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BRS Neupane
& Co.

Independent Auditors’ Report
To

The Shareholders of Kumari Bank Limited

We have audited the accompanying financial statements of Kumari Bank Limited, which
comprise the Balance Sheet as at 31 Ashad, 2073 (July 15, 2016), Profit and Loss Account,
Statement of Changes in Equity and Cash Flow Statement for the year then ended, and Significant
Accounting Policies and Notes to Account.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair prescntation of these financial statements in
sccordance with Nepal Accounting Standards. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud er emor;
selecting and applying appropriate accounting policies; and making accounting estimates that are
reasonable in the circumstances. Management has prepared financial statements in accordance with
regulatory provisions of Nepal Rasira Bank and not in accordance with Nepal Financial Reporting

Standards (NFRS).

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit in

accordance with Nepal Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial
statements are frec from material misstatement.

An audit involves performing procedures to cblain audit evidence about the amounts and
disclosures in the financial statements. The procedures sclected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to

design audit procedures that
expressing an opinion on the

are appropriate in the circumstances, but not for the purpose of

effectiveness of the entity’s internal control. An audit also includes

evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.We believe that the audit evidence we have ohiained is sufficient and appropriate lo
provide a basis for our audit opinion.

Opinion

The financial statements of the bank for the year ended 31® Ashadh, 2073 has been prepared in
accordance with the requircments of Nepal Rastra Bank. As per the announcement made by the
Institute of Chartered Accountant of Nepal (ICAN), Commercial Banks (Class ‘A%) 51'_mu1d comply

aifties ufadEeT 2082/03



with Nepal Financial Reporting Standards (NFRSs) from Fiscal Year 2015/16 for the preparation
and presentation of financial statements. The financial statements prepared by the bank are not in
compliance with NFRS.

In our opinion, except for as mentioned in the above paragraph, the financial statements present
fairly, in all material respects, the financial position of the Kumari Bank Ltd. as at 31* Ashad, 2073
(July 15, 2016) and its financial performance and its cash flows for the year then ended in
accordance Company Act 2063, Bank and Financial Institution Act, 2063 and Directives of Nepal
Rastra Bank.

Report on other Legal and Regulatory Requirements

We have obtained information and explanations asked for, which, to the best of our knowledge and
belief were necessary for the purpose of cur audit, In our opinion, the balance shect, the profit and
loss account and cash flow statement, prepared in the format prescribed by Nepal Rastra Bank, are
in agreement with the books of accounts of the bank; and proper books of account as required by
law have been kept by the bank. The bank has accounted for interest income from loans and
advances on a cash basis as per Nepal Rastra Bank's directives. The bank has rccognized as
accrued interest income on loans and advances till Ashad end 2073 recovered within 15% Shrawan
2073,

In our opinion the returns from the branches are adequate for the purpose of the audit though the
statements are independently not audited.

In our opinion, so far as appeared from our examination of the books, the bank has maintained
adequate capital funds and sdequate provisions for possible impairment of assets in accordance
with the directives of Nepal Rastra Bank.

To the best of our information and according to explanations given to us and from our examination
of the books of accounts of the bank necessary for our audit purpose, we have not come across
cases where board of directors or any employees of the bank have acted contrary to the provisions
of law, or committed any misappropriation or caused loss or damage to the bank and violated any
directives of Nepal Rastra Bank or acted in a manner to put at risk the interest and security of the

bank, its depositiors and investors.

Date : January 03, 2017 CA. Anup K. Shrestha
Place : Kathmandu, Nepal Managing Parmer
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Disclosure Under Basel |l as at 15 July 2016

(For E/Y 2015/186)
Capital Structure and Capital Adequacy

Tier | Capital and a breakdown of its components Arneunt i s,
S.N. : Particular Current Year
E Paid Up Equity Share Capital 2,699,166,532
5 | Irredeemable Non- cumulative preferenece share -
TE Share premium -
2 | Proposed Bonus Equity Share 566,824,972
= | Statuto ry General Reserves 689,584,086
¢ | RetainedEa rnings 14,649,322
'g | Un-audited current period prafit ( after all provision including tax) S
5 | Bond Redemption Reserve -
"% | Capital Adjustment Reserve 33,769,959
i | Dividend Equalization Reserves .
k | Otherfree Reserve -
Total Tier | Capital 4,003,994,881
Tier 2 Capital and a breakdown of its components ArsainEin B
SN Particular Current Year
z Cumulative and/or Reedemable Preference Share " ) - =
) Subordinated term debt -
ic Hybrid Capital Instuments -
= General Loan Loss provision 314,012,119
| & Exchange Equalisation Reserve 29,181,619
T Investment Adjustment Reserve 417,378
o Assets Revaluation Reserve -
E Other Reserve (Deferred Tax Reserve) -
Total of Tier Il Capital 343,611,116 |
Deductions from Capital: o O
!ﬂ. Particular Current Year
1 Less: Purchase of land and building in excess of limit and unutilised (88,528,547
- Total Deductions from Core Capital (88,526,547)
Tetal Qualifying Capital Amgunt in A5,
s Particular Current Year
2 Tier | Capital 3,915468,334
= Teer il Capital 343,611,116
Total Capital Fund 4,259,079,450
Tsgm=l Adequacy Ratios
h Particular Current Year (%)
& Teer 1 Capital to total RWA 10.75
= Total Capital Fund (Tier 1 + Tler 2) to Total RWA 11.69
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Bank's Internal Approach to Access Capital Adequacy

Bank's mangement regularly review's Bank's Capital Adequacy. Plans
current and projected capital adequacy. Bank's plan and investment

adequacy it feels comfortable.

and budgets are prepared on the basis of
decision are based on the level of capital

Risk weighted exposures for Credit Risk, Ma rket Risk and Operational Risk AR
Lsh.f Particular _ : Current Year
|1 | RiskWeighted Exposure for Credit Risk 32,683,533411
}3 Risk Welghted Exposure for Operatianal Risk 1,816,078,297
3 Risk Welghted Exposure for Market Risk 91,603,305
’ Total 34,591,215,014
Risk weighted exposures under each of 11 categories of Credit Risk Arricont b FS
S.M. Particular Current Year
K Claims on government and central bank 4 =
2 Claims on other official entities -
3 Claims on banks 1,038,117,785
| 4 Claims on corporate and securities firms 17,913 472919 |
5 Claims on regulatory retail portfolio 3,860,703,909
G Claims secured by residential properties 1,841,266,851 |
7 Claims secured by commaercial real estate 844,128,510
| 8 Past due claims 218,019,250 |
9 High risk claims 3,835,625,701
| 10 | Other Assets 630,114,687
11 Off balance sheet items 2,502,083,799
Total 32,683,533,411
Total risk weighted exposure calculation table - Amountin As.
SN - Particular _ Current Year
| 1 | RiskWeighted Exposure for Credit Risk 32,683,533.411
2 Risk Weighted Exposure for Operational Risk 1,816,078,297
L 3 Risk Weighted Exposure for Market Risk 91,603,305

Total Risk Weighted Exposure

34,591,215,014

Add: 3% of the total RWE due to non compliance to Disclosure Requirement

Addition to RWE as per supervisiory review (4%) 1,383,642,601
' Add RWE equvalent to reciprocal of capital charge af 4 % of gross income, 451,898,982

Add: ..% of Total Deposit dug to Insufficient Liquid Assets

Total Risk Weighted Exposure (After Bank's adjustment of Pillar 11} 36,436,762,596

