPERATIONAL RISK
GENERAL:

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

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

BASIC INDICATOR APPROACH:

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

The capital charge for operational risk may be expressed as follows:

Keia = [2(Gl1n x)]/N
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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 a 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 the second year onwards. But, based
on the reasonableness of the so computed capital charge for Operation Risk, during the first three
years of operation, review process may require additional proportion of capital charge if deemed
necessary.

GROSS INCOME:

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

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

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

c.  exclude income/gain recognized from the disposal of items of movable and immovable
property;

d.  exclude realized profits/losses from the sale of securities in the “held to maturity” category;,

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

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

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

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

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

COMPUTATION OF RISK WEIGHT:

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

C.

The risks pertaining to interest rate related instruments;
Foreign exchange risk (including gold positions) throughout the bank; and

The risks pertaining to investment in equities and commaodities.

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.

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.

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 intitutions specified under Directives no. 8 shall be exempted for
maitaining Investment Adjustment Reserve .

5.3 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.
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NET OPEN POSITION:

Net open position is the difference between the assets and the liability in a currency. In other words, it
is the uncovered volume of asset or liability which is exposed to the changes in the exchange rates of
currencies. For capital adequacy requirements the net open position includes both net spot positions
as well as net forward positions.

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

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

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

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 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.
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Board and senior management oversight

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

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

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

Sound capital assessment

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

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

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

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

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

Comprehensive assessment of risks

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

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

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

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

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

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

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

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

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

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

Market risk: The prescribed approach for the computation of capital charge for market
risk is very simple and thus may not be directly aligned with the magnitude of risk.
Likewise, the approach only incorporates risks arising out of adverse movements in
exchange rates while ignoring other forms of risks like interest rate risk and equity 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.
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6.3

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.

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.

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;

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

e Stress testing and analysis of assumptions and inputs.

SUPERVISORY REVIEW:

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

On-site examinations or inspections;

Off-site review;
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Discussions with bank management;

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

Periodic reporting.

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

a.

Review of adequacy of risk assessment

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

Assessment of capital adequacy

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

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

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

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

Assessment of the control environment

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

Supervisory review of compliance with minimum standards

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

Significance of risk transfer

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

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

Operational risk and Market Risk

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

Market Discipline

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

6.4 SUPERVISORY RESPONSE:

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

a.

Supervisory adjustments in risk weighted assets and capital

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

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

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

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

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

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

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.
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10.

11.

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

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

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

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

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

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

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

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

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

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

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

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

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

Corrective Actions for Non-Compliances

1.

The failure on part of the banks to meet the provisions of this framework shall be
considered as a violation of the NRB directives and shall attract stipulated actions. The
nature of the enforcement action largely depends on degree of the capital adequacy of the
bank. The trigger points and the prescribed action in case of non-compliance shall be as
per the provisions of Prompt Corrective Action Byelaw 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 banks that rely
on internal methodologies in assessing capital requirements.
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7.2

7.3

7.4

DISCLOSURE PRINCIPLES:

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

a. Materiality

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

b. Proprietary and confidential information

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

VALIDATION:

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

DISCLOSURE REQUIREMENTS:

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

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

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

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

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

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

o Summary of the terms, conditions and main features of all capital instruments,
especially in case of subordinated term debts including hybrid capital instruments.
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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
o NPA ratios
» Gross NPA to gross advances
» Net NPA to net advances
o Movement of Non Performing Assets
o Write off of Loans and Interest Suspense
o Movements in Loan Loss Provisions and Interest Suspense
o Details of additional Loan Loss Provisions

o 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 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.

O

O

O

Tier 1 capital and a breakdown of its components;
Tier 2 capital and a breakdown of its components;

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

Deductions from capital;

Total qualifying capital;

Capital adequacy ratio;

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

Total risk weighted exposure calculation table;

Amount of NPAs (both Gross and Net)

» Restructure/Reschedule Loan
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» Substandard Loan
» Doubtful Loan
» Loss Loan
o NPA ratios
» Gross NPA to gross advances
» Net NPA to net advances
o Movement of Non Performing Assets
o Write off of Loans and Interest Suspense
o Movements in Loan Loss Provisions and Interest Suspense
o Details of Additional Loan Loss Provisions

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 (Summary)

(Rs.n .....)
Particulars Current Period Previous Period
Common Equity Tier 1 Capital
Tier 1 Capital
Tier 2 Capital
Total Capital
Risk-Weighted Exposures
Regulatory Ratios Current Period Previous Period
Leverage Ratio
Common Equity Tier 1 to Risk Weighted Exposure Ratio
Tier 1 to Risk Weighted Exposure Ratio
Total Capital to Risk Weighted Exposure Ratio
FORM NO. 1A CAPITAL ADEQUACY TABLE
(Rs.In .....)

1. 1 Risk Weighted Exposures

Current Period | Previous Period

a Risk Weighted Exposure for Credit Risk
b Risk Weighted Exposure for Operational Risk
c Risk Weighted Exposure for Market Risk

Adjustments under Pillar 11

Add: 3% of the total RWE due to non compliance to Disclosure
Requirement (6.4 a 10)

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

Total Risk Weighted Exposures (After Bank's adjustments of Pillar I1)

1.2 CAPITAL Current Period | Previous Period
Tier 1 Capital (Core Capital) (CET1 +AT1) 0 0
Common Equity Tier 1 (CET 1) 0 0

Paid up Equity Share Capital

Equity Share Premium

Proposed Bonus Equity Shares

Statutory General Reserves

Retained Earnings

Un-audited current year cumulative profit/(Loss)

Capital Redemption Reserve

Capital Adjustment Reserve

Dividend Equalization Reserves

Other Free Reserve

Less: Goodwill

Less: Intangible Assets

Less: Deferred Tax Assets

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

Less: Reciprocal crossholdings

""U’“Q'OOJB_W'_'_'I(Q =h|D |Q|O|T|D

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

Less: Cash Flow Hedge

Less: Defined Benefit Pension Assets

Less: Other Deductions

u
Vv
w | Less: Un recognized Defined Benefit Pension Liabilities
X

Adjustments under Pillar Il
Less: Shortfall in Provision (6.4 a 1)

Restricted lending (6.4 a 2)

Less: Loans and Facilities extended to Related Parties and

Additional Tier 1 (AT1)

a Perpetual Non Cumulative Preference Share Capital

(=

Perpetual Debt Instruments

Stock Premium

o

Supplementary Capital (Tier I1)

Cumulative and/or Redeemable Preference Share

Subordinated Term Debt

Hybrid Capital Instruments

Stock Premium

General loan loss provision

Exchange Equalization Reserve

Investment Adjustment Reserve

Assets Revaluation Reserve

—|T|IKQ|—|o|a|lo ||

Other Reserves

Total Capital Fund (Tier | and Tier 1)

0

0

1.3 CAPITAL ADEQUACY RATIOS

Current Period

Previous Period

Common Equity Tier 1 Capital to Total Risk Weighted Exposures

(After Bank's adjustments of Pillar II)

Tier 1 Capital to Total Risk Weighted Exposures (After Bank's

adjustments of Pillar I1)

Tier 1 and Tier 2 Capital to Total Risk Weighted Exposures(After

Bank's adjustments of Pillar I1)

FORM NO. 2: RISK WEIGHTED EXPOSURE FOR CREDIT RISK

(Rs.In .....)
. _ . Risk
Book | Specific |Eligible Risk )
C Net Value ; Weighted
A. Balance Sheet Exposures Value | Provision | CRM Weight Exposures
a b c d=a-b-c e f=d*e
Cash Balance 0 0 0 0% 0
Balance With Nepal Rastra Bank 0 0 0 0% 0
Gold 0 0 0 0% 0
Investment in Nepalese ~ Government 0 0 0 0% 0
Securities
All Claims on Government of Nepal 0 0 0 0% 0
Investment in Nepal Rastra Bank securities 0 0 0 0% 0
All claims on Nepal Rastra Bank 0 0 0 0% 0
Claims on Foreign Government and Central 0
Bank (ECA 0-1) 0 0 S 0
Claims on Foreign Government and Central 0
Bank (ECA -2) 0 0 0 0 20% 0
Claims on Foreign Government and Central 0
Bank (ECA -3) 0 0 0 0 50% 0
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Claims on Foreign Government and Central

Bank (ECA-4-6) 0 0 0 0 100% 0

Claims on Foreign Government and Central

Bank (ECA -7) 0 0 0 0 150% 0

Claims On BIS, IMF, ECB, EC and on

Multilateral Development Banks (MDB's) 0 0 0 0% 0

recognized by the framework

CB:Larm]llr(r;s on Other Multilateral Development 0 0 0 0 100% 0

Claims on Public Sector Entity (ECA 0-1) 0 0 0 0 20% 0

Claims on Public Sector Entity (ECA 2) 0 0 0 0 50% 0

Claims on Public Sector Entity (ECA 3-6) 0 0 0 0 100% 0

Claims on Public Sector Entity (ECA 7) 0 0 0 0 150% 0

Claims on dor_nestlc banks that meet capital 0 0 0 0 20% 0

adequacy requirements

Cla!ms on domestic panks that do not meet 0 0 0 0 100% 0

capital adequacy requirements

Claims on foreign bank (ECA Rating 0-1) 0 0 0 0 20% 0

Claims on foreign bank (ECA Rating 2) 0 0 0 0 50% 0

Claims on foreign bank (ECA Rating 3-6) 0 0 0 0 100% 0

Claims on foreign bank (ECA Rating 7) 0 0 0 0 150% 0

Claims on foreign bank incorporated in

SAARC region operating with a buffer of | 0 0 0 0 20% 0

1% above their respective regulatory capital

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

Clal_ms fulfilling aII_crlterlon of regulatory 0 0 0 0 100% 0

retail except granularity

Claims secured by residential properties 0 0 0 0 60% 0

Claims_ not fully secured by residential 0 0 0 0 150% 0

properties

Claims secured by residential properties 0 0 0 0 100% 0

(Overdue)

Claims secured by Commercial real estate 0 0 0 0 100% 0

Pas:t due_ claims (gxcept for claim secured by 0 0 0 0 150% 0

residential properties)

High Risk claims 0 0 0 0 150% 0

Investments in equity and other capital

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

exchange

Investments in equity and other capital

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

stock exchange

Staff loan secured by residential property 0 0 0 0 60% 0

Intere_sf[ Receivable/claim on government 0 0 0 0 0% 0

securities

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

process of collection

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

Risk

Specific |Eligible Risk .
B. Off Balance Sheet Exposures \I?;)I(L l; Provision | CRM Net Value Weight I\E/Y< EgsTfeds
a b C d=a-b-c e f=d*e
Revocable Commitments 0 0 0 0% 0
Bills Under Collection 0 0 0 0% 0
Forward Exchange Contract Liabilities 0 0 0 0 10% 0
LC Commitments With Original Maturity
Upto 6 months 0 0 0 0 20% 0
domestic counterparty
foreign counterparty (ECA Rating 0-1) 0 0 0 0 20% 0
foreign counterparty (ECA Rating 2) 0 0 0 0 50% 0
foreign counterparty (ECA Rating 3-6) 0 0 0 0 100% 0
foreign counterparty (ECA Rating 7) 0 0 0 0 150% 0
LC Commitments With Original Maturity
Over 6 months 0 0 0 0 50% 0
domestic counterparty
foreign counterparty (ECA Rating 0-1) 0 0 0 0 20% 0
foreign counterparty (ECA Rating 2) 0 0 0 0 50% 0
foreign counterparty (ECA Rating 3-6) 0 0 0 0 100% 0
foreign counterparty (ECA Rating 7) 0 0 0 0 150% 0
Bid Bond, Performance Bond and Counter
guarantee 0 0 0 0 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
Lendl_ng of Bank's Securities or Posting of 0 0 0 0 100% 0
Securities as collateral
Repurchase Agreements, Assets sale with 0 0 0 0 100% 0
recourse
Advance Payment Guarantee 0 0 0 0 100% 0
Financial Guarantee 0 0 0 0 100% 0
Acceptances and Endorsements 0 0 0 0 100% 0
Unpal_d' portion of Partly paid shares and 0 0 0 0 100% 0
Securities
Irrevocable Credit commitments (short term) 0 0 0 0 20% 0
Irrevocable Credit commitments (long term) 0 0 0 0 50% 0
Claims on foreign bank incorporated in
SAARC region operating with a buffer_ of 0 0 0 0 20% 0
1% above their respective regulatory capital
requirement
Other Contingent Liabilities 0 0 0 0 100% 0
Unpaid Guarantee Claims 0 0 0 0 200% 0
TOTAL 0 0 0 0 0
Total RWE for credit Risk Before
Adjustment (A) +(B) 0 0 0 0 0
Adjustments under Pillar Il
Add: 10% of the loan and facilities in excess 0
of Single Obligor Limits(6.4 a 3)
Add: 1% of the contract(sale) value in case
of the sale of credit with recourse (6.4 a
4)
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Total RWE for credit Risk (After Bank's

adjustments of Pillar I1)

FORM NO.3 ELIGIBLE CREDIT RISK MITIGANTS

Credit exposures

Deposits
with Bank

Deposits
with
other

banks/FI

Gold

Govt.
&
NRB
Securit
ies

G'tee
of
Govt.
of
Nepal

Sec/
G'tee of
Other
Soverei
gns

G'tee of
domest
ic
banks

G'tee
of
MD
Bs

Sec/
G'tee of
Foreign

Banks

Total

(a)

(b)

(©)

(d)

(€)

()

(9)

(h)

(i)

Balance Sheet Exposures

Claims on Foreign government and
Central Bank (ECA -2)

Claims on Foreign government and
Central Bank (ECA -3)

Claims on Foreign government and
Central Bank (ECA-4-6)

Claims on Foreign government and
Central Bank (ECA -7)

Claims on Other Multilateral Development
Banks

Claims on 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)

oO|0o|0|O|o

Claims on domestic banks that meet
capital adequacy requirements

o

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)

o|o|o|o|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

OoO|0|0O|O|Oo|Oo|Oo

Claims secured by residential properties

o

Claims not fully secured by residential
properties

Claims secured by residential properties
(Overdue)

Claims secured by Commercial real estate

o

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

High Risk claims

o

Investments in equity and other capital
instruments of institutions listed in the
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Credit exposures

Deposits
with Bank

Deposits
with
other

banks/FI

Gold

Govt.
&
NRB
Securit
ies

G'tee

Gowt.
of
Nepal

Sec/
G'tee of
Other
Soverei
gns

G'tee of
domest
ic
banks

G'tee
of
MD
Bs

Sec/
G'tee of
Foreign

Banks

Total

(a)

(b)

(©)

(d)

(€)

()

(9)

(h)

(i)

stock exchange

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

Other Assets (as per attachment)

Total

Off Balance Sheet Exposures

Forward Exchange Contract Liabilities

LC Commitments With Original Maturity
Upto 6 months
domestic counterparty

foreign counterparty (ECA Rating 0-
1)

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

oO|0|0|Oo

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

(ellelle]ie] )

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

oO|Oo|0|0|O|o

Repurchase Agreements, Assets sale with
recourse

o

Advance Payment Guarantee

Financial Guarantee

Acceptances and Endorsements

Unpaid portion of Partly paid shares and
Securities

[ellelle]le]

Irrevocable Credit commitments (Short
Term)

Irrevocable Credit commitments (Long
Term)

Other Contingent Liabilities

Total

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

(Rs.In ..............

