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RajMS & Co. ¢ Chartered Accountants

JR Bhawan - Fourth Floor Tel.: 4011111 /4011115
New Plaza E-mail: admin @rajms.com
P.O.Box :20189 rajms @wlink.com.np

Kathmandu, Nepal.

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, 2015 (Ashad 31, 2072), the
consolidated profit 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

Management is responsible for the preparation and fair presentation of these consolidated 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 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 requirements 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, 2015 (Ashad 31, 2072), 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.

/l
1

Date: | Dec- 2015 Rabindrh Rajbhandari; MBA, FCA
Place: Kathmandu Partner e
RajMS & Co.,

Chartered Accountants
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RajMS & CO., Chartered Accountants

JR Bhawan - Fourth Floor ' Tel.: 4011111/4011115
New Plaza E-mail: admin @rajms.com

P.O.Box : 20189

rajms @wlink.com.np

Kathmandu, Nepal.

=

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,
2015 (Ashad 31, 2072), 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 policies 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. as
at July 16, 2015 (Ashad 31, 2072), 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: }| Dec. 2015 Rabindra Rajbhandari, MBA, FCA
Place: Kathmandu Partner X ¢
RajMS & Co.,

Chartered Accountants
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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 2,337,869
Calls in Advance 555,315
Proposed Bonus Share (including fractions carried forward) 529
Statutory General Reserves 563,482
Retained Earnings 270,884
Unaudited Profit for the year
Deferred Tax Reserves 6,407
Debenture Redemption Reserve 350,000
Core Capital 4,084,484
. Tier 2 capital and a breakdown of its components;
Particulars In NPR ‘000
Subordinated Term Debt 320,000
(350M: 8.5% Laxmi Bank Debenture, 2072 and
400M: 8% Laxmi Bank Debenture, 2076 amortized at cumulative discount
factor of 20%) —
(net of Redemption Reserve of NPR 350 mio)
General loan loss provision 324,197
Exchange Equalization Reserve 28,649
Investment Adjustment Reserves 33,411
Supplementary Capital 706,256
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 mio
- Maturity 24 November 2015
8% Laxmi Bank Debenture, 2076
- Outstanding Amount NPR 400 Mio
- Maturity 4 February 2020
- Amount eligible for Tier 2 capital fund NPR 320 mio
. Deductions from capital;
Particulars In NPR ‘000
Investment in equity of institutions with financial interests 156,082
Total 156,082
. Total qualifying capital;
Particulars In NPR ‘000
Tier 1 Capital 4,084,484
Tier 2 Capital 706,256
Deductions: (156,082)
Total Qualifying Capital (Total Capital Fund) 4,634,659
. Capital Adequacy Ratio;
- 10.81 %
. 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.

. 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

%3
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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 39,198,118
Risk weighted exposures for Operational Risk 1,744,041
Risk weighted exposures for Market Risk 29, 841
4% additional RWE under supervisory review 1,638,880
2% of Gross Income under supervisory review 244,699
Total Risk Weighted Exposures 42,855,580
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 365,263
c) Claims on banks 817,356
d) Claims on corporate & securities firms 19,356,276
e) Claims on regulatory retail portfolio 2,900,470
f) Claims secured by residential properties 1,195,857
g) Claims secured by commercial real state 394,507
h) Past due claims 1,268,577
i) High risk claims 5,524,038
j) Other assets 1,607,094
k) Off balance sheet items 5,768,681

Total 39,198,118

e  Total Risk Weighted Exposure calculation table;
Particulars In NPR ‘000
Risk weighted exposures for Credit Risk 39,198,118
Risk weighted exposures for Operational Risk 1,744,041
Risk weighted exposures for Market Risk 29, 841
4% additional RWE under supervisory review 1,638,880
2% of Gross Income under supervisory review 244,699
Total Risk Weighted Exposures 42,855,580
Total Capital Fund 4,634,659
Total Capital to Total Risk Weighted Exposures 10.81%

e Amount of NPAs (both Gross and Net) (in NPR ‘000)
o  Restructured/ Rescheduled Loan
=  Gross NPR 155,901
= Net NPR 60,967

o  Substandard Loan
= Gross NPR 100,465
= Net NPR 75,348
o  Doubtful Loan
=  Gross NPR 24,115
= Net NPR 12,048
o Loss Loan
= Gross NPR 130,313
= Net NIL

£Y



e  NPA ratios

o  Gross NPA to gross advances
= 1.30%
o  Net NPA to net advances

= 0.48%

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 104,713 51,188 57,246
Substandard 32,232 68,232 17,058
Doubtful 61,131 (37,015) (18,508)
Loss 66,926 63,387 63,387
Total 265,002 145,792 119,184
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 372,644 213,973 586,617
Interest Suspense 60,911 26,924 87,835

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

(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 apart 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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