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Chartered Accountants

INDEPENDENT AUDITOR’S REPORT
To the Shareholders of Nepal Credit & Commerce Bank Limited

Report on the Audit of the Financial Statements

Opinion

We have audited the financial statements of Nepal Credit & Commerce Bank Limited which comprise
the Statement of financial position as at 31% Ashad 2078 (15" July, 2021), Statement of Profit or loss,
Statement of Other Comprehensive income, Statement of Change in equity and Statement of Cash
Flows for the year ended, and notes to the Financial Statements including the summary of Significant
Accounting Policies.

In our opinion, the accompanying financial statements read with the Significant Accounting Policies
and Notes to Accounts, present fairly, in all material respect, the financial position of the Company as
at Ashad 31, 2078 (15" July, 2021) and its financial performance and cash flows for the period from
Shrawan 1, 2077 to Ashad 31, 2078, in accordance with Nepal Financial Reporting Standards

(NFRS). :

Basis for Opinion

We conducted our audit in accordance with Nepal Standards on Auditing (NSAs). Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the audit of Financial
Statements section of our report. We are independent of the company in accordance with The Institute
of Chartered Accountants of Nepal’s (ICAN) Code of Ethics for Professional Accountants together
with the ethical requirements that are relevant to our audit of the financial statements in Nepal and we
have fulfilled our ethical responsibilities in accordance with these requirements and ICAN’s Code of
Ethics for Professional Accountants. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Key Audit matters

Key audit matters are those matters, that in our professional judgment, were most significant in the
audit of the financial statements of the current period. Those matters were addressed in the context of
the audit of the financial statements as a whole, in forming our opinion thereon, and we do not
provide separate opinion on these matters. We have determined the matters described below to be the
key audit matters to be communicated in our report.

S.N

Key Audit Matters

Auditor’s Response

D

Interest Recognition

The interest income has been recognized on
accrual basis and following the interest income
recognition guidelines issued by NRB. The
guidelines require suspension of the interest
recognition on accrual basis for the loans and
advances with overdue of more than 12 months
whereas for the loans and advances with overdue
of 3-12 months, interest recognition on accrual
basis is limited on the basis of collateral testing
as specified. Due to the lack of system capability
to suspend recognition of the interest inconie on
the basis of overdue status of loan as weli as
review of fair value of the collateral on regular
basis, manual intervention is required in iaterest
recognition process and hence create a risk of

Our audit approach included clear
understanding of the core banking
software of the bank i.e how the interest
income is accrued regarding the loans
and advances. Furthermore, we have
relied on the engineer’s valuation of the
collateral for the determination of the fair |
value regarding the collateral testing. ,
We have also test checked the interest |
income booking with manual |
computation where no deviation was |
noticed.

|
|
|
!
J

improper _application of the guidelines and/m\
[
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determination of the Fair value of the collateral.
This may in turn, have effect on the recognition
of the interest income by the bank. Thus, we
have considered it as a key audit matter.

2)

Impairment of loans and advances
As per NAS 39(carve-out issued by ICAN), bank

| Our audit approach included reviewing

shall measure impairment loss on loans and | the overdue status of loans and advances

advances at the higher of:
- Amount derived as per norms prescribed
by NRB for loan loss provisioning and;
- Amount determined as per para 63 of
NAS adopting the incurred loss model

As per the norms prescribed by the NRB,
provision at the prescribed rate shall be created
on the loans and advances based on overdue
status of loans and advances as well as utilization
status of the facility, status of the security etc.

As per NAS 39, impairment of loans and
advances should be made on individual
impairment basis for loans and advances that are
individually  significant and  collective
impairment for homogeneous groups of loans
that are not considered individually significant.
On individual impairment, amount of the loss is
measured as the difference between asset’s
carrying amount and present value of the
estimated future cash flows. Under collective
impairment, loss is determined after taking into
account the historical loss experience in
portfolios of similar credit risk and
management’s experienced judgement as to
whether economic and credit conditions are such
that actual level of inherent losses at the
reporting date is likely to be greater or less than
suggested by historical experience.

Given the fact that the impairment of loans and
advances under incurred loss model require
assessment of future cash flows as well historic
loss experience of portfolios and also the
impairment of loan loss under NRB norms
require assessment of overdue status of loans and
advances and proper utilization of loans for
intended purpose. Hence assessment of
availability and accuracy of required data for
impairment of loans and advances under incurred
loss model as well as under NRB provisioning
norms is regarded as a key audit matter.

| by obtaining data from the system and

matching the same with NRB 2.2 report.
Sample credit files were reviewed for the
purpose of assuring the utilization of loan
& advances for the intended purpose,
account movement and account turnover.
We also assessed the expected future
cash flows on the basis of the realizable
value of collateral securities based on the

management  estimate  from  the
individually  significant loans and
advances with the indication of the
impairment of the assets.

Similarly, homogeneous group of loans
were assessed on the basis of nature and
purpose of loans and data of historical
loss experience in the portfolios were
assessed on the basis of the past dues date
from the system as well as data of loan
loss provision of the defined group in the
past.

4)

Information Technology

Most of the information of the bank is digitally
stored and ftransaction were carried out
digitally/electronic. The various reports in
compliance with the NRB guidelines and other

Our audit approach regarding the
Information technology of the bank is
based upon the information technology

idelines issued by NRB. We
?}%\tﬂod the feeding of the data in the

compliances to regulators are highly dependerit!
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on the digitally stored data and other allied
systems.

We have considered this as key audit matter as
any control lapses, validation failures, incorrect
input data and wrong extraction of data may
result in the wrong reporting of the data to
management, shareholders and regulators.

system and went through the extraction
of the financial information and the
statements from the IT system existing in
the bank. The reports generated by the
system were reviewed on sampling basis.
The interest income and expenses booked
regarding the loans and deposits were
verified on the test basis.

3)

Contingent liabilities related to the pending
cases

The company is exposed to different laws,
regulations and their interpretations thereof. In
this regulatory environment there is an inherent
risk of litigations and claims.

Resolution of the tax and other legal proceedings
may span over multiple years due to the highly
complex nature and magnitude of the legal
matters  involved.  Contingent liabilities
disclosures may arise from the pending legal
cases at present. These estimates could change
significantly over the time as new facts emerge
with each legal case progresses.

Given the inherent complexity and magnitude of
potential exposures and the judgement necessary
to estimate the amount of the provisions required
or to determine the required disclosures, this is
considered as a key audit matter.

Our audit approach included gaining an
understanding of the outstanding
litigations against the company from the
company’s inhouse consultant or other
key managerial personnel having the
knowledge of these matters.

We have read the correspondence
between the company and the authorities
and also tested the completeness of the
litigation on a sample basis by examining
the minutes of the board meetings.

We also assessed the adequacy of the
company’s disclosure in respect of the
contingent liabilities for the legal matters.

Responsibilities of the Management and Those Charged with Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with NFRS, and for such internal control as management determines is necessary to
enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, management is responsible for assessing the company’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either intends to liquidate the company or
to cease operations or has no realistic alternative but to do so.

Auditor’s Responsibility for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor's report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with NSAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.

As part of an audit in accordance with NSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e [dentify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain
audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, mtenf;onal omissions, misrepresentations,
or the override of internal control. v N
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¢ Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

¢ Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Company’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are required
to draw attention in our auditor’s report to the related disclosures in the financial statements
or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on
the audit evidence obtained up to the date of our audit report. However, future events or
conditions may cause the Company to cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including
the disclosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and
other matters that may reasonably be thought to bear on our independence, and where applicable,
related safeguards.

Report on the Legal and Regulatory Requirements

We have obtained satisfactory information and explanations asked for, which to the best of our
knowledge and belief were necessary for the purpose of our audit and the returns received from the
branch offices of the bank, though the statements are independently not audited were adequate for the
purpose of the audit.

In our opinion, the Statement of Financial Position, Statement of Profit or loss, Statement of other
Comprehensive Income, Statement of Change in equity and Statement of Cash Flows for the year then
ended, and Significant Accounting Policies, Notes to Accounts and other explanatory notes have been
prepared in accordance with the requirements of the Companies Act, 2063 and are in the agreement
with the books of accounts maintained by the bank.

To the best of our information and according to the explanations given to us, in the course of our
audit, we observed that the bank has taken actions for protection of the interest of the depositors and
investors; the capital fund and risk bearing fund were adequately maintained; loans have been
provisioned and written off as specified; the business of the bank was conducted satisfactorily and the
bank’s transactions were found to be within the scope of its authorities. We did not come across cases
where the Board of directors or any office bearers of the bank has acted contrary to the provision of
law or cause loss or damaged to the bank or committed any misappropriation or violated the directives

of Nepal Rastra Bank. . N
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Nirdesh Shrestha, FCA <7 Accov®™
(Partner) T
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Chartered Accountants
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NOTES TO THE FINANCIAL STATEMENTS
Fiscal Year ended 15* July 2021

1. BANK

1.1 General Information

Nepal Credit & Commerce Bank Ltd. (NCC Bank) is a public limited company established in Nepal on October 14, 1996
registered under Companies Act and licensed by Nepal Rastra Bank under Bank and Financial Institutions related Act, 2073
(then prevailing Commercial Bank Act 2031).The registered office of the Bank is at Bagbazar, Kathmandu, Nepal. The Bank
carries out commercial banking activities in Nepal under license from Nepal Rastra Bank (the Central Bank of Nepal) as class
"A licensed institution. The shares of the Bank are listed with the Nepal Stock Exchange Ltd.

At present, NCC Bank provides its financial facilities and services to rural and urban areas through its 133 branches spread
throughout the country.

This financial statement covers the period commencing from Shrawan 1, 2077 to Ashadh 31, 2078 (16th July 2020 to 15th
July 2021).

1.2 Principal Activities and Operations

Bank

The principal activities of the Bank are to provide full-fledged commercial banking services including, agency services, trade
finance services, card services, e-commerce products and services, remittance services to its customers through its strategic
business units, branches, ATMs and network of agents.

Subsidiary and Associates
The Bank has no any subsidiary as on reporting date but has following associates.

Ownership as on:
Associates Principal Activities 15t July 15t July
2021 2020

“D” class financial institution extending micro
finance products and services to the deprived/
economically disadvantaged/ rural communities/
sectors.

Sadhana Laghubitta Bittiya Sanstha Ltd. 7.78% 9.18%

The Bank has also appointed one of its employees representing in the board of directors of Sadhana Laghubitta Bittiya
Sanstha Ltd.

2. BASIS OF PREPARATION

The financial statements of the Bank have been prepared in accordance with the Nepal Financial Reporting Standards
(NFRS) and Nepal Accounting Standards (NAS) adopted by the Accounting Standards Board of Nepal within the framework
prescribed by Directive No. 4 of Unified Directive issued by Nepal Rastra Bank.

The financial statement comprises of the Statement of Financial Position, Statement of Profit or Loss and Other Comprehensive
Income, Statement of changes in Equity and Statement of cash flows along with the Notes to Accounts and other significant
disclosures required by the reporting standard as well as regulators.

The significant accounting policies applied in the preparation of financial statements are set out below in Note 3. These
policies are consistently applied to all the years presented, except for the changes in accounting policies disclosed specifically.

2.1. Statement of Compliance

The financial statements of the Bank have been prepared in accordance with Nepal Financial Reporting Standards (NFRS)
and carve outs issued by The Institute of Chartered Accountants of Nepal (ICAN) on September 20, 2018 and August 19,
2020 on NFRS requirements which allowed alternative treatments and in compliance with other NRB Directives, Companies
Act and other prevailing laws.
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2.2. Reporting Period and Approval of Financial Statements
The Bank follows the Nepalese financial year based on the Nepalese calendar starting from first day of Shrawan (Mid July)
of each year to the last day of Ashad (Mid July) of the next year. The corresponding dates for the Nepalese calendar are as

follows:
Relevant Financial Statement Date/Period Nepalese Calendar Date/ Period
Reporting Date 31 Ashad 2078
Comparative Reporting Date 31 Ashad 2077
Reporting Period 01 Shrawan 2077 — 31 Ashad 2078
Comparative Reporting Period 01 Shrawan 2076 — 31 Ashad 2077

The accompanied financial statements have been approved and authorized for issue by the Board of Directors in its meeting
held on 2078/08/14 (30/11/2021) and have been recommended for approval by shareholders in the Annual General Meeting.

2.3. Functional and Presentation Currency

The Financial Statements of Bank are presented in Nepalese Rupees (Rs.), which is the currency of the primary economic
environment in which the Bank operates. There was no change in Bank’s presentation and functional currency during the
period under review. All the amounts have been rounded to the nearest Rupee, except when otherwise indicated.

2.4. Use of Estimates, Assumptions and Judgments

The preparation of Financial Statements in conformity with Nepal Financial Reporting Standards (NFRSs) requires the
management to make judgments, estimates and assumptions that affect the application of accounting policies and the
reported amounts of assets, liabilities, income and expenses. Actual results may differ due to these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognized
in the period in which the estimate is revised and in any future periods affected.

The most significant areas of estimation, uncertainty and critical judgments in applying accounting policies that have most
significant effect in the Financial Statements are as follows:

2.4.1 Going Concern

The Directors have made an assessment of Bank’s ability to continue as a going concern and satisfied that it has the
resources to continue in business for the foreseeable future. Furthermore, Board is not aware of any material uncertainties
that may cast significant doubt upon Bank’s ability to continue as a going concern and they do not intend either to liquidate or
to cease operations of it. Therefore, the Financial Statements continue to be prepared on the going concern basis.

2.4.2 Fair Value of Financial Instruments

Where the fair values of financial assets and financial liabilities recorded in the statement of financial position can be derived
from active markets, they are derived from observable market data. However, if this is not available, judgment is required to
establish fair values. The valuation of financial instruments is described more detailed in Notes 3.4.

2.4.3 Impairment of Financial Assets — Loans and Advances

The Bank review individually significant loans and advances at each statement of financial position date to assess whether an
impairment loss should be recorded in the income statement. The Bank has conducted objective evidence test for individual
impairment through different parameters like inability to meet loan agreements, substantial drop in profits/ turnover, significant
adverse cash flows, significant adverse net worth situation, problematic borrower financial position, etc. In particular,
judgment of the management is required in the estimation of the amount and timing of future cash flows while determining
the impairment loss.

These estimates are based on assumptions about a number of factors and actual results may differ, resulting in future
changes to the impairment allowance.

