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INDEPENDENT AUDITOR'S REFORT
The Sharcholders of Laxmi Bank Limited

Report on the Consolidated Financial Statements

We were engaged to audit the accompanying financial statements of Laxmi Bank Ltd (the “Bank"} and its
consolidated subsidiaries (collectively referred to as the “Group™), which comprise the consolidated balance sheet as
at 15 July 2017, the' consolidated profit and loss account, statements of changes in equity and cash flow for the
period then ended, and a summary of significant accounting policies and other explanatory information prepared in
accordance with Nepal Financial Reporting Standards.

Management s Respensibility for the Consoltdared Fingneial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
Mepal Financial Reporting Standards and for such internal control as management determines is necessary to enable
the preparation of financial statements, Management has prepared financial statements in accordance with regulatory
requirements as stipulated by Nepal Rastra Bank and not in accordance with Nepal Financial Reporting Standards.

Auwditer's Responsibility

Owr responsibility is 1o express an opinion on these consolidated financial statements based on conducting the audit
in accordance with Nepal Standards on Auditing. Because of the matters described in the Basis for Disclaimer of
Owpinion paragraph, however, we were not able to obtain sufficient appropriate audit evidence to provide a basis for
an audit opinion on the consolidated financial statements not prepared as per Nepal Financial Reporting Standards,

Basix for Dizelaimer of Cpinfon

The applicable financial reporting framework for the Bank was changed to Nepal Financial Reporting Standards
from Nepal Accounting Standards (previous Local GAAP) effective from fiscal year starting |7 July 2015, Change
in financial reporting framework required transition to Nepal Financial Reporting Standards as at 17 July 2014 and
presentation of at least three stsements of financial position, two statements of comprehensive income, two scparate
income staternents (if presented), two statements of cash flows and two statements of changes in equity and related
notes, including comparative information, However, financial statements for the previous year and as at 15 July
2017 have not been prepared based on transitional provision of Nepal Financial Reporting Standards | which
requires identification, restatement, presentation and disclosure of financial information based on new accounting
policies as per Nepal Financial Reporting Standards.

The cumulative effect of not restating, presenting and disclosing financial information based on transitional
provision of MFRS is uncertain and could be material and pervasive.

Dizsclaimer of Opinion

Because of the significance of the matters described in the Basis for Disclaimer of Opinion paragraph, we have not
been able 1o obtain sufficient appropriate audit evidence for cumulative effect of not restating financial items and
making additional disclosure as required by first time adopter of NFRS to provide a basis for an audit opinion.
Accordingly, we do not express an opinion on the consolidated financial staternents which have not been prepared in
secordance with Nepal Financial Reporing Standards.

R



Report on the Requirements of the Companies Act 2063, Bank and Financial Institution Act 2073

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, consolidated balance sheet, consolidated profit and loss
account and consolidated 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 direstives of Nepal Rastra
Bunk,

To the best of our information and according to explanations given to us and from ous 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
relating to the accounts or caused loss or damage 1o the Bank and violated any directives of Nepal Rastra Bank or
acted in & manner to jeopardize the interest and security of the Bank, its depositors and investors.

As disclosed in Note 11 of the Schedule 4.33, the Bank has not measured the investment made in shares of a listed
company categorized as Available for Sale on “Marked to Market” basis, which in our opinien, is not in accordance
with Mepal Rastra Bank Unified Dircctives. This has resulted in the investments 1o be understated by Rs. 2,471
million and & corresponding undersiatement of reserves,

Except as noted in the preceding paragraph and our opinion on the consolidated financial statements not prepared in
accordance with the applicable financial reporting framework required for the fiscal year, the consolidated financial
statements have been prepared, in all material respects, in accordance with reporting framework as per the
regulatory requirement of Nepal Rastra Bank,
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Muanaging Parimer

T R Upadhya & Co,
Chantered Accountants

Kathmandu
1 & October 2007
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T.R. Upadhya & Co.

Chartered Accountants
124 Lal Colony Marg Telephone : 977 (1) 4410927, 4420026
Lal Durbar Fan : 977 (1) 4413307
Post Box No. 4414 Emall  : trunco@ntenet.np
Kathmandu, Mepal

INDEPENDENT AUDITOR’S REPORT
The Sharcholders of Laxmi Bank Limited

Report on the Financial Statements

We were engaged 1o audit the sccompanying financial statements of Laxmi Bank Ltd (the *Bank™), which comprise
the balance sheet as at 15 July 2017, and the profit and loss account, statement of changes in equity and cash flow
statement for the year then ended, and a summary of significant accounting policies and other explanatory
information prepared in accordance with Mepal Financial Eeporting Standards.

Monagenent s Responsibility for the Financial Statements

Munagement is responsible for the preparation and fair presemation of these financial statements in accordance with
Mepal Financial Reporting Standards and for such internal control as management determines is necessary 10 enable
the preparation of financial statements. Management has prepared financial statements in accordance with neguluatory
requirements as stipulated by Nepal Rastra Bank and not in sccordance with Nepal Financial Reporting Standards.

Awditor s Responsibility

Owr responsibility is to express an opinion on these financial statements based on conducting the audit in accordance
with Mepal Standords on Auditing. Because of the matters described in the Basis for Disclaimer of Opinion
paragraph. however, we were not able to obtain sufficient appropriate audit evidence to provide a basis for our audit
opinion on the financial statements not prepared as per Nepal Financial Reporting Standards,

Basiz for Dvsclaimer of Opinion

The applicable financial reporting framework for the Bank was changed 1o Mepal Financial Reporting Standards
from Mepsl Accounting Standards (previous Local GAAP) effective from fiscal year starting 17 July 2015, Change
in financial reporting framework required transition to Mepal Financial Reporting Standards as at 17 July 2014 and
presentation of an least three sttements of financial position, two statements of comprehensive income, Iwo separate
income statements (if presented), two statements of cash flows and two statements of changes in equity and related
notes, including comparative information. However, financial statements for the previous year and as at |5 July
2017 have not been prepared based on transitional provision of Nepal Financial Reporting Standards 1 which
requires identification, restatement, presentation and disclosure of financial information based on new accounting
policies as per Mepal Financial Reporting Standards,

The cumulative effect of not resiating, presenting and disclosing financial information based on transitional
provision of MFRS 15 uncertain and could be material and pervasive.

Disclaimer of Opinion

Because of the significance of the matters deseribed in the Basis for Disclaimer of Opinion paragraph, we have not
been oble to obtain sufficient appropriate audit evidence for cumulative effect of not restating financial items and
muking additional disclosure as required by first time adopter of Nepal Financial Reporting Standards to provide a
basis for an audit opinion. Accordingly, we do not express an opinion on the financial statements which have not

been prepared in accardance with Mepal Financial Reponting Standards.

Report on the Reguirements of the Companies Act 2063, Bank and Financial Institution Act 2073

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
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of the Bank; and proper books of account as required by law have been kept by the Bank, In our opinion the returns
received fram the branches were adequate for the purpose of the audit though the statements are independently not
andited.

In cur opinien, 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 1o explanations given to us and from our examination of the books of
account of the Bank pecessary 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 commitied any misappropriation
relating 1o the accounts or caused loss or damage 1o the Bank and violated any directives of Nepal Rastra Bank o
acted in a manner to jeopardise the interest and security of the Bank, its depositors and investors.

As disclosed in Note 11 of the Schedule 4.33, the Bank has not measured the investment made in shares of a listed
company categorized as Available for Sale on ‘Marked to Market” basis, which in our opinion, is not in accordance
with Mepal Rastra Bank Unified Directives. This has resulted in the investments to be understated by Rs. 2471
million and a coresponding understatement of reservies.

Except as noted in the preceding paragraph and our opinion on the financial statements not prepared in accordance
with the applicable financial reporting framework required for the fiscal year, the financial statements have been
prepared, in all material respects, in accordance with reporting framework as per the regulatory requirement of
Mepal Rastra Bank.

—_—

Shashi Saty;

Managing Partner
T R Upadhva & Co.
Chartered Accountanis

Kathmandu
18 October 2007
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Aieedr TUERHT dTAfad a9 a9 AqA TUH HAEE TT TUH AR A= @i TETH G |
SUICIE
TTHIEE ATAE @ (Held for Trade), Sehil fafqd®d a=or I @ (Held to Maturity) T fashiar @it
IUAeT I (Available for Sale) =1 afiTepTor XU 3,
%) ATE Tt (Held for Trading) :
AT AT ATHITHT HeAHT B TRATHATE ATHT AT T I TS T | AT FITAATS ARG AR
HATHT T (Marked to Market) ¥ He®T g4 fwaTells AT/ A@€TH f6dTE @A d@mes |
@) sehl ffaas aRoT T @ (Held to Maturity):

W’rﬁ fAfaeR aTRuT T FHITHS ATET (Positive Intent) T SR FATTEFH TR0T T Fa &9 (Ability to Hold
till Maturlty 7 TRUH T a9 FAT GG | R Fafirered aTRoT T AT Aefad AT (Amortised
Cost) T (4XA F=T (Cost Price) ATE &fd (Impairments) IEITY) I@EUHT & | &S AR AT @A @S |
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(@) feIx grald a8 #8799 @R g |
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0 gedewag faviees! fawrs dafas! AT 9iefia™ (Amortization) g |
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ATTCAT qfeTie Tue 3 |

FHAT Flj%f‘&lT:

(%) =90 FN: FUATN o= T debare @aed SOqT JEEH TS GHIAT 5 @9 TARUH g |

@) JUEE: T T Sebel ATHRAT ol Ay afead= T4 JUT aMMdeaetig Actuarial Valuation STHINH w@rg=
T & TH | G FHIGH (A0 TCHT Defined Benefit Obligation (DBO) TRTETHT THHATE S Wl
@AeT Whd ATHTT FITHT THATAL T T TRTH G |

(HE R HieaTd:

fafeera wemdt et S fafaagsr AT e e SUHe | @itg TR FHIwT @ TR g |

AR AqqET:

AIF @l BT T3 U4 T &H FX (Deferred Tax) &l SeATs IS |

AAFT UA, 045 ATEAR VAT T ATRIB] ATITHAT BT IS T Bl TTAT AAHIH] AT FFwT (Provision)

TR G |

Deferred Tax (RWH FX): TH FLge THI qAT ITcAR! ATITLHT WA TRUH F 2T | =i fqaeor sqaman

FFEIT qAT AP THA TAT FIAER A= FF 95 =1 g1 deqrll #=a¥ (Temporary Difference) &1 &R

AITTHT ST & FL AMAca qTIT GEATael dd Tl I¢9TA TH FHIH! AQIH TTH G | AT HL eI aem

RICT AT e AN S a9HT AT 7Y GRS &7 a9 Qral aual aiil UAgRT an] Aed el FLa! &< al

TPl FLH] 3T AN & AT TUH G |

fo=:

[T =TT Wbl F¥Iiiee GRATHT (dieed! Irad Aol ATITHT HFIAIH GFIciiel TOHT a7 afd AT Faa9

feAsT STRIT | WeaT & Teal WU &1 Ja @b TUH g | Taias! geavdia amaea fataa fast arfaea ofidear

farfea feraoraT gaTerer TR § |

fefst IehTile® afehl TEehT HISaTaAT ¥ SATSEY g g9 i fa<ior @+ ¥ "eal faw afaed di=9r argwie T

g | fafqa @=ies g geafaer &IAT (Qualifiying assets) Tea&T THTAT g SARATHT ATed qeed TR AT fedqrasT

FEEET g | fafad JTeTET aMfied HeET WUF SEd @ue 'THT @R g |

FoaTed fas qehTiie® fast GFaedl @ auIa¥ Straight-Line Basis &1 ATITXHT @9 SMISUH g, I9 dTed o€ dal

FAEFE g AMUF FIgaTe STHRT AUl ATATLHT HUAT Gl JUITH @9 T 3 |

HIET, EATIIT ITfUed AT qeuta

Il faRTaaT PRaTeReTIaTE GOAT TUT AACAHT (ST AT HTqT R AETF el T aTcd A (Are=a

T Hagg) AT TARAT TRl G | GFAT TICT qAT AqH STIcA (THHT AT HTqAP] SR ATAF o daag)

ATS GEAITAT qIRICA SIeaiTd SETEUaT & | 5 STl SRl g7 TFATaeT = WHT % A aT Sl Fererd

TR T |

wetad qvafe fafer faawomr srare afeust 89 | a enfad geafa frafag Tomr geate aic |y ardaar My

T T AMIF HIZaT T g GTeTehl JUHT T T X FFafedd w7 aiade qU& THIET d@is TCH g |

Shedfed FETE [T g aicd Svaidel Hare TaFe= drgldeadl AT Aehrl didl aiicd ITLNTaHAT s

TRUH G | TIAT FATE 1@ TRHTCH ATANT AT Tl qiaT THT AL G |

araaa fafa afowr geams

AT FAfq afgar TedeT e dEa a9l Iiddd HeAlet gd, 94 aEdrd Miderg faxie Har S THar amnT

FHET e fafdaer = afed g |

T qieTHT, AT fAfqweerd gfed 9 AT T4 WAV HeATeRATs AT [WEUaT g T a9qers o faequier

=T 33 HT IUYH &YHT T&Id TRTH G |

HEART ATATTH IR HIW:

T TG SFebepl (T THITT @I HATHEIT q FTTT TRAHT THAATE TR THIA JAGIIH TFI FIAEedT

GH T JASTH AT G BITHAT FICH G |

fama asr Hm:
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qEAT T AR AT ATTLTHAT ATHR (o0Td qUHl TeATHEedATs ANHI AT THANHI0T TRTH G |
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AT Aodedl feuofizs
TR O gedfaa afvadq

SF#r fafq 0wy Ffa®d § T THH ToATd HIGH Tohel 09 ATIE FATAHT FAT A ol §0% FWH
ST (T ATATST) T SIS SILEATIAHT BT FATTAHT AT 0.4 3% TG ATATST [y T g&ame T v e g | A
LT FHATS T JETE LT ATTITTT Sehebl Rl Ioil & 9% 9% ¥q, 300100 T FGHF, |

T HAFET TAT T Aead 1

AT FTHT AFAEFHAT Foll TAT ATTEAT 7 AT AT (Interest receivable) @Tg TUTE AT Febepl (HETITT AATESH Mo
Heqdl feamamr anfeuar g ¥ faxie faaworer aa= ¥ 95 A7 @R g | Ju T T SEd MaamaHiTg 00y
HATITE TET-T GEH qTebebl T J09% AW qY, TATHS YT AUR! SATTATIAR & 2,50,9% ¥ U KI00 dATE AT AT I@TgUeh!
T | GAAP THINTH THUH qT TqTd T Febate A4 garer afaar W& wfwar a1 awmgere Sfeafaa @H aw@
A AR TGH G |

W JET TFEAT:

AME IGNSH G& ATRIGN 0 JATT THA €.9%,2395,¥9R100 FHAT AFGH AT FATSTH G |

FHATLT AEE W

ST FHATE AT AfTERTEEe AT SEATUE FHATHATE ATETE Fol Jueed TS AT GUBA HH U, 0¥
AT LT ATAT BT T TTHT G |

JTEH HIW:

el AT AUSH AT & T ATRAT SRETHITTHT e T IS aTdcaes Actuarial Valuation SEIR® o 9 #ifq
HAAFET TR G | GIE THIWH J9 a9 Defined Benefit Cost aTIT & 9,4%,39,5%0100 AT ¥. 33 SAvaiid FHHATY GoHT
et T ATRT A EETeHT @9 dfgual g | g1 Actuarial Loss dT9d & 3,95,990(00 T S@HITR! qlEadIe e
FATTITH AT & 2%5,5% V900 g qls=d HATHIR T& HISaTaHT THIHIST TTHN & | &7 TEHT NAS 19 THITH
F fqauee Mar W g

[ECERU T T EAHT
#F. |Profit and Loss
q. [Current Service Cost 9% ,Rc4.03
3. |Past Service Cost — Plan Amendments -
3. Curtailment Cost/ (Credit) -
¥ [Settlement Cost / (Credit) -
y. [Service Cost 9% .54 .03
g |Netinterest on net defined benefit liability/ asset 9.93%.53
g [Immediate recognition of (gains)/losses — other long term employee benefit plans -
= |Cost recognised in P&L Y, ¥R9.5%
@, |Defined Benefit Cost
q. [service Cost 9% ,°5Y%.03
3. [Netinterest on net defined benefit liability/ (asset) 9.93%.53
3. IActuarial (gains) losses recognized in OCI 3,395 V9
¥ [lmmediate recognition of (gains)/losses — other long term employee benefit plans -
Y. Defined Benefit Cