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RajMS & CO., Chartered Accountants

q0

Batule Ghar - Fourth Floor
Dillibazar

P.O. Box : 20189
Kathmandu, Nepal.

Tel. . 4412580 / 4433063

Fax :977-1-4418369

E-mail: admin @ rajms.com
rajms @wlink.com.np

INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF LAXMI BANK LTD.

We have audited the accompanying consolidated financial statements of Laxmi Bank Ltd. and its
subsidiaries, which comprise the consolidated balance sheet as at July 16, 2014 (Ashad 32, 2071), the
consolidated proﬂt and loss account, consolidated statement of changes in equity and consolidated
statement of cash flows for the year then ended, and a summary of significant accounting policies and
other explanatory notes.

Management’s Responsibility for the Financial Statements

Managemeiit is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with Nepal Accounting Standards. This responsibility includes designing,
implementihg and-maintaining internal control relevant to the preparation and 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.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with Nepal Standards on Auditing. Those standards require that
we comply with ethical requiremehts and plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on our judgment, including the
assessment of the risks of material misstatement of the consolidated 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 consolidated 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 policies used and the reasonableness of accounting estimates made by the management, as
well as evaluating the overall presentation of the consolidated financial statements. We believe that the
audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of the Laxmi Bank Ltd. and its subsidiaries as at July 16, 2014 (Ashad 32, 2071), and their
financial performance and cash flows for the year then ended in accordance with Nepal Accounting
Standards so far as applicable in compliance with prevailing laws.

| 4 Kathma'{du
Date: 1 J6P7 2~1Yy Rabindra Raj BRFCAS
Place: Kathmandu, Nepal Partner
RajMS & Co,,
Chartered Accountants
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: R.ajMS & CO. ¢ Chartered Accountants

Batule Ghar - Fourth Floor Tel.: 4412580/ 4433063
Dillibazar Fax : 977-1-4418369
P.O.Box : 20189 E-mail: admin @ rajms.com
Kathmandu. Nepal. rajms @ wlink.com.np

INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF LAXMI BANK LTD.

We have audited the accompanying financial statements of Laxmi Bank Ltd., which comprise the balance sheet as at July
16, 2014 (Ashad 32, 2071), the profit and loss account, statement of changes in equity and statement of cash ﬂows for
the year then ended, and a summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
Nepal Accounting Standards. This responsibility includes designing, implementing and maintaining internal control
relevant to the preparation and 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.

Auditor’s 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 ethical requirements and
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from 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 judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, 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 policics
used and the reasonableness of accounting estimates made by the 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 audit opinion.

Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of the Laxmi Bank
Ltd. a§ at July 16, 2014 (Ashad 32, 2071), and its financial performance and its cash flows for the year then ended in

accordance with Nepal Accounting Standards so far as applicable, Company Act 2063, Bank and Financial Institution
Act, 2063 and Directives of Nepal Rastra Bank.

Report on other Legal and Regulatory Requirements

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

In our opinion, so far as appeared from our examination of the books, the Bank has maintained adequate capital funds
and 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 provided to us and from our examination of the books of
accounts 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 jeopardize the
interest and security of the Bank, its depositors and investors.

Date: I\S' J’&fr 2y N’ Rabindra
Place: Kathmandu , Nepal Partner
RajMS & Co.,
Chartered Accountants
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41 JFdeEl AAscayol ofifdss:
T AR

et ¥ fafwee Tuee ua fafra aifrca swar FFa 2 | agar WS FEieEer ST efaE, FISATST, T
WH G | T9 ShH T IS Wb U= [AACSHT raed T & |

ALY S “F” TURT FATSIT YTO GAT &1 | Sebebl AT [ (Ta0TE® THTaT /AT TN AT Foareres qIAfagRr qued
TfueT & |

THE A@T Aifdgeant AT

et fociar faauree T T Wk @ Hifdew 99 Jeci@ TRUHT G | ATAT HAAT TUSMT qTed A Afdee eid
FYHT @ fFaor gea Ta e & S e g o

ELLISCRECEUE

FIT Joold TRUHAT qed A faxiia fFaues 9« JQme argdre Jrd TuHl 9 a6 (Nepal Accounting
Standard), @@TeT AT fAgTae® (Generally Accepted Accounting Principles), &% T faxfi g @wa=dl U,
YT e SebaTe A TS (G UF wrot T (i T Aragve e dfiET W aur T g |