)

S.N

Counterparty

Categor
y

Facility

Outstandin
g

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

o

Miscellaneous Expenditure not written off

Fixed Assets

Interest Receivable on Other Investment

Interest Receivable on Loan

Non Banking Assets

Reconciliation Account

O INOCTBAWIN|F-

Draft Paid Without Notice

9 Sundry Debtors

10 Advance payment and Deposits

11 Staff Loan and Advance

12 Stationery

13 Other

TOTAL 0

0

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

FORM NO. 6: RISK WEIGHTED EXPOSURE FOR OPERATIONAL RISK

Particulars

Net Interest Income

Commission and Discount Income

Other Operating Income

Exchange Fluctuation Income

Addition/Deduction in Interest Suspense during the period

Gross income (a)

Alfa (b)

15%

15%

15%

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

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

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

(€)

Equivalent Risk Weight Exposure [f=(dxe)]

PILLAR-1I ADJUSTMENTS

If Gross Income for all the last three years is negative(6.4 a 8)
Total Credit and Investment (net of Specific Provision)

Capital Requirement for operational risk (5%)

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

Equivalent Risk Weight Exposure [g]

Equivalent Risk Weight Exposure [h=f or g)

10

10
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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

1%




FORM NO.: 9 Leverage Ratio

(Rs.In .....

Particulars

Amount

EXxposure Measure

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

2. Repurchase agreements and securities finance

3. Derivatives

4. Off balance sheet exposure

Capital Measure

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

2. Additional Tier 1 Capital

%

C

Leverage Ratio

Note (if any):

Y




Fg= 4. 1%

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 |
introduced two key concepts. First, it defined what banks could hold as capital, as well as designating capital as
Tier 1 or Tier 2 according to its loss-absorbing or creditor-protecting characteristics. The second key concept
introduced in Basel | was that capital should be held by banks in relation to the risks that they face. The major
risks faced by banks relate to the assets held on balance sheet. Thus, Basel I calculated banks’ minimum capital
requirements as a percentage of assets, which are adjusted in accordance 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 I, on June 26, 2004. This framework was updated in November 2005
and a comprehensive version of the framework was issued in June 2006. Basel 11 builds significantly on Basel |
by increasing the sensitivity of capital to key bank risks. In addition, Basel Il recognizes that banks can face a
multitude of risks, ranging from the traditional risks associated with financial intermediation to the day-to-day
risks of operating a business as well as the risks associated with the ups and downs of the local and international
economies. As a result, the new framework more explicitly associates capital requirements with the particular
categories of major risks that banks face.

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

The Basel Committees on Banking Supervision's (BCBS) recommendations on capital accord are important
guiding framework for the regulatory capital requirement to the banking industry all over the world and Nepal
is no exception. Realizing the significance of capital for ensuring the safety 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 Il framework in
Nepal. Reminiscent of the International convergence of capital measurements and capital standards, this
framework also builds around three mutually reinforcing pillars, viz. minimum capital requirements,
supervisory review process and disclosure requirements.

13

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

the central bank governors of the Group of Ten countries in 1975. It consists of senior representatives of bank supervisory
authorities and central banks from Belgium, Canada, France, Germany, Italy, Japan, Luxembourg, the Netherlands, Spain,
Sweden, Switzerland, the United Kingdom, and the United States. It usually meets at the Bank for International Settlements in
Basel, Switzerland where its permanent Secretariat is located.
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1.3
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1.6

1.7

1.8

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,

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

(v)  is commensurate with the risk associated activities and profile of the commercial bank.

(vi) 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:
(v)  Implementation of Basel Core Principles for effective Banking Supervision

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

(vii) Formulation and adoption of comprehensive risk management policy

(viii) 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 "B" class national level 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 "B" class national level 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
Il under Pillar 1, provides three distinct approaches for computing capital requirements for credit risk and three
other approaches for computing capital requirements for operational risk. These approaches for credit and
operational risks are based on increasing risk sensitivity and allow 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 Paosition Approach for measurement of Operational Risk and Market Risk respectively.

EFFECTIVE DATE:

All financial institutions within the scope of this framework should adopt the prescribed approaches after Mid
July 20186, i.e., from Fiscal Year 2073/074.

PARALLEL RUN:

In order to ensure a smooth transition to new approach prescribed by this framework, a parallel run was
arranged for all "B" class national level financial institutions after Mid-July 2010, i.e., from fiscal year 2067/68
along with the existing framework. 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
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1.9

2.2

2.3

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:

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.

b. 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:

a. Paid up Equity Capital.

b. 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.

h Capital Redemption Reserves created in lieu of redeemable instruments.

i Capital Adjustment reserves created in respect of increasing the capital base of the bank.

J Dividend Equalization Reserves.

k. Any other type of reserves notified by NRB from time to time for inclusion in Tier 1 capital
ELEMENTS OF TIER 2 CAPITAL:

Q = ® o o

a. Cumulative and/or redeemable preference shares with maturity of five years and above.
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h.

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

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

General loan loss provision limited to a maximum of 1.25% of total Risk Weighted Exposures. General
loan loss provision refers to the provisions created in respect of Performing Loans only and it does not
include provisions of rescheduled/restructured and classified loans. The additional loan loss provisions
created in respect of Personal Guarantee loans, third party collateral loan and loans in excess of Single
Obligor Limits are specific provisions and hence cannot be included under this category. Such provisions
however can be deducted from the gross exposures while calculating risk weighted exposures for credit
risk.

However, provisions created in excess of the regulatory requirements or provisions 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 1l capital subject to a maximum of 1.25% of total risk
weighted exposures.

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

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

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.

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

2.4 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.

m.

n.

~a7DToO

S.
t.

Book value of goodwill.
Deferred Tax Assets

Miscellaneous expenditure to the extent not written off. e.g. VRS expense, preliminary expense, share
issue expense, deferred revenue expenditure, etc. However, software expenditure or software
development expenditure, research and development expenditure, patents, copyrights, trademarks and
lease hold developments booked as deferred revenue expenditure are subject to 100% risk weight and
may not be deducted from Tier 1 capital.

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.

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

Reciprocal crossholdings of bank capital artificially designed to inflate the capital position of the bank.
Any other items as stipulated by Nepal Rastra Bank, from time to time.

2.5 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

14

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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2.6

3.2

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 11, there are two approaches for credit risk measurement: the standardized approach
and the internal ratings based (IRB) approach. Due to various inherent constraints of the Nepalese banking
system, the standardized approach in its simplified form, Simplified Standardized Approach (SSA), has been
prescribed in the initial phase.

SIMPLIFIED STANDARDIZED APPROACH (SSA):

In comparison to Basel I, SSA aligns regulatory capital requirements more closely with the key elements of
banking risk by introducing a wider differentiation of risk weights and a wider recognition of credit risk
mitigation techniques. The advantage of implementing this approach is twofold. This approach allows
transitional advantage for countries like us by avoiding excessive complexities associated with the advanced
approaches of Basel Il while at the same time it will produce capital ratios more in line with the actual
economic risks that 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-11 framework, the credit risk for the regulatory capital purpose
shall be computed by segregating the exposure in the following 11 categories.

)} Claims on government & central bank
m)  Claims on other official entities

15 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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3.3

n)
0)
p)
q)
r
s)
t)
u)

v)

Claims on banks

Claims on corporate & securities firms
Claims on regulatory retail portfolio
Claims secured by residential properties
Claims secured by commercial real state
Past due claims

High risk claims

Other assets

Off balance sheet items

RISK MEASUREMENT AND RISK WEIGHTS:

a.

Claims on government & central bank

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

4. 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%

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.

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

e World Bank Group, comprised of the International Bank for Reconstruction and Development
(IBRD) and the International Finance Corporation (IFC),

Asian Development Bank (ADB),

African Development Bank (AfDB),

European Bank for Reconstruction and Development (EBRD),

Inter-American Development Bank (IADB),

European Investment Bank (EIB),

European Investment Fund (EIF),

Nordic Investment Bank (NIB),

Caribean Development Bank (CDB),

Islamic Development Bank (IDB), and

Council of Europe Development Bank (CEDB).

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

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%

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.

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
Risk weights 20% 50%

3t06 7
100% 150%

16

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

d. 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 3to6 7
Risk weights 20% 50% 100% 150%

e. Claims on regulatory retail portfolio

1. Claims’ that qualify all criteria listed below may be considered as regulatory retail portfolio and
risk weighed at 75%, except for past due loans. Such claims however, have to be in strict
compliance with the Product paper developed by the bank and approved by their respective board
of directors
e Orientation criteria :- exposure is to an individual person or persons or to a small business.
Bank should obtain written declaration from the borrower to the effect that their indebtedness
is within the threshold across all banks and FlIs..

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 counterparty®® cannot
exceed an absolute threshold of Rs.10 million (Nepalese Rupees Ten Million only)

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

f. 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
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Lending against securities (such as equities and bonds) whether listed or not, are specifically excluded from this category.
Likewise credit card receivables are excluded from this category. However, lending against personal guarantee and fully
backed by guaranteed cash flow such as pension etc. that has negligible risk of failure can be included in this category.
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 .

Counterparty refers to one or a group of borrowers defined by the NRB directives as a single obligor.
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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%0, net of specific provisions.

g. 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.

h. 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.

i. High risk claims

1. 150% risk weight shall be applied for venture capital and private equity investments.

2. 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%.

3. Investments in the equity and other capital instruments of institutions, which are not listed in the
stock exchange and have not been deducted from Tier 1 capital, shall be risk weighed at 150% net
of provisions.

4, 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. Investments in mutual fund shall also be risk weighted at 100%.

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

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 Staff loan given as per Employee By-laws and secured by residential property, that is or will
be occupied by the staff or that is rented, will be risk-weighed at 60%. However, banks should
ensure the existence of adequate margin of security over the amount of loan based on strict
valuation rules.

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
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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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Any commitments those are unconditionally cancelable at any time by the bank without prior notice, or | 0%
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 and | 20%
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 e.g. overdraft, cash credit,
working capital loan etc. except for trade finance exposures.

Short term irrevocable Credit Commitments 20%
Any un-drawn portion of committed credit lines sanctioned for a period of upto 1 year. This shall include
all unutilized limits in respect of revolving working capital loans e.g. overdraft, cash credit, working
capital loan etc. except for trade finance exposures.

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

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

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

3.4 CREDIT RISK MITIGATION:

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

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

22 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.
2 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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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.

b.

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.

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

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

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

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

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

On the qualifying default or non-payment of the counter party, the bank may in a timely manner
pursue the guarantor for any monies outstanding under the documentation governing the
transaction. The guarantor may make one lump sum payment of all monies under such
documentation to the bank, or the guarantor may 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:
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10.  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.

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

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

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

16.  Securities/Financial guarantee/Counter guarantee issued by sovereigns.

17.  Securities/Financial guarantee/Counter guarantee issued by MDBs in the list specified in 3.3 b (3
& 4)

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

C. Methodology for using CRM

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

Step 2:  Assess the value of the exposure and the eligible collateral. The value of the eligible collateral is
the lower of the face value of the instrument or the outstanding amount of exposure

Step 3: Adjust the value of the eligible collateral in respect of the supervisory haircut in terms of
currency mismatch and other eligibility requirements.

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

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

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

The sum total of net amount of eligible CRM as per “Form No.4 Exhibit of claims with eligible credit
risk mitigants” shall be consistent with the “Form No.3 Eligible Credit Risk Mitigants” prescribed in this
framework.

OPERATIONAL RISK
GENERAL:

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

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

BASIC INDICATOR APPROACH:

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

The capital charge for operational risk may be expressed as follows:

Keia = [2(Gl1n X a)l/N

where:
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Kgia = capital charge under the Basic Indicator Approach

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

N = number of the previous three years for which gross income is positive
o = 15 percent.