Loans and advances of top 50 borrowers and top 50 borrowers having loss loan have been assessed individually and some
found to be impaired and all individually insignificant loans and advances are then assessed collectively, in groups of assets
with similar risk characteristics, to determine whether impairment charge should be made due to incurred loss events for
which there is objective evidence, but the effects of which are not yet evident. The Bank has segregated risk assets into five
groups with similar risk characteristics i.e. home loan, auto loan, personal loan, short term loan and term loan for collective
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impairment assessment. The collective assessment takes in to account data from the loan portfolio such as levels of arrears,
credit quality, portfolio size etc. and judgments based on current economic conditions as per Para 63 of NAS 39. Also the
collective assessment takes into account the past eight years data for Probability of Default (PD) computation and past eight
years data for Loss Given Default (LGD) computation. Collective impairment assessment on loans and advances is derived
from product of PD and LGD.

The Bank has opted to apply the carve outs on impairment of loan and advances. Accordingly, individual and collective
impairment loss amount calculated as per NFRS is compared with the impairment provision required under NRB directives
no. 2, higher of the amount derived from these measures is taken as impairment loss for loan and advances.

2.4.4 Impairment of Investments measured through OCI

The Bank reviews its investments classified as available for sale, at each reporting date to assess whether they are impaired.
Bank records impairment charges on available for sale equity investments where there is significant or prolonged decline in
fair value below their cost. The determination of what is ‘significant’ or ‘prolonged’ requires judgment. Bank generally treats
‘significant’ as 25% and ‘prolonged’ as longer than six months. In addition, the Bank evaluates, among other factors, historical
share price movements, duration and extent up to which the fair value of an investment is less than its cost.

2.4.5 Taxation

Bank is subject to income tax and judgment is required to determine the total provision for current, deferred and other taxes
due to the uncertainties that exist with respect to the interpretation of the applicable tax laws, at the time of preparation of
these Financial Statements.

Deferred tax assets are recognized in respect of impairment allowances which will be recovered in the foreseeable future
tax losses to the extent that it is probable that future taxable profit will be available against which the losses can be utilized.
Judgment is required to determine the amount of deferred tax assets that can be recognized, based upon the likely timing and
level of future taxable profits, together with future tax planning strategies.

Details on deferred tax assets/liability are disclosed in Note 4.15 to the financial statements.

2.4.6 Defined Benefit Plans
The cost of the defined benefit obligations and the present value of their obligations are determined using actuarial valuations.

The actuarial valuation involves making assumptions about discount rates, future salary increments, mortality rates and
possible future liability increment, if any. Due to the long term nature of these plans, such estimates are subject to uncertainty.

All assumptions are reviewed at each reporting date. Bases of assumptions are as follows:
Discount rate for the valuation is based on Yield to Maturity (YTM) available on government bonds having similar term to
decrement-adjusted estimated term of liabilities. In determining the appropriate discount rate, management considers the

average interest rates of Nepal savings bonds with maturities of three years or more.

Salary escalation rate has been based on the estimates of overall long-term salary growth rates after taking into consideration
expected earnings inflation as well as performance and seniority related increases based on the past trend.

Withdrawal rate is based on the estimates of expected long-term future employee turnover based on the past trend.

The mortality rate is based on Nepali Lives Mortality tables issued by Beema Samiti, Nepal for the actuarial valuation.

2.4.7 Useful Life-time of the Property, Plant and Equipment

The Bank reviews the residual values, useful lives or depreciation rate used, methods of depreciation of property, plant
and equipment at each reporting date. Judgment of the management is exercised in the estimation of these values, rates,
methods and hence they are subject to uncertainty.

a) Property and Equipment

Property and Equipment except land are stated at acquisition cost less accumulated depreciation. Acquisition cost includes
expenditures that are directly attributable to the acquisition of the assets.
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Assets with a value less than Rs. 5,000 are charged off as an expense irrespective of its useful life in the year of purchase.

Leasehold improvements are capitalized at cost and amortized over the lease period or five years whichever is earlier. The
amount of amortization is charged as expenses.

b) Intangible Assets

Intangible assets comprise the value of core banking software and other software for the use of the Bank. These intangible
assets are carried at its cost less accumulated amortization and any accumulated impairment losses. Subsequent expenditure
is capitalized only when it increases the future economic benefits embodied in the specific assets to which it relates.

Amortization methods, useful lives and residual values are reviewed at each reporting date and adjusted if appropriate. These
assets are amortized over their useful life estimated as 5 years from the date of acquisition or over the period of the license,
whichever is less.

2.4.8 Commitments and Contingencies

All discernible risks are accounted for in determining the amount of all known liabilities. Contingent liabilities are possible
obligations whose existence will be confirmed only by uncertain future events or present obligations where the transfer of
economic benefit is not probable or cannot be reliably measured. Contingent liabilities are not recognized in the Statement of
Financial Position but are disclosed unless they are remote.

2.4.9 Provisions for Liabilities and Contingencies

The Bank receives legal claims against it in the normal course of business. Management has made judgments as to the
likelihood of any claim succeeding in making provisions. The time of concluding legal claims is uncertain, as is the amount of
possible outflow of economic benefits.

2.5. Changes in Accounting Policies

The Bank has changed its accounting policies to ensure compliance with NFRS during the previous year and has applied
the same accounting policies for the preparation of Financial Statement this year. Detailed accounting policies have been
mentioned and separately disclosed in Point No.3.

2.6. New Standards issued but not yet effective

Standards as pronounced by the Accounting Standards Board Nepal (ASB Nepal) have been used in the preparation of
financial statements. Any departure from the requirements of NFRS, if any, has been separately disclosed in the Notes to
Accounts/ Explanatory Notes.

A number of new standards and amendments to the existing standards and interpretations have been issued by International
Accounting Standards Board (IASB) after the pronouncements of IFRS with varying effective dates. Those become applicable
when ASB, Nepal incorporates within NFRS.

Further, The Institute of Chartered Accountants of Nepal (ICAN) has issued NFRS 2018 on 2077/03/11 vide its 244th council
meeting which requires NFRS 9 Financial Instruments, NFRS 15 Revenue from Contracts with Customers, NFRS 14
Regulatory Deferral Accounts, NFRS 16 Leases and NFRS 17 Insurance Contracts to be effective from 2021/07/16 . The
application of these standards, especially NFRS 9 Financial Instruments, NFRS 15 Revenue from Contracts with Customers
and NFRS 16 Leases, may have significant impact upon financial statements, the quantification of which is yet to be made.

Provision of carve-out adapted by the Bank

The Institute of Chartered Accountants of Nepal (ICAN) issued “Notice regarding Decision on Carve-outs in NFRS with
Alternative Treatments” on various dates and alternative treatments as per carve-outs has been adapted while preparing the
financial statements. The detail of carve-out provisions adapted by the Bank is given hereunder.

1. Incurred Loss Model to measure the impairment Loss on Loan and Advances (NAS 39: Financial Instruments, Para
58: Recognition and Measurement)

As per carve out prescribed for fiscal year 2077/78, “An entity shall assess at the end of each reporting period whether there is
any objective evidence that a financial asset or group of financial assets measured at amortized cost is impaired. If any such
evidence exists, the entity shall apply paragraph 63 to determine the amount of any impairment loss unless the entity is bank
or financial institutions registered as per Bank and Financial Institutions Act 2073. Such entities shall measure impairment loss
on loan and advances as the higher of amount derived as per norms prescribed by Nepal Rastra Bank for loan loss provision
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and amount determined as per paragraph 63: and shall apply paragraph 63 to measure the impairment loss on financial
assets other than loan and advances. The entity shall disclose the impairment loss as per this carve-out and the amount of
impairment loss determined as per paragraph 63.

Further, Bank and Financial Institutions shall measure impairment loss on loan and advances as the higher of amount derived
as per norms prescribed by Nepal Rastra Bank for loan loss provision and amount determined as per paragraph 63;and shall
apply paragraph 63 to measure the impairment loss on financial assets and other assets other than loan and advances.
The Bank and Financial Institutions shall disclose the impairment loss as per this carve-out and the amount of impairment loss
determined as per paragraph 63.”

2. Impracticability to determine transactions cost of all previous years which is the part of effective Interest rate (NAS
39, Para 9: Financial Instruments: Recognition and Measurement)

As per carve out prescribed for fiscal year 2077/78 , “The effective interest rate is the rate that exactly discounts estimated
future cash payments or receipts through the expected life of the financial instrument or, when appropriate, a shorter period
to the net carrying amount of the financial asset or financial liability. When calculating the effective interest rate, an entity shall
estimate cash flows considering all contractual terms of the financial instruments ( for example, prepayment call and similar
options) but shall not consider future credit losses. The calculation includes all fees and points paid or received, unless it
is immaterial or impracticable to determine reliably, between parties to the contract that are an integral part of the effective
interest rate ( see NAS 18 Revenue), transaction costs and all other premiums or discounts. There is a presumption that the
cash flows and the expected life of a group of similar financial instruments can be estimated reliably. However, in those rare
cases when it is not possible to estimate reliably the cash flows or the expected life of a financial instrument (or group of
financial instruments), the entity shall use the contractual cash flows over the full contractual term of the financial instrument
(‘or group of financial instruments).”

2.7. Discounting

The fair value of debt securities shall be determined by discounting by the future cash flows by the coupon interest rate.
The Bank has a policy to treat share/debenture issue expenses up to 1.5% of share/debentures issue price as immaterial.
Considering those expenses as immaterial and impracticable to determine reliably, same has not been considered in
computation of effective interest rate as per Carve-out announcements.

An employee benefit has been determined by considering discount rate as the annual average interest rate.

2.8. Responsibility for Financial Statements
The Board of Directors is responsible for the preparation and presentation of Financial Statements of Nepal Credit and
Commerce Bank Limited as per the provisions of the Companies Act, 2063 and Bank and Financial Institutions Act, 2073.

2.9. Presentation of Financial Statements
The assets and liabilities of the Bank presented in the Statement of Financial Position are grouped in an order of liquidity.

2.10. Materiality and Aggregation

In compliance with Nepal Accounting Standard - NAS 01 (Presentation of Financial Statements), each material class of similar
items is presented separately in the Financial Statements. ltems of dissimilar nature or functions too are presented separately
unless they are immaterial. Financial Assets and Financial Liabilities are offset and the net amount reported in the Statement
of Financial Position only when there is a legally enforceable right to offset the recognized amounts and there is an intention
to settle on a net basis, or to realize the assets and settle the liability simultaneously. Income and expenses are not offset in
the Statement of Profit or Loss unless required or permitted by an Accounting Standard.

2.11. Comparative Information

The Financial Statement of the Bank provides comparative information in respect of previous periods. The accounting policies
have been consistently applied by Bank with those of the previous financial year in accordance with Nepal Accounting
Standard - NAS 01(Presentation of Financial Statements), except those which had to be changed as a result of application of
the new NFRS. Further, comparative information is reclassified wherever necessary to comply with the current presentation.
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3. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently to all periods presented in these Financial Statements,
and deviations if any have been disclosed accordingly.

3.1. Basis of Measurement

The Financial Statements of Bank have been prepared on the historical cost basis, except for the following material items in
the Statement of Financial Position:

» Financial assets other than measured at amortized cost are measured at fair value.

» Derivative financial instruments are measured at fair value, if any.

» Net defined benefit liabilities are measured at Present Value of Defined Benefits Obligation less the Total Plan Assets.

3.2. Basis of consolidation

The Bank does not have control over any other entity for consolidation of financial statements. Investments in associates
are accounted for in financial statements as per cost model although associate’s financial statements are not prepared using
uniform accounting policies for like transactions and events in similar circumstances as it is impracticable to do so.

3.3. Cash and cash equivalent
Cash and Cash Equivalents include cash in hand, balances with banks, money at call and at short notice with maturity less
than three months.

Details of the Cash and Cash Equivalents are given in Note 4.1 to the Financial Statements.
3.4. Financial Assets and Financial Liabilities

a. Recognition

All financial assets and liabilities are initially recognized on the trade date, i.e. the date that Bank becomes a party to the
contractual provisions of the instrument. This includes ‘regular way trades’. Regular way trade means purchases or sales of
financial assets that required delivery of assets within the time frame generally established by regulation or convention in the
market place.

The classification of financial instruments at the initial recognition depends on their purpose and characteristics and the
management’s intention in acquiring them.

b. Classification and Measurement

Financial Assets

All financial instruments are measured initially at their fair value plus transaction costs that are directly attributable to acquisition
or issue of such financial instruments except in the case of such financial assets and liabilities at fair value through profit or
loss, as per the Nepal Accounting Standard - NAS 39 (Financial Instruments: Recognition and Measurement). Transaction
cost in relation to financial assets and financial liabilities at fair value through profit or loss are dealt with the Statement of
Profit or Loss.

At the inception, a financial asset is classified into one of the following:
a. Financial assets at fair value through profit or loss
i. Financial assets held for trading
ii. Financial assets designated at fair value through profit or loss
b. Financial Assets at amortized cost
c. Financial assets at fair value through OCI

The subsequent measurement of financial assets depends on their classification.
A. Financial Assets at Fair Value through Profit or Loss

A financial asset is classified as fair value through profit or loss if it is held for trading or is designated at fair value through
profit or loss.
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i. Financial Assets Held for Trading

Financial assets are classified as held for trading if they are acquired principally for the purpose of selling or repurchasing in
the near term or holds as a part of a portfolio that is managed together for short-term profit or position taking. This category
also includes derivative financial instruments entered into by Bank that are not designated as hedging instruments in hedge
relationships as defined by Nepal Accounting Standards NAS 39 (Financial Instruments: Recognition and Measurement).

Financial assets held for trading are recorded in the Statement of Financial Position at fair value. Changes in fair value are
recognized in ‘Net trading income’. Dividend income is recorded in ‘Net trading income’ when the right to receive the payment
has been established.

Bank evaluates its held for trading asset portfolio, other than derivatives, to determine whether the intention to sell them in the
near future is still appropriate. When Bank is unable to trade these financial assets due to inactive markets and management’s
intention to sell them in the foreseeable future significantly changes, Bank may elect to reclassify these financial assets.

Financial assets held for trading include instruments such as government securities and equity instruments that have been
acquired principally for the purpose of selling or repurchasing in the near term.

ii. Financial Assets Designated at Fair Value through Profit or Loss
Bank designates financial assets at fair value through profit or loss in the following circumstances:
» Such designation eliminates or significantly reduces measurement or recognition inconsistency that would otherwise
arise from measuring the assets
» The assets are part of a group of financial assets, financial liabilities or both, which are managed and their performance
evaluated on a fair value basis, in accordance with a documented risk management or investment strategy
» The asset contains one or more embedded derivatives that significantly modify the cash flows that would otherwise
have been required under the contract.

Financial assets designated at fair value through profit or loss is recorded in the Statement of Financial Position at fair value.
Changes in fair value are recorded in ‘Net gain or loss on financial instruments designated at fair value through profit or
losses’ in the Statement of Profit or Loss. Interest earned is accrued under ‘Interest income’, using the effective interest rate
method, while dividend income is recorded under ‘Other operating income’ when the right to receive the payment has been
established.

The Bank has not designated any financial assets upon initial recognition as designated at fair value through profit or loss.

B. Financial Assets measured at amortized cost

Held to Maturity Financial Assets are non-derivative financial assets with fixed or determinable payments and fixed maturities
which the Bank has the intention and ability to hold to maturity. After the initial measurement, held to maturity financial
investments are subsequently measured at amortized cost using the effective interest rate, less impairment. The amortization
is included in ‘Interest income’ in the Statement of Profit or Loss. The losses arising from impairment of such investments are
recognized in the Statement of Profit or Loss.

The Amortized cost of a financial asset or liability is the amount at which the financial asset or liability is measured at initial
recognition, minus principal repayments, plus or minus the cumulative amortization using the effective interest method of any
difference between the initial amount recognized and the maturity amount, minus any reduction for impairment.

Loans and Receivables from Customers
Loans and receivables include non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market, other than:
» Those that the Bank intends to sell immediately or in the near term and those that the Bank, upon initial recognition,
designates as fair value through profit or loss
» Those that the Bank, upon initial recognition, designates as available for sale
» Those for which the Bank may not recover substantially all of its initial investment through contractual cash flows,
other than because of credit deterioration.

After initial measurement, loans and receivables shall be subsequently measured at amortized cost using the effective interest
rate, less allowance for impairment. The losses arising from impairment are recognized in ‘Impairment charge / reversal for

loans and other losses’ in the Statement of Profit or Loss.
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However, Bank has a policy to treat loan administration fees up to 1.5% of loan amount as immaterial. Considering those fees
as immaterial and impracticable to determine reliably, same has not been considered in computation of effective interest rate
as per Carve-out announcement.

Staff Loans measured at fair value

The Bank has a policy to provide home loan, hire purchase loan and home loan tied up with insurance to employees at
subsidized interest rate. The Bank has measured the staff loans at fair value using the fair market interest rate. The difference
of book value with fair value of loans has been shown as prepaid employee benefits.

C. Financial Assets measured at fair value through OCI

Financial assets measured through OCI include equity and debt securities. Equity Investments classified as ‘Fair value
through OCI’ are those which are neither classified as ‘Held for neither Trading 'nor ‘Designated. Debt securities in this
category are intended to be held for an indefinite period of time and may be sold in response to needs for liquidity or in
response to changes in the market conditions.

After initial measurement, available for sale financial investments are subsequently measured at fair value. Fair value is
determined in reference to quoted market price in the active share market for listed ordinary shares (Level-1 hierarchy). In
case of listed promoter shares not traded in the active market, fair value has been determined with fifty percent of differential
adjustment between the cost price of such shares and the quoted market price of ordinary shares of such concerned
company in accordance with Level-2 hierarchy. Unrealized gains and losses are recognized directly in equity through ‘Other
comprehensive income / expense’ in the ‘Fair value reserve’. Where Bank holds more than one investment in the same
security, they are deemed to be disposed of on a first-in-first-out basis. Interest earned whilst holding ‘Financial investments
at fair value through OCYI’ is reported as ‘Interest income’ using the effective interest rate. Dividend earned whilst holding
‘Financial investments at fair value through OCI’ are recognized in the Statement of Profit or Loss as ‘other operating income’
when the right to receive the payment has been established. The losses arising from impairment of such investments are
recognized in the Statement of Profit or Loss under ‘Impairment charge for loans and other losses’ and removed from the
‘Available for sale reserve’.

Financial Liabilities
At the inception, the Bank determines the classification of its financial liabilities. Accordingly, financial liabilities are classified
as:

a. Financial liabilities at fair value through profit or loss
i. Financial liabilities held for trading
ii. Financial liabilities designated at fair value through profit or loss

b. Financial liabilities at amortized cost

A. Financial Liabilities at Fair Value through Profit or Loss

Financial Liabilities at fair value through profit or loss include financial liabilities held for trading and financial liabilities
designated upon initial recognition as fair value through profit or loss. Subsequent to initial recognition, financial liabilities at
fair value through profit or loss are measured at fair value and changes therein are recognized in profit or loss.

(i) Financial Liabilities Held for Trading

Financial liabilities are classified as held for trading if they are acquired principally for the purpose of selling or repurchasing
in the near term or holds as a part of a portfolio that is managed together for short-term profit or position taking. This category
includes derivative financial instrument entered into by Bank that are not designated as hedging instruments in hedge
relationships as defined by Nepal Accounting Standard - NAS 39 (Financial Instruments: Recognition and Measurement).

(ii) Financial Liabilities Designated at Fair Value through Profit or Loss
Bank designates financial liabilities at fair value through profit or loss at following circumstances:

»  Such designation eliminates or significantly reduces measurement or recognition inconsistency that would otherwise
arise from measuring the liabilities.

» The liabilities are part of a group of Financial assets, financial liabilities or both, which are managed and their
performance evaluated on a fair value basis, in accordance with a documented risk management or investment

strategy
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»  The liability contains one or more embedded derivatives that significantly modify the cash flows that would otherwise
have been required under the contract.

B. Financial Liabilities at Amortized Cost

Financial instruments issued by Bank that are not classified as fair value through profit or loss are classified as financial
liabilities at amortized cost, where the substance of the contractual arrangement results in Bank having an obligation either
to deliver cash or another financial asset to another Bank, or to exchange financial assets or financial liabilities with another
Bank under conditions that are potentially unfavorable to the Bank or settling the obligation by delivering variable number of
Bank’s own equity instruments.

After initial recognition, such financial liabilities are subsequently measured at amortized cost using the effective interest rate
method. Gains and losses are recognized in the Statement of Profit or Loss when the liabilities are derecognized.

Reclassification

(i) Reclassification of Financial Instruments ‘At fair value through profit or loss’,

Bank does not reclassify derivative financial instruments out of the fair value through profit or loss category when it is held or
issued.

Non-derivative financial instruments designated at fair value through profit or loss upon initial recognition is not reclassified
subsequently out of fair value through profit or loss category.

Bank may, in rare circumstances reclassify financial instruments out of fair value through profit or loss category if such
instruments are no longer held for the purpose of selling or repurchasing in the near term notwithstanding that such financial
instruments may have been acquired principally for the purpose of selling or repurchasing in the near term. Financial assets
classified as fair value through profit or loss at the initial recognition which would have also met the definition of ‘Loans and
Receivables’ as at that date is reclassified out of the fair value through profit or loss category only if Bank has the intention
and ability to hold such asset for the foreseeable future or until maturity.

The fair value of financial instruments at the date of reclassification is treated as the new cost or amortized cost of the financial
instrument after reclassification. Any gain or loss already recognized in respect of the reclassified financial instrument until the
date of reclassification is not reversed to the Statement of Profit or Loss.

If a financial asset is reclassified, and if Bank subsequently increases its estimates of the future cash receipts as a result
of increased recoverability of those cash receipts, the effect of that increase is recognized as an adjustment to the effective
interest rate from the date of the change in estimate rather than an adjustment to the carrying amount of the asset at the date
of change in estimate.

(ii) Reclassification of ‘Financial Assets measured at fair value through OCI’
Bank may reclassify financial assets out of available for sale category as a result of change in intention or ability or in rare
circumstances that a reliable measure of fair value is no longer available.

The fair value of financial instruments at the date of reclassification is treated as the new cost or amortized cost of the financial
instrument after reclassification. Difference between the new amortized cost and the maturity value is amortized over the
remaining life of the asset using the effective interest rate. Any gain or loss already recognized in Other Comprehensive
Income in respect of the reclassified financial instrument is accounted as follows:

1. Financial assets with fixed maturity :
Gain or loss recognized up to the date of reclassification is amortized to profit or loss over the remaining life of the
investment using the effective interest rate. If the financial asset is subsequently impaired, any previous gain or loss
that has been recognized in other comprehensive income is reclassified from equity to profit or loss.

2. Financial assets without fixed maturity :
Gain or loss recognized up to the date of reclassification is recognized in profit or loss only when the financial asset
is sold or otherwise disposed of. If the financial asset is subsequently impaired, any previous gain or loss that has
been recognized in other comprehensive income is reclassified from equity to profit or loss.
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If a financial asset is reclassified, and if Bank subsequently increases its estimates of future cash receipts as a result of
increased recoverability of those cash receipts, the effect of that increase is recognized as an adjustment to the effective
interest rate from the date of the change in estimate rather than an adjustment to the carrying amount of the asset at the date
of change in estimate.

(iii) Reclassification of ‘Financial Instruments amortized at cost’

As a result of a change in intention or ability, if it is no longer appropriate to classify an investment as amortized at cost, Bank
may reclassify such financial assets as at fair value through OCI and re- measured at fair value. Any difference between the
carrying value of the financial asset before reclassification and fair value is recognized in equity through other comprehensive
income.

However, if Bank were to sell or reclassify more than an insignificant amount of held to maturity investments before maturity
[other than in certain specific circumstances permitted in Nepal Accounting Standard - NAS 39 (Financial Instruments:
Recognition and Measurement)], the entire category would be tainted and would have to be reclassified as ‘Investment
measured at fair value through OCI’. Furthermore, Bank would be prohibited from classifying any financial assets as ‘Held
to Maturity’ during the following two years. These reclassifications are at the election of management and determined on an
instrument by instrument basis.

c. De-recognition
De-recognition of Financial Assets
Bank derecognizes a financial asset (or where applicable a part of financial asset or part of a group of similar financial assets)
when:
» The rights to receive cash flows from the asset have expired; or
» Bank has transferred its rights to receive cash flows from the asset or
» Bank has assumed an obligation to pay the received cash flows in full without material delay to a third party under a
‘pass-through’ arrangement and either Bank has transferred substantially all the risks and rewards of the asset or it
has neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred control of
the asset.

On de-recognition of a financial asset, the difference between the carrying amount of the asset (or the carrying amount
allocated to the portion of the asset derecognized) and the sum of the consideration received (including any new asset
obtained less any new liability assumed) and any cumulative gain or loss that had been recognized in other comprehensive
income is recognized in profit or loss.

When Bank has transferred its rights to receive cash flows from an asset or has entered into a pass-through arrangement and
has neither transferred nor retained substantially all of the risks and rewards of the asset nor transferred control of the asset,
the asset is recognized to the extent of the Bank’s continuing involvement in the asset. In that case, Bank also recognizes
an associated liability. The transferred asset and the associated liability are measured on a basis that reflects the rights and
obligations that Bank has retained.

When Bank’s continuing involvement that takes the form of guaranteeing the transferred asset, the extent of the continuing
involvement is measured at the lower of the original carrying amount of the asset and the maximum amount of consideration
received by Bank that Bank could be required to repay.

When securities classified as financial instruments designated at fair value through other comprehensive income are sold ,
the accumulated fair value adjustment recognized in the other comprehensive income are reclassified to the income statement
as gain or loss from investment.

De-recognition of Financial Liabilities

A financial liability is derecognized when the obligation under the liability is discharged or cancelled or expired. Where an
existing financial liability is replaced by another from the same lender on substantially different terms or the terms of an
existing liability are substantially modified, such an exchange or modification is treated as de-recognition of the original liability
and the recognition of a new liability.

The difference between the carrying value of the original financial liability and the consideration paid is recognized in profit

or loss.
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Offsetting of Financial Instruments

Financial assets and financial liabilities are offset and the net amount presented in the Statement of Financial Position when
and only when Bank has a legal right to set off the recognized amounts and it intends either to settle on a net basis or to realize
the asset and settle the liability simultaneously. Income and expenses are presented on a net basis only when permitted under
NFRSs or for gains and losses arising from a group of similar transaction such as in trading activity.

d. Determination of fair value

‘Fair value’ is the price that would be received to sell an asset or paid to transfer a liability (exit price) in an orderly transaction
between market participants at the measurement date. The fair value measurement is based on the presumption that the
transaction to sell the asset or transfer the liability takes place either:

e In the principal market for the asset or liability or
e In the absence of principal market, in the most advantageous market for asset or liability.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are categorized within the
fair value hierarchy, described as follows, based on the lowest level input that is significant to the fair value measurement as
a whole:
e Level 1 - Valuation technique using quoted market price: financial instruments with quoted prices for identical
instruments in active markets.

e Level 2 - Valuation technique using observable inputs: financial instruments with quoted prices for similar
instruments in active markets or quoted prices for identical or similar instruments in inactive markets and financial
instruments valued using models where all significant inputs are observable.

e Level 3 —Valuation technique with significant unobservable inputs: financial instruments valued using valuation
techniques where one or more significant inputs are unobservable.

Level 1

When available, the Bank measures the fair value of an instrument using quoted prices in an active market for that instrument
or dealer price quotations (assets and long positions are measured at a bid price, liabilities and short positions are measured
at an asking price), without any deduction for transaction costs.

A market is regarded as active if quoted prices are readily and regularly available and represent actual and regularly occurring
market transactions on an arm’s length basis.

Level 2

If a market for a financial instrument is not active, then the Bank establishes fair value using a valuation technique. Valuation
techniques include using recent arm’s length transactions between knowledgeable, willing parties (if available), reference to
the current fair value of other instruments that are substantially the same, discounted cash flow analysis and option pricing
models. The chosen valuation technique makes maximum use of market inputs, relies as little as possible on estimates
specific to the Bank, incorporates all factors that market participants would consider in setting a price, and is consistent with
accepted economic methodologies for pricing financial instruments. Inputs to valuation techniques reasonably represent
market expectations and measures of the risk-return factors inherent in the financial instrument. The Bank calibrates valuation
techniques and tests them for validity using prices from observable current market transactions in the same instrument or
based on other available observable market data.

The best evidence of the fair value of a financial instrument at initial recognition is the transaction price, i.e. the fair value of
the consideration given or received, unless the fair value of that instrument is evidenced by comparison with other observable
current market transactions in the same instrument, i.e. without modification or repackaging, or based on a valuation technique
whose variables include only data from observable markets. When transaction price provides the best evidence of fair value
at initial recognition, the financial instrument is initially measured at the transaction price and any difference between this
price and the value initially obtained from a valuation model is subsequently recognized in profit or loss on an appropriate
basis over the life of the instrument but not later than when the valuation is supported wholly by observable market data or
the transaction is closed out.

Level 3
Certain financial instruments are recorded at fair value using valuation techniques in which current market transactions or
observable market data are not available. Their fair value is determined using a valuation model that has been tested against
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prices or inputs to actual market transactions and using the Bank’s best estimate of the most appropriate model assumptions.
Models are adjusted to reflect the spread for bid and ask prices to reflect costs to close out positions, credit and debit valuation
adjustments, liquidity spread and limitations in the models. Also, profit or loss calculated when such financial instruments are
first recorded (day 1 profit or loss) is deferred and recognized only when the inputs become observable or on de- recognition
of the instrument.

Fair values reflect the credit risk of the instrument and include adjustments to take account of the credit risk of the Bank entity
and the counterparty where appropriate. Fair value estimates obtained from models are adjusted for any other factors, such
as liquidity risk or model uncertainties; to the extent that the Bank believes a third-party market participant would take them
into account in pricing a transaction.

e. Impairment

At each reporting date, Bank assesses whether there is any objective evidence that a financial asset or group of financial
assets not carried at fair value through profit or loss is impaired. A financial asset or group of financial assets is deemed to be
impaired if and only if there is objective evidence of impairment as a result of one or more events, that have occurred after the
initial recognition of the asset (an ‘incurred loss event’) and that loss event (or events) has an impact on the estimated future
cash flows of the financial asset or group of financial assets that can be reliably estimated.

Objective evidence of impairment may include: indications that the borrower or a group of borrowers is experiencing significant
financial difficulty; the probability that they will enter bankruptcy or other financial reorganization; default or delinquency in
interest or principal payments; and where observable data indicates that there is a measurable decrease in the estimated
future cash flows, such as changes in arrears or economic conditions that correlate with defaults.

Impairment of Financial Assets carried at Amortized Cost

For financial assets carried at amortized cost, such as amounts due from banks, held to maturity investments etc., Bank first
assesses individually whether objective evidence of impairment exists for financial assets that are individually significant or
collectively for financial assets that are not individually significant. In the event Bank determines that no objective evidence of
impairment exists for an individually assessed financial asset, financial assets in a group with similar credit risk characteristics
such as collateral type, past due status and other relevant factors, etc. are collectively assessed for impairment. However,
assets that are individually assessed for impairment and for which an impairment loss is or continues to be recognized are not
included in a collective assessment of impairment.

Impairment of loans and advances (financial assets measured at amortized cost) has been determined as per the directive
of Nepal Rastra Bank.

If there is an objective evidence that an impairment loss has been incurred, the amount of the loss is measured as the
difference between the assets’ carrying amount and the present value of estimated future cash flows (excluding future
expected credit losses that have not yet been incurred). The carrying amount of the asset is reduced through the use of an
allowance account and the amount of the loss is recognized in the statement of profit or loss. Interest income continues to be
accrued on the reduced carrying amount and is accrued using the rate of interest used to discount the future cash flows for
the purpose of measuring the impairment loss.

f) Individually Assessed Financial Assets
The criteria used to determine whether there is objective evidence of impairment include and not limited to:
» Significant financial difficulty of the borrowers such as adverse financial ratios of the borrower, significant adverse
future outlook, etc.
Unfavorable statutory indicators
Breach of contract such as a default or delinquency in interest or principal payments
Significant drop down in fair value of collateral given and other recovery issues
Economic or legal reasons relating to the borrower's financial difficulty

Y V V V

If there is objective evidence that an impairment loss on financial assets measured at amortized cost has been incurred,
the amount of the loss is measured by discounting the expected future cash flows of a financial asset at its original effective
interest rate and comparing the resultant present value with the financial asset’s current carrying amount. The impairment
allowances on individually significant accounts are reviewed more regularly when circumstances require. This normally
encompasses re-assessment of the enforceability of any collateral held and the timing and amount of actual and anticipated




S NCC Bank

olutel DfSc gus oarel do fa
epal Credit & Commerce Bank Ltd.

afes ufddea

receipts. Individually assessed impairment allowances are only released when there is reasonable and objective evidence of
reduction in the established loss estimate. Interest on impaired assets continues to be recognized through the unwinding of
the discount.

Loans together with the associated allowance are written off when there is no realistic prospect of future recovery and all
collateral has been realized or has been transferred to the Bank. If, in a subsequent year, the amount of the estimated
impairment loss increases or decreases because of an event occurring after the impairment was recognized, the previously
recognized impairment loss is increased or reduced by adjusting the allowance account. If a future write off is later recovered,
the recovery is credited to the impairment charges for loans and other losses. The recoverable value of loan is estimated on
the basis of realizable value of the collateral.

When impairment losses are determined for those financial assets where objective evidence of impairment exists, the
following common factors are considered:
» Bank’s aggregate exposure to the customer;
»  The viability of the customer’s business model and their capacity to trade successfully out of financial difficulties and
generate sufficient cash flows to service debt obligations;
» The amount and timing of expected receipts and recoveries;
» The extent of other creditors ‘commitments ranking ahead of, or pari-pasu with the Bank and the likelihood of other
creditors continuing to support the company;
» The realizable value of security and likelihood of successful repossession;

ii) Collectively Assessed Financial Assets
Impairment is assessed on a collectively basis on following basis:

» To cover losses which have been incurred but have not yet been identified on loans subject to individual assessment;
and
» For homogeneous groups of loans those are not considered individually significant.

Incurred but not yet been identified impairments

Individually assessed financial assets for which no evidence of loss has been specifically identified on an individual basis are
grouped together according to their credit risk characteristics for the purpose of calculating an estimated collective loss. This
reflects impairment losses that the bank has incurred as a result of events occurring before the reporting date, which the Bank
is not able to identify on an individual loan basis and that can be reliably estimated.

These losses will only be individually identified in the future. As soon as information becomes available which identifies
losses on individual financial assets within the group, those financial assets are removed from the group and assessed on an
individual basis for impairment.

The collective impairment allowance is determined after taking into account:
» Historical Loss Experience in portfolios of similar credit risk; and
» Management’s experience and judgment as to whether current economic and credit conditions are such that the
actual level of inherent losses at the reporting date is like to be greater or less than that suggested by historical
experience.

Homogeneous groups of Financials Assets

Statistical methods are used to determine impairment losses on a collective basis for homogenous groups of financial assets.
Losses in these groups of financial assets are recorded on an individual basis when individual financial assets are written off,
at which point they are removed from the group.

Bank uses the following method to calculate historical loss experience on a collective basis:

After grouping of loans on the basis of homogeneous risks, the Bank uses net flow rate method. Under this methodology; the
movement in the outstanding balance of customers into default categories over the periods; are used to estimate the amount
of financial assets that will eventually be irrecoverable, as a result of the events occurring before the reporting date which the
Bank is not able to identify on an individual loan basis.

Under this methodology, loans are grouped into ranges according to the number of days in arrears and statistical analysis is
used to estimate the likelihood that loans in each range will progress through the various stages of delinquency and ultimately
prove irrecoverable.
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The Bank has categorized overall loan into 5 products namely Term Loan, Personal Loan, Home Loan, Auto loan and Short
Term Loan. The loan has been classified into various buckets on the basis of due days as: 0-90 days, 90- 180 days, 180 — 365
days and over 365 days

The Loss rate on each period has been calculated by multiplying Probability of Default (PD) with Loss Given Default (LGD).
Probability of Default has been calculated on the basis of probability matrix by taking loan data since Ashad end 2069 as the
basis. For the purpose of calculation of Loss Given Default (LGD), the loan which has been categorized as loss as per NRB
directive, has been taken and the recovery history of the same has been analyzed upon to reach the LGD. The individually
impaired loan has been subtracted from the total loan and the same has been multiplied by loss rate to calculate collective
impairment. Total impairment is the sum of the collective and individual impairment.

The Bank has opted to apply carve-out issued by ICAN on impairment of loans and receivables. Accordingly, individual and
collective impairment loss amount calculated as per NFRS is compared with the impairment provision required under NRB
directive no. 2 and higher of the amount derived from these two is taken as impairment loss for loans and receivables as
tabulated below:

Particulars 31st Ashad 2078

Total Impairment on Loan and advances to customers & BFls 1,134,398,092
Individual Impairment 607,728,796
Collective Impairment 526,669,296
Total Loan Loss provision as per NRB norms 3,106,022,489
Higher of Total Impairment as per Para 63 of NAS 39 or Loan Loss provision as 3.106.022.489
per NRB norms in accordance with carve-out issued by ICAN T

Reversal of Impairment

If the amount of an impairment loss decreases in a subsequent period and the decrease can be related objectively to an
event occurring after the impairment was recognized, the excess is written back by reducing the financial asset impairment
allowance account accordingly. The write-back is recognized in the Statement of Profit or Loss.

Write-off of Financial Assets measured at Amortized Cost

Financial assets (and the related impairment allowance accounts) are normally written off either partially or in full, when there
is no realistic prospect of recovery. Where financial assets are secured, this is generally after receipt of any proceeds from
the realization of security.

Impairment of Rescheduled Loans and Advances

Where possible, the Bank seeks to restructure loans rather than to take possession of collateral. This may involve extending the
payment arrangements and the agreement of new loan conditions. Once the terms have been renegotiated, any impairment is
measured using the original EIR as calculated before the modification of terms and the loan is no longer considered past due.
Management continually reviews renegotiated loans to ensure that all criteria are met and that future payments are likely to
occur. The loans continue to be subject to an individual impairment assessment, calculated as per the central bank’s directive.

Collateral Valuation

The Bank seeks to use collateral, where possible, to mitigate its risks on financial assets. The collateral comes in various
forms such as cash, securities, letters of credit/guarantees, real estate, receivables, inventories, other non-financial assets
and credit enhancements such as netting agreements. The fair value of collateral is generally assessed, at a minimum, at
inception and based on the guidelines issued by the central bank (Nepal Rastra Bank). Non-financial collateral, such as real
estate, is valued based on data provided by third parties such as independent valuator and audited financial statements.

Collateral Repossessed or Where Properties have devolved to the Bank

The Bank’s policy is to determine whether a repossessed asset is best used for its internal operations or should be sold. The
immovable property acquired by foreclosure of collateral from defaulting customers has been accounted for as an investment
property or as part of the assets of the Bank in accordance with directions issued by the Nepal Rastra Bank.

Collateral repossessed are considered as Non-Banking Assets, are the assets obtained as security for loans & advances
subsequently taken over by the Bank in the course of loan recovery. Such assets are valued at fair market value or total
amount due from the borrower, whichever is lower and the balance loan remaining is charged to profit or loss account in the

same year.
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Impairment of Financial Assets measured at fair value through OCI
For financial investments measured at fair value through OCI, Bank assesses at each reporting date whether there is objective
evidence that an investment is impaired.

In the case of debt instruments, Bank assesses individually whether there is objective evidence of impairment based on the
same criteria as financial assets carried at amortized cost. However, the amount recorded for impairment is the cumulative
loss measured as the difference between the amortized cost and the current fair value, less any impairment loss on that
investment previously recognized in the Income Statement. Future interest income is based on the reduced carrying amount
and is accrued using the rate of interest used to discount the future cash flows for the purpose of measuring the impairment
loss. If, in a subsequent period, the fair value of a debt instrument increases and the increase can be objectively related
to a credit event occurring after the impairment loss was recognized, the impairment loss is reversed through the Income
Statement.

In the case of equity investments classified as fair value through OCI, objective evidence would also include a ‘significant’ or
‘prolonged’ decline in the fair value of the investment below its cost. Where there is evidence of impairment, the cumulative
loss measured as the difference between the acquisition cost and the current fair value, less any impairment loss on that
investment previously recognized in profit or loss is removed from equity and recognized in the Statement of profit or loss.
However, any subsequent increase in the fair value of an impaired available for sale equity security is recognized in other
comprehensive income.

Impairment of Non-Financial Assets

The Bank assesses at each reporting date whether there is an indication that an asset may be impaired. If any indication
exists, or when annual impairment testing for an asset is required, the Bank estimates the asset’s recoverable amount. An
asset’s recoverable amount is the higher of an asset’s or the fair value of the Cash Generating Units (CGU) fair value less
costs to sell and its value in use. Where the carrying amount of an asset or CGU exceeds its recoverable amount, the asset
is considered impaired and is written down to its recoverable amount.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre—tax discount rate
that reflects current market assessments of the time value of money and the risks specific to the asset. In determining fair
value less costs to sell, an appropriate valuation model is used.

3.5. Trading Assets
Financial assets such as government securities, equity etc. held for short term with an intention to trade have been classified
as trading assets. Trading assets are measured at fair value with any changes in fair value being recognized in Profit or Loss.

3.6. Derivative assets and derivative liabilities

Derivatives are financial instruments that derive their value in response to changes in interest rates, financial instrument
prices, commodity prices, foreign exchange rates, credit risk and indices. Derivatives are categorized as trading unless they
are designated as hedging instruments.

Derivatives are initially recognized and subsequently measured at fair value, with revaluation gains recognized in profit or loss
(except where cash flow or net investment hedging has been achieved, in which case the effective portion of changes in fair
value is recognized within other comprehensive income).

Fair value may be obtained from quoted market prices in active markets, recent market transactions, and valuation techniques,
including discounted cash flow models and option pricing models, as appropriate. Where the initially recognized fair value of a
derivative contract is based on a valuation model that uses inputs which are not observable in the market, it follows the same
initial recognition accounting policy as for other financial assets and liabilities.

3.7. Property, Plant and Equipment

Recognition

Property, plant and equipment are tangible items that are held for use in the production or supply of services, for rental
to others or for administrative purposes and are expected to be used during more than one period. The Bank applies the
requirements of the Nepal Accounting Standard - NAS 16 (Property, Plant and Equipment) in accounting for these assets.
Property, plant and equipment are recognized if it is probable that future economic benefits associated with the asset will flow
to the entity and the cost of the asset can be measured reliably measured.
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Measurement

An item of property, plant and equipment that qualifies for recognition as an asset is initially measured at its cost. Cost includes
expenditure that is directly attributable to the acquisition of the asset and cost incurred subsequently to add to, replace part of
an item of property, plant & equipment. The cost of self-constructed assets includes the cost of materials and direct labor, any
other costs directly attributable to bringing the asset to a working condition for its intended use and the costs of dismantling
and removing the items and restoring the site on which they are located. Purchased software that is integral to the functionality
of the related equipment is capitalized as part of computer equipment. When parts of an item of property or equipment have
different useful lives, they are accounted for as separate items (major components) of property, plant and equipment.

Cost Model

Property and equipment is stated at cost excluding the costs of day—to—day servicing, less accumulated depreciation and
accumulated impairment in value. Such cost includes the cost of replacing part of the equipment when that cost is incurred,
if the recognition criteria are met.

Revaluation Model
The Bank has not applied the revaluation model to any class of freehold land and buildings or other assets. Such properties
are carried at a previously recognized GAAP Amount.

On revaluation of an asset, any increase in the carrying amount is recognized in ‘Other comprehensive income’ and
accumulated in equity, under capital reserve or used to reverse a previous revaluation decrease relating to the same asset,
which was charged to the Statement of Profit or Loss. In this circumstance, the increase is recognized as income to the extent
of previous write down. Any decrease in the carrying amount is recognized as an expense in the Statement of Profit or Loss
or debited to the Other Comprehensive income to the extent of any credit balance existing in the capital reserve in respect of
that asset.

The decrease recognized in other comprehensive income reduces the amount accumulated in equity under capital reserves.
Any balance remaining in the revaluation reserve in respect of an asset is transferred directly to retained earnings on retirement
or disposal of the asset.

Subsequent Cost

The subsequent cost of replacing a component of an item of property, plant and equipment is recognized in the carrying
amount of the item, if it is probable that the future economic benefits embodied within that part will flow to the Bank and it can
be reliably measured. The cost of day to day servicing of property, plant and equipment are charged to the Statement of Profit
or Loss as incurred.

De-recognition

The carrying amount of an item of property, plant and equipment is derecognized on disposal or when no future economic
benefits are expected from its use. The gain or losses arising from de-recognition of an item of property, plant and equipment
is included in the Statement of Profit or Loss when the item is derecognized. When replacement costs are recognized in
the carrying amount of an item of property, plant and equipment, the remaining carrying amount of the replaced part is
derecognized. Major inspection costs are capitalized. At each such capitalization, the remaining carrying amount of the
previous cost of inspections is derecognized. The gain or losses arising from de-recognition of an item of property, plant and
equipment is included in profit or loss when the item is derecognized.

Depreciation
Depreciation is calculated by using written down value method.

The depreciable amount of an item of property, plant and equipment is allocated on systematic basis over its useful life and
is depreciated as follows:

Nature of Asset Depreciation Rate
Building 5%
Office Equipment, Computer & Accessories and Furniture & Fixtures 25%
Vehicles 20%
Leasehold Assets Lease term or a 5 year’s period, whichever
is earlier
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Depreciation on assets acquired during the year is computed on a proportionate basis from date of available for use, whichever
is earlier.

Changes in Estimates
The asset’s residual values, useful lives and methods of depreciation are reviewed, and adjusted if appropriate, at each
financial year end.

Capital Work in Progress

These are expenses of capital nature directly incurred in the construction of freehold and leasehold buildings, major plant
and machinery and system development, awaiting capitalization, of which final billing is yet to be obtained at reporting date.
Capital work-in-progress would be transferred to the relevant asset when it is available for use, i.e. when it is in the location
and condition necessary for it to be capable of operating in the manner intended by management. Capital work-in-progress is
stated at cost less any accumulated impairment losses, if any.

3.8. Goodwill and Intangible Assets

Recognition

An intangible asset is an identifiable non-monetary asset without physical substance, held for use in the production or supply
of goods or services, for rental to others or for administrative purposes. An intangible asset is recognized if it is probable
that the future economic benefits that are attributable to the asset will flow to the entity and the cost of the asset can be
measured reliably. An intangible asset is initially measured at cost. Expenditure incurred on an intangible item that was initially
recognized as an expense by the Bank in previous annual Financial Statements or interim Financial Statements are not
recognized as part of the cost of an intangible asset at a later date.

Computer Software

Cost of purchased licenses and all computer software costs incurred, licensed for use by the Bank, which are not integrally
related to associated hardware, which can be clearly identified, reliably measured, and it's probable that they will lead to future
economic benefits, are included in the Statement of Financial Position under the category ‘Intangible assets’ and carried at
cost less accumulated amortization and any accumulated impairment losses.

Goodwill
Goodwill, if any that arises upon the acquisition of Subsidiaries is included in intangible assets.

Subsequent Expenditure

Expenditure incurred on software is capitalized only when it is probable that this expenditure will enable the asset to generate
future economic benefits in excess of its originally assessed standard of performance and this expenditure can be measured
and attributed to the asset reliably. All other expenditure is expensed as incurred.

Goodwill is measured at cost less accumulated impairment losses.

Amortization of Intangible Assets

Intangible Assets, except for goodwill, are amortized on a straight-line basis in the Statement of Profit or Loss from the date
when the asset is available for use, over the best of its useful economic life based on a pattern in which the asset’s economic
benefits are consumed by the bank. Amortization methods, useful lives, residual values are reviewed at each financial year
end and adjusted if appropriate. The Bank assumes that there is no residual value for its intangible assets.

Acquired computer software licenses are capitalized on the basis of cost incurred to acquire and bring to use the specific
software and are amortized over their useful life estimated as 5 years from the date of acquisition or over the period of the
license, whichever is less.

De-recognition of Intangible Assets

The carrying amount of an item of intangible asset is derecognized on disposal or when no future economic benefits are
expected from its use. The gain or loss arising on de recognition of an item of intangible assets is included in the Statement
of Profit or Loss when the item is derecognized.

3.9. Investment Property and Non-current Assets held for sale

3.9.1 Investment property
Investment property is the land or building or both held either for rental income or for capital appreciation or for both, but not

sold in ordinary course of business.
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Investment property is initially measured at cost and subsequently at cost model. Accordingly, such properties are subsequently
measured at cost less accumulated depreciation and impairment loss if any.

Any gain or loss on disposal of an investment property is recognized in Statement of Profit or Loss. When the use of a property
changes such that it is reclassified as property and equipment, its fair value at the date of reclassification becomes its cost
for subsequent reporting.

Investment property also includes land, land and building acquired as non-banking assets by the Bank but not sold.

3.9.2 Non-Current Assets held for sale

Non-current assets (or disposal groups) are classified as assets held for sale and carried at lower of carrying amount and
fair value less costs to sell if their carrying amount is recovered principally through a sale transaction rather than through
continuing use. The assets are not depreciated or amortized while they are classified as held for sale. Any impairment loss
on initial classification and subsequent measurement is recognized as an expense. Any subsequent increase in fair value
less costs to sell (not exceeding the accumulated impairment loss that has been previously recognized) is recognized in the
statement of Profit or Loss.

3.10. Income Tax

As per Nepal Accounting Standard- NAS 12 (Income Taxes), tax expense is the aggregate amount included in determination
of profit or loss for the period in respect of current and deferred taxation. Income Tax expense is recognized in the statement
of Profit or Loss, except to the extent it relates to items recognized directly in equity or other comprehensive income in which
case it is recognized in equity or in other comprehensive income.

Current Tax

Current tax assets and liabilities consist of amounts expected to be recovered from or paid to Inland Revenue Department in
respect of the current year, using the tax rates and tax laws enacted or substantively enacted on the reporting date and any
adjustment to tax payable in respect of prior years.

Deferred Tax

Deferred tax is provided on temporary differences at the reporting date between the tax bases of assets and liabilities and their
carrying amounts for financial reporting purposes. Deferred tax liabilities are recognized for all taxable temporary differences
except:

» Where the deferred tax liability arises from the initial recognition of goodwill or of an asset or liability in a transaction that
is not a business combination, and at the time of transaction, affects neither the accounting profit nor taxable profit or loss.

» In respect of taxable temporary differences associated with investments in subsidiaries, where the timing of the reversal
of the temporary differences can be controlled and is probable that the temporary differences will not reverse in the
foreseeable future.

Deferred tax assets are recognized for all deductible temporary differences, carried forward unused tax credits and unused
tax losses (if any), to the extent that it is probable that the taxable profit will be available against which the deductible
temporary differences, carried forward unused tax credits and unused tax losses can be utilized except:

» Where the deferred tax asset relating to the deductible temporary differences arising from the initial recognition of an
asset or liability in a transaction that is not a business combination, and at the time of transaction, affects neither the
accounting profit nor taxable profit or loss.

» In respect of deductible temporary differences associated with investments in Subsidiaries, deferred tax assets are
recognized only to the extent that it is probable that the temporary differences will reverse in the foreseeable future and
taxable profit will be available against which the temporary difference will be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it is probable that
sufficient profit will be available to allow the deferred tax asset to be utilized. Unrecognized deferred tax assets are reassessed
at each reporting date and are recognized to the extent that it has become probable that future taxable profit will allow the
deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year when the asset is
realized or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted at the

reporting date.
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Current and deferred tax assets and liabilities are offset only to the extent that they relate to income taxes imposed by the
same taxation authority.

3.11. Deposits, debt securities issued and subordinated liabilities

Deposits, debt securities issued and subordinated liabilities have been measured at amortized cost. Bank has a policy to treat
debt securities issue expenses up to 1.5% of debt securities issue price as immaterial thus the same has not been considered
in computation of fair value of debt securities.

3.12. Provisions

A provision is recognized if, as a result of a past event, the Bank has a present legal or constructive obligation that can be
estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the obligation. The amount
recognized is the best estimate of the consideration required to settle the present obligation at the reporting date, taking in
to account the risks and uncertainties surrounding the obligation at that date. Where a provision is measured using the cash
flows estimated to settle the present obligation, its carrying amount is determined based on the present value of those cash
flows. A provision for onerous contracts is recognized when the expected benefits to be derived by the Bank from a contract
are lower than the unavoidable cost of meeting its obligations under the contract. The provision is measured as the present
value of the lower of the expected cost of terminating the contract and the expected net cost of continuing with the contract.

Before a provision is established, the Bank recognizes any impairment loss on the assets associated with that contract. The
expense relating to any provision is presented in the Statement of Profit or Loss net off any reimbursement.

3.13. Revenue Recognition
Revenue is recognized to the extent that it is probable that the economic benefits will flow to Bank and the revenue can be
reliably measured. The following specific recognition criteria must also be met before revenue is recognized.

Interest Income

For all financial instruments measured at amortized cost, interest bearing financial assets classified as measured at fair value
through OCI and financial instruments designated at fair value through profit or loss, interest income or expense is recorded
using the EIR. EIR is the rate that exactly discounts estimated future cash payments or receipts through the expected life of
the financial instrument or a shorter period, where appropriate, to the net carrying amount of the financial asset or financial
liability.

The calculation takes into account all contractual terms of the financial instrument (for example, prepayment options) and
includes any fees or incremental costs that are directly attributable to the instrument and are an integral part of the EIR, but not
future credit losses. The carrying amount of the financial asset or financial liability is adjusted if the bank revises its estimates
of payments or receipts. The adjusted carrying amount is calculated based on the original EIR and the change in carrying
amount is recorded as ’'Interest income’ for financial assets and ’Interest and similar expense’ for financial liabilities. However,
for a reclassified financial asset for which the bank subsequently increases its estimates of future cash receipts as a result of
increased recoverability of those cash receipts, the effect of that increase is recognized as an adjustment to the EIR from the
date of the change in estimate.

The Bank has a policy to treat loan administration fees up to 1.5% of loan amount as immaterial. Considering loan administration
and other fees as immaterial and impracticable to determine reliably, same has not been included in computation of effective
interest rate as per Carve-out pronouncements.

Once the recorded value of a financial asset or a group of similar financial assets has been reduced due to an impairment
loss, interest income continues to be recognized using the rate of interest used to discount the future cash flows for the
purpose of measuring the impairment loss.

Further, as per Nepal Accounting Standard (NAS)-18, revenue shall be measured at the fair value of the consideration
received or receivable. Revenue is the gross inflow of economic benefits during the period arising in the course of ordinary
activities of an entity when those inflows result in increase in equity, other than increases relating to contributions from equity
participants.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between

market participants at the measurement date.
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Revenue is recognized only when it is probable that the economic benefits associated with the transaction will flow to the
entity. As per the conceptual framework, the concept of probability is used in the recognition criteria to refer to the degree
of uncertainty that the future economic benefits associated with the item will flow to or from the entity. The concept is in
keeping with the uncertainty that characterizes the environment in which an entity operates. Assessments of the degree
of uncertainty attaching to the flow of future economic benefits are made on the basis of the evidence available when the
financial statements are prepared.

Further, Nepal Rastra Bank had issued the Interest Recognition Guidelines, 2019 which set the framework for the recognition
of interest income. Accordingly, the Bank has recognized the interest income except for the interest accrued from following
criteria as stated by the Guidelines:

a. Loans where there is reasonable doubt about the ultimate collectability of principal or interest;

b. Loans against which individual impairment as per NAS 39 or life time impairment as per NFRS 9 has been made;

c. Loans where contractual payments of principal and/or interest are more than 3months in arrears and where the “net
realizable value” of security is insufficient to cover payment of principal and accrued interest;

d. Loans where contractual payments of principal and/or interest are more than12 months in arrears, irrespective of the net
realizable value of collateral;

e. Overdrafts and other short term facilities which have not been settled after the expiry of the loan and even not renewed
within 3 months of the expiry, and where the net realizable value of security is insufficient to cover payment of principal
and accrued interest;

f.  Overdrafts and other short term facilities which have not been settled after the expiry of the loan and even not renewed
within 12 months of the expiry, irrespective of the net realizable value of collateral.

Out of total interest accrual of Rs. 2,773,069,581 till Ashad end 2078 , the Bank has not recognized interest income of Rs.
1,961,496,759 in accordance with above clause (d) and (f), of Rs. 373,452,340 in accordance with above clause (a) and of
Rs. 2,514,484 in accordance with above clause (c) and (e). Accordingly, the Bank has recognized accrued interest income of
Rs. 435,605,998 in the financial statements of FY 2077/78.

Fee and Commission Income

Fees & commission income that are integral to the effective interest rate on a financial asset are included in measurement of
effective interest rate. Other fees and commission income including management fee, service charges, and syndication fee
and foreign exchange transaction commission are recognized as the related services are performed.

Dividend Income
Dividend income is recognized when the right to receive payment is established.

Net Trading Income
Gain and losses arising in changes in fair value of financial instrument held at fair value through profit or loss are included in
Statement of Profit or Loss in the period in which they arise.

These includes the net gain / (loss) on translation of period and balances carried in foreign exchange to the Nepalese Rupee.

Net income from other financial instrument measured at fair value through Profit or Loss
Gains and losses arising from changes in the fair value of other financial instruments held at fair value through profit or loss
are included in the Statement of Profit or Loss in the period in which they arise.

3.14. Interest expense

For all financial liabilities measured at amortized cost, interest expense is recognized using the EIR. EIR is the rate that
exactly discounts estimated future cash payments through the expected life of the financial liabilities or a shorter period,
where appropriate, to the net carrying amount of the financial liability.

3.15. Employee Benefits

Defined Contribution Plans

A defined contribution plan is a post-employment benefit plan under which the Bank makes fixed contribution into a separate
Bank account (a fund) and will have no legal or constructive obligation to pay further contributions even if the fund does not
hold sufficient assets to pay all employee benefits relating to employee services in the current and prior periods as defined in

Nepal Accounting Standards — NAS 19 (Employee Benefits).
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The contribution payable by the employer to a defined contribution plan in proportion to the services rendered to Bank by the
employees and is recorded as an expense under ‘Personnel Expense’ as and when they become due. Unpaid contributions
are recorded as a liability under ‘Other Liabilities’ in Notes 4.23.

Bank contributed 10% of the salary of each employee to the Employees’ Provident Fund. The above expenses are identified
as contributions to ‘Defined Contribution Plans’ as defined in Nepal Accounting Standards — NAS 19 (Employee Benefits).

Defined Benefit Plans

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan. Accordingly, staff gratuity and
leave encashment has been considered as defined benefit plans as per Nepal Accounting Standards — NAS 19 (Employee
Benefits).

(a) Gratuity

An actuarial valuation is carried out every year to ascertain the full liability under gratuity. Bank’s obligation in respect of
defined benefit obligation is calculated by estimating the amount of future benefit that employees have earned for their service
in the current and prior periods and discounting that benefit to determine its present value, then deducting the fair value of any
plan assets to determine the net amount to be shown in the Statement of Financial Position. The value of a defined benefit
asset is restricted to the present value of any economic benefits available in the form of refunds from the plan or reduction on
the future contributions to the plan. In order to calculate the present value of economic benefits, consideration is given to any
minimum funding requirement that apply to any plan in Bank. An economic benefit is available to Bank if it is realizable during
the life of the plan, or on settlement of the plan liabilities.

Bank determines the interest expense on the defined benefit liability by applying the discount rate used to measure the
defined benefit liability at the beginning of the annual period. The discount rate is the average yield on government bonds
issued during the period having maturity of five years or more.

The increase in gratuity liabilities attributable to the services provided by employees during the year ended 15" July, 2021
(current service cost) has been recognized in the Statement of Profit or Loss under ‘Personnel Expenses’ together with the
net interest expense. Bank recognizes the total actuarial gain/ (loss) that arise in computing Bank’s obligation in respect of
gratuity in other comprehensive income during the period in which it occurs.

The demographic assumptions underlying the valuation are retirement age (60 years), early withdrawal from service and
retirement on medical grounds.

(b) Unutilized Accumulated Leave

The Bank has provision of providing annual leave and sick leave facility in accordance with Employee By-laws of the Bank.
Annual leave can be accumulated up to 90 days while sick leave can be accumulated upto the date of retirement in accordance
with Employee By-laws of the Bank. The Bank’s liability towards the accumulated leave which is expected to be utilized
beyond one year from the end of the reporting period is treated as other long term employee benefits. Bank’s net obligation
towards unutilized accumulated leave is calculated by discounting the amount of future benefit that employees have earned
in return for their service in the current and prior periods to determine the present value of such benefits. The discount rate
is the average yield on government bonds issued during the period having maturity of five years or more. The calculation
is performed using the Projected Unit Credit method. Net change in liability for unutilized accumulated leave including any
actuarial gain and loss are recognized in the Statement of Profit or Loss under ‘Personnel Expenses’ in the period in which
they arise.

3.16. Leases

Minimum lease payments made under finance lease are apportioned between the finance expense and reduction of
outstanding liabilities. The finance expense is allocated to each period during the lease term so as to produce the constant
periodic rate of interest on the remaining balance of liabilities.

The leases entered into by the Bank are primarily operating leases. When an operating lease is terminated before the end of
the lease period, any payment made to the lessor by way of penalty is recognized as an expense in the period of termination.

As per NAS 17, Lease payment under an operating lease shall be recognized as an expense on a straight-line basis over the

lease term unless another systematic basis is more representative of the time pattern of the user’s benefit. Accordingly, the
bank has recognized the operating lease expenses under straight-line basis in the Statement of Profit or Loss.




> NCC Bank

Nepal Credit & Commerce Bank Ltd.

3.17. Foreign currency translation
All foreign currency transactions are translated into the functional currency, which is Nepalese Rupees, using the exchange
rates prevailing at the dates when the transactions were affected.

Monetary assets and liabilities denominated in foreign currencies at the reporting date are translated to Nepalese Rupees
using the spot foreign exchange rate ruling at that date and all differences arising on non-trading activities are taken to ‘Other
Operating Income’ in the Statement of Profit or Loss. The foreign currency gain or loss on monetary items is the difference
between amortized cost in the functional currency at the beginning of the period, adjusted for effective interest and payments
during the period, and the amortized cost in foreign currency translated at the rates of exchange prevailing at the end of the
reporting period.

Non-monetary items in a foreign currency that are measured in terms of historical cost are translated using the exchange
rates as at the dates of the initial transactions. Non-monetary items in foreign currency measured at fair value are translated
using the exchange rates at the date when the fair value was determined.

Foreign exchange differences arising on the settlement or reporting of monetary items at rates different from those which were
initially recorded are dealt with in the Statement of Profit or Loss. However, foreign currency differences arising on available-
for-sale equity instruments are recognized in other comprehensive income.

3.18. Contingent liabilities and commitments

Contingent liabilities are possible obligations whose existence depends on the outcome of uncertain future events or those
present obligations where the outflow of resources are uncertain or cannot be measured reliably. Contingent liabilities are not
recognized in financial statements but are disclosed unless they are remote.

Contingent assets are not recognized in the financial statements. However, contingent assets are assessed continually and
if it is virtually certain that an inflow of economic benefits will arise, the asset and related income are recognized in the period
in which the change occurs. Details of contingent liabilities and commitments provided by the bank on the reporting date are
presented in Note 4.28.

Financial guarantee and loan commitment

Afinancial guarantee contract is contract that requires the issuer to make specified payment to reimburse the holder for loss it
incurs because a specified debtor fails to make the payment when due. Financial guarantee contracts may have various legal
forms such as guarantee, some type of letter of credit, etc. Where the Bank has confirmed its intention to provide the fund to
a customer or on behalf of customer in the form of loan and advances, whether cancellable or not and the Bank had not made
payments at the reporting date, those instruments are included in this financial statement as commitment.

3.19. Share capital and reserves

Share capital and reserves have been treated as equity instrument as per NAS 32 representing the net assets of the entity.
Bank has a policy to treat share/debenture issue expenses upto 1.5% of issue amount as immaterial. Thus, same has not
been deducted from capital/debenture and has been charged to profit or loss of relevant period.

3.20. Earnings per share including diluted

Bank presents basic and diluted Earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated by dividing the
profit and loss attributable to ordinary equity holders of Bank by the weighted average number of ordinary shares outstanding
during the period. Diluted EPS is determined by adjusting both the profit and loss attributable to the ordinary equity holders
and the weighted average number of ordinary shares outstanding, for the effects of all dilutive potential ordinary shares, if
any. Basic and diluted Earnings per share (EPS) have been restated for prior period in accordance with NAS 33- Earning per
Share.

3.21. Segment Reporting

An operating segment is a component of the bank that engages in business activities from which it earns revenues and incurs
expenses, including revenues and expenses that relating to transactions with any of the bank’s other components, whose
operating results are reviewed by the management to make decision about resource allocation to each segment and assess
its performance.
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Segment results that are reported to the CEO (being the Chief Operating Decision Maker) include items directly attributable
to a segment as well as those that can be allocated on reasonable/ appropriate basis. Unallocated items comprise mainly
common un-allocable assets/liabilities/expenses and tax assets /liabilities/expenses.

3.22. Regulatory Reserve

Regulatory Reserve include the amount allocated from the profit or retained earnings of the Bank as per NRB Directive since
the implementation of NFRS. The amount allocated to this reserve shall not be regarded as free for distribution of dividend

(cash as well as bonus shares).

Rs. in 000
. Interest S.h?rt Deferred Tax Actuarial
Fiscal Year receivable provision on Assets Loss Balance
NBA Recognized
2074775 132,133 975,590 - 112,413 1,220,136 1,220,136
2075/76 (75,332) (414,444) 130,669 11,215 (347,891) 872,244
2076/77 6,822 41,623 (61,322) (55) (12,932) 859,313
Adjustment for actuarial ) ) i 5172 864,485
reserve
2077/78 123,179 (33,911) 621 76,410 166,299 1,030,784
Total 186,802 568,859 69,968 205,155 1,030,784

3.23 Impact of COVID and compliance with NRB Directive related to COVID
The Bank has complied all directions issued by Nepal Rastra Bank for minimizing the effects of COVID. Summary of
forbearance/ relaxation, refinancing & business continuity and subsided loan is as follows:

Additional Details relating to Loan

Particulars

As of Ashad end 2078

No of Customers

Amount (NRs.)

two years as per clause 41 of NRB Directives 2

Accrued Interest Received after Asadh end 2078 till 15 bhadra 2078 9,625 141,534,819.72
Additional 0.3% Loan loss Provision created on Pass Loan Portfolio 15,180 276,122,523
Extension of m(?ratorlum period of loan provided to Industry or Project 1 50,878,853
under construction
Restructured/ Reschedule Loan with 5% loan loss provision 364 1,579,038,479
Enhancement of Working Capital Loan by 20% to COVID affected ) )
borrowers
Enhancement of Term Loan by 10% to COVID affected borrowers 851 625,280,022
Expiry Date of Additional 20% Working Capital Loan (COVID Loan) ) )
extended for up to 1 year with 5% provisioning

- — Py
Expiry Date_ ofAdd|t|on.a.I 1QA> Term Loan (COVID Loan) extended for up 16 25,546,000
to 1 year with 5% provisioning
Time Extension provided for repayment of Principal and Interest for up to 323 75,671,001

Particulars

As of Ashadh end 2078

No of Customers

Amount (NRs.)

Refinance Loan

167

2,225,270,616

Business Continuity loan

2

19,000,000

Particulars

As of Ashadh end 2078

No of Customers

Amount (NRs.)

Subsidized loan

1,523

3,850,728,203
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3.24 Interest Capitalization

Following are the loans, on which interest is capitalized to recognize income in accordance with NRB approval. These loans
are the project loans, interest on which was capitalized for moratorium period. Detail of such loans and interest recognized in
FY 2077/78 is as follows:

S.No. Borrower Name Tg;ar:ilt';:iez"ee:t
1 B & C Medical College Teaching Hospital & Research Center Pvt. Ltd. 15,822,879
2 Himalayan Power Patner Ltd. 10,693,209
3 Shiva Shree Hydropower Development Ltd. 21,737,847
5 Pan Himalaya Energy Pvt. Ltd. 12,586,570
6 Peoples Hydropower Company Pvt.Ltd 33,043,136
8 Samrat Cement Company P.Ltd 26,717,768
9 Sanigad Hydro Pvt.Ltd 20,156,697
10 Super Madi Hydropower Public Ltd 11,045,769
11 Purbanchal Cancer Hospital Pvt.Ltd 38,274,359
12 C.G Cement Industries Palpa Pvt Ltd 20,229,962
13 Sanima Middle Tamor Hydropower Ltd 15,162,425
14 Middle Modi Hydro Power Limited 11,061,387
15 Moonlight Hydropower P. Ltd 11,848,411
16 Multi Energy Dev. P. Ltd. 4,493,136
17 Sahas Urja Limited 12,695,297
18 Secure Hospitality P.Ltd 5,736,522
19 K.B.N.R Isuwa Power Limited 4,472 446

Total 275,777,821

In case of B & C Medical College Teaching Hospital & Research Center Pvt. Ltd. and Purbanchal Cancer Hospital Pvt. Ltd.,
the Bank has transferred amount of Rs. 54,097,238 to capital adjustment fund during this fiscal year as per NRB approval
letter.

3.25 Adjustment in opening balance of retained earnings, regulatory reserve and actuarial reserve

The Bank had booked additional actuarial loss of Rs. 5,172,347 relating to past years in accordance with Actuarial Report
which has increased the regulatory reserve by same amount. Net effect of this adjustment has been provided by restating the
opening balance of actuarial loss reserve and regulatory reserve in the Statement of Changes in Equity.

Further, the Bank has recovered the excess interest paid (on deposit) amounting Rs. 1,060,655 relating to FY 2076/77 from
the depositor. The effect of prior period adjustment has been provided by restating the opening balance of retained earnings
in the Statement of Changes in Equity.
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3. e SEer PN

General reserve is the statutory reserve. In this reserve, the amount transferred from appropriation of 20% of the
net profit after tax according to the Banks and Financial Institutions Act, 2073 shall be included until the reserve fund is
twice the paid-up share capital. No type of dividend (cash or bonus share) shall be distributed from the amount in general/

statutory reserve. The movement in general reserve during the year is as follows:

Opening Balance 1,877,810,440
Transfer as per BAFIA 266,125,051
Closing Balance 2,143,935,491

9 9l AfieRv iy

Exchange equalization reserve is a statutory reserve. The Bank has to allocate 25 percent of foreign exchange revaluation
gain on foreign currency other than India currency to this reserve as per provision of the Bank and Financial Institution Act,
2073. Any amount allocated to exchange equalization reserve as per the provision of the Bank and Financial Institutions
Act, 2073 shall be presented under this heading, the movement of which is as follows:

Opening Balance 6,709,198

Transfer as per BAFIA -
Closing Balance 6,709,198

7. SR AEING SoRald Py

As per NRB direction, the fund created for the purpose of corporate social responsibility by allocating 1% of the net profit
each year is presented under this account head. Movement in the fund is as follows:

Opening Balance 11,084,739
Addition during the year 13,306,253
(Expenses during the year) (7,222,533)
Closing Balance 17,168,458

. ol fedt wArer B

There is no any balance both opening and closing, and no any allocation during the year in this reserve.

T S GHRSH P9

It is a regulatory reserve created as a cushion for adverse price movements in Bank's investments as directed by the
Directives of Nepal Rastra Bank, the movement of which is as follows:

Opening Balance -

Transfer as per directive -

Closing Balance -

9. YIRSl 31y

Capital reserve arising out of merger is presented under this head. There is no any movement during the year in this
reserve.

B, WRI g ears® DIy

Theres is no any reserve created from revaluation of assets (such as property & equipment, intangible assets, investment
property).




NCC Bank

olutel DfSc gus oarel do fa
Nepal Credit & Commerce Bank Ltd.

afes ufddea

T R oI BN

The fair value reserve comprises the cumulative net change in the fair value of financial assets that are measured at fair
value and the changes in fair value is recognized in other comprehensive income, until the assets are derecognised.
The cumulative amount of changes in fair value of those financial assets is presented under this account head. Changes
in this reserve is as follows:

Opening Balance 29,820,015
Addition/(Reduction) 285,789,517
Closing Balance 315,609,532

W, OMIY AP DY

For the purpose of maintaining uniformity in dividend payment, certain amount of profit during the year of profit making may
be transferred is presented under this account head. No such fund has been maintained by the Bank.

