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Shashi Satyal & Co.

Chartered Accountants
58 Aman Marg, Gairidhara Telephone: 977 (1) 4410927, 4420174
Post Box No. 4414 Fax: 977 (1) 4413307
Kathmandu, Nepal E-mail:ssatyal@vianet.com.np

INDEPENDENT AUDITOR'S REPORT

THE SHAREHOLDERS OF
LAXMI BANK LIMITED

We have audited the accompanying financial statements ot Laxmi Bank Limited (the “Bank”) which
comprise the balance sheet as at 16 July 2011, and the profit and loss account, statement of changes in
equity and cash flow for the period then ended, and a summary of significant accounting policies and other

explanatory notes.

Management’s responsibility for the ﬂnancial'}state'ments

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Nepal Accounting Standards so far as applicable in compliance with prevailing laws. This
responsibility includes: designing, implementing and maintaining internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances.

Auditors’ responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with Nepal Standards on Auditing. Those standards require that we comply with
relevant ethical requirements and plan and perform the audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit involves performing procedures to obtain
audit evidence about the amounts and disclosures in the financial statements. The procedures selected
depend on our judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, we consider internal control
relevant to the entity’s preparation and fair presentation of the financial statements 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 entity’s internal control. An audit also includes evaluating the appropriateness of
accounting principles used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Report on the Requirements of the Companies Act 2063, Bank and Financial Institution Act 2063

We have obtained information and explanations asked for, which, to the best of our knowledge and belief,
were necessary for the purpose of our audit. In our opinion, the balance sheet, the profit and loss account
and the cash flow statement, prepared in the format prescribed by Nepal Rastra Bank, are in agreement with
the books of account of the Bank; and proper books of account as required by law have been kept by the
Bank. In our opinion the returns received from the branches were adequate for the purpose of the audit
though the statements are independently not audited.

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

Nepal Rastra Bank.

To the best of our information and according to explanations given to us and from our examination of the
books of account of the Bank necessary for the purpose of our audit, we have not come across cases where
Board of Directors or any employees of the Bank have acted contrary to the provisions of law, or
committed any misappropriation or caused loss or damage to the Bank and violated any directives of Nepal
Rastra Bank or acted in a manner to jeopardise the interest and security of the Bank, its depositors and

investors

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of the Bank as at

16 July 2011, and of its financial performance and its cash flows for the year then ended in accordance with

Nepal Accounting Standards so far as applicable in compliance with prevailing laws and comply with the

pArovizs(i)%r;s of the Companies Act 2063, Nepal Rastra Bank Directives and Bank and Financial Institutions
ct, .