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

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

Similarly, in case of new banks 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.

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;
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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 intitutions specified under Directives no. 8 shall be exempted for maitaining
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:

a. Calculate the net open position in each of the foreign currencies.

b. Convert the net open positions in each currency to NPR as per prevalent exchange rates.

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

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

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



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

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

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

Comprehensive assessment of risks

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

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

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

2. Credit concentration risk: Risk concentrations are arguably the single most important cause of
major problems in banks. A risk concentration is any single exposure or group of exposures with
the potential to produce losses large enough (relative to a bank’s 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
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this framework. The framework should cover the bank’s appetite and tolerance for operational
risk, as specified through the policies for managing this risk, including the extent and manner in
which operational risk is transferred outside the bank. It should also include policies outlining the
bank’s approach to identifying, assessing, monitoring and controlling/mitigating the risk.

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;

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

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

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;

o ldentification 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.

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

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

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

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

a. Review of adequacy of risk assessment

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

b. Assessment of capital adequacy

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

e Target levels of capital chosen are comprehensive and relevant to the current operating environment;
e These levels are properly monitored and reviewed by senior management; and

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

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

C. Assessment of the control environment

NRB shall consider the quality of the bank’s management information reporting and systems, the manner
in which business risks and activities are aggregated, and management’s record in responding to
emerging or changing risks. In all instances, the capital level at an individual bank should be determined
according to the bank’s risk profile and adequacy of its risk 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
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6.4

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

Operational risk and Market Risk

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

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 of
immediate previous financial year 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.
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7.2

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

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

New banks who have not completed 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.

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.
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7.3

7.4

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

O O O O

Tier 1 capital and a breakdown of its components;
Tier 2 capital and a breakdown of its components;

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

Deductions from capital;

Total qualifying capital,

Capital adequacy ratio;

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

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

2. Risk exposures

o O O O

O O O O O

Risk weighted exposures for Credit Risk, Market Risk and Operational Risk;
Risk Weighted Exposures under each of 11 categories of Credit Risk;
Total risk weighted exposure calculation table;

Amount of NPAs (both Gross and Net)

» Restructure/Reschedule Loan

» Substandard Loan

» Doubtful Loan

» Loss Loan

NPA ratios

» Gross NPA to gross advances

» Net NPA to net advances

Movement of Non Performing Assets

Write off of Loans and Interest Suspense

Movements in Loan Loss Provisions and Interest Suspense

Details of additional Loan Loss Provisions

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

3. 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

(U]



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

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

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

o Tier 1 capital and a breakdown of its components;
o Tier 2 capital and a breakdown of its components;

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

Deductions from capital;

Total qualifying capital;

Capital adequacy ratio;

Risk weighted exposures for Credit Risk, Market Risk and Operational Risk;
Risk Weighted Exposures under each of 11 categories of Credit Risk;
Total risk weighted exposure calculation table;

Amount of NPAs (both Gross and Net)

» Restructure/Reschedule Loan

» Substandard Loan

» Doubtful Loan

» Loss Loan

o NPA ratios

» Gross NPA to gross advances

» Net NPA to net advances

Movement of Non Performing Assets

Write off of Loans and Interest Suspense

Movements in Loan Loss Provisions and Interest Suspense

Details of Additional Loan Loss Provisions

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

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

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

Disclosure requirements under this framework should also be published in the respective websites of the
banks. Such disclosures of the banks should also be updated to reflect the capital adequacy position of
the banks after the supervisory adjustments under the review process. Banks that do not host a website
yet are required to make the necessary arrangements to host a website immediately.

O O O O O O O

O O O O O

Banks are required to report to NRB their capital adequacy computations, according to the format as
specified in Annexure of this framework on a monthly basis within one month after the end of the month
or as required by NRB from time to time. All such returns has to be validated by the internal auditor of
the bank. If the monthly internal audit 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
(Rs.In .....)

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

Adjustments under Pillar 11

Add: 3% of the total RWE due to non compliance to Disclosure
Requirement (6.4 a 10)

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

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

1.2 CAPITAL Current Period Previous Period

Core Capital (Tier 1)

Paid up Equity Share Capital

Irredeemable Non-cumulative preference shares

Share Premium

Proposed Bonus Equity Shares

Statutory General Reserves

Retained Earnings

Un-audited current year cumulative profit/(Loss)

Capital Redemption Reserve

Capital Adjustment Reserve

Dividend Equalization Reserves

Other Free Reserve

Less: Goodwill

Less: Deferred Tax Assets

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

Less: Reciprocal crossholdings

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

<l " lkelolsIsI— T mle | e |e|o o)

Less: Other Deductions

Adjustments under Pillar 11
Less: Shortfall in Provision (6.4 a 1)

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

Supplementary Capital (Tier 1) 0 0

a Cumulative and/or Redeemable Preference Share

b Subordinated Term Debt

c Hybrid Capital Instruments

d General Loan Loss Provision

e Exchange Equalization Reserve

f Investment Adjustment Reserve

g Assets Revaluation Reserve

h Other Reserves

Total Capital Fund (Tier | and Tier I1) 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 I1)

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

(Rs.In .....)
Book | Specific |Eligibl | Net | Risk Wg;fte g
A. Balance Sheet Exposures Value | Provision [eCRM | Value |Weight Exposures
a b c d=a-b-c e f=d*e

Cash Balance 0 0 0 0% 0
Balance With Nepal Rastra Bank 0 0 0 0% 0
Gold 0 0 0| 0% 0
Investment in Nepalese Government Securities 0 0 0 0% 0
All Claims on Government of Nepal 0 0 0 0% 0
Investment in Nepal Rastra Bank securities 0 0 0 0% 0
All claims on Nepal Rastra Bank 0 0 0 0% 0
Claims on Foreign Government and Central Bank (ECA 0-1) 0 0 0 0% 0
Claims on Foreign Government and Central Bank (ECA -2) 0 0 0 0 20% 0
Claims on Foreign Government and Central Bank (ECA -3) 0 0 0 0 50% 0
Claims on Foreign Government and Central Bank (ECA-4-6) 0 0 0 0| 100% 0
Claims on Foreign Government and Central Bank (ECA -7) 0 0 0 0| 150% 0
Claims On BIS, IMF, ECB, EC_: and on Multilateral 0 0 0 0% 0
Development Banks (MDB's) recognized by the 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
il(;llijrir::mgrr:tsdomestic banks that meet capital adequacy 0 0 0 0 20% 0
Sal(:‘:l?::nggn?somesm banks that do not meet capital adequacy 0 0 0 ol 100% 0
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 respective 0 0 0 0 20% 0
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
ng:r:TIZri?;/m”mg all criterion of regulatory retail except 0 0 0 ol 100% 0
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
E?SE e(ritl::s)clalms (except for claim secured by residential 0 0 0 ol 150% 0
High Risk claims 0 0 0 0| 150% 0
e . o| o o am :
e oo ] MM of | o o] o wmm :
Staff loan secured by residential property 0 0 60% 0
Interest Receivable/claim on government securities 0 0 0% 0
((:;;SI:cltri] otr:ansn and other cash items in the process of 0 0 0 0 20% 0
Other Assets (as per attachment) 0 0| 100% 0

TOTAL 0 0 0 0 0
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Gross

Risk

Specific  |Eligible Net Risk .
B. Off Balance Sheet Exposures \Elsgﬁjz PrF())vision CI%M Value |Weight I\E/XE)IC?STI?SS
a b c d=a-b-c e f=d*e
Revocable Commitments 0 0 0 0% 0
Bills Under Collection 0 0 0 0% 0
Forward Exchange Contract Liabilities 0 0 0 0| 10% 0
LC Commitments With Original Maturity Upto 6
months 0 0 0 0| 20% 0
Domestic counterparty
Foreign counterparty (ECA Rating 0-1) 0 0 0 0| 20% 0
Foreign counterparty (ECA Rating 2) 0 0 0 0| 50% 0
Foreign counterparty (ECA Rating 3-6) 0 0 0 0 | 100% 0
Foreign counterparty (ECA Rating 7) 0 0 0 0| 150% 0
LC Commitments With Original Maturity Over 6
months 0 0 0 0| 50% 0
Domestic counterparty
Foreign counterparty (ECA Rating 0-1) 0 0 0 0| 20% 0
Foreign counterparty (ECA Rating 2) 0 0 0 0| 50% 0
Foreign counterparty (ECA Rating 3-6) 0 0 0 0| 100% 0
Foreign counterparty (ECA Rating 7) 0 0 0 0| 150% 0
Bid Bond, Performance Bond and Counter guarantee
- 0 0 0 0| 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
Ia_seggilnagze(r); Bank's Securities or Posting of Securities 0 0 0 o | 100% 0
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
adjustments of Pillar 11)
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FORM NO.3 ELIGIBLE CREDIT RISK MITIGANTS

Credit exposures

Deposits
with
Bank

Deposits
with
other

banks/FI

Gold

Govt.&
NRB
Securiti
es

G'tee
of
Gowt.
of
Nepal

Sec/G'tee
of Other
Sovereign
S

G'tee of
domestic
banks

G'tee
of
MDBs

Sec/G'tee
of
Foreign
Banks

Total

@

(b)

©

(d)

©)

®

@)

(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)

o|o|o|o|o

Claims on domestic banks that meet capital
adequacy requirements

o

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)

o|o|o|o|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|Oo|o|o|o|o|o

Claims secured by residential properties

o

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)

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)

o

Foreign counterparty (ECA Rating 3-6)

&R




Credit exposures

Deposits
with
Bank

Deposits
with
other

banks/FI

Gold

Govt.&
NRB
Securiti
es

G'tee
of
Gowt.
of
Nepal

Sec/G'tee
of Other
Sovereign
S

G'tee of
domestic
banks

G'tee
of
MDBs

Sec/G'tee
of
Foreign
Banks

Total

@

(b)

©

(d)

©)

®

@)

(h)

)

Foreign counterparty (ECA Rating 7)

LC Commitments With Original Maturity
Over 6 months
Domestic counterparty

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

o|o|o|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|o|o|o|o|o

Repurchase Agreements, Assets sale with
recourse

o

Advance Payment Guarantee

Financial Guarantee

Acceptances and Endorsements

Unpaid portion of Partly paid shares and
Securities

o|o|o|o

Irrevocable Credit commitments (Short
Term)

Irrevocable Credit commitments (Long
Term)

Other Contingent Liabilities

Total

Grand Total

£




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 Net Balance
Provision
1 Cash and Cash Items in Transit 0
2 Miscellaneous Expenditure not written off 0
3 Fixed Assets 0
4 Interest Receivable on Other Investment 0
5 Interest Receivable on Loan 0
6 Non Banking Assets 0
7 Reconciliation Account 0
8 Draft Paid Without Notice 0
9 Sundry Debtors 0
10 Advance payment and Deposits 0
11 Staff Loan and Advance 0
12 Stationery 0
13 Other 0
TOTAL 0 0 0

Particulars

Net Interest Income

Commission and Discount Income

Other Operating Income

Exchange Fluctuation Income

Addition/Deduction in Interest Suspense during the period

Gross income (a)

Alfa (b)

15%

15%

15%

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

Capital Requirement for Operational Risk (d) (average of ¢)

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

Equivalent Risk Weight Exposure [f=(dxe)]

PILLAR-11 ADJUSTMENTS

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

Total Credit and Investment (net of Specific Provision)

Capital Requirement for Operational Risk (5%)

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

Equivalent Risk Weight Exposure [g]

Equivalent Risk Weight Exposure [h=f or g)

10

10

[~




FORM NO.7 RISK WEIGHTED EXPOSURE FOR MARKET RISK

S.No. Currency Open Position (FCY) Open Position (NPR)

Relevant Open Position

INR

usD

GBP

EURO

THB

CHF

(N ||~ W DN

9 | ...

Total Open Position (a)

Fixed Percentage (b) 5%
Capital Charge for Market Risk [c=(axb)]
Risk Weight (reciprocal of capital requirement of 10%b) 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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AT GEHPT FATH EHHT GEETT SF AT fad FEA F A T e
THTALT TH T, |

(@) AT FRATHT ATHHT TPl T Sfby TRl [Ael® 99 @d= HeATsAHarard
AP HATFA RIS T, |

@@ fadr @Rew/R ey g fadm TEEEET SeSauTT R aREeil ¥ T
a7 T Sk qan faxira "earen fed "werwr g W fawr T wN g |

(@) FE TR ey @l @er T8 e fqerd g TEder qRET ardd aiEus TR
JEqfeenrs o o o, wifres soer A foe qrge 3 )

(@) T GHPR T AR GEafddrs TJaEeE (Gl (@l T 998 | Seeiaqeara ST
AT TS ATFIAF TTHT AT BT FTANTHT AT FoeATelsh ATATaTe Sehd TIE T
ST THA AR TRIST I, |

(@) TR Sy TrataeRr T S/ faxi TRATSl W TYRT FEr fdn qReAnr e (R Sfepy
T T TN ¥ FEAed [T R TEeT AT ATATGRT ARt qREAT e TeTg
A7 fordT/TREToT RRAT T A A7 (STl ST =TT AT B

9R.  Credit Sale /Purchase/Re-purchase @&T Takeover ¥+l Sqa<T

1.