3 fofsese /(Fearh) d

Actuarial gain or loss that represents change in actuarial assumptions used to value employee obligations is presented
under this account head.Changes in this reserve is as follows:

Opening Balance (123,572,709)
Adjustment (5,172,347)
Addition/(Reduction) (76,409,815)
Closing Balance (205,154,872)

< fOw @y

Any special reserve that is created as per the specific requirement of NRB directive or special instruction of NRB represent
special reserve. The amount allocated to this reserve by debiting retained earning account is presented under this heading.
There is no any balance and allocation in this reserve.

3 I DY

Any reserve created with specific or non-specific purpose (except stated in above) is presented under this head. Details of
this reserve is as follows:

. Employee Capacity Capital
FE BN Development Fund | Adjustment Fund Ve
Opening Balance 12,037,127 85,726,450 97,763,577
Transfer from fund - - -
Transfer to fund - 54,097,238 54,097,238
Closing Balance 12,037,127 139,823,687 151,860,815

- Capital Adjustment Fund

The Bank has transferred Rs. 54,097,238 to the Capital Adjustment Fund during the year as per Nepal Rastra Bank's
interest capitalization approval.

- Employee Capacity Development Fund

As per clause NRB Unified Directive 2077; 3% of employee expenses of previous year is not required to be expended
towards employee training and development in case of financial year 2077/78. Hence, no amount has been appropriated to
the Employee Capacity Development Fund.
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5. DISCLOSURES & ADDITIONAL INFORMATION

5.1 Risk Management

Risk Management Function in NCC Bank has been established to ensure that all material risks, the possibility that
an event, will occur and adversely affect the achievement of objectives, are identified measured and managed at a
reasonable level. The main objective is to achieve proper balance between risk and return based on assessment
of potential risk factors in both normal and stressed conditions. Banking activities deal with different sort of
risk management to a large extent they are: credit risk; market risk; operational risk; liquidity risk; compliance
risk and others. Board-level Risk Management Committee oversees the risk management function of the Bank
and regularly monitors stress testing and sufficiency of policies, procedures, guidelines. The Committee further
instructs management to take proactive measure to minimize risks time to time.

To manage credit risk, separate Credit Risk Management Department has been established. Risk Officers are
deputed to look into credit risk. All Credit files exceeding prescribed Credit Approval Discretion (CAD) limit routes
through Credit Risk Management Department and those exceeding prescribed limit through Chief Risk Officer.
Similarly, Collection and Recovery Department has been established to manage non-performing loan of the Bank.

Management level Risk management Sub-Committee has been established to assess, discuss and minimize
various risk associated with banking activities. Various areas such as credit risk, market risk, liquidity risk,
operation risk are discussed in the meeting and subsequently the findings and deliberations are placed in the
Board level Risk management Committee for further advice / instruction.

Credit Risk

Credit Risk (Counterparty Risk) is the chances for loss due to failure of borrower to meet its contractual obligation
to repay debt in accordance with the agreed covenants and terms. NCC Bank has given the highest focus on
effective credit risk management. Creation of credit (loans and advances), being the risk asset of the Bank, has
been guided by the basic ethical business principles, risk mitigation practices, prudential banking norms and
other regulatory compliances to ensure the health of the assets and sustainable growth of the Bank. The Bank
has established a separate Credit Risk Management Department for analyzing/identifying inherent risk in credit.
This department has been entrusted to review all credit proposals .This is an independent unit empowered to
assess risk in business, suggesting ways of mitigating the risks thereby creating a good loan portfolio. Such
risks are considered warranted when they are understandable, measurable, controllable, and within the Bank's
capacity to readily bear adverse results. Effective credit risk management requires effective credit assessment.
The Bank has adequate qualified credit risk officers to maintain the quality credit portfolio. The Bank has set the
overall credit risk policy to establish sound risk environment, operating under a sound granting/lending process,
maintain an appropriate credit administration/monitoring process, ensuring adequate controls over credit risk etc.
for maintaining the good credit portfolio of the Bank. Following are adopted to identify and mitigate credit risk:

The credit proposals are assessed through a comprehensive credit evaluation process upon adopting the credit
policies and practices of the Bank prior to the approval. Credit proposals are routed through the Credit Risk
Management Department which reviews the accuracy of classification of borrowers classified by branches
according to risk grade to reflect the default risk.

The performance of credit is affected by a large number of factors which are always carefully analyzed. In
addition, additional securities like fixed assets collateral and personal/corporate/third party guarantee are also
taken into consideration in the analysis of probability of default.

The Credit Risk Management Department identifies various risks associated with the credit proposals forwarded
by the relationship managers that are duly addressed along with suggestion of mitigates prior to forwarding the
credit for approval at various stages based on the credit limits proposed.

Approved credit facilities are then forwarded to the Centralized Credit Operation Department for post approval
related functions like verification of security documents amongst others after which the limits are implemented in
the system.The Bank has the policy of periodic review of disbursed credit facilities where the change in risk levels
is determined through periodic review and monitoring.

The Bank is vigilant on identification of early warning signals in financial difficulties of the borrowers; proactive
actions are initiated by the management to mitigate the risk of loss.
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Regular monitoring by way of on-site inspection of the borrowers business is conducted on the basis of periodic
information provided by the borrower. Past performance of the borrower as well as regularity in repayment of
interest/principal obligations are also timely analyzed.

The Bank has the practice of periodic review of portfolio to track changes and quality of loan portfolio. Performance
of business and quality of security are evaluated to avoid any negative downturn in the value of the properties. The
lending decisions are made based on the credit portfolio to single obligor, product and segment wise exposure.

Credit Risk Grade of branches is calculated on monthly basis in accordance with “Framework for implementation
of Branch Credit Risk Scoring Model” and quarterly credit risk report is prepared by Credit Risk Management
Department and presented on Risk Management sub Committee.

Market risk

Market risk is the potential loss due to changes in market prices or values. Market risk basically arises on
interest rates changes, stock market, currency market and commodity market. Key components of market risk
are interest rate risk, currency risk and price risk. Market risk governance structure in the Bank entails Asset
Liability Management Committee (ALCO) and Board level Risk Management Committee. ALCO meeting discuss
the issues related with market risk and the risk identification and assessment finding shall be put further on Board
level risk management committee.

Liquidity risk

Liquidity risk is a situation arising from where short-term assets values are not sufficient to match short-term
liabilities or unexpected cash outflows. The Bank as per the approved guidelines from the Board has been
maintaining a comfortable liquid asset to deposit ratio. This is monitored daily. The investments for liquid assets,
asides from cash and Bank balances largely comprise of government securities: treasury bills and bonds. A
large government securities portfolio is easily convertible into cash level funds during times of liquidity tightness.
Regular stress tests have also help assess different scenarios of stresses on liquidity. ALCO is able to use this
information as well as other analyses such as GAP to manage liquidity effectively for the Bank.

Assets and Liability Committee (ALCO)

The ALCO, chaired by Chief Executive Officer, ensures functioning of the banking business in line with the set
procedures and processes and recommends for necessary steps to address the risk associated with liquidity,
movement in interest rate, exchange rate and equity price and other risks.

Stress Testing

Stress testing is a valuable risk management tool which tries to quantify the size of potential losses under certain
stress events. A stress event is an exceptional but plausible event to which the Bank's portfolio is exposed. As a
part of its risk measurement mechanism, NCC Bank Ltd. puts an emphasis on evaluating where the Bank stands
under the stressful market condition.

In conducting stress tests, the Bank give special consideration to instruments or markets where concentration
exist as such position may be more difficult to liquidate or offset in stressful situations. The Bank considers both
historical market events as well as forward-looking scenarios and also considers worst case scenarios in addition
to more probable event. The Bank conducts the stress test on quarterly basis and reports to senior management
as well as to Nepal Rastra Bank.

Stress Test alerts management to be aware on adverse situation related to several risks and provides an indication
of how much capital needed to absorb losses and liquidity required during the adverse situation. It is used to
evaluate the potential impact on a Bank of specific event and movement is a set of financial variables and its
applicants are expanding.

Internal Audit:

Internal Audit of the Bank is independent from the management and directly reports to Audit Committee, a
Board level committee. Audit functions are carried out by experienced staffs and regular observation are being
communicated to the related departments/braches.

Internal Audit provides value to the organization in providing objective assurance that the major business risks are
being managed appropriately and providing assurance that the risk management and internal control framework

is operating effectively.
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5.2 Capital Management

The Bank's capital management policies and practices support its business strategy and ensure that it is
adequately capitalized to withstand even in severe macroeconomic downturns. NCC Bank Ltd. is a licensed
institution provides financial services therefore it must comply with capital requirement of Nepal Rastra Bank.

5.2.1 Qualitative disclosures

Nepal Rastra Bank has directed the Banks to develop own internal policy, procedures and structures to manage
all material risk inherent in business for assessing capital adequacy in relation to the risk profiles as well as
strategies for maintaining capital levels. This includes basic requirements of having good governance, efficient
process of managing all material risks and an effective regime for assessing and maintaining adequate capital.
The Bank has various BODs approved risk management policies for proper governance. The Bank has developed
a comprehensive ICAAP document which is subject to review every year. The ICAAP has two major components;
first is an internal process to identify measure, manage and report risks to which the bank is exposed or could
be exposed in the future; and second is an internal process to plan and manage a bank’s capital so as to ensure
adequate capital. The Bank prepares the ICAAP report annually complying with the NRB requirement. The report
is reviewed and analyzed by Risk Management Committee and Board. The report is prepared as per BASEL llI
norms considering various adverse scenarios. The Bank also conducts the stress testing on different unfavorable
scenarios on quarterly basis and is reviewed by senior management, Risk Management Committee and Board.
The Bank in line with BASEL provisions and ICAAP document assesses risk exposures and allocated sufficient
capital/cushion for perceived risks. The adequacy of capital is main agenda of any ALCO, Executive Committee
and board meetings.

5.2.2 Quantitative disclosures
1. Capital structure and capital adequacy

Tier 1 Capital and a breakdown of its Components:

Particulars Rs in Million
Paid up Equity Share Capital 10,314.52
Equity Share Premium -
Proposed Bonus Equity Shares -
Statutory General Reserves 2,143.94
Retained Earnings 868.86
Unaudited current year cumulative profit/(loss) -
Capital Redemption Reserve -
Capital Adjustment Reserve 139.82
Dividend Equalization Reserves -
Other Free Reserve -
Less: Goodwiill -
Less: Intangible Assets 14.48
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 10.28
Less: Investments arising out of underwriting commitments -
Less: Reciprocal crossholdings -
Less: Purchase of land & building in excess of limit and unutilized -
Less: Cash Flow Hedge -
Less: Defined Benefits Pension Assets -
Less: Unrecognized Defined Benefit Pension Liabilities -
Less: Other Deductions -
Less: Shortfall in Provision -

Less: Loans & Facilities extended to related parties and restricted lending

9.00

Total Tier 1 Capital

13,433.37
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Tier 2 Capital and a breakdown of its Components:
Particulars Rs in Million
Cumulative and/or Redeemable Preference Share -
Subordinated Term Debt 3,000.0
Hybrid Capital Instruments -
Stock Premium -
General Loan Loss Provision 1,423.3
Exchange Equalization Reserve 6.7
Investment Adjustment Reserve -
Assets Revaluation Reserve -
Other Reserves -
Total Tier 2 Capital 4,430.06
Deductions from Capital:
Particulars Rs in Million
Intangible assets 14.48
Loan to promoters/promoters' financially interest companies 9.00
Investment in equity of institutions in excess of limits 10.28
Deferred Tax Assets -
Total 33.76
Total Qualifying Capital:
Particulars Rs in Million
Tier 1 Capital 13,433.37
Tier 2 Capital 4,430.06
Total Capital 17,863.43
Capital Adequacy Ratio:
Particulars %
Tier | Capital to Total Risk Weighted Exposures Adjusted 10.34%
Tier | and Tier 2 Capital to Total Risk Weighted Exposures Adjusted 13.75%

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

NCC Bank Ltd. adopts healthy risk management framework. The bank follows Internal Capital Adequacy
Assessment Process (ICAAP) and Risk Management Guideline while taking decision on any business. It has
always taken note of ICAAP and has taken steps accordingly in ensuring soundness of capital position and
sustainability of the business. The Bank’s policies and procedures are approved by the Board of Directors and
these documents provide guidance on independent identification, measurement and management of risks across
various businesses. Bank’s different committees like Audit Committee, Risk Management Committee review the
business and risks periodically and take account of stress test results, scenario analysis so as to align risk, return
and capital in sustainable manner.

The Bank also defines risk aspects, considering domestic economic scenario, and puts in place the system
to minimize and remove such risk. The risk appetite and approach towards risk taking is well discussed in
management level and board level. It is always aligned with the business, its return and capital. Basel disclosures
have been complied with, addressing the risks and adopting measures to minimize their impact. Increasing
complexities in risks, weakness of businesses and fast changing world with intense competition pose a threat to
sustainability.

Capital planning is an integral part of the bank’s medium term strategic planning and annual budget formulation
process. Total risk weighted exposures for the projected level of business operations is calculated, the required
capital level is projected, and a plan is formulated to retain the required capital. The bank is well capitalized and
able to maintain the required capital through internal generation, and equally through capital markets if needed.
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Summary of terms, conditions and main feature of all capital instruments, especially in case of
subordinated term debts including hybrid capital instrument:

The Bank has issued 9.5% NCC Debenture, 2086 amounting to NPR 3 Billion, the main features of which are as

follows:
S.N. | Particular Details

1 Name of Debenture 9.5% NCC Rinpatra 2086
2 Issue size NPR 3 Billion
3 Interest Rate 9.5% p.a.
4 Interest Payable Semiannually
5 No. of Units Issued 3 Million Units
6 Face Value NPR 1,000 per unit
7 | Maturity Period 10 Years
8 | Maturity Date 8" April, 2031
9 Amount Eligible for Tier 2 Capital Fund NPR 3 Billion

2 Risk exposures

Risk weighted Exposures for Credit Risk, Market Risk and Operational Risk:

Particulars NPR in Million
Risk Weighted Exposure for Credit Risk 119,820.80
Risk Weighted Exposure for Operational Risk 4,976.85
Risk Weighted Exposure for Market Risk 200.03

Total 124,997.69

Risk weighted exposure under each of 11 categories of Credit Risk:

Particulars NPR in Million
Claims on government & central bank -
Claims on other official entities -
Claims on banks 1,750.72
Claims on corporate & securities firms 64,995.40
Claims on regulatory retail portfolio -
Claims secured by residential properties 15,316.57
Claims secured by commercial real state 1,828.87
Past due claims 667.21
High risk claims 8,619.62
Other assets 4,699.80
Off balance sheet items 21,942.60

Total 119,820.80

Total Risk weighted Exposures Calculation Table:

Particulars NPR in Million
Risk Weighted Exposure for Credit Risk 119,820.80
Risk Weighted Exposure for Operational Risk 4,976.85
Risk Weighted Exposure for Market Risk 200.03

Add RWE equivalent to reciprocal of capital charge of 3 % of gross income. 1,193.52
Overall risk management policies and procedures are not satisfactory. Add 3% of RWE 3,749.93

Total Risk Weighted Exposures (After Bank's adjustments) 129,941.13
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Amount of Non -Performing Assets (Gross and Net):

NPR in Million
Category Gross Provision Net
Restructure/Reschedule - - -
Substandard 148 37 111
Doubtful 67 33 33
Loss 1,544 1,544 0
Total 1,759 1,614 145
NPA Ratios Percentage
Gross NPA to Gross Advances 1.76%
Net NPA to Net Advances 0.15%
Movement of NPA: NPR in Million
Particulars Last Year This Year Increase/
(Decrease )
Restructure/Reschedule - - -
Substandard 30 148 119
Doubtful 270 67 (203)
Loss 1,687 1,544 (143)
Total 1,987 1,759 (227)
Write Off of Loans and Interest Suspense:
Particular NPR in Million
Loans Written Off -
Interest written Off -
Total -
Movement in Loan Loss Provision and Interest Suspense
Particular Last Year This Year Increase/
(Decrease )
Loan Loss Provision 2,795 3,106 311
Interest Suspense 2,372 2,773 401
Segregation of Investment Portfolio:
Particular NPR in Million
Held for trading -
Held to maturity 13,189
Available for Sale 697
Total 13,886
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Types of Eligible Credit Risk Mitigants used:

Particular NPR in Million
Deposit with Own Bank 1,020.37
Deposit with other Banks/Financial Institutions -
Gold 61.88
Securities of Government and NRB -
Securities/Guarantee of Foreign Bank -
TOTAL 1,082.25

5.2.3 Compliance with external requirement

The Bank, at all times, has complied the externally imposed capital requirements. In the capital adequacy
calculation of 15th July 2021 (presented above), the bank has added RWE equivalent to reciprocal of capital
charge of 3% of gross income and 3% of total risk weighted exposures to its risk weighted exposures as per the
direction from Nepal Rastra Bank as a part of supervisory review.

5.3 Classification of financial assets and financial liabilities
Analysis of financial instruments by measurement basis- as at Mid July 2021

Financial instruments are measured on an ongoing basis either at fair value or at amortized cost. The summary
of significant accounting policies describes how the classes of financial instruments are measured, and how
income and expenses, including fair value gains and losses, are recognized. The following table analyses the
carrying amounts of the financial instruments by category as defined in NAS 39 and by headings of the Statement

of Financial Position.

Ashad end 2078

Amount in NPR

Particulars tE:;LZzu;T_ Amortized Cost Mi:,s#or%(: St Total

Financial Assets

Cash & Cash Equivalents 6,928,200,217 6,928,200,217
Due from Nepal Rastra Bank 8,491,306,936 8,491,306,936
riacement with Banicand Financial 1,609,875,000 1,609,875,000
Derivative Financial Assets 1,506,029,824 1,506,029,824
Loan and Advances to B/Fls 3,735,160,732 3,735,160,732
Loans & Advances to Customers 94,582,167,688 94,582,167,688
Financial Investments - Measured at )
Fair Value through PL

Eg}f(‘,‘;ﬁ!?ﬁf:&gﬁgzl Measured at 697,256,915 697,256,915
mirr‘ifiiié”;’sg‘e”ts - Measured at 13,188,569,348 13,188,569,348
Other Financial Assets -
Total Financial Assets 1,506,029,824 | 128,535,279,921 697,256,915 | 130,738,566,661

Financial Liabilities

Due from Customers

106,667,152,590

106,667,152,590

Other Financial Liabilities

1,500,835,676

6,359,347,707

7,860,183,383

Other Liabilities

Total Financial Liabilities

1,500,835,676

113,026,500,297

114,527,335,973
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Ashad end 2077
Amount in NPR

tE:;LZf‘u;T_ Amortized Cost M?:,s#c;%(: et Total
Financial Assets
Cash & Cash Equivalents 8,606,158,430 8,606,158,430
Due from Nepal Rastra Bank 8,472,933,064 8,472,933,064
Placement with Bank and Financial ) )
Institutions
Derivative Financial Assets 1,192,390,828 1,192,390,828
Loan and Advances to B/Fls 2,797,521,680 2,797,521,680
Loans & Advances to Customers 65,021,931,372 65,021,931,372
Financial Investments - Measured at )
Fair Value through PL
Eg}f%‘;ﬁj’;?ﬁfg&gﬁg& Measured at 187,725,153 187,725,153
i:‘qzrr‘i‘:ii:éé”;’sg{‘e”ts - Measured at 7,314,960,417 7,314,960,417
Other Financial Assets -
Total Financial Assets 1,192,390,828 92,213,504,963 187,725,153 93,593,620,944
Financial Liabilities
Due from Customers 72,815,826,896 72,815,826,896
Other Financial Liabilities 1,134,467,139 7,776,932,454 8,911,399,593
Other Liabilities - -
Total Financial Liabilities 1,134,467,139 80,592,759,350 - 81,727,226,488

5.4 Operating Segment Information

5.4.1. General information

The Bank has presented segments reporting on the basis of each geographical business presence in seven
Provinces of the country:Province 1,Province 2,Bagmati Province, Gandaki Province , Lumbini Province , Karnali
Province and Sudur Paschim Province. The Bank evaluates the performance of its segment on the basis of
segment result before tax. Investments, Balance with NRB and others banks,Borrowings, Investment Income,
Foreign Exchange Income and Unallocated Assets/Liabilties/ Expenses /Income are accounted in Corporate
Office and accordingly all the assets, liabilities, income and expenses of Corporate Office are allocated under
Bagmati Province .The following table presents revenue and profit ,and asset and liability information for the
Bank’s segments.Transfer prices between operating segments are based on the Bank’s internal pricing guidelines.
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5.4.4. Reconciliation of reportable segment revenues, profit or loss, assets and liabilities:

(a) Revenue

Total revenues for reportable segments 11,783,072

Other revenues

Elimination of intersegment revenues (2,160,049)
Entity's revenue 9,623,023

(b) Profit or Loss
Total profit or loss for reportable segments 1,920,026

Other Profit or loss -

Elimination of intersegment Profit -

Unallocated amounts
Entity's Profit or Loss before tax 1,920,026

(c) Assets

Total Assets for reportable segments 134,730,022

Other assets -

Unallocated amounts: -
Entity's Assets 134,730,022

(d) Liabilities
Total Liabilities for reportable segments 120,085,735
Other Liabilities -
Unallocated amounts: -
Entity's Liabilities 120,085,735

5.4.5 | Information about products and services

Type of product and services:

Treasury
Card
Remittance

Q0 |T |

Banking

5.4.6. | Information about geographical areas

Revenue from following geographical areas

a Domestic 9,623,023
Province -1 835,708

Province -2 1,179,577

Bagmati Province 5,949,820

Gandaki Province 318,722

Lumbini Province 580,083

Karnali Province 134,694

Sudur Paschim Province 624,419

b Foreign -
Total 9,623,023
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5.4.7. Information about major customers
No revenue from transactions with a single external customer or counterparty amounted to 10% or more of the Bank’s total
revenue.

5.5. Share options and share based payments

A share-based payment is a transaction in which the bank receives goods or services either as consideration for its equity
instruments or by incurring liabilities for amounts based on the price of the entity's shares or other equity instruments of the
entity.The Bank has no any share options and share based payments as of reporting date.

5.6. Contingent liabilities and commitment
The detail of contingent liabilities and commitments has been presented in notes 4.28 above.

5.7. Related Party Disclosures

Arelated party is a person or entity that is related to the reporting entity ("the Bank") by virtue of having control or joint control,
significant influence or being key managerial personnel of the entity as defined in "NAS 24 Related Party Disclosures". The
Bank has identified the following related parties and transactions with them.

5.7.1 Indentification of Related Parties

a. Key Management Personnel

Key management personnel are those persons having authority and responsibility for planning, directing and controlling the
activities of the entity, directly or indirectly including any director (whether executive or otherwise) of that entity. The bank
considers the members of its Board of Directors, Chief Executive Officer and other higher managerial level employee of the
bank as Key Managment Personnel. Following is the list of Key Management Personnel as on Ashad End 2078.

Name Relationship
Upendra Keshari Neupane, Chairman Director
Mohan Bahadur Basnet, Director Director
Iman Singh Lama, Director Director
Chandra Prasad Bastola, Director Director
Nishesh Pradhan, Director Director
Suman Kumari Joshi, Director Director
Rajaram Khadka, Director Director
Ramesh Raj Aryal, Chief Executive Officer Key Management Personnel (KMP)
Bandana Pathak, Deputy Chief Executive Officer Key Management Personnel (KMP)
Rewanta K. Dahal, Deputy Chief Executive Officer Key Management Personnel (KMP)
Sandip P. Pandey, Deputy Chief Executive Officer Key Management Personnel (KMP)
Binod Kumar Sharma, Deputy General Manager Key Management Personnel (KMP)
Mukunda Subedi, Deputy General Manager Key Management Personnel (KMP)
Laxmi P. Duwal, Acting Assistant General Manager Key Management Personnel (KMP)

b. Associates

Associates are those entities over which the bank has significant influence ( i.e. power to participate in the financial and
operating policy decisions, but doesnot have power to control over those policies). The Bank has identified the following
associate as having the significant influence through investment and appointing one of the employees to the Board of Directors
of the entity.

Name Relationship

Sadhana Laghubitta Bittiya Sanstha Limited Associates
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c. Retirement Benefit Plan

As per NAS 26 ,Retirement benefit plans are arrangements whereby an entity provides benefits for employees on or after
termination of service (either in the form of an annual income or as a lump sum) when such benefits, or the contributions
towards them, can be determined or estimated in advance of retirement from the provisions of a document or from the entity’s
practices. Further , as per NAS 24 , If the entity is a post-employment defined benefit plan for the benefit of employees of the
reporting entity , then such plan is related to reporting entity. Accordingly ,the Bank has indentified the following retirement

benefit plan as related party:

Name

Relationship

NCC Retirement Fund

Retirement Benefit Plan

5.7.2. Parent and Ultimate Controlling Party

The Bank does not have an identifiable parent of its own.

5.7.3. Transactions with Related Parties

The transactions and year end Balance arising on account of transactions occuring with the Related Parties during the year

is as follows:
Rs' 000
2020/21 2019/20

Key Managerial Personnel (KMPs)
Loans & receivables closing balance 38,155 35,752
Deposits closing balance 26,165 40,583
Associates:
Sadhana Laghubitta Bittiya Sanstha Limited
Interest income during the year 5,805 6,290
Interest expenses during the year 6 157
Loans & receivables closing balance 124,590 220,000
Deposits closing balance 15,181 128,360
Retirement Benefit Plan:
Interest income during the year 14,216 14,564
Interest expenses during the year 189,906 211,163
Loans & receivables closing balance - -
Investment in Debenture 390,000 -
Deposits closing balance 2,352,178 2,680,973

5.7.4 Compensation to Key Management Personnels

5.7.4.1 Board Members Allowances and Facilities

The Board of Directors have been paid board meeting fees of NPR 7,502,000 during the fiscal year. There were 62 Board
Meetings conducted during the fiscal year. The Chairperson and other members of the Board were paid NPR 16,000 and NPR
14,000 per meeting respectively for Board and Board Level Committees meeting. The details of number of meeting held and

Meeting fees paid to the Board/ Board Level Committees are as follows:

Board/Board Level Committees No of Meetings Meeting Allowance
Board Meeting 62 5,982
Audit Committee Meeting 20 688
Risk Management Committee Meeting 6 288
Anti money laundering Committee Meeting 10 272
Employee Benefit Committee Meeting 8 272
Total 106 7,502

Each Board Members have been provided with a monthly allowance of NPR 8,000 for communication and periodicals.
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Total compensation paid to Board Members
Rs' 000
Particulars 2020/21 2019/20
Board fees & other related benefits 11,690 10,947
Total 11,690 10,947

5.7.4.2 Compensation to CEO and Executive Management Personnel

The salary, allowances and other benefits paid to the Chief Executive Officer is based on the contract entered by the Bank with
him and in regards to the Executive Management Personnel, the salary, allowances and other benefits is paid based upon the
Employee Byelaws of the bank. The details relating to compensation paid to CEO and Executive Management Personnel is

as follows:
Amount in '000
Particulars 2020/21 2019/20

To CEO:
Short term employee benefits 9,900 9,750
Employee Bonus 2,863 2,488
Festival Allowance and payment against annual leave 1,650 825
Post-employment benefits - -
Other Allowances 825 525
15,238 13,588

To Executive Management Personnel:

Short term employee benefits 15,876 14,295
Employee Bonus 5,478 6,043
Festival Allowance and payment against annual leave 3,174 2,855
Post-employment benefits - -
Other Allowances 8,096 7,609
32,624 30,803
Grand Total (Including above) 59,551 55,338

In addition to the above benefits, the Bank has also paid non-cash benefits such as fuel, insurance, mobile facilities to Key
Management Personnels who are the employees of the Bank in line with the approved benefit plans of the Bank.

5.8. Merger & Acquisition
The Bank has not entered to any merger and acquisition deal during the reporting period.

5.9. Additional disclosures of non consolidated entities
The Bank has no any interest in any form of joint arrangements (joint operations or joint ventures) or unconsolidated structured
entities as on reporting dates.The Bank has no any subsidiary for the consolidation.

5.10. Events after reporting period

As per NAS 10, Events after the reporting period are those events, whether favorable and unfavorable, which have occurred
between the end of the reporting period and the date when the financial statements are authorised for issue. Such events
may be adjusting events or non adjusting events. There is not any adjusting event after the reporting period. The Bank has
following non adjusting events after the reporting period.

Non-adjusting event after the reporting period

1. The Board of Directors of the Bank has proposed the distribution of 8.00% of the existing paid up capital as Bonus Shares
amounting Rs.825,161,334 and 0.42% of the existing paid up capital as cash dividend (for tax pupose ) amounting Rs.
43,429,544 vide Board meeting dated Mangsir 14 ,2078 from the retained earnings up to F/Y 2077/78. The proposed
distribution is subject to the approval by Annual General Meeting of the shareholders.
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In accordance with Nepal Accounting Standard- NAS 10 ( Events after the reporting Period), above proposed bonus
shares has not been recognized in the share capital. The Bank will recognize the same as share capital once the
proposed bonus shares is approved by the Annual General Meeting of the shareholders.Above proposed cash dividend
has not been recognized as a liability as of the year end. The Bank will recognize the same as its liability once the
dividend declaration is approved by the Annual General Meeting of the shareholders.
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