Amount of NPAs (Non Performing Assets) both gross and net Current Years Amount in &5,
S.N. | NonPerforming Assets : Gross Amount Net Amount
1 Restructured / Rescheduled - -
2 Substandard 31,394,674 23,546,005.27
|3 Doubtful 21,764,973 10,882,486.74
4 Loss 292,196,512 -
. Total , 345,356,160 34,428,492.01
aiffo ufddaer 20u2/03
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SN I Particulars Current Year (%)
1  Gross NPA to gross advances 1.15% |
2 Net NPA to net advances 0.12%
Movement of Non Performing Assets AR
SN. [ Non Performing Assets Previous Year 'Change -i ~ CurrentYear i
1 Restructured / Rescheduled 66,689,228 (66,689,228) -
2 Substandard 49,918,549 (18,523.875) 31,394,674
3 Doubtful 41,819,310 (20,054.336) 21,764,973
- Loss 515,571,821 (223,375,308) 292,196,512
Total 673,998,907 (328,642,747) 345,356,160
Write Off of Loan and Interest Suspense
i Ameuntin is.
(SN. Particulars = Current Year
1 | lLoanWrite Off 40,134,489
2 Interest Suspense Write Off 33,084,601
Mevement of Loan Loss Provision and Interest Su spense L
SN Particular . Previous Year __ Change _CurrentYear
i Loan Loss Provision 824,351,984 (199,412,195) 624,939,787
2 Interest 5uspense 211,462,128 (70,355,009) 141,107,028
Detzils of additional loan loss provision Current Year's Amcuntin Re
 SM.  loanClassification Additional provision |
1 Good 46,957,401
2 Restructured / Rescheduled (8,336,153)
3 Suhsta ndard (4,630,969
£ Doubtful (10,027,168)
3 Loss (223,375,308)
Total (199,412,198)
S=gragation of in\restrnent p-urtfulin Amaunt in Be.
W I cateaoer l___ iV
i Held ﬁ:rtr.admg =
12 Held to maturity 6,117,161,391
E Available for sale 25,804,400
B Total 6,142,965,791
aifto uftidea 20u2/e3
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Risk Management Function

Risk Assessment/Mitigation Practices at Kumari Bank Limited

Considering the need to establish effective Risk Management and Risk Mitigation practices at Kumari Bank Ltd, we have
developed a system of continuous improvement of processes wherein each member of the Bank works towards balancing
profitability with prudence. The system encompasses all banking functions from client interface, to back office operation,
to the strategic decision formulated by the management committees and the Board of Directors. Each area has its own
check and balance procedure to assess and mitigate risks involved. The practices thus observed are as follows:

KBL Organization Structure

The bank's lending approval authority is divided into two distinct units, namely Business and Risk Management. While the
Business Unit concentrates more on optimum utility of assets, every lending dedision of this Unitis re-a ssessed and revaluated
by the Credit Risk Management Unit for final approval. The Credit Risk Management Unit applies its objective judgment on
risk variables deemed appropriate in each instance of lending decision. For this purpose, the Credit Risk Management Unit
has two distinct subunits, the Credit Risk Management Department, which facilitates final lending decision after duly
adjusting risks as mitigated to an acceptable level, and the Credit Administration and Compliance Department, which
svaluates the endorsed paperwork prior to actual sanction, and also after it.

Depending upon the volume of loans and the nature of risk associated, lending decision are subject to validation and
approval by various levels of the hierarchy, in which some lending decision are to be approved by CEQ, and other by even
the Board of Directors as each case may require.

Risk Measurement Criteria and Mitigation Process

Credit risks are evaluated from the initial customer interface on an array of risk variahles by the Credit Policy Guidelines of
the Bank, as well as on the individual Intuition of experienced officers. As propasals are escalated for approval, judgmental
and analytical criteria become broader and more conceptual.

Kumari Bank Ltd. usas the best practices in banking, to make its operation secure throu gh a system of procedural crasschecking
mechanism in each operational transaction. An Internal Audit Department, continuously functions to alert bank personnel
to the meticulousness required in handling operations in every functional department. A credit monitoring system is well
established in the Bank, which periodically checks on credit quality, compliance, and level of risk exposure. This practice has
created a continuous learning and improvement environment, and the Bank's efficiency goal has been to move towards
the most prudent practices in the industry.

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

Particular Eligible CRM
Depaosit with Bank & Cash Margin 145,657 441

oo ufddas 2002/3
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