NN

TG bl ATbepT TP TAT TTTHT S TAT (T FRATEES TG Sebebl TF TR ATTS

¥ FT U S qur faxia TRuTeweate & fEfawer wmw, w9 anfs @fw W fam,

Discount %I fa @41 Credit Sale/Purchase/Re-purchase ¥ Takeover (CS,CP,RP & TO) T+

ST & |

TG FF ATl I TAT TUHT S AT faig Fearesd CS, CP, RP & TO &l

TETAHT 9T AraoTehl ATTTHT TET T T B |

(%) o /fadi T=aTr CS, CP, RP & TO I foe AforehT a=amar q¥e o9 ool dATepepl
\:$ ~ NN @ = |

(@) CSCP,RP & TO T fami/fam wwameamy S /faxita Feamel oo ol SiiqaT T
AT T g, | AT I BRIAR T I8 G |

(M) e e Afeqw AieA™T CS, CP, RP & TO T¥IwT HTd I 9TEd & |

(&) &Sl @RE (Credit Purchase) &1 &1 %S YTEhale AAAIIR TH T AfTFR @R
Tl [ 9@ | |7 Fdepl AT Feiedd ATecherl Fedfq God fad a7, |
() HA @RE T e G @Rg TRHT Feiarg AT fedreaAr gEateaa ofidewer

FAl AT IT-9f AT F@I3T T I, |

R



(AT)  FATeRr 9T ¥ a=arel faeqa faare fawr wry &1 @it T 9vg |

(@ #ol @ikg T e qur e gearer gwEtad wolier et faueer fufa,
Forepl foplaqd, Rl oTaedT, faRTdel & FRIERE] qqLAT, STHTAARATER
gfaaa, we afreeurer feafq snfs faarvres fafaa soar faq o |

(@) H @RE T gk qgr (aET G B aUROTR] [FEA HqT qgT el
AT ST FTHISTHE! FoAl AR ATEIT FEAH T TS |

(I) HAT GXg TR (AQT TXAT FoAl AT &bl AT AXATATS RIS AT/ THTH
IR F(HA g AR Gorl FESTAES AFtedd Foll BISAHT AATEIER T TS, |

(@) HoI ATAT AT G¥E GFET FaL] EHT S qaT fadig GLAgse A Holl
give T faqied Fa g |

() CS, CP, RP & TO FRIARH! ALATH [qa0T AeqaTter daig FHT TUH (AT 94
feeforT o9 Sepept FFafeaa qUicaeror fasmraT 928 e |

o qur fadig gwareser @yl @ @ivd/faT (Purchase and Sale) &l @¥epartaa
GREHAT TRATT FAT ISTST AGHAT AT Foll IH: ATh @G T (Credit Repurchase) oTel
LR AAXATHT fohvepcl FIATl d=ar &l Repurchase T®=wier Contingent Liability T
TAHT AT (AT [qaRores Feaiad afded ¥ @l dFaedl (ol Jg=idT s@rsqad <
J&IT Contingent Liability g TSI ITUMET T FATSTHHT AT §00 FFAeTd AT SEH AR
EEHERI R

F SF qIT fai FRATETAH AR b FRIAR AT [GUHT ATIEN AT AT b a1 faina
T AT (8T FHIAT AHA IUX G Ahebl AGLITH] F&AT HIIAT a1 [aTaepl Fiar
TAT AT AqA SR T FATAR! AT ATEN a1 (8 fam gwafead o a1 faxirar e
JATE THT FAT GRE T g AT 6T a1 e e S% a1 faxia gwarer awtead
UTEhH! TEATTHT TE el qd THI (oTg IeTTHT IBRAT ATFA TR Foll GRE T G
=

(@) HA @RE TN A AGA IU T ATl A(AT JAT AT THHP! qleaR 9l FHH A
TR oAl GRS T IS, |

(@) FHS GRE AT T FHSA (Gl T9 FIT G ATIAT GHHRIRHET AATIITHT FSAT @i
e feshT 19 I |

@) T @RE TET ARTE SR T T E e w @ig T argd S |

93. Toaciig S SERAT Fe 6T a9 MY @R T A6 9T e

I TTYAT qZ FoaATATH] LT b qIT (a0 FEATETd FART T i ST (Financial
Guarantee) T TUTRHT F Ui e Jar fa<i dxamess we/afaar foq qor Hew e T
IS & |

¥, W& e JAT bl FRIAR TH G

1.

TACTAYAYT b a7 fadia geamesel a6 qor fadm 9eaqr qea=dy U9, R0%3 ded 9
T BT THINTH Fod IRATAT AT ol BRIAR TRIEH AATEHT [HEd ITeT qdr
ATl FRIAR T a2 S |

Sep T faxirar = qEewdT UA, R0%3 deF q7 YAfAd FAT THITH T=d TRATAT q9T
FATeh] BRIAR TRREHT ALAESA TT SAbald FATTqIAIT oep qor faxirar gwamar fAém
et T fagrg Aager fadrar w1 a9 STieh SUEET @ B SHFET a1 T | 9y, J9<
frgrg faesr fadmr #wr fdar 9@ S /i geamr g @ & 9er dw/faim
TRATIATE AT AT ol JaTH T T, | AT (8T e T8l Fer ags o o /fasir
FEEe I ATH JaATled Helil shHT TThiAl Afd (Maturity Date) Te=Td Tare T
el JaTE T qTg S |

3



i

1%

TTSIAUAIT ok qoT faia Feurer 989 e (Deposit Receipt) &0 frdmaT @il are et
#fpd =TT (Coupon Rate) =T ®H FATEY AgH I TRl ol Al [AITBIR
aRkfafg @R FA/AYE IUA TRISH TS | AT, AITA GRRRA ST TR
O/ GREATIART RIATHT Bl JalTe Tl fectfad Haem an g & |

TSI S qar faxior GRamEed ® 9 R, ®H, ®FWI T q Fled q™
TRAETATE F UM YebRebl 8T TR &l I Heraar fagw sfea =amera® (Coupon
Rate) dT&F 7T H I TPRePl esb/FHAT a1 J&d o+ ofidpare o qar fa<ima
TATATE AAAR G el GebTReh! AT qhaem famt qreay &

Jrawer JAX FHSHIRTHAT TR TeT ART Hott J&TT I qEeHT

ufetsr fafide FFIIel FAATIRUAT Arastae Ja¥ fAserad  (Initial/Further Public Offering,
IPO/FPO) T WIRT ¥ fahl ool Tl Ufedll AT FRAfGAGET S qar faxiig geare o
IR GG T GAISTTHT AT b af FepfamepT &1l gfaar gam= 19 qrg & | a%, @ A
Tl gfedl qra FEAfET TFAET 9fF WRT TR FHINTHET JAXHT AT e JaAr  (Fully
Subscribe THTHAT) HIebT ATSF H13 faefg T THITTHBT TdeeHl ARITHT TET IPO/FPO T =TT
FHAT J&TT T T S |

%.

IPO/FPO T &1 TETE T (HIch WU [ASh19T Fervae (Issue Manager) I siehepl
TATTAIAYE  GEATHT WETF Pl GUAT A FEATA H 99 ATh /BH / FFIATS
IPO/FPO T STRT &l Y&T 9 qr3 o |

Sk AT faiTd FEAT IPO/FPO AT SFTIHT T ATHIehaleeaTs JaTe T+ shollehl HRITHT %O
graeTd XS AT @R A FAl G T TS |

T Y& TRTHT FATRl AR At T faaras UF, faemEedr ¥ fd= T atad
s sHifsTH For dighie T IHA fhdl T4 Aafaaw gag | &l Hefiehl aRE=l ¥
QARATTebTeRROT T T2 & |

|

TG TATE USR] Holl AT HITHT TGHhl AT aledh A AILITHT qd F(aerd wofl
AT el T 993 |

Margin Lending TeEIe! ¥R &AW IEI TATE & Holiehl GraIgAT
(@) e fafawa aomear qeied dearessr Jawdr fadm S® qur faxdir S gaw g

Margin Lending Tl HSI[ehl THI-IHT IETAFT qAee AT I AT Al ATARB Holl

I3 T Il B |

Q) FEI GATE & FHSAhl SHAT AT ATId AT GATH] HATT & 9T fgara
fafraa awik fatAdgaTe yeird afger 50 ® faasr dfa Toas dad qed a1
TIH JATAT TR AR [T FH g7, AT THHAP TEHT L0 Jiqerd THAIH /A
YR gl HS1 JaTe T ikl B | THUSEH JaATe TRIbR! TXAT FHoliehl GRETHT TEeh!

N \Q T : ? NN c $ ra_l_ c c
N
qre = |

() Margin Call TF=T T

(F) FATH TR HIAT g9 IRl RO Margin Call 9 9XHT Fwfead o
T faiiar =Tl A1 B Hed AAA T agrAr @ feAtaerar faira dranfa
ATSH AU YEshars gf=rd T Margin Call I 9+ |

A, FREAUHT AGURT FATH HAHAT 0 FAUTHFHA Hehl  AGLATH

Margin Call 79 aTe7 &4 @ | 919, IREAVET A@UHT JURHT e FA ol
FTRITAT THHPT T IO STvaT &7 TTHT Fa€ATHT J&aT Margin Call T T e |

Y



(=)

(%)

(@) @UE (F) THIAT FAAT A T, rAieerd e qar faxiar T=arel Margin Call
et fafaer 3w feafas gwafrra ol aresate Margin aTadesT T6E STHEIT RS
TH I |

(M  TUE (@) ATET AHTH] TISHI 9 [aATTTHT I FREAT AMGURT YR faaqra=
fafraa aeie ATRd fasT T Fol SJag TR IRE I |

(F) GUE (1) AT AqASUR THUHT AT Foflehl ATNT TAITLTA HoAT AT
FTLIT HIH T I7 |

TG YATE HUHT Follebl AT Tk TUA=T Tl g I | Ga= fardr &= (Margin type
Lending) STHRT TRReerl RSl ARl UHT FoiieT Tl FITaT SATSl SehTAT eI
FAT ATHA TEhT ATEITHT AT HoAl AAIR0T T b G |

frdTer T AT SHERAT AN g a9 | aEtead oS /fadia Fearr e g
THEIHT ATAIF GAAT, Tk T [qax0 FFafedd Holl RIgAHT AATETIF THl &
Tg | |1 FEeredHl 99 udr qReTERy e e R, ATk [darel SOHT A/
ET G |

TETTHT ATLITHT TEh FLATEThT YATHT IATHT oIl YaTd T I8 S |

() TG ThaATE THDATITT IV JTHT a7 (T THITT Gl BT AFATT FEAH FILH]
e e faxira geares

(@) HEad HOTHE AUH HETE,

M A9 AT [ aeR fafadss FeEeduEre gelueaH (Delisted) HEATES,

() TG g9 FHTA HUHl Uk a9 At GRT Gl FHA AAH AGTIIET A
SEZIES

ferdrar fafeeer aotaT giesda Gearess Favd famT &9 9a9 T G §9F
qar faxirar Feamepl ATFT FoAl AN/ (HERIHEHT Te 2awdr 98 a7 &l Jar™ T
AT qTAFIA T T GO JiFAT RT T & TS, |

TG TATE AUH! bl AAA HOHT Teehl AILTHT eh I~ JILATHT Od Fiaera
AT AR SHFLAT HH T I |

S qaT fair WRATEE FETHT ATHT WATHE Gl (Core Capital) SRTIRET THHEAFH
AT TF THITRl Fl JaTg T Gag | A1, TG Fol YA TG Sk qdqr fad
T UFal FAThd HFIATR] JUTH THAT ATHI GTIHE 4Sil (Core Capital) T
FEAT Y IFTMTHT FAT T AT HoAl JaTe T IS, |

T JATSTTH] AT ITafqE 451 (Core Capital) H=ITA 31 #Aferecdl TAHTHHI ATANE
QTN AUHT (AT (aaRoTep! ATIRHAT HTIH &9 ATTH TATHE Goil THRT I8, |

farTer®AT oot gTafas S (Core Capital) w1 T&T Wil YT TRl b a1 fairn
TSl faifea T TAUEE JEAT YEqHT 99 FAT JATE T Mo @ |

Feop qor fai TeaeTer a=dT bl YaTE el Aifdqe ATl SRAT Febel THTOTAS fardr
@Y ¥ AAaE TATH! THAT T AGLT TANTH fodl aeaebl quel gqror fequz
EEIREERIGRE e

AR, FTbT TAT {od FE=T GOERaT adr qurd fdras are ¥ Jure fadra fafaa
goR [, of ATETP hAET TWH] ATIRAT D] Gofbel THIUTT G AHTR
FFITITHT YT FTehTebl STHTT ¥ 917 @ive /faant et smamer am&egs it &Iy
T STETHT T U AT ol G T TG HFLAT STeT AT T S | TAT
FATATE GoIAT &7 T SMGH FATHLITR] AT TSI I AT STITh AT
LEICGIEECN

4



.

qz.

)

Sep T fasir Seamese fadr qReToT feuert FoeehT qeerwaa

Q. % qur faxia Tearewd fadt qRerw fausr gerrquAuTe S qar faxir weemeedr
YR FHR T HoAl AGAT T g S |

R IE AT TTSAUAUT S AT AT TRATRl FAX GBI FAT AGAT T ATHT
TFR TRUH YIRET AAd Tqd foohl T I | (G99 FROaeT foshl ga qdebl
FTFT TehT TALETHI THHT YA FHR Tl Hed AR g AT IHHB! 9T TieTere

AT SAEET T 91, |

FETIe JAR e @ FAT JaTE T G
ST ATAEE [T T oeb 97 el FeATesehl e Ja¥ fudrerae @l Fal yare T4 afhT S

|
(P)

(@)

(%)

FEIOE AR RIar W€ wl YATE TR ATSA SIEH A TaY SAaRarad T ATIqE
SUMIES Fqqed T T |

T S qoar fadiar gearer q ufqerd =T g6 TR I RO T
TEATTF / FEATTF THEH! JARIAEE AR IRV T FEATTEF FATH YO FIqTe STwaT
ﬁWFWWWWW%lW@@WWﬁW?WWW
SIANT TREHIHT EHH] waﬂmﬁ?ﬂ?ﬁﬁﬁammia TR FAHd A e g,
AT quATTT qFTsT AT @rgae 9g | fadr e T Ao el g a1 A
AT TG HIARITHT AT g AT ForefT bl e |

AIIROT JIHT Ageed] 450 B fadepl FAT FeABl TEET KO FAT Hed a7 FITIE
TIRHT ATTH FREARD] TAHT T FH &5, AIHl ATIRAT Hed HIAF T I | T
FAH TRUH TR TG L0 TAAT IHATHH AA FHoll (o Albd S | Uhdeh Jae
MDD TEAT HATHl AEHT Ieehl FAHT [AXHATST T AT FI ATGRHAT 99 HSAl AT
FIH TH a7 99 FAl YA T e g9 | IR, TARX HeA FH T FoAl AGLETT TTH
HATITHAT 9T TREATH! FTLAT T I, |

T JIR fdTeae T bl TATE AT AT YIRS X SAfeby I (Non-Banking
Asset) AT S 9IS &7 ¥ J98 fadiamead TfgUsl Gearqes JuY QBT datd ATe
AT g=ferd FIHA T T8 Sebebl (AeeTerl Afaaar w&r fommy T8 I 9o |

qerae GR fudrarasd TN F TATE AUD ATTITH] AL boAiebl AThiAT A {bar
T T ¥ AT AT Th a9 9eaT TEl T S |

e &7 |

FEIF JAR fgaraeas Tl FA GaATE T&l AqA HoAl Alech A7 AALATHT qATAqT HoAl
AT ST T T3 |

TR THRTAT AATHT Foll =[ThT AHT FEATTH / FoATARAT Al GAA] FHEL THI
FRO Fied 34 faTewr qumr fog @ fod P sifqamd soAr #era=n (Black Listing) T m&T
faeRTReT 9 Oieg | T FEERAT ST WO YATe AT F WS el GRRIAT (Loan deed)
AT ool T I3, |

it (%) @ () T Ifeafed wEaET dF qur fad GRATeRd ATET dol A/
fafraaer T FoT I T I |

¥ S (Bank Guarantee) ¥I=e|T

(P)

S g1 faxiiar WEATEw AT T 9 AHAT (Bank Guarantee) aTIde! THH Beneficiary
ATE  RRTT fa7 I STEeaTHT HIRT STET GeehT AT i fedt s et fa/Afe awerwn
T3 A TG, | T, International Chamber of Commerce, Uniform Rules for Demand
Guarantee (URDG) =i T &th STHTAAE%e! 8FAT A7 URDG W WUH! HITITESHT

%



K.

RO.

.

R

R

RY¥.

ATTTHT TET qRTT Gl MU 9 9N, |

(@) G AT IR AT F FGATTAT S FTHET KT T G4 Beneficiary @Tg qwhTT faq
T EEATHT JAT TR (AT STehTel VAT eaiead e qor fa<ia deamsr ag S
TEPT GIAT/ T el TSI [GURT Sehepl @IATATE el T G¥afead Beneficiary aTg STl
T AT G |

(D) T STRTATHT ATNT ITET TN ST ATIAR] AR aTacadrs Goiebloeh! T Tt
T GASTAHT ART 300 FIqqd FME@H AR J&F T T4, |

AR elh BRI /ATIAT /AT FITHAT

TG FehaTd FATTAIAIG GEATES THATTIAT J&T 9 AL[rg atad &1 arae (Regular

Credit Facility) @7 TTHT 995 eeh HRISR /AT (Interbank Transactions/Borrowings) T
TIHT H/IT TANT T IS, | A=qeies ATl Fatg aerar @ feqaed A g7 |

g e FRENT A Fo TaT€ THIH GHIEHAT

TATTATAYTT YRITESA BTARIAST ol dleeh o U fadl TGl oAl GATE TET AT Bofiehl
fordr 7w e ST Aifas SRt gquds, | Hifae S afex quhr o
FAT AGAT THCHEH 1 AT FSAT AT AT HIH T T |

fe M ®M (Trust Receipt Loan) w7

awe fifaw #97 (TR Loan), fa=a fewprsfras a1 red gebfaer smand &=l == Tl wAfasdds
qR0 feargeT safuerr «1fT /T FT yATE T ArE P o

Jepep! T/ GRATHT H1 TATE T AYTEA R

TATSTATAIT Seh T foeiiar Fearer & aie fepfardept <repept ferdt/ ARETVHAT il FaTe T+ T8
S | g, Wl =kl foeraivy dife fod T @l AUl FEar = @ie T qred o9 |

Revolving TE{qeT SARAIT Helie qeawedT

o aar fa<irr gearesd SAg® fudr fag Overdraft SRl Revolving Tt safdid #ies
YAt TMET ¥ q HASHFH HIA a8 T9 T S | O Al (Haed AT g At ArAT 9wa1 ael 9o
HUFT XA Flles 09 AR HATRTIFHHT AT TABIU ITH T AT el TATTHT A
7 | T Jar FaxiT Geemese Revolving Ye(derT SAfhild ofaT JaTied bl &avu ¥.37.5%
e w1, ¥ THISHS! SEMAT qAR T A/TEE (a0 gedr qHarad] AT AUHT Siaq
feeforT a9 bt FFafeaa quicasror fasmraT o1 T |

TR, TASTATIII FEATHT AT Hefa (e g ¥ 9 =A< fadrr & g 1, o0 giaerd
e AIISTAT ST SRT T 47 J9Te GRBR qdT ATl AT b FHOTTAbT IqTHT ol FaTT
T SERITS aTeT [ATTHT AT ST |

Al ST W@T TFR [T ga- Gl

S aar fadi FeaEed GET g a1 UHHW T F Q FAS AT Al WSl A& THHH! Bl B
AfheTs TaTe I ILHT AT AThel ATaTd STHT AT of@l 7w=R (PAN) foU#r gqas | @
TR HGeTepT (HGeTd & 3 7 9aT 7 & ¥AR | UGE THE Avaiid I AUAT =l qHeed &
q IS AT AT AT TET THTER! Foll (TP HAITHT I THE ATIAR] Hl AThells & q PS

~

AT FH THHAB! HoAl JAT8 THAh ATEITHT THA AAT TTHT T&1AT @l 793R (PAN) fouet
g |

R



R4,

&

R,

R%.

R

0.

.

R

Risk taker (F=aTe®, T@ FEAFN AT a1 FaLAIT ToH IRMAFR) A8 TaE A Botl
T

Q) TATHATTIT FEATS 3Tl FATAATAIT IALATHT qoaTeleh, THE HTIHNT ATTehd a1 €I
TEHT TRTIRTIATS RTET HT, BTUR GH holl, HR AT o7 ORTTGT AR ATHUT Foll e
FISTEsehT AR ATHHT AT Fel [BIGHHT FAT FATE TH T I |

q¥ FIHNT WS, HEfq AGE, gE=tardr TG ar Credit Card dw=id &l faq o
AT AT TATTHT /T G | A7 (I ST 87 99 fauar il 09 @R warearas
frafae 7 e T |

ENN .

(R) SSTAIAIT H.(*Ha EAEIEEE-SIS EERIRS BRSESICa W YHYE 9T A4 Cl‘é')of;l
qRTUehTERT ATeTehleT T Tebl ®H, FFIAT a1 FEATHT & 919 [BiawesT o1l yare T+
T G | AT 9T ST gUd TATE AETeherl FIhl BRHT ST Aty THTT qE TR
TATERO T R D | AW FATAAR! AT AfrerieT T@nfaed weITer Ko wfderd dqaT ad
M TUHT HH, FFIAT a7 eI THRT T4, |

THSTIAT FF ATHT Hol THH HPHTET T T FeI=aT

TATATAIT SieF JAT fairdy Tl B Ui FFIeT/HH a7 Fod o/ ARSI oliehl

TRH fasTar TaT gEtead e/ faxi SR F @Idr @rel ST T 99E, | AT aTedhedl HaedrHl

HOT HFA1/FH AT AMST HE/FEATHI ATHAT THTSaddl =k Hhd AT Holl ThH [Hebrar T

T, |

TAERUT TATIH! (AN TR AT FAT FAT6 T T

AT FAeerTor T FHll JaTe T |

R AART TFIEHT

SATSAIAITT HEATEe YATE T [heal STl TFIedl HIareresl A T&1 fharae Icarad
T ATl (AT THT T FSlehl (bl FThAT T qHT a0 AbTHH qTeTHe [Horl [epiawe el
FTI ATAHT AT TS, |

AT (BT AT THAITAT Fod@ T HHIHH AT FHER g

AT [qUHT ATEITHT THMOAAAT Iod@ THl THATRT AG THHH! AN STAEET faT
e /FH/ FFIAT/ GRS F 9T e IR TRISH SMdT Jar) & 5 STHH
AR (qUTEE T FIAT Ioai@ g IS |

“JATETATe HAFATIEF B FHATHT JETH XA AT AAEH el At 09" (Frafarg 2.3
HT FA) THIGTH JaTted FHT AU GEHRETE G TRUHT I THH T Sobel JIAH
TRISH B | Sth FEE JHITH Foll JaTe T q9d AFHRATE A3 T AT AR aTacehl
TFHATS TSI AT TOAT GASIAHR] AN AR AR AT G 0 Tiaerd Sad AR
IR T F(hS; |

Rrdr wegaT TEET

S qaT Ol FRATT ATH BT oAl AT THIAT AqqA I T T THIOT THH AT TS
ke AT aTId AMGUHT Al Tchled HeRaThl AN THIead HATAIHAT @l TSI I |

TSI TBITHT Holl Tl TqeT:

Q) TF SFATE FAAATAIT “F”, ¥ “@’ AR GAT JATE T AT Yol TeBTRT BoAT
ATIRGTRE F91l, =T ISl holl, FTH Feld Hol, [SHITS A, T& RFa HSAl, ATHAN FHoll
(G T “oF” FRTehT TRATHT EhHT BTSUTHAT FAl THA) STANT T YEFEEATE & TEeFF (
Multiple Banking) #REARATE AT TH @R ATIT AR TRTH G -

Rz



EES

3¥.

(@) TASAIAITT "I Holl JATe a1 TR0 THqd Aehard Aard a9 Foll HRIER
T @O (Thlhd  Maemel g=n 9.3 FHNH) @5 I AENum ATaRe
faaReT T FST AT Fe fAfAdgdte ur e M Tedd fuHT Hel Afehd TIAs, |

(@) TOSAIAIT T €9 FS AT Al TGl Fel ThHB! = G Tp(AHT Holl JaTe qol
TATHIT TET BT FHINTHFT O TAT TeaoTepl ATTTAT 6T T I |
() EFd Tk AT A SATTATAITG AT AT Gotl TebfeTehl il START I /I

GUAT TF [ HTHE FAT GAE/TARO A{AT Ih AebAls boll yae T
e ST Teh ATTHHT AT FEHIAT TS, |

>

T GWRIAMA] T FET YaTg T ol JehHeT 9T, fadredr faamor qer
Yk YoM T I geaiead S8l @iiEdl de7 g0 gdrsd I1g |
FAFANTT FoAl AGAT TATHT ATATSH Holl AT, faar foardr qor faarg awmEe
TEIT T GHA ITh GHIATHT Seoid T I, |

(A1) AT G UTEehells JaTE T hollehl 9T a0 &7 Stock e Receivables
ATE AR [T JAAT FIAT TAT ATFT HoAT ATAT &bl T TRITH FoIl AT
FIA T TG |

(3)  FOSTAIAITT FEATS T4 [HiaHepT Tgeifehy HRIAR T Fol JTART T YTEheweh!
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gTaehel Hifq
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Principles) SHIT@erT & Ui gTeehgl i AIATSH g | A%, S Ald AIATgUeH
&I, AR @l AfTHT T AR (67 THg | ToHad BIAae! ATITHT 6T gTHehel
T FEAH T AIHR FEfead FEATH FaEATTTA B |

ATART AT AT

ATRT-AEE  fearaHr dfguel @EEeHsd #H %A @9 (HHeE dFd U qdr
froaTaell JaR ARTE a1 G FUHT I AIUSH gAIH, A FA ATH ATTH T
fegU®l g7 Fa s PR T&T ATRT-A1TT [GaTdel @R GF HATH T H AR
HATHT (Taxable Profity AT ®Re 94 H&S | 99, ATH HATFAH AT
TSAIAIT ATl @& HATRMAT AR U T A1 U qw=iq aqel  aaamae
THINTH @, ATFTHTHT ATa9TF IThE T FAT FT ARG AR (IR T 99 |
Al ATAR & AR AIHRT ALl T Al fdg @ Al A= el 6
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AT TEIT AT

TATTATAYT AT SATATeE @Al (Held For Trade), Tashiesl &TNT Iqereed A9l

(Available for Sale) TIT qhTI FAITEF &R T AT (Held to Maturity) T fa=

ARTHT GEATIT g | AT JAR FeTgs MIFAT THes sy a7 |

(@) EATaTE a T (Held for Trading): odebTadT HeddT g RadHaTe ATRT TS|
T IeeTSl TRTHT AT JAT AT GTCRITATTHAT TEHT Teb TeR{cTehT FEATTAT
HUHT T TF I IEG | AT AAATE TAREY ATET SHFETHT HeaTg
T (Marked to Market on Daily Basis) ¥ el g [H=IdTars AR/ AT
feama @@ IETST UM | a9 ARl FEeer o 9.3 I A,
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TH I |
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RN (AfqEe T gROT T & (Held to Maturity) T8  sgaif@d @nTa
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(Impairments) TaTIX AIREd AR TUET T T8 | aAfdere qeateaa Aaraer

K¢



qTRT /A feqrd @raEr FHEY T NS | I9 gl faare gend
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TR/ @F A@Tgd 9 Aq
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FYARHAT YATE AURT Foll A9, ATAT HUH! I (HATET TRTHT AiAT TAT SATSAH! (@R |
frerg afaca s=rTa gcis ofiSerAT auwidTr givada (I, SehiAl qoT diehl) AUH  IHH
|

f78rT ¥ eITepT SR ST =TS Gl =¥ (Weighted Average Interest Rate Spread) |

AIAET § TN Gl [qax |

TOATAAIAYTT  FRATRN qHT ¥ IS qrafvad FRIAR T aMerd aiecdl FRIER &
T ATk B, FEAE AT AST AT TAT F T &FHT AIBUHT SHTHT TET Aferebiead
TTeh! [gae |

TRAAT FHEAAT SAMGH  AEI T SASATAIT AT AT qacd 9T e

ARTIT dAfd (Maturity Period) T STETRHT fATH= THA ARIGTAT aUIHT T I FF AT
T Sebel fauept Mg ey gt ¥ arfacaen anfteeer TiRwen faam |

TSSO AT AREAUH] FTHT AT qwafa fodr @l Tod fquel g w9 &l
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Bank/Financial Institution Ltd.

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

FAHAT .34

Rs in '000
As per As per Audited Variance
S.No. Particulars l'J:r_laudr_[ed lginancial In Amount | In % Reasc_)ns for
inancial Variance
Statement 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+h)
a. Domestic Currency
b. Foreign Currency
1.6 |Income Tax Liability
1.7 |Other Liabilities
2 Total Assets (2.1 t0 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. 1 crore)
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. 1 crore 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 lProvision 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)

%R



31'_‘131\3 ¥

...................... Limited
Unaudited Financial Results (Quarterly)
Asat........... Quijrter (...../...../200...) of the Fiscal Year 200.../200...
Rs. in '000
. This Quater| Previous Quarter [ Corresponding Previsous
S:No. Particulars En(ging Endgg Year%uarte?r 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+h)
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)
2. Real Estate Loan
1. Residential Real Estate Loan (Except Personal Home Loan
upto Rs. 1 crore)
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. 1 crore 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
. Up to This | Up to Previous Up to Correspondin
3 Profitand Loss Account (guarter i Quarter Prsvious YearpQuartgr
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 [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)
At the End At the End of
4 Ratios of This Pljz\\t/ighlfslgll?aﬂer Corresponding Previous
Quarter 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)
4.6 |Base Rate

990
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(1)

TATTATAIT  GRATEEeh] AT TEIAl  STGHATE A0 9 Feedo o /i
ISR ra afe=ara WQ?[WW%{WH?JTQTWW AT el HeTHT gaTe
qUHT Foll ATATHT 9T 50 GfATT AT A+ TN ATAT AMRTH g | TR,

() T b JAT AT WEATST qARepoll SUANT b TUAT |1 ThH IF WATSTTR! AT ol

JICATE T3 Flebrs, |

(@) S T faxia Fearer fageft Jar 3 a9 a7 |7 9waT g6l ATl SradhrelT MW fog el

JaTE TRehl ATHAT XAl ST /U IhHATS TH GUSh! TATTTH! AT I IR= e
T T i ) |

() IFTRT Foll FEEHH ToATAT T b JaT (a0T Gl 9T GRPR a7 A=Riiega

fepraTe 3 Ay a1 |1 9T del AAgHl AT @aell HTH YT Hee JaTe FUHl Hel
SRTEIRE] THH TG GULHT TATSTAR! ATNT FTd TR=TATHT ITOAT TH Aleheg |

TSR SNGH A T I e

QD

TSSO AT SATSERATE IA g STEHATS AR T 81T THITSTHE IJTTIEE

FAAFT T TS, -

(®F) SATSIETHT AUH TRATTR FRI TANEGT g1 ArIraes adr qracaes (Interest Sensitive
Assets and Liabilities) @S AT F¥Itq q9T IFIEHT FHELT T TS |

(@) |THT: G q9T aigcadl Yl datd e qg+ (Maturity Mismatch) sTa<ames!
wY faeemu (Gap Analysis) &7 F¥Tg HiwaTd (Cash Balance) ¥ @75t ohTel faq
79+ (Non-interest Bearing Account) @TATEH! THH JHTALT T IT37 S |

@)  SATSTAIAIT FEIT AR SAMgHATs FAeqd qdl A0 T G faaerd
HT.H.Y. X THITTHST faawer Swifas (@, 99, od ¥ ATH™ ) TIHT AR I
AT AT TUHT Y, GATT 79 SAepepl FrAtead GUAET faqmTHT T97 T e, |

ATSER AMGHP] ATITAA T [dgq 99 THT <=1 (Time Interval) @ &R0 T&T IHT 3
HAAR T TS, |

fAfr=rq el s@fa (Fixed Maturity Period) THUHT F¥Ifd qAT qMocadrs <erd SAINTH
AT T IS, -

(@) [AR=d ARl Fafg TACH T des

Q) oatde FTIHT TSGR FHASH g4 T YaTe TUaH wai (Floating rate loan
with interest adjusted periodically) @S S7 STaTdHT ATSEY THATSA Y=g, Frer
THY RIS T GHFT T TS, |

() B TR (9T IRETTRT THANA g (S 94 [l =ATeiey) T yare
TRTHT ATl FATCTS TTTwaT FH AT THT AR (7 FHF T I3
|

@) = R Ay A9UsT Siaces

THETH] AU TREACTAST HROT JAGT B (A=A ATl dfg AHUH I
(Interest Sensitive, Floating Rate Liabilities) @8 #TH S AT SATIEX FHTASA
e, AT FHT AT GHEe T TS, |

¥ (Gap) HI9 e FHINH T 01, :-

(@) fafda=r I9T d=Radl wa FEfaare &9 I Uy Gl HT ARIAD] qErd
FaT SIE®R AR (Gap) MG THIAS | S =% (Gap) gHTcHE (Positive) TaT
HOTcHE (Negative) 39 &7 TS |

(@) &G S@H FA TGS HET TdE GHT dadl giead o=
(Cumulative Gap) IHT AR T | A= qwa¥ (MR T&T [T THT ARTeAD

1R



afsaa amax MR THIE &1 91 G9T A=aRadl A= (Gap) dfed a1 ST AT
THT ARIAHT AT qHA SISy el I1, |

() SATSIEHT g o qeaTfaa aRadaars A AT (Estimate) IS, | AT TASTART ATHT

>

JrATITAT 9 FfaeTae ATee? qRad=ee 99 S+ AELATS & b, |
(@) 9RkEdd g9 AIHE ARUST AT JI@US () FHIGH YA® THA  AIAR

THATATTET FHENTT g9 T HaRer T =g | A1 Jasel HEq SATse<Ar g
THIANST AR (IRC) TRATAATS F@TIehl AT T T I198; -
THT ARIAAT el fa /359 fa

N

ST&T i~ 9 gfqerde SATser aRkad" 9UAT, K0 fedHr THT dRe gar

Interest Rate Change (IRC) = 30/3%4X0.09 = 0.00%Y
() SATSIETHT WU TRATTHT BRI Sebehl ATRT-ATFATTHT T TRl AEAIATS & [arqe=T

AT q=edsdl Asad qw=ad  (Cumulative Gap) ®Ts II@UE (F) FHINH fHaRoT
TTeTeT TSTERe O T e T s, |

faraeft fafrr st siifew =—iteRr 9 9 e

QD

fagelr fafaea qxar oo Iefaa afvaaaere SSTauauT SedTehl faia sraeqm T o+
TH AARATE AT T I¢¥TA G (a9 RLA Y3 FHITHP! [qaror Aifaqes F9HT
Higw facrer © famfoT a9 ST Frafead quivaeor faqnmT geed oy |

TASAIAIT  FeTel faaell fafwa aear amee aRadqde S gA9a  SiitaHdTs
FFTEO T A Fehel W TR @l GERAT AN Jar A e gren awer
e (.91 (Heerd 7. ¥) AT Iwor@ 9¢ JHITTHS! Geel Hede ¥ FAH JET 1, |

TSTSTAIAIT HETA  FTBTA AT ATHRIAT qRAT AT ATEIRAT faael fafaaars
HETTA AT AR T g9 ATl 7 Fa<4m (Net Position) IS I |

THFT © T GATTF TN “TAFAT" FAR =TT 9 HIFAT AT GrI=T FH FarT
TERT T |

goroTquATe  gearer fageft fafrmaer ifae @w wEwer @@mm wrafee Oefrer 30
gfqeraE A g4 T AT FEH MRS | G AGT Ih AT 9T g6l g AT
TSSO H&T @S Ol daedrars 91 7 e 9 T 9g | Afewra
I ATTATAT FEATT TR AARITATE ATHITAS TATTHT FqTe 6 Sep UH, 045 FTHITH
FRATEN g | G& HAIXT AT &l qieacd faaelt Hgr e amfaca (Foreign Currency
Deposit Liablility) a1 sifre fageft fafaaa @feq/fahl a a9adrs TarieH WE &1
RECH

HAl qAT AT GFET SRGH ~AIB T I e

T dehelTe ST TRUHT “oll HTIEHT a¥[eheT T Boll AT Fre=a] eaeaedr ( 397 fee +.
)’ T ‘U YTEd q9T G Foll qrae T Fradrel AT HaRer geeedr aer ( 3.91.faqe F.
3) TAT AT TR A (G NI F 5) A% T FAT qAT AT T G FAH
T AR TG faq 9 |

oA SGH ~ATBL G qqe T

(P)

FTATTATAITT AT AT PRI JEd godATdT  A@AATS  Sqaedqrad T
ATIHTT ATARE AT YOS 9T GAAT YOSl [ THu=s, | a1, T=dieed
qETARETR Yo T/ [T/ BTl I@TaeIer  Jiqaeddr  goare"  SgHarg
JATIHN] TTAT FGEIYT T AGvad USR] IUTIESH]  JATATR =T o
fawft / gfdeRan FaTaeT TFr TS |
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@) FAAT gafare g9 g goardd SiaHdrg ArEul 9 AaeTdls del FAEERl aATs
qrept ARIeTor qor quieaeturers sratedd 9 gear gfata geeae=ar "Aneei| (Information
Technology Guidelines) STRT TiRTT 3 |
qAY, AT AR THIH  ATE ST GAAT JUNCATR] AGTITET ITHA ST Tgehl
TE TR R0 T AATAIAT Ahl Fiqasd T9 Sbbl S AL aamrar aer
I B | AILETd 9 ARG AT Joofd WU FHITH [FAtAd S9HT AT A@Taerero
RIS 91, |

ST FaIT T ARQE

TG SFhare ATSIqITITT “&F” SITHT FTsT dpEedl SMEaH FIETITATS Fad a3 SEgH
AT TH=l ARTEeH (Risk Management Guidelings) @RT TR AlfebUerl HINELA SHITSTH
SfaH AT T /R8T T |

TAT TOEOT T AL
TG AT “” AR b T ANTTTARHT “@” T “T” FhT FANTTTAIG G Al AIBTRT

~

TATE TEu JEEe (Stress Testing Guidelines) awii® afaa 98T T@md TOEA (3T

aftas) T AT FATEAT /IS UNG | 919, | ARG GRS qErd gL T
TR (A THINSTHET 99 e TR ;-

() T ST FIHE far [qeRureT ATaRHET qard Uit I A&l TeIaToTeR
IR A} goaTede AfAfa a1 I=9 FALATITHT FARA I |

(@) T T U] AN A9 Sl AR TR Spreadsheet I Sl gEEfead
QUL faqRTeRT -2 HETeTTETHT q¥% IET o i, |

[  @ve (@) FHISHH! Spreadsheet #1 IfeAt@d Tamd AT FHlegd qeaTs TaH
qfvow g TR faqer 30 feafew gwafaa gui@eae fauwmer SR-wgea
HETETHT ITded RIS T |

RSl T q=TSH
Q) FF STHATE TATT ST TRUHT IETTHT IS IR TRURT G -

THEA (M9, 09 B IASAIAIG  FEATH PRERAT [Migd SAM@H  FAR0T T
FrT FaeT 39789 |, L /09 THITTHeRT (e 91 |1 99=ng fafq 3093 &= 99
T T AT AR T Ao gt aeq aRIEs |

() TUEET (@) THITH @RS TRTHT A9 Tar qRaT FHITH 90 THT FH FRATET T
g9 TR 9T ThT JIiHAS |

que¥



TATSIAUATC HEAThT AT :
aafe -

AT S T w1 Y

AT a¥edT (Structural Liquidity) fara<or arfaest
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T yfisis

Tt srafuet faawor

qrSI TS S FHAAT TS TS &4 81, el FAIH qeairad Bucket T & |

R Rt AThTAT Al ATERH g¥ai~ad Bucket AT e |

qqagar Feaid q7a | 9 GEIHT GadT 9 g A9ET TRUGT B 9rel qHadl geaiead Bucket AT T |