AATEHT SATEN:

fartrr foraore® Mspea woaiaT ufewra ieueT SuTel w9 yea Tieer g | A i faawoes tfaetas amra ggfaer
ATITHT TATC TIRTHT G | JUTA AGMH T AGTH FIATT fagreaees T 7 @ faxi e qar @ 38 @™ a@r
ATATEE T T Sdal @l Alfqee dR] T THATH] FaeATIT31 [aadbadl 7 TR T T84 573 |

T ATFETA:

ATIATS YTebebl SITATCHT TR TATST TS JUT @l ARl g (NAS 7 Revenue Accounting) STTAT( &Il 9T
OIETE T g AN AR F91e U Sebal (9T STHIT T8 JTeiel ATTCHT A@iehd T & | el AaTel
T Tehepl ST THINTT ATCHATT TCHT AT AL A% TE TFIETE! EH G |

FATHETS AT ST ATRTAATS qTebebl ATATIHT A@ip TITHT G |

HHTA AT

T THIHT FIT ATTEE UThebl ATATTHT Ao TTHT F | TANT FT BT AT 93 HEAT A7aT HH AATIHT BT
T TUHT &g a1 AT AT & § aG Tva] FH W T AT ATRHeATs qrafead Afdes TUar 5 d@ih T Sdbahbl
Hifa war g |

AT T

ST AT ATHATTATS AT YT g ATk =fad 9 qfeg SATRaTHET FHIEST e g | areT S ged g1 ana
e qEdd T 9% eI HTA dig TRUH g |

fasft fafa FREER:

fageft HamaT wer gEAta quT aifrcaeTs aTdaTdel fafaar faewe afw qar faher ger awer femma T A9l wgam
TR U G |

fazeft fafrmaerr aft qar fasiere wu# srariens 3fMe ®ET T0ET T 9eE gede JREl AT AEEl IR AT
FGETH F |

fafve faelt fafrmasr @fte T (o e Ua Sedaed! HRU IIod AUST AT/ FFIATS 8 &IHT TOET T
fazeft WET! THUCATEAATE E ATRTAT IUTSUH & | T THHeATHAETS TP ATRIE! Y, TITAT THH T T bl
WWWWWWWWWWWWWQI

T @

frrérT arfircar wat St fquar aradar fadue @I dTer AT (Accrual Basis) T U U G |

w1 @ qan fao a@few

FAT AT, Afataad T faed @iEHT Tedetdls Ya TRUH TAE FAet TG | T8 [0 ATegsi| woll, Atafaed, dAmafas
Fol, JUHTHT T, TeATS BIEGHTE qAT (97 AT GATed P TS | YT FoA(eTs 9T T Tehel (FaTTeHT ATRT
FfeRd MTH G | oIl d19e, Afdfaedy qa7 fae @NEHT FAT A6l AGedT ATIqe] THH Tels @E aAlo! THH ATaATTHT
SEIEUH F |

YTEdeeed hHT TLH THH Tiecd AT AGAAT T ATl TeHT qiaT FEeAE TR T G |

FHART FHAL:

FHATOETATE b (FTIRTER Foll JUAST TAEUHT T AU TST Ahebl (AITTHT HAT(aF ITh Foells AT THIT i
N -

CRERIRAS
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IR, HHAT ATFEHT TqGEAT:

R

.

ite

1%

q9.

iz.

R.

Fell qTYe qa7 faer @feeAr quTer g Ser (HEfiTEr qattad Sifaw qEataer aiTEorEr ST § giaer 3fE 900

giqeTd T T BT AT AT HAH TR ) |

YA (Write Off):

AT T Tpepl (RN ART @UF AT ARTRT FqA & THHF! FoAE® bl AT THITH HoAT AT/ T=ATAR

qrafaer SEaaT et T Sl ATTHTCHT o BXH AT T ATRGT TTH F |

Aroedl AVEEHT AT T T9 FFA TUH FoAE€ TG TS ARl AT d@ieT TCH G |

A

TAATIEE ATIE AT (Held for Trade), Tl fafdqe®® g 9 & (Held to Maturity) @9 fashier @i Iuered

I (Available for Sale) ST afiTe<or T &,

) @ATATeE A (Held for Trading) :

TYTE AT ATHAAT HAAT g TREATAATE ATH AT T ¢ 9T TRUHN AT | TET A IATS ARG ATRT
HAT®T T (Marked to Market) ¥ Hed#T g4 fHamers AT/ A feqmE @mamT @ |

@) SR MHfaae ameer 9 @ (Held to Maturity) ¢
ARl fAfqae gror 9 FFRIcH® A9 (Positive Intent) T 9Tl MIqEFT gToT T4 @& &®ar (Ability to
Hold il Maturlty g TRl AT T AT GGG | SR Faferarey o T e AgeRad AT (Amor-
tised Cost) HT (I3 ¥=T (Cost Price) AT &fT (Impaorments) TETUX) FTW@EUH! g | &cfIATs ATHT AFETT @ATHT
g |

M) fasrer AT ART @ (Available for Sale)
2TqIeE @A (Held for Trading) ¥ Wl fafqee® amwr 9 @ (Held to Maturity) w=adid a9+ g0
TIATS T a1 ACH | T&IT FITAATS FTSREY AR (MATHT &OHT qedidd (Marked to Market on Regular Basis)
T f=IaTeTs SET (Reserves) AThd @HIANH (Adjust) T 9&g |
T T SFehepl (HAITHI AT L ATHR o AT (AT [Aqares T T T T 3 |

feaw awafa qar g+

%) fe qFaf g8 FE TvET @R g |

@) €Y4,000|- Y&T FH A I9 qEIAe® GG TTF THT AT @ STAg0a! g |

FE FE AT AT FIrae! AT fadrs afgars dTaT AT Straight Line Basis @1 STUTTHT ATHRT AT fedma®T

@i TNTH G | TR 2T FE TS g | e geafaqer feerg aafy Tem aufsw fraicor afwes g |

ferx awafast gafa fewe sty
BT e Y af
FABLIEE. oo k]
AT ATITE e Y g
FFIETEE. ..o, L]
froft Tnfircaar war s, . ¥o g

) frammdie for gwfa, fer gwfa afaer afr kEuer Tedee T afde qarva afe wrr aafsr aegtae
ANTAEEATs UstTa (AT (Capital Construction) ¥T 3@TSUAT F |

TR Sy arafaaTs Sarse Al A ([iaT T W) a7 aTdiad aul 9ed T FH g7 AT Hedifehd T g | T
g Sehepl fAaleTear Hatfas TR Sy aeafaer anfit e e Tfwer g |
m g
FFIIT HIAIL AT [efal ANTH GHATe 1 TRESATLH TIART T& Tl (HIqATs AT A Gotiepd TR g | off
GAeTdTs favleed! [dawrs dafdasl ATITLAT IIea™ (Amortization) A |
gfeaitem (Amortization):
AT ArEETE fE9EHT Straight Line Basis @ STHTRAT 59T HFIfewdl (dhls ddfd dOR @9 Afausl g | d439
WW%WW&QWW%W&lWWWWﬂWWW&
FFAAT FREATL. ... Y g

faseles qeafqar swuar @+ ¥ av fomr a1  RiEve i s@ts S #8 geg, 916l arger Straight Line Basis &
ATATTAT TFCeTTer= Tua 3 |

Wﬁﬁﬁm:
F) G590 FW: FHAN] =g T SHhae @ HITH] FREM TR THIA] 4 T TAETH 3 |
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(@) SUGT: Sl HHATE o faforaraelt it IaT fad o arfirear @it STl AT e T S 9w @dqe

R ATFTLT BT FTAT TRTH G |

AN Hieara:

fafe=ra ol @l g fafreger it fa9w g TuEer a1 @it TEE GEIHT @9 JAEua g |

ATHT TqTEAT:

ATIF @Il BT ARG T9 ¥ W F (Deferred Tax) F ASATE TATIEE |

AIH U, 045 FTER VAT T ATRIG! ATITRAT BT GHRST T4 HLH TIH] ATHIH AN 2a=4T (Provision)

TRTH |

Deferred Tax (RIRTH &X): W HIE® qAfd o7 ARICAH ATATAT WRF TRUST F 81 | focfia fqaor srqamar qvafa

TAT AR THH TAT FLATIR A Hldh 98 2T & Al ¥ (Temporary Difference) T Rl Afa @ T o1

g F TMUcT TIT FHITaa] A el Il R Hh @b TRUHT G | AT HT GFId T97 Tcd HIT T

AT S AHT AT 7R THAN & qag dlal quel AT UAGIT AN Fedabd! HIH X AT eTeehl HLH &L AN &
AT RT3 |

o=

fsT SvaiTa Tl dFIxilet qRATqal fafess! Sad Heddl ATITAT FHFIHIH Graiiel TqaT a7 afd aaa Jaq fos

TR THH a1 HH Tl 9T G1 JEY d@rge TS G | Taegiqs araedia anaed fafaa faer afea sfideran fa<ier

feraCoTaT FHTALT MTHT G |

ferst seRTie® el TEaT HisaTaHT Y saTeee yTeq gq i fai @ T wadl fast atfe fi= arewie afws g | faxdie

et A TEaeH &7 (Qualifiying assets) TeTET THTANT B JARITHT dTedh qord ATHI AT (EQTaHT J@TEUH!

g | fafag e afrca HoT U T@T GHF T I@TETH G |

oA fas S[hllee fdol d¥avdl 94 FHINE Straight-Line Basis I STdTEHT @9 SARUH §, 9 ded q% qEl

IAEHE & AMTIF FIZaTee STHRT TTHT ATITCAT STCAT FIET FTHIH @ TS g |

T, TEWTH Iifiea aan g

Sebel (ORIt RATReTIaTE |1 AU ITcAaT (ST ATNT ST TR ATa9TF Wl T aMaca THH Afe=a T+
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DISCLOSURE AS PER BASEL I1
1. Capital structure and capital adequacy
. Tier 1 capital and a breakdown of its components;
Particulars In NPR ‘000
Paid up Equity Share Capital 1,948,305
Proposed Bonus Equity Shares (including fractional bonus shares) 390,092
Statutory General Reserves 480,243
Retained Earnings 14,634
Unaudited Profit for the year -
Deferred Tax Reserve 11,160
Debenture Redemption Reserve 300,000
Core Capital 3,144,434
. Tier 2 capital and a breakdown of its components;
Particulars In NPR ‘000
Subordinated Term Debt
(350M: 8.5% Laxmi Bank Debenture, 2072 and 450,000
400M: 8% Laxmi Bank Debenture, 2076) —
(net of Redemption Reserve of NPR 300 mio)
General loan loss provision 229,408
Exchange Equalization Reserve 25,305
Investment Adjustment Reserves 5,294
Supplementary Capital 710,007
3 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 NPR 350 Million
- Maturity 24 November 2015
- Amount eligible for Tier 2 capital fund NPR 50 Million
(net of Redemption Reserve)
8% Laxmi Bank Debenture, 2076
- Outstanding Amount NPR 400 Mio
- Maturity 4 February 2020
- Amount eligible for Tier 2 capital fund NPR 400 Mio
. Deductions from capital;
Particulars In NPR ‘000
Investment in equity of institutions with financial interests 156,082
Investments arising out of underwriting commitments 447
Total 156,529
. Total qualifying capital;
Particulars In NPR ‘000
Tier 1 Capital 3,144,434
Tier 2 Capital 710,007
Deductions (156,529)
Total Qualifying Capital (Total Capital Fund) 3,697,912
. Capital Adequacy Ratio;
- 11.91%
. 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
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Maturity Period 7 Years

Priority to Debenture | At the time of liquidation, priority of payment to the debenture holders will be
Holders after the depositors

Listing Listed with Nepal Stock Exchange
Main feature of the Subordinated debt — 8% Laxmi Bank Debenture 2076:
Name Laxmi Bank Debenture - 2076
Amount NPR 400,000,000.00 (Four Hundred Million Only)
Interest Rate 8% per annum (before tax) payable half yearly
Type Unsecured and Redeemable at Maturity. No call / convertible feature.
No. of Debentures 400,000 (Four Hundred Thousand Only)
Face Value NPR 1,000.00
Maturity Period 7 Years

Priority to Debenture | At the time of liquidation, priority of payment to the debenture holders will be
Holders after the depositors

Listing Listed with Nepal Stock Exchange

2. Risk exposures

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

Particulars In NPR ‘000
Risk weighted exposures for Credit Risk 28,560,768
Risk weighted exposures for Operational Risk 1,602,684
Risk weighted exposures for Market Risk 23,233
2% Additional RWE under supervisory review 603,734
2% of Gross Income under supervisory review 253,568
Total Risk Weighted Exposures 31,043,986
e  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 383,343
c) Claims on banks 609,273
d) Claims on corporate & securities firms 14,110,998
e) Claims on regulatory retail portfolio 2,049,534
f) Claims secured by residential properties 848,646
g) Claims secured by commercial real state 405,424
h) Past due claims 1,426,334
i) High risk claims 3,399,169
j) Other assets 579,054
k) Off balance sheet items 4,748,992

Total 28,560,768

e  Total Risk Weighted Exposure calculation table;
Particulars In NPR ‘000
Risk weighted exposures for Credit Risk 28,560,768
Risk weighted exposures for Operational Risk 1,602,684
Risk weighted exposures for Market Risk 23,233
2% Additional RWE under supervisory review 603,734
2% of Gross Income under supervisory review 253,568
Total Risk Weighted Exposures 31,043,986
Total Capital Fund 3,697,912
Total Capital to Total Risk Weighted Exposures 11.91%

e Amount of NPAs (both Gross and Net) (in NPR ‘000)
o  Restructured/ Rescheduled Loan
=  Gross NPR 104,713
= Net NPR 67,025

o  Substandard Loan
= Gross NPR 32,232
= Net NPR 24,174
o  Doubtful Loan
=  Gross NPR 61,131
= Net NPR 30,565
o Loss Loan
= Gross NPR 66,925
= Net NIL
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e  NPA ratios

o  Gross NPA to gross advances
= 1.15%
o  Net NPA to net advances

= 0.54%

e  Movement of Non Performing Assets
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Amount in NPR ‘000

Particulars Previous Year Net Addition/ (reduction) Balance at the end of the
during the year Year
Restructured 117,748 (13,035) 104,713
Substandard 25,4632 6,769 32,232
Doubtful 57,227 3,903 61,131
Loss 104,009 (37,083) 66,926
Total 304,446 (39,445) 265,002
e Write off of Loans and Interest Suspense (in NPR ‘000)
= Loan written off NIL
= Interest written off NIL

e  Movements in Loan Loss Provisions and Interest Suspense

Amount in NPR ‘000

. . Addition/ (reduction) Balance at the end of the
Particulars Previous Year X
during the year Year
Loan loss provision 406,470 (33,826) 372,644
Interest Suspense 77,415 (17,482) 59,933

e  Details of additional Loan Loss Provisions (in NPR ‘000)
NPR 1,092

(Includes loan loss provision in excess of the regulatory requirement)

Additional Loan loss provision

e  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 identifying,
measuring, monitoring and reporting of risk activities to ensure internal controls are in place to manage the risks we undertake in our normal
course of business as well a stress scenarios.
As a part of Internal Capital Adequacy Assessment Process, the Bank has defined the extent of responsibility, accountability and involvement
of senior management and the Board such that they understand nature and size of risk bank is taking. The Board has set out the risk appetite
and philosophy for the Bank by defining and articulating the amount of risk the Bank is willing to take and reconciling capital planning and
strategic planning with the same.
The Bank is closely studying the provisions relating to implementation Basel III both in terms of international practices and action plan set
by Nepal Rastra Bank. The Bank believes that the existing capital plan and liquidity condition of the Bank has enough cushions relating to
capital adequacy and liquidity as envisioned in the Basel III document.
Risk Management Framework and Organization
The Board is supported by various Board / Management level 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 Risk Management Unit has a role of over viewing 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.
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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.

Senior management, Risk Management Committee and the Board review 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.

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 and Treasury Mid office independent of Treasury dealing room functions to instill better control over treasury
activities through appropriate segregation of duties and responsibilities.

The Bank has set internal risk appetite in terms of managing its liquidity risk. Adequate cushion is maintained in terms of liquidity. Asset-
liability management is also a part of the Treasury functions and it guided by the Bank’s Asset Liability Management policy. This is further

reviewed by the Bank’s ALCO and Risk Management Committee.
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 and quality assessment are some of the tools that are used to manage risks.

Critical risk areas are discussed at the management level as well as Risk Management Committee which updates issues with priority to the
Bank’s Board to necessary actions and strategic directions.

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 Operational Risk team
that reports to Chief Risk Officer.

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,
gold and guarantees from banks and financial institutions including those from MDBs.
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