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DISCLOSURE AS PER BASEL 11

1. Capital structure and capital adequacy

L Tier 1 capital and a breakdown of its components;
Particulars NPR in 000
Paid up Equity Share Capital 913,196
Proposed Bonus Equity Shares 183,000
Statutory General Reserves 51,788
Retained Earnings 5,509
Core Capital 1,153,493

. Tier 2 capital and a breakdown of its components;

Particulars NPR in 000
General loan loss provision 101,896
Exchange Equalization Reserve 2,881
Other Reserves 10,187
Supplementary Capital 114,964
. Detailed information about the Subordinated Term Debts with information on the outstanding amount,

maturity, amount raised during the year and amount eligible to be reckoned as capital funds.

- The bank does not have any Subordinated Term Debts

. Deductions from capital;

Particulars NPR in 000
Goodwill 9,102
Fictitious Assets 1,741
Investment in equity in licensed Financial Institutions 9,740
Investment in equity of institutions with vested interests 56,082
Investments arising out of underwriting commitments 447
Total 77,112




ciwft ¥ TIPS
a Laxmi Bank Limited

& Total qualifying capital;

Particulars NPR
Core Capital 1,076,382
Supplementary Capital 114,964
Total Qualifying Capital (Total Capital Fund) 1,191,346

o Capital Adequacy Ratio;
- 1040 %

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

- The bank’s capital management strategy is designed to maximize shareholders value and is
adequately capitalized not only to comply with individual capital ratios prescribed by Nepal Rastra
Bank but also to fund growth of our assets and operations, absorb potential losses and maintain the
confidence of all the stakeholders.

- Laxmi Bank welcomes the Capital Adequacy Framework developed by Nepal Rastra Bank which is
a simplified and customized version of Basel II that suits our market condition.

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

- The bank has all free capital without any terms and conditions associated with the capital.

2. Risk exposures

«  Risk weighted exposures for Credit Risk, Market Risk and Operational Risk;

Particulars NPR 000
Risk weighted exposures for Credit Risk ‘ 11,135,061
Risk weighted exposufes for Market Risk 274,825
Risk weighted exposures for Operational Risk 48,386
Total Risk Weighted Exposures 11,458,272
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Risk Weighted Exposures under each of 11 categories of Credit Risk;

a) Claims on government & central bank 0

b) Claims on other official entities 81,758
¢) Claims on banks 557,440
d) Claims on corporate & securities firms 7,511,524
e) Claims on regulatory retail portfolio 116,422
f) Claims secured by residential propertics 1,271,220
g) Claims secured by commercial real state 364,262
h) Past due claims 10,813
1) High risk claims 38,438
1) Other assets 330,076
k) Off balance sheet items 853,108
Total 11,135,061

Total Risk Weighted Exposure calculation table;

Particulars

Amount in NPR

Risk weighted exposures for Credit Risk

11,135,061

Risk weighted exposures for Market Risk

274,825

Risk weighted exposures for Operational Risk

Total Risk Weighted Exposures

11,458,272

Total Capital Fund

1,191,346

Total Capital to Total Risk Weighted Exposures

10.40%

Amount of NPAs (both Gross and Net)

Substandard Loan
0 Gross NPR 1,198,699
0 NetNPR 870,605
Doubtful Loan
0 Gross NPR 590,928
0 Net NPR 265,983

Loss Loan
0 Gross NPR 10,940,369
0 Net NIL
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NPA ratios

Gross NPA to gross advances

0 0.13%

Net NPA to net advances

0 0.01%

Movement of Non Performing Assets

Particulars Previous Year | Addition/ (reduction) Balance at the end of
during the year the Year

Substandard 1,183,093 15,606 1,198,699

Doubtful 2,666,987 (2,076,159) 590,828

Loss 19,171,013 (8,230,644) 10,940,369

Total 23,021,093 (10,291,197) 12,729,896

Write off of Loans and Interest Suspense

0 Loan written off NPR 8,221,576

0 Interest written off NPR 4,105,431

Movements in Loan Loss Provisions and Interest Suspense

Particulars

Previous Year

Addition/ (reduction)
during the year

Balance at the end of
the Year

Loan loss provision 91,789,964 21,699,738 113,489,702
Interest Suspense 19,381,623 (120,510) 19,261,113
. Details of additional Loan Loss Provisions

Refer schedule 4.13 of Balance Sheet

3. Risk Management Function
Risk Management Objectives and Policies

Laxmi Bank’s objective to risk management goes beyond mitigation and control. We believe that our risk
management approach is a Strategic Differentiator and a key driver for our sustained and quality growth.

Our approach to risk managements is built around:

- formal governance processes that is constantly reviewed and updated

- top level commitment & development of risk framework through close alignment of risk capabilities to
business objectives l

- ensuring that responsibility for risk resides at all levels — from the Board down through all individual
employees

- continuous research and development of new and improved risk management processes and tools supported
by effective Management Information Systems




ctwf Y RIPRES
& Laxmi Bank Limited

- all businesses are accountable for managing risk in their own area, assisted, where appropriate, by
independent risk specialists

- by embedding this approach to measure and understand key risks to ensure the viability of all processes and
transactions

In the past years we have continued to make significant progress in enhancing our risk management capabilities
including measuring and monitoring of risk activities that we undertake in our normal course of business.

Risk Management Framework and Organization

The Board sets out the risk appetite and philosophy for the Bank which is supported by various Executive
Committees who are primarily responsible for ensuring that the risk standards are maintained as per the agreed
parameters. The Bank’s Internal Audit functions independent of management influence and reports to the Audit
Committee. The Chief Governance Officer has a role of balancing the growing business of the Bank remaining fully
compliant to the legal and regulatory guidelines. As part of prudent banking practices, Laxmi Bank has senior
executives in the role of risk managers who work independent of any business targets. The heads of Credit Risk and
Operational Risk are especially responsible in management of risk in their respective areas.

Credit Risk

Laxmi Bank - Credit Policy Guide is the highest level policy document and it reflects long-term expectations and
represents a key element of uniform, constructive and risk-aware culture throughout the Bank. This credit policy
defines acceptable risk parameters and is periodically reviewed to account for changing operating environment and
industry behavior.

Laxmi Bank identifies, assesses and manages the probability of default by borrowing clients through a number of
proactive risk management techniques and tools under a broad risk framework.

The credit committee comprising of non-executive board members and senior management further reviews credit
portfolio and industry concentration aspects regularly and make decisions / strategies based on the need of the hour.

Credit Approval Process

The Bank has standard procedures for Credit Approval for both retail and corporate credit proposals that ensure that
appropriate resources and tools are employed for the type of credit assessment required.

Post Disbursal Review and Monitoring

The Bank has standard procedures for credit review and monitoring systems, which is documented in Credit Policy
Guide and other Risk Management Guidelines. The policy stipulates the frequency and procedures for credit review
and monitoring

Distribution of Risk Assets by Industry sector / Concentration Risk

It is Laxmi Bank’s policy to ensure that the Bank’s exposure on any particular sector/industry does not exceed a
predefined cap of the total portfolio. The Bank has adopted the NAICS codes to analyse our exposure on sectors.
Industry analyses help us monitor industries at risk and make strategic decisions based on such reviews.
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Market Risk

The bank’s foreign exchange risk stems from foreign exchange position taking and commercial dealing. All foreign
exchange positions are managed by the Treasury. Fluctuation in forcign exchange rates can have a significant impact
on a Bank's financial position. Laxmi Bank has adopted measures to appropriately hedge the risks that arise while
carrying out international trade transactions. Code of ethics for treasury dealers is in place to ensure that
professionalism and confidentiality are maintained and ethical dealing practices observed. Our treasury dealers have
gained exposure to international markets as well in addition to having undergone appropriate trainings. The Bank
has followed the structure of a Treasury back office independent of Treasury dealing room functions.

Operational Risk

Operational risk is inherent in all business activities. Whilst risks can never be eliminated, at Laxmi Bank we follow
a number of procedures and practices like Business Continuity Plan, Whistle Blowing — A Culture of Speaking Up
to manage and mitigate preserve and create value of our business.

We manage our operational risks through standardization of internal processes and monitoring mechanisms. Data
security, dual control, periodic departmental reviews are some of the tools that have are used to manage risks.

Operations Risk Unit

Recognizing the importance of Operations Risk in terms of managing day to day business, we have a full fledged
Operations Risk team that reports to Chief Governance Ofticer.

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

- Credit risk mitigants used are deposits and cash margin held with own bank and deposits held with
other banks and financial institutions.

43
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