FH RO, YT RR AT

STHIAA A6k A0 GAdigsdl FHHT ThTAl Hdld ARGl dairad  Bucket W ¥

GIEEIEAR ARl STHTAAH! T 1 aU9=aT deid Bucket HT & |

=g ofwee THEd (aeE! (a9 7 Y AT qa&dT TRY THITH T |

TiIa

UG hHigad 1 3f@ <o fa7@r Bucket AT & |

AThTAT e e RISl ATEARE! FFafad Bucket AT e |

ATHTAT faqae =are RISl ATEARE! FFafad Bucket AT e |

YATTET* [iY=ra hl oAl 9U&T FaEaTHT Fiel JHISH ¥ A90E JadrHr 9 3@ R0 fadar
Bucket AT e |

gfqagar seaid a=a | foea@r Trend fasomoraTe ARTHT Pattern SHTH I &R SARAT GEdead Bucket AT

EAEEATS (A TE |

SUART HSTqd ] forTa@T Trend fasrooraTe AT Pattern (ATT T |6l ATARS dFaaad Bucket T

g gfagres TE |

qEAqIT /TG (@3) | HAqATAH] GFAT AT dAald AT9aRH Grafead Bucket AT T STHMAER EHAT (oI
Trend farsiworaTe Claim Pattern ¥&Tid T TS Y&H STHAAS! afd gHIed g+ Bucket
AT IEA |

fear ARIAT AATT ATARE! FFaf~ad Bucket AT & |

F.I 19 deaas ARIAT Tal FTaRE! FFafead Bucket AT & |

FagTe AR

a7 ofwes THIEHT (MGl Qe 7 % AT sJ&dT TRY aHIsTH I |

X grfya AR AT FE TR AR SREE @ STEGT G FaIE |

T T M WA YR
SATS(EY FEAT SGH SATAT ATieTepl

SITSTAIAYT HEIThI ATH:

Aafy (&, ATEHI)
Fafg | 9-%0 | %9-950 | 959 -390 | R - | 9 TG A_T | FHA
farear feq femr e 3y e L THH

e qEAT
T I

9
R
3
¥, gead awaad
Y
%

AT (9 = )

IR sareiar (IRC)X**
Sfaer HATHRT feataar guTa
(Ffs=rd A=A X IRC)

o |fsad qATwT feafq wwe
(.9, & ® AS Ta o)

*

TS, |

FA FHRT AT SATTGIAT FURT TRATTHT FRU FATEd g+ G+ (Interest Sensitive Assets) AT FHTALT T

** P IMMUE AT SATSIEGIHT FAUHT TRATHHT HROT GoTaa g araca (Interest Sensitive Liabilities) AT FHTaT

T 9713 |

*k*k

Interest Rate Change

1%




7T G 3T BrAL 3
faelt fafmwar e siif@w avH arfaer

SATTAIAVTT FZIThT ATH -

yar: (7. STTGHT)

feraeft 7paT ATHTA TEHTS <TEPTeAI @}f AT+
g Fq0 g Fq 0 EIRIte
oI T o T AT iy

g UH TAX

wielg qIeve

EICIRIE|

T

I=T HET

AR w94t
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AN AL b
BT FEAAT
% qur o ge frawe favm

Z.91.fYA 7. < /093

TRANT QREA GFevey ST |

TG FHAC “F, ‘G T A AT TATSTATAIT AT ITAAT T I FEATNT RN Tl
AT FEI=IHT T AT b UA, 045 BT T®T 9] of fGUHI AfIBR G T @R (a9 Ay
TRTH |
Q. FoEEHA AT T I SATeR0 GFET qael

@) TATTAAIAIT AT ToaTAhd FIAdH EIERANT ATV HFH T 99

(F) ToATARA TY Sebel WRI TLHI ATERV =T T AT T TATagaTa=Ta T
FEATER T IS, |

(@) T Ah FoATAFHT MIh UM FAAR TR dfeel ATHT FearaT i
QT AT FATH FRT FoaATdd AIAATS [Argd TTA] AR RIS TS, |

() FoATAR o AT [axiTd TRATHT SHALATIAHT SIeh BTHFRATETHT ELIET T &3 |

()  FoeTdAdd ATFI ATTHR & AT Tehl FHFBRAGIYT TdTdd @I AAThael &1
TS | AT AT W1 ARG &7 TS |

() gorSTauqaAyT G=qreRl feq faafeqesr nfatatasr g g7 78+
(F) ToATdAH GAT a1 A9AqeT Fq91 Gl feq foufeq g7 & ufw frfaweer wifafafuan
T & 8o |
(@) F=ATad ARl AT T Tgh] TTehTIThl FRITRHAT TIel a1 AIAeT FTHT i
g1 &9 | FT UEHET AT GoATABH B T BIGHA TIH, ATHAR AT
STHMEAHRAT 95 RO faq ar feq fawwr fadm @ wifauer g w9 M9 gserae
TEHT BT T AR "I o |
M) goaras AT AT fadrg @y MEUaT & THT TATOE AIeEF T Areasiiae STAT
fepTeTe fRUeRT JAR / HOTITEER! FRIERE ehAT 79 Ffaaer gfdems @y a7 & |
(F)  FoATAFH! THER IRARET IeTd [T Faardl (T, g9 (Farar A(ie) &
TYAT TG &S GEATHT F9T TTTAART Tel e TE T [Iqraa SRl
TAT & TS S |
(¥) Toad ar q Faeradel el AR fausr JTREAr a1 Aol givawe w@Ertaeadn
Teepl /faeira and TEhl B, FFHEAT 8% ATST {8 FRER T 9gd 37 |
(3) UST=T Fel Saduayre IEIThl FoaTdd, qodalghR al HadEnl AR T3 T4 3+
B TEH T8 qIre

TIel GEATHT GooATAh TEhl Alth ThUeh Ahl STSIAUaIT HEAT qAqT FEhrT UF, 30¥5
T FEAAT Fod qAT T TEhTl AT THAHT GodATeAh, AedAlghX a1 FHT I TEH
TET qIE o |

TR, SE AAAR g 9 (MGl aTem AT AT S |

Qe



() T TIBREBT T ATRT SATTATANTT GEIT 3epT SOTSTATTAAT FRATHT ST bl
PR TN SSTATAITG AT ToATeAE FAMIT T I&T AT ARHRH R [
AT el qoolTeAeh AT 3TehT SATTATAYT TEATehT FoaTeAeh AT HAFIT &,

(@) ATHRT FATST IFe¥d AHAUHT ATHIE AT Foid FIEe & driie, dierer,
AIEpicTeh, RITRRT ST&AT HLATEehl (MaHedT qRiaf & I==1as gq |

GIHD STATHT & qa

FoATeAhel TTEehebl THIT TAT TTITAT FFI=T FRIATAT FF AT YTl eiaadel G

g &ad | Afe AT FIAT FAH qZ YTeshhl TOTTATAIT FRATHT Teehl WIATHT E¥ATER

T AT Ted AT Foareres AfAfaare cwe fafga @refd faq avg |

TR, FACATAIA HEITH GoaTadesd dqgiad FRER TH 87 qHl Fqaaqr

TEATAT  TRETF AT AeATe ] TTH HIA T& aTeT YRl AT S |

T GEIANT T 78

ATl ATHT 98 T ATH GEUANT TR B Ui (haHapT ShTd HIZaT g PhaTsheraar

TA g TS G | SATATTAYTE GRITHT ook T [oTehl TRaRe THA AT TeTel T8l

TATAAIAYT  FRATET PFRIAR AT AT E qeervaeals Jed qgd & | giearer faawo

gATs I IRAR ISSqIAITd FEATae FoAl [ AUHT AT F¥edl FAhed ¥ [FUrHAf

qNT fqq 9TE BF | WY, AHMEEH GRS faRl TR FAX AMAT A GATI RS

FRISRAT TTATHeRar qr3 a7 fadehr i qgdbr SUAN T4 gy S | FAT g, =idT,

fazefr fafrmar 7 fazeft TReroTTaEssT Feraer el 9<@ g9ra 9 9TET G |

Afverg T gfqasd U7 UaH e e 91

TSTSIAIAYT AEATRT @l FFewel ATord ¥ Fiqaad Juf TaH 3% TqHT IEH g I |

qoaTAh SATTATTIT TEATH] IR AT THAT ATTer@ I HRISTAHT TR FTHT

TS T TET ST |

MAIar FEH TEd I

(F) FATARA YEhP AT T FREARS! AOAAAAT HIH Je] T7g | 9 F=aras
TgaTe ad Eaeuls UMW RO BA UMEHAT TPl AT B (GTAdITITT
qeareh! fafgd Freglq TR, FAiaq AfTeR, a7 TA=R, a @l T AEHET JUH
I FRIARET fqaRor AT o et anfin gamT T+ arg= S |

(@) FA TTEehepl ATAGNTE a7 fa<ird o Teehepl foigd Wred @R o+ =afd ar
FeaTeTs fa7 At g |
TR, gAfad HAH! AT T fEdT FREAR GFel [gavues J9r 96 gaded
TRTSAT TAHEr S U Wi S |

feT87 ¥ T\ FEER T 99

ToATADRA ATEHETRl [HFar T qeawgare gaTfad a9 [Hoaer Taw qumearel e
TEAHIF HAFTER T I, |

fafea sqwr ST faq oA

SATTATAITT ATl HIT AMGT FHITAHB! AR Il FaeT Wb T qIqT ATaTH
o Tt fairr T fqame faanr 7 gt quiEee amrarg fbfed o e &
TS, |

farazor g1 T 99
FoATAwd TT (MEITHHT TIPURT ATIRIES UTAAT T AT [FaR0 ATMTd a9 FHT TTehT
oy feqtae AME SUHT T9 Sl S d9T fadrd gl MgEd faEnt T g

1R



QUIAEAT [TqETHT G319 I8, | e GoaTelobel Sch ATSRVEEH! qTAAT AILHT &l Tel=T
T faaRor 3 fAsTEty MRTHT FRATET 79 bl ITAh [AIRTEEHT Towd T3S I3 |

Q1) T=ATeAeE FTATTPT T ATATTHT TSHAT (AT FIET IJUATT g Ts | AAMGT HTithepeb!
PRI AT GF GAAT [T aMAR 3 ISHIwaT qEl ATAITER! TSHAT ATIIT TTHT AT
ToATAERH] I8 . [Tch T AT B |

(qQR) Tek Wl Fol ATh SATTATTITT FEATHT FooTeAeh /FTAFT THE &7 TS

T Fpelle SATAAITAITG b qAT (aTT FEATHT THIER qREAR, FH, HFHT, GI(ST Fe4qr o
TSE AHEH FEWEE TE 9l GG AR GodATdd AT FERN YHE  GEHT
g /et ek & @9 3 |

TR A A FREAR T9 07 JW0 G ErEr asardd (Mg 19 T Fed dere
Y fqual S qar faxia S=arar amhRel U 9% A IaHT goutde Mgk T aren
TATTHT AT S | TIST FATATIANT AT HAehl FATAATAIT TLAT (“}” F aTgeh) |
IR AT (Cross Holding) WS T==Teler faeh W 4T sa=aTel g fauar dae & |

(Q3) U TYHRATE (Ih ITUHT B AT AEIGTHT ek a1 T GRFReI AT TTH T
TRIT AT AUTA FIHWHT AR faemers a1 Qiferer FEAT AR ATasiiae FeTeHl
QUIHTATT FTAT HIAA TGl SATch /FHAREE AUT AIHR A1 F¥elegd 8/ FLITH ThaTd
giatatae g9 3@ aTed AT F (BGHA qoATeAd QIATTAT (Hattad a7 Weia g qrge
ol
TR BT FIAH ek AoaTAheadl SHAT ATHFI TaTard G T TH AL ardl TATTHN A
ST | T g9 Faaer AT AT YAt S AThelTs b JAT faRiTd AR goaTeAehen]
FqHT I &7 99 EedTel aeT AT | o |

Q%) T U BH T FFAT BIATGATHT GBI AT FEAIAET Gl FaTT T FIATAAEE Edehl
A AT T FH qAT FFIAESH qhare g Aaqad /fAafwer @it a/g g1
T |

Q®)  (F) FXITTH/FXATTH FHEH AT IR TRHT JAIA G&IIF FHE dleckh A GHaE
ToATARAT JHHEAT fad ared S | R, SOquagTqgedre a9 Sehebl Tl g 49
UITTTART TGP HEATTF THEH YUX FAAIRU JITAT RO TPl AGLH A AT
AT AR &9 S |

(@) T dp a7 faxirg GRATAT F ATh a1 (Ao giatata AT T ST fair @y e
TH /FFIAT / GRATHT THATE Ueb Tdeh Ueh Tral Tel gooTeleh TGHT [FIch /HAMaT g7 o

Eunll

Q%)  IATAAUANTT Sk JAT FAIT FEATH AAF AT FoATAF ANAR 8 TSHART T I
ueHT faitad, AR a1 Ik g9 79 T FEaiedd SeT ATRAT MAATEE T Sqawd
T g | AT (AL TR §aT % b ot Teerent (HamTaciAT 61 sawd a9 qu
ATTHT AR AT FT FFAT J=q19 9T T Al Feime T 3 |

oA/ FoaTad AP Bqed T STENIA

FAIRIATE (AT HFead T AHH! WM TH &l AEAI0 HIAA] FAT  goATTATAIT
YXITH  goaTadesed  ATFT  GAREAEEH [6d WA A [e9edl  aaael  GRERardl
(Stakeholder) &&®l fed AT T T TSTATAITT HEAT F=ATATAT BRATIA &7 IS, |
JoaATAFETH] AqA ATV qAT PRATHATIAE qEafvdd goreiaaayred FLATHl AT I9THT o
faeiTr JOTTelTAT oFehe ITd 99 ST §&T Ol WA ToATaAdesdhl (Mahl, stesd aredr T
O e qAT T8 I I IR TFeaHT ST THITSTH! HaedT TRUH G :-

(@) FEaTers T, [Taeqel TaH Aadntad TOHT FoErd T SUAh (B HeRT HHART T

faforaraell 9aR T A/ g1 T = TEIERIESH SAC q9T gk T 99 |

(@) ARF dE@OReFae  [AaHa FTOHT qTRE @A TREH I | AT
AGIIEH FA Outsource T WUHT FHfrdd FTATT ATHFI Th AT Afdgadrs T

9o



Aferehael TTEHETT T I9s | AT A@TaiReTehel BRITHT FHIGeh FTET AT Gfeferas
Fﬂ%ﬂ@ﬂﬁwaﬁﬁw&xwﬁwqwn?rqdwwsrﬁdﬁﬁmwﬁﬂwzw
TATILT AT & TS, -

()  ATAH AGTITEITHT FATT AR bl a2 |
(3T) T HT ¥ T ANl BT fad |

F T3 T Internal Audit TFAT T T fTEEEATS iU At AT FRAm a9 4r
EITRT FIHa a1 FHATI AT Ferel Statutory Audit TH=T HTTAT T g ara o
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Threshold Transaction Report (TTR) Form
for Banks and Financial Institutions

Name and address of Account
S. | the person holding Branch Date of | Nature of Tvoe  and Amount | Source Remarks
N. | account  (including Transaction | Transaction N%p Involved | of Fund
legal) '
Name of Reporting Institution:
Signature

(Compliance Officer or Authorized Officer)
Name

Designation :

Phone

Email

Fax

Date

3¥Y
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Suspicious Transaction Report (STR) Form for Banks and Financial Institutions

A. Reporting Institution :
1. Name of the Institution/Branch: ‘ ‘

B. Details of Customer :
1. 1. Name of the account holder/s/customer: ‘ ‘

2. Address: ‘ ‘

3. Profession(if applicable): | |

4. Nationality(if applicable): | |

5. Other account(s) number (if any): | |

6. Other business (if nay): | |

7. Father/Mother’s name (if applicable): ‘ ‘

8. Date of birth/establishment:
C. Account/Transaction Details :

1. Account Number/Transaction:

2. Nature of the account/transaction*:
(Current/savings/loan/other, pls. specify)

3. Nature of ownership:

(Individual/proprietorship
[Partnership/company/other, pls. specify)

4. Date of opening/transaction:

5. Other account(s) number/transaction
(if any):

6. Amount:

7 Others:

*Cash/Transfer/Clearing/TT/etc. Add paper if necessary

3¥Y



D. Reasons for considering the transaction(s) as unusual/suspicious?

(Mention summary of suspicious and consequence of events)

a. | | Identity of clients

b. [ ] Activity in account
c. [ | Background of client
d. [ ] Multiple accounts

e. | | Nature of transaction

f. [ ] Value of transaction

g. D Other reason (PIs. Specify)
E. Suspicious Activity Information
Summary characterization of suspicious activity:

a. | | Corruption/Gratuity e. [ | False statement h. | ] Structuring

b. Cheque fraud f. E or wire frauds . Mysterious
(debit/credit or other Disappearance/behavior
card)

c. [ | Taxevasion g. | | Identity Theft j. || Counterfeit instrument

d. [ ] Loan fraud h. [ ] Terrorist Financing k. [ ] Misuse of Position or Self

F. Has the suspicious transaction/activity had a material impact on or
otherwise affected the financial soundness of the Bank/FI? Yes I:l No Cl

G. Has the Bank/FI taken any action in this context? If yes, give details.

Signature (Compliance Officer or Authorized Officer) :
Name : Date:
Phone : Email: Fax:

¥
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Internal Record Form of STR Submission for Banks and Financial Institutions

Name of Reporting Institution:

Name and address of
SN, the person hold!ng Branch Date of Nature pf Amount Reasops' to be Remarks | Signature
account (including Transaction | Transaction suspicious
legal)
Signature

EN{C)

(Compliance Officer or Authorized Officer)

Name
Designation :
Phone

Email

Fax

Date
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LONG FORM AUDIT REPORT
Of
............................................ LIMITED

For the year ended ..... Ashad 20...
(Corresponding to .....July 20...)

Auditor:
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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.
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INTERNAL CONTROL SYSTEMS
Opinion on the following areas:

3.1
3.2
3.3
3.4
3.5
3.6
3.7
3.8
3.9
3.10
3.11
3.12
3.13
3.14
3.15
3.16
3.17
3.18

Effectiveness of the Audit committee

Effectiveness of the Internal Audit Function

Rectification of the deficiencies identified in the previous internal and external audit reports
Adequacy of the controls in Credit operations

Adequacy of the controls in Treasury operations

Adequacy of the controls in Branch operations

Adequacy of control over Nostro Bank Operations

Adequacy of the controls in procedures related to expenditure

Adequacy of the control over fixed assets

Adequacy of the Management Information System (MIS)

Adequacy of controls over e-banking and Card Operations

Adequacy of controls in Information Technology and related support functions.
Effectiveness of the Inter-branch and agency Reconciliation function
Adequacy of controls to prevent and/or minimize Fraud and forgeries

Instances of Fraud and Forgery in the review period

Existence, adequacy & effectiveness of system audit

Other Control Issues, if any

Auditors overall assessment of the internal control system

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

4.1

4.2

4.3

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

4.2.1 Whether fees and benefits of Chairman and board members are as specified in
AOA/MOA

4.2.2  Appointment, qualification and benefits of the chief executive

4.2.3 Profit Appropriation to General Reserve

4.2.4  Appropriation to Exchange Fluctuation Reserve

4.2.5 Distribution of Dividend

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

4.2.7 Whether prohibited activities are being pursued?

4.2.8 Control & notification of dormant deposit accounts and unclaimed dividend

Foreign Exchange Rules and Requlations

4.3.1  Whether payments of goods imported and service import are made as per circulars.
4.3.2  Whether deposit accounts of foreign currency are opened and operated as per circulars.
4.3.3  Whether card transactions are done as per circulars.

4.3.4  Whether foreign exchange transactions are properly recorded and reported in a timely
manner.
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4.4

4.5

4.6

4.7

4.8

4.9

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

4.3.6 Whether payments of exports are received and reported timely as per circulars.
4.3.7 Whether transactions of Indian currency are made as per circulars.

Minimum Capital fund (Directive No. 1)

4.4.1 Computation of Core Capital, Supplementary Capital and Capital Fund
4.4.2 Computation of Risk Weighted Assets

4.4.3 Comment on the Capital Plan

4.4.4  QOverall opinion on capital adequacy

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

45.1 Comment on the Assets Quality and Classification

45.2 Adequacy of Loan Loss Provisions

4.5.3  Whether the rescheduling/restructuring comply with the provisions of the directive
4.5.4  Loan Loss Provisions in case of restructuring and rescheduling of loans

4.5.,5 Loan Classification and loan loss provision in respect of force loans

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

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

4.5.8 Overall opinion on Loan classification & provisioning
Single Obligor Limit & Sectoral Cedit Limit (Directive No.3)
4.6.1 Bank's procedures to identify a group of related borrowers

4.6.2 Comment on the Facilities in excess of Single Obligor Limits, if any
4.6.3 Loan Loss Provision in case of borrowers availing facilities in excess of the SOL

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

4.6.5 Comments on any exceptions on loan to real estate sector.
Acounting Policy & Format of the Financial Statement (Directive No.4)

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

4.7.2 Recognition of interest income from loans and advances

4.7.3 Reconciliation of Interest Receivable and Interest Suspense
4.7.4 Recognition of other interest, fees and commission and expenses.
4.7.5 Publication of annual accounts and periodical highlights

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

Risk Minimization (Directive No 5)

4.8.1 Mechanisms to minimize liquidity risk

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

Corporate Governance (Directive No0.6)

4.9.1 Formulation and implementation of required plans, policies and guidelines
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4.10

411

4.12

4.13

4.14

4.15

4.16

4.9.2  Code of conduct of Directors, Chief Executive and Employees
4.9.3 Cases of conflict of interest of Directors, Chief Executive and Employees
4.9.4 Mechanism to identify related parties promoters, directors or senior management.

4,95 Lending to directors, chief executive, employees (except as per employee rules) and
their related parties, if any

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

Implementation of Supervisory Findings (Directive No.7)

Auditor's finding on the status of compliance of directions given by NRB based on its onsite
inspections and offsite supervision

Investments (Directive No.8)

4.11.1 Investments in unlisted companies

4.11.2 Investment in companies with financial interest

4.11.3 Investment in shares of other bank/Fls

4.11.4 Investments arising out of Underwriting Commitments
4.11.5 Investment in shares and debentures exceeding the limits
4.11.6 Review of the investment portfolio

4.11.7 Adequacy of provisioning requirements

4.11.8 Adequacy of investmet adjustment fund requirements
Reporting Requirements (directive N0.9)

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

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

4.13.1 Sale or transfer against the statutory requirements
4.13.2 Sale or pledge of promoter shares, during the lock-in period

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

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

Consortium Financing (Directive No.11)

4.14.1 Formation and dissolution of consortium

4.14.2 Fulfillment of the specified duties of lead bank/member bank, where applicable.
4.14.3 Frequency of consortium meetings where it is lead bank/FI

4.14.4 Adherence to the spirits of consortium

Credit Information and Blacklisting (Directive N0.12)

4.15.1 Periodic Submission of information to CIC
4.15.2 Mechanism to obtain required information from borrowers

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

4.15.4 Recommending defaulted borrower to the CIC for blacklisting
4.15.5 Lending to individual/firm/company included in the blacklist
Cash Reserve/Statutory Liquidity Requirement (Directive No. 13)
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4.17

4.18

4.19

4.20

4.21

4.22

4.23

4.16.1 Comment on any exceptions on the maintenance of CRR as stipulated by the directive
4.16.2 Comment on any exceptions on the maintenance of SLR as stipulated by the directive
New Branch/Office Operation (Directive No. 14)

4.17.1 Unauthorized branches/offices/extension counters/remittance counters

4.17.2 Unauthorized transactions
Interest Rates (Directive No. 15)

4.18.1 Interest rate determination procedures

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

Mobilization of Financial Resources (Directive No. 16)

4.19.1 Concentration of deposits

4.19.2 Resource mobilization beyond the limit

4.19.3 Issuance of debenture and other debt instruments
Deprived Sector Lending (Directive N0.17)

4.20.1 Comment on the exceptions observed in the deprived sector lending

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

4.20.3 Monitoring mechanism for utilization of deprived sector lending on a half yearly basis
Merger, Acquisition and Upgradation (Directive No0.18)

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

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

4.21.3 Trading status of stocks in the stock exchange

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

4.21.5 Overall opinion on Merger, Acquisition and Upgradation
AML/CFT (Directive No.19)
4.22.1 AMLI/CFT policies, procedures and practices formulated and followed

4.22.2 Adequacy of mechanism, procedures and documents for customer due diligence
4.22.3 Adequacy of risk based customer classification and monitoring
4.22.4 Mechanism, procedures and documents for customer due diligence

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

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

4.22.7 Adequacy of filing and reporting of the suspected cases to the internal management and
concerned supervisory authorities. Cases of reporting of money laundering and
suspected financing to terrorism to FIU

Subsidiary Company (Directive No.20)

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

4.23.2 Adequacy of consolidation of transactions with the subsidiary(ies).
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4.24

4.25

4.26

4.27

4.28

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

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

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

E-banking Directives (Directive No.21)

4.24.1 E-banking policies and procedures formulated and followed
4.24.2 Adequacy of security maintained in the e-banking trasactions
4.24.3 Adequacy of conditions on bilateral agreement with agents and third party

Miscellaneous Directives (Directive N0.23)

4.25.1 Whether insurance agency service offered to its clients
4.25.2 Authenticity of computer software used

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

4.25.4 Adequacy of security maintained in SWIFT transaction

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

4.25.6 Safe Deposit Vault, Locker Service availed
4.25.7 Compliance of regulations and laws with respect to Auction
4.25.8 Technical Service Agreement, TSA reached, where applicable

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

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

Transparency and level of economy in the capital and operating expenditures.Whether
Financial Administration Bye-laws is adhered to while incurring such expenditures

Compliance with internal rules, requlations and guidelines

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

Overall compliance of laws, requlations, circulars, directives and guidelines

Comment on the overall state of compliance with the laws, regulations, circulars, directives &
guidelines

OTHERS

51

52

5.3
54

Whether guarantees, all other contingent liabilities and off balance sheet exposures are properly
recorded and disclosed

Whether banks have entered into any contracts with related parties including the promoters,
directors, shareholders holding more than 1% and their undivided family

Compliance of pre-requisite conditions for Purchase of fixed assets

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
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6.2

6.3
6.4
6.4
6.5

6.1.3 Adverse
6.1.4 Disclaimer

Main reason for the qualified, adverse or disclaimer opinion on the financial statement
produced, where applicable.

Areas of operation where it is exposed to excessive risk

The risk areas where bank/F1 has not been able to properly address these risks
Comment on the Major Problems faced by the Bank/FI

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