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3.12 Legal Action against the Borrower and/or Guarantor

3.12.1 By the auction of the security or by crediting NBA, if the loan outstanding including interest is
not settled fully, the bank shall send a follow up letter to the borrower and/or guarantor to settle
the dues within 35 days.

3.12.2 The letter should also contain that if the guarantor does not settle the outstanding, he shall be
black listed with CIB.

3.12.3 If the borrower and/or guarantor do not settle the dues within 35 days then the bank shall file a
case against the borrower and/or guarantor invoking the personal guarantee as per the loan
deed and personal guarantee deed.

3.12.4 The borrower and/or guarantor if not black listed, shall be black listed with CIB.

SFEHT FATTACAAT TUFT ITHITARD] AT FAAT STAR T Foll A T Feafeaa el Ta
HUNATS ol TRTAID] AT TSTUHT 34 o FoAr T Foll FhTH AH] GhHT ATA HIALEAHT @l
FREATEN T T W ool AT T | T&IA [T, b qor U GAehl EHITHAT ol =[<hl T RIS
TeATq AP 3 o FoAT e d@=ar § GIAr ATTH AT TR AT FIAGATH AT T oI
quivaeror faamrer ffe Sfaa e o |
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Disclosure under BASEL I

Nepal Rastra Bank has introduced new capital adequacy framework in July 2007 with appropriate approaches for
Nepalese market for implementation of Basel Il to be effective from the FY 2008/09. As per the famework, banks are
required to maintain capital for Credit, Operational and Market risk against the earlier practice of capital requirement for
credit risk only.

NCC Bank has taken Basel Il as a framework that helps bank to improve its risk management system.
A. Risk Management Function

Risk management includes all policies and practices designed to reduce the probable risk to bare minimum level.
Developing, managing and evaluating risk management programs are the ongoing activities in the Bank that constantly
take care of the risk alleviation. Once the type of risk to be managed has been identified, the next step is objective
quantification of that risk. Depending on the type of risk, measures are sought for the timely addressing the issues.

(a) Organization and Authority:

The Board of Directors is the ultimate authority for taking all decisions. However, various level of authorities function
based on their duty and responsibilities are being closely supervised by the higher level authority.

The Board of Directors oversees the establishment of risk management policies and processes through direct reporting
and various committees. Management is accountable to the Board for ensuring the effectiveness of risk management
and adherence to policies and limits approved by the Board. On a day-to-day basis, departments and branches have
primary responsibility for risk management.

(b) Risk Management

As the first step for the management, a suitable comprehensive framework to standardize the process is formulated in
the form of Manual. Various departments of the organization have their respective manual and guidelines that govern
the functionalities.

The key components of bank’s risk management approach are: good corporate governance; robust and comprehensive
processes to identify, measure, control, monitor and report risks; sound assessments of capital adequacy relative to
risks; and a rigorous system of internal control reviews involving internal and external auditors.

There are different Committees at higher level that are constantly focusing on the issue of risk management. Those
Committees include Credit Committee, ALCO, ALIC, Audit Committee etc.

(c) Risk Management Strategies:
(i) Credit Risk:

Credit risk results from the exposures in the normal course of lending with potential earnings volatility caused by
borrowers’ inability and/or unwillingness to fulfill their contractual debt obligations. Credit exposure includes current as
well as potential credit exposure. Current credit exposure is represented by the notional value or principal amount of on-
balance sheet financial and off-balance sheet facilities.

Risk management tools or remedies exist for every exposure that the Organization faces. These include:
1. Risk Avoidance: eliminate the exposure completely.
2 Risk Control: reduce chance or size of loss, or make the likelihood more certain.
3. Risk Transfer by way of insurance coverage or contractual language.
4 Risk Retention: decide to bear the risk at an acceptable level after careful evaluation. Such credit exposures are
adequately collateralized.

Credit Policy of the Bank guides all the lending process. The credit exposure of the bank is monitored by Credit Control
Department. The credit facilities approval has centralized mechanism. Credit committee further monitors the Department.

Individual credit risks are analyzed and approved by experienced credit officers who consider a number of factors in the
identification and assessment of credit risk. The analysis/appraisal is based on the assessment of all relevant factors
including the borrower’s financial condition and outlook, industry and economic conditions, market position, and
management strength.

(if) Operational Risk

The organization has effective internal control mechanism and operational directives/manuals widely covering the
operational aspects of bank management which are believed to reduce the operational risk to an acceptable minimum
level. The bank has also set up a separate cell (Branch Operation Department) to monitor the operational aspects of the
entire organization. The sufficiency, implementation, efficiency of the control mechanisms is reinforced by the wing of

Internal Audit.
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(iii) Market Risk

Asset and liability committees (ALCOs) comprising senior management personnel oversee non-trading market risk
including the setting of operational limits and guidelines to refine risk management, consistent with the Asset and
Liability Management Policy. Treasury Department is responsible for managing the risks in respect of trading and
investment remaining within the approved responsibility.

B. Capital Structure:
(a) The following is the Tier 1 capital and breakdown of its components:

S.No. | Particulars Amount (‘000)

1.1 Paid up Equity Share Capital 1,399,558
1.2 Proposed Bonus Equity Shares -
1.3 Statutory General Reserves 213,325
1.4 Retained Earnings (539,848)
15 Other Free Reserve -
1.6 Deduction from Capital (191,699)
1 Core Capital (Tier 1) 881,336

(b) The following is the Tier 2 capital and breakdown of its components:

S.No. |Particulars Amount (‘000)

2.1 |Subordinated Term Debt -
2.2 |General loan loss provision 112,298
2.3 Exchange Equalization Reserve 886

2.4 | Other Reserves -
2 Supplementary Capital (Tier Il) 113,184

(c) Subordinated Term Debt:

The Bank has not issued any Subordinated Term Debt instrument.

(d) Deductions from Capital:

Investments in other financial institutions licensed by Nepal Rastra Bank, and promoters’ financially interested
companies

Particular Amount (‘000)
Ordinary Shares of Nepal Srilanka Merchant Bank (1,000 units ) 78
Ordinary Shares of NB Insurance Co. (146,000 units ) 14,600
Loan to Harishiddhi Bricks & Tile Factory 100
Loan to National Hydro Power Company 176,922
Total 191,700

(e) Total Qualifying Capital:

S.No. Particular Amount (‘000)
1 Core Capital (Tier |) 881,335
2 Supplementary Capital (Tier II) 113,184

Total Capital Fund (Tier I and Tier II) 994,519
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C. Risk weighted exposure under each of 11 categories of Credit Risk

S.No. Particular Amount (‘000)
1 Claims on government & central bank -
2 Claims on other official entities 155,813
3 Claims on banks 273,322
4 Claims on corporate & securities firms 2,867,836
5 Claims on regulatory retail portfolio 632,472
6 Claims secured by residential properties 325,741
7 Claims secured by commercial real estate 1,034,076
8 Past due claims 482,399
9 High risk claims 1,168,750
10 Other assets 410,782
11 Off balance sheet items 880,132
Total 8,231,323

Risk weighted Exposures:

S.No. Particular Amount (‘000)

1 Risk Weighted Exposure for Credit Risk 8,231,323

2 Risk Weighted Exposure for Operational Risk 696,399

3 Risk Weighted Exposure for Market Risk 56,132
Total Risk Weighted Exposures 8,983,854

Risk Weighted Exposure Calculation Table:

S.No. Particular Amount (‘000)
1 Total Risk Weighted Exposures 8,983,854
2 Total Core Capital (Tier |') 881,335
3 Total Capital Fund (Tier | + Tier 1) 994,520
4 Total Core Capital to Total Risk Weighted Exposures 9.81%
5 Total Capital Fund to Total Risk Weighted Exposures 11.07%
Amount of Non -Performing Assets (Gross and Net):
Amount ‘000
S.No. Category Gross Provision Net
1 Substandard 12,319 3,096 9,223
2 Doubtful 12,239 6,120 6,120
3 Loss 172,510 170,925 1,585
TOTAL 197,068 180,141 16,928
NPA Ratio:
NPA Ratios Percentage
Gross NPA to Gross Advances 2.74%
Net NPA to Net Advances 0.25%
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Movement of NPA: Amount ‘000
Particulars Opening Balance Closing Balance Increase / ( Decrease )
Substandard 24,769 12,319 (12,450)
Doubtful 110,062 12,239 (97,822)
Loss 732,485 172,510 (559,975)
TOTAL 867,316 197,069 (670,248)

Write Off of Loans and Interest Suspense:

Particular Amount (‘000)
Loans Written Off 67,610
Interest written Off 177,448
TOTAL 245,058
Movement in Loan Loss Provision and Interest Suspense:
Amount ‘000
Particular Opening Balance Closing Balance Increase / ( Decrease )
Loan Loss Provision 863,194 325,487 (537,707)
Interest Suspense 621,687 218,489 (403,198)

Segregation of Investment Portfolio:

Particular

Amount ('000)

Held for trading

Held to maturity 166,618
Available for Sale 236,251
TOTAL 402,869

Types of Eligible Credit Risk Mitigants used:

Particular Amount (‘000)
Fixed Deposit with Own Bank 238,667
Fixed Deposit with other Banks / FI 2,034
Gold 78,868
Securities of Government and NRB 684
Securities/ Guarantee of Foreign Bank 23,561
TOTAL 343,814
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