Shashi Satyal ¢

Proprietor

Shashi Satyal & Co.
Chartered Accountants

Date: 16 November 2011
Place: Kathmandu
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Laxmi Bank Limited
AodTAdl SNfkad e 300
R AWE, 085 (AL 18, 019 warar
faawon 088 /29 0% /&% R0%¥ /Y T ay
gz AN AT TY,30,5R%40| 35,%%,399%9 | R5,29,3¥ 435
FeT aar fewrrave ¥ 55,559 RRGIVEIR | 0% ¥R ¥R
I oA AR %,0039,%3q| 809933 | RU¥,5R,05R
TIE! Tdae AR ¥ \9Y %3,305| ¢,90,0% 4L¥ ¥ %%,39,059
q7 TS Head fema 9333009 |  REUOURE -
F[A AT (F) 59,355,000 L¥,05 ¥q,R1% | 35,1,R998¥
AU giqerd (Alfa) (@) X«% X«% HU%
F[A ATETHIRT ATRTHT Tt g4 @H (T)-Fx@ RRO,59,53%| 5A1,R9%5 | L SRR,4%R
AT SfEHEHT AT v §Sf ()= #1 siea 5,55, ¥,3%9 ¥,55,05,%3
Sf@W A TS (Reciprocal of Capital Requirement) (3) 90 q0
e Sifgas aft ifew sifa @ (3)-axeg AAAATAL 45,50,5%,330
oIk NRad FE ¥.30(@)
R AWE, 085 (FATE 98, 019 =
g s T 9
| gz e gg FTET ferd T g
fa#) (fam) CERINGAD) HEEAT (A.].)
AED (4,500) (3¥,099) 3¥,099 93,%29
AUD (£¥0) (¥5,%¥3Y) %5, ¥ %%,%53
CAD - - - -
CHF - - - -
CNY - - - -
DKK (3,%39%=) (33,53,¥%Y) 33,53,%%Y -
EUR (9%,%%9) (R094R 9K ¥) R09394% 4,99 39
GBP 33,239 6,5 3Y 6¥5 3¢ ¥ 50,999
HKD (4,000) (%,05Y4) ?,05Y -
INR (4,5%,95,¥3%) (3,03,5355Y) 3,0%,5355% 93,9%,99,4¥0
JPY (3,4%,%3%) (3,3%,393) 3,3%,39% 350,395
KRW
MYR (%00) (9%,99%) 9% 99 99,%%9
NLG - - - -
NPR
QAR (340) (3,29%) 3,29% 4,0%,040
SAR (¥,000) (9% %30) 9y 4RO -
SEK - - - -
SGD - - - ¥%,390
THB - - - -
USD (1,5%,933) (9,3% 53,33%) 9,3% &3,33% 9,40,35,99¢
I JEEA (F 4,33,03,35% 9,35,%9,95%
qifepuest gfqetd @) 4% 4%
S SfEHeRT ST e Gl () = (FXE) 3%,90,9%% %2,33,04%
sifew wre Mg (Reciprocal of Capital Requirement of 10%) = 0 90
(400/90)
IR SfEweT nf few s T () =(TX) 3,%9,09,5%% §,23,30 443
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Laxmi Bank Limited
U JADIZET
FAGAT ¥.39
. i v
ferargom AKhiL R0%R/%F | Ro&I/RY¥ J0%¥ /T 08U /8% 088/ %9 089/ %5

1. G E/FA AR LRI 30.9%% 28.90% H.4% R YO.44% ¥0.3¥%
CR e (3 4.50 q0.94 AERE 20,90 AR EERCY
3 i SRR R e (3 E %0 1993 1,083 190 Y0
¥, e qwEml 4 (PE Ratio) EERIG] &3.0Y §¥.9g £OE% 49.3 CEAT 453
Y, SR S ATt (& afed) giaTT - - 9.04% 438 3% 4. R%
& ST SET TR AT R giaTa - - q.04% 0.3%% 3% 10.%%
o AW ATE/F a9 e EIRIGH 5.30% 9.5%% 0.54% 5. %% %.89% 12.99%
5. FHAN @9/ goaEd @ giqera ¥3.5%% ¥3.¥3% ¥ ¥3.3%% ¥E.39 ¥5.33%
% =W &/ F AT qr e g 1.04% Y% ERELS 1.04% §Y3% 5.0%%
0. WA WIAT AR/ FA AR gieTT 1.%R% a. 4% 42.30% 3.¥5% 4.90% §R%
¥ FHAG G/ F A @ gieTT 9.5%% 1% 1% 0.8% EER L) ECATH) U A%
R @ A/ FA T AIE e 1.09% 1.34% 1.¥9% 1.53% 23 .¥%%
3. T TE/FA T gfeera 0.88% 0.84% 9.93% 1.3% 1.48% 9.5%%
. FA /e giera %%.30% 54.95% 5%.\R% 53.55% 59.%%% c¥.40%
W, & FeAT @/ F aea gieard 1.2%% 1.53% q.%% 1.35% 1.34% 1.4%%
& Sifew sifd qeetr GhemE

F) T T gferera 13.9% 19.33% 0.90% A1) 19.99% %%

g TF wieerd 1.34% 1.90% q.09% 3.09% 2U¥Y 1.5¥%

T F G gfeaTe 1%.25% R 19.99% 19.¥5% 13.99% 19.53%
99, qear giera 4.56% 1.54% ERELS 5.%9% 9.3¥% R
is.  feferat & i gfeare 0.95% 0.34% 0.93% 0,059 0.93% 0.80%
9%, =N & el gieTa 3% 3.30% 3.¥0% 199% ERE ¥.03%
0. qF "ead TR B | R¥R0¥EERY | aY, R YERI | LIV | IR/ | 1,29,33,30,¥R0 399,33 %, 33
N F I e %9,00000 | 6285400 99,3925 | 90%,50,5% 9,%9,34,20% 9,%9,34, 204
R T FHEAN wer ¥4 {5% MR B EA Y )3
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[axmi Bank Limited

o1 Aodotl Ascayot dlifds<:

AT ¥R

YT AAHTU:

et e fafrae Aurerer U fafaa amfrcd AU #Fa 21 | a9 WAeS FRATET ST e, FSHvE, JaTe
@H G | T Tbd! ARG AU & T [ATAagaT gradd TTH g |

&Y bl AUTTHT AT SAfeby T ToaTeAT MIEHT I | Acbebl Tt (a1 (qaR0E® T /AT T AT
a1 FHITGIT AT TTH al |

THE an fAfageant ar:

et faeii faraure® qame 9 gk ol Hfdes a9 Seo@ U G | F=F97 HaeT TRUSMT ares A Hifdew et
FYH @l (qaT y&qa T (AHd 9 YART TReH g |

e faaor:

HIT Jeod TUHAT aTeeh A fa<hia faare® Amer s/ argare s Tiuer e J@ (Nepal Accounting
Standard), <@TeT G9ATT fagT=de® (Generally Accepted Accounting Principles), & @ faxiir g e T,
I AT SpATe AT TRTHT MG Td FHFIAT U Mt T ATIRUS ! ALfHAT Wl qa TR ) |
AATCIRT AT

fcir faeore® fepaaw w9araT gicord e FUTel ST yed TRuE g | A e e taetas ama
Tgfael ATITCAT TATE TRTHT G | I AT T T GIATT (Ggaeed T Jer @ o< faawor aame a1 &80
G AET FHTEE T T Sl @l Hifqe® AR T THATHT SAaeTITga sl a9q  FRT T el &7 |
T AT

AT UTShebl ATITTHT ATFETHT TATSH GTS HUTeT T HIT fagT=a (NAS 7 Revenue Accounting) faafea &=t qar
HTdETE T & AT ATRITHT AUl AT Ahebl (AL THINTH TG JTCAHT ATATCAT AGTF T G | Sebel TIT
T Sebepl [AGTYTeRT TR ATHATT LT AT AT 396 T T Webl |

TS AT AT ATRTHIATS UTebebl ATUTCAT S@Tg T |

HATE AT

T THIHT HHITT ATTET qTebebl ATITCAT A@TEH TNUH G | TAMT By HHAT AT 93 AEAT w21 FH qarel
FENETE qUH g T B A & q oA A2 FH @5 I AT ATRHIATS qea=dia ATide aar 5 o@rg
T bl AT Wl g |

AT AT

ST TR ATHISTATS AT T g sAfrepiy wnfud 9 afg SIeaTHAT FHTEeT AU & | areT 9% 9T gar
ANTT qed Iade T 9% §@dT |17 Jig TuH g |

faesft fafma FEER:

fargef HwmaT Wt TR qar aifrcaang argeraer fafawr fammm afa aar fafrer qer a3 femma T8 quTel wgamE
YT TRUHT & |

fageft fafrwarar @fta qar fasiare wuer s 3fie Taar T T8 Tad Tadg ARl dwdiTd SEET ¥.]R
HT q@2UH G |

fafirer faeeft faforer afie T fa=it awom WU Teacsr FRU Ireq qUST 19 /AT aiMe RTAT TOET T
faceft AT THREATRAATE B ATRMT FE@RUH G | T HedIHAare AUl ATRE Y Iqerd TFH T9d T
TS T

fréra aifaea wa Seper feruar Ao AU TS ATl AT (Accrual Basis) AT T TRTH |

i @ qan faw @feq

FT AT, Afafaey T faa @i Jedeeds YA TS Ie F9et Tagd | I9 T A &, Aty
faferer e avfigd TRUST § | ol g9, Afdtaswy adr fod GREHT Fo1 A Tl aradaHl HH bels @8
ikl THT ATTATTHT S@ETH 3 |

TTEdeeed R TR THH Tleel AT AFAHT T FAiehl TeHT qiaT FGeAdr TR T g |
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Laxmi Bank Limited
FHAT Fsll:
T S@TRTH 3 |
Fll ATFATAT STTEAT:

eIl ATYE AT foeT @IGHT AT TS SehebT AGTaTeHT AT SEH qEIe afTHuTe STt q Jiaerd &g 00

gfqerd Tv 0 e HoAl AT FTIT HEH TR F |

Fqa@ (Write Off):

T g Sehebl (HATATERT %Y @RI AT ANTRd S &7 THbehl Balge Sebebl M THITH Bl IH{T /ToaTeTh

afafaeT @eEfdHT FFel T TPl ATFTAT FF FLF TIT T ATAG TTH G |

Afeed] qUEEHT ATARd T8 a9 A TUH! Fee T9 bl AR AT @Tg T 3 |

AT

THIEE ATAE a Ml (Held for Trade), SThIT Afaae® o 19 @@ (Held to Maturity) @97 fersiier @i

IqeT @I (Available for Sale) st afiferor wfvueT 3,

%) AT M (Held for Trading):
TG AT ACTHIAAT G| g IFTAaTE AR AT T I TSN AT | T&AT AMHIATS FSATET
FTRT FeATsT T (Marked to Market) T §ea®T &4 faearers ATt/ A feqma @ramn d@s=g |

@) T (AT a7 I @ (Held to Maturity)
AT TRITE™H a1 T g&RIcHE A9 (Positive Intent) T SThTe! (AT g1 T da &AdT (Ability to
Hold till Maturity) & TRUHT T 79 FAT 945 | SRIMT (HITEEH gR07 T TS qetad A (Amor-
tised Cost) AT (TT T (Cost Price) ATE &fd (Impairments) TaTT) I@EUH G | &dIATs ATHT A@€TT @IATHT
@ |

) fafsherr AT IR @A (Available for Sale)
AT d Ml (Held for Trading) T wehTel fafqeasd greor 9 @@+l (Held to Maturity) 3=asfq 9+ g¥q0f
TAHATE T FIHT gy | T AMHATS SIREY Aq%d Matad 997 Jea137 (Marked to Market on Regular
Basis) X fqedTeTs SHTIST (Reserves) HIhd FHRINH (Adjust) TH 985 |

T T SFepepl [AATTTST AaT TX AMAT G ATIEwe! (FATad qaIaeiss T T4 A TR G |

feax gwafa qar g =20

(@) feore Teaf g™ F8 TeE FEEua g |

(@) ®.4,0001- 73T HH Ted T4 THIAee GG THUF THAT GofNTd @ AU 3 |

() BT9 FE &l T qEAfAapl ATAINT fepls FafaeTs dATaR AW Straight Line Basis @l STaTRHT AT Ar@dTT
feemerar d@rg TUHT | STE 2T FE TRGH 7 | o argtaer feers ety e s fratwor afaer

e geafawtr =i fewe safy
BT Y aT
STFTEE. ..o Y g

AT TTITE. ..o Y- T
FFGELEE. ..o, 'S L]

fsht wTfrcawT w@er wa. .. R0-¥0 I

o) A R geata, R awata @faer AT f@uar Tedee T aifds J9rd afg GFRT A0 aEqrdaT
ANTAEEATe IStNTd AT (Capital Construction) AT I@TETH g |

T Sy arafadts IorsT ardhl THH (@aT T W) a1 aTeifad av qed 99 FH g CaaHT Hedited T g |

TS g Sebepl Tt WAt TR Sfehy qeafcesr TR ATl erear Tieuar g |

qHIAAL G-

FFYIT GHEATX ATGH (GaT ANH GHAls q1 TREATLH FART & Tl [Hiqars AT A Gsiiepd THTH G |

¥y,
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Laxmi Bank Limited
o GEeEdTs faviewe fadrs srafusr marear afeelia (Amortization) g |
af¥mites (Amortization):
AT ATEET fe"EHT Straight Line Basis &1 ATITRAT A590 GFITAeeal [Chl3 AATd ATER @9 AfaUal g | 9597
FEqFqe®a! FANT 9% IUdfg Jieiad T4 6 TRl G | AT Gearaal fahrg sty e faiwr afwer §;
FFYIT FREAUL. ... Y g
fsTelee qeafadT wUa @9 Y a¥ (W7 a7 IRE® dS oJatd 99 ®H g5, drel Jatad T Straight Line Basis T
AT qICeTTe= T ) |
Wﬁqﬁw:
(%) =T BIT: HHEAR =T BT Sbare @ HTHAT FRET TRTH THIAT 5 T TASTH g |
(@) SURT: Sebebl HH=TE o faferaractt swifaw Juar faq o atfrea wnfua e sarear d@reT T S awT
AT Wlhd ATHT FITAT FTET THIH G |
mﬁ'ﬁ‘:ﬁﬁ'ﬁ:
fafemrg woma et S fafwegsr @it (9 yerer quse @ @fitw T aEIT @ SR g |
HIRY gqEqT:
AT A T ST T4 T @ FX (Deffered Tax) F1 FlSdTe 98 |
AIHT TF, 045 ATAR TUMAT T ATRIHT ATTAT 8T GHTST T HLH TTHT AFFLH] AN =T (Provision)
e g |
Deferred Tax (®TH &X); ¥ qAT ATACAR] ATITCAT WRTA TRTHT FIHT @A TUH G | [T faazor Fqar
[ FFIT qAT IMACAR THA TAT FHIATIR A Bl H5 HSAT &1 AR F=a¥ (Temporary Difference) & &R
AITZHT HSAT B BT ATcA T FFAFAehl AT e g9l WA FHLhl q@rga TUH g | ©F L g¥ara a4
IRICT WO el SATNT ST F9HT AT vy THEN g4 94 QTel auaT AT UAgT an] WEdbal HCal ¥ al
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DISCLOSURE AS PER BASEL IT

1. Capital structure and capital adequacy

*  Tier I capital and a breakdown of its components;

Particulars In NPR 000
Paid up Equity Share Capital 1,613,520
Proposed Bonus Share 80,676
Statutory General Reserves 230,025
Retained Earnings 11,274
Share Premium 13,072
Debenture Redemption Reserve 150,000
Core Capital 2,098,567
*  Tier 2 capital and a breakdown of its components;
Particulars In NPR ‘000
Subordinated Term Debt (8.5% Laxmi Bank Debenture, 200,000
2072) — (net of Redemption Reserve of NPR 150 mio)
General loan loss provision 152,938
Exchange Equalization Reserve 11,369
Investment Adjustment Reserves 3,440
Supplementary Capital 367,747

*  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.
8.5% Laxmi Bank Debenture, 2072

- Outstanding Amount

- Maturity

- Amount raised during the year

- Amount eligible for Tier 2 capital fund
(net of Redemption Reserve)

QY

NPR 350 Million
24 November 2015
NPR 350 Million
NPR 200 Million
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Capital Adequacy Ratio;

- 11.63%

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. The bank 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.

Summary of the terms, conditions and main features of all capital instruments, especially in case

of subordinated term debts including hybrid capital instruments.

Main features of the Subordinated debt — 8.5% Laxmi Bank Debenture 2072:

Name

Laxmi Bank Debenture — 2072

Amount

NPR 350,000,000.00 (Three Hundred Fifty Million Only)

Interest Rate

8.5% per annum (before tax) payable half yearly

Type

Unsecured and Redeemable at Maturity. No call / convertible

feature

No. of Debentures

350,000 (Three Hundred and Fifty Thousand Only)

Face Value

NPR 1,000.00

Laxmi Bank Limited
Deductions from capital;
Particulars In NPR <000
Investment in equity in licensed Financial Institutions 9,740
Investment in equity of institutions with financial
interests 126,082
Investments arising out of underwriting commitments 447
Total 136,269
Total qualifying capital;
Particulars In NPR <000
Tier 1 Capital 2,098,567
Tier 2 Capital 367,747
Deductions (136,269)
Total Qualifying Capital (Total Capital Fund) 2,330,045

%Y
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Maturity Period

7 Years

Priority to
Debenture Holders

At the time of liquidation, priority of payment to the debenture
holders will be after the depositors

Listing

Listed with Nepal Stock Exchange

2. Risk exposures

%%

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

Particulars In NPR <000
Risk weighted exposures for Credit Risk 18,747,444
Risk weighted exposures for Operational Risk 868,463
Risk weighted exposures for Market Risk 26,101
2% Additional RWE under supervisory review 392,840
Total Risk Weighted Exposures 20,034,848

Risk Weighted Exposures under each of 11 categories of Credit Risk;

Particulars In NPR <000
a)  Claims on government & central bank -
b)  Claims on other official entities 136,526
¢)  Claims on banks 862,607
d)  Claims on corporate & securities firms 8,890,118
e)  Claims on regulatory retail portfolio 434,425
f) Claims secured by residential properties 1,461,907
g)  Claims secured by commercial real state 2,825,028
h)  Past due claims 342,423
1) High risk claims 617,634
1 Other assets 472,219
k)  Off balance sheet items 2,704,557

Total 18,747,444
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Total Risk Weighted Exposure calculation table;

Particulars In NPR <000
Risk weighted exposures for Credit Risk 18,747,444
Risk weighted exposures for Operational Risk 868,463
Risk weighted exposures for Market Risk 26,101
2% Additional RWE under supervisory review 392,840
Total Risk Weighted Exposures 20,034,848
Total Capital Fund 2,330,045
Total Capital to Total Risk Weighted Exposures 11.63%

Amount of NPAs (both Gross and Net) (in NPR ‘000)

o Restructured/ Rescheduled Loan

=  @Gross
= Net

NPR 112,538
NPR 98,282

o Substandard Loan

=  @ross
= Net

NPR 9,925
NPR 7,444

o Doubtful Loan

=  @Gross
= Net

o Loss Loan

=  @Gross
= Net
NPA ratios

NPR 3,193
NPR 1,596

NPR 13,182
NIL

o Gross NPA to gross advances

= 0.90%

o Net NPA to net advances

= 0.71%

Movement of Non Performing Assets

Amount in NPR ‘000

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

Restructured 101,121 11,416 112,538

Substandard 2,125 7,801 9,925

Doubtful 2,344 849 3,194

Loss 13,347 (164) 13,182

Total 118,937 19,902 138,839

Write off of Loans and Interest Suspense (in NPR ‘000)

£
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=  Loan written off NIL
= Interest written off NIL

Movements in Loan Loss Provisions and Interest Suspense
Amount in NPR ‘000

Particulars Previous Addition/ Balance at the end
Year (reduction) during of the Year
the year
Loan loss 176,296 13,329 189,625
provision
Interest Suspense 29,252 10,862 40,114

Details of additional Loan Loss Provisions (in NPR ‘000)

Additional Loan loss provision NPR 678
(Includes loan loss provision in excess of the regulatory requirement)

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

Presented in the Financial Statement schedule 4.12.1, 4.12.2 and 4.12.3

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

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

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.

%=
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Risk Management Framework and Organization

The Board sets out the risk appetite and philosophy for the Bank, which is supported by various Board /
Management level 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 Risk Officer has a role of
overviewing risk standards of the bank and 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
other senior executives in the role of risk managers who work independent of any business targets. The
Credit Risk Department, Credit Risk Control Unit and Compliance and Assurance Department 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.

Board level 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.

%R
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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 foreign 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 are used
to manage risks.

Compliance and Assurance / Operations Risk Unit

Recognizing the importance of Operations Risk in terms of managing day-to-day business, we have a full
fledged compliance and assurance team that reports to Chief Risk Officer.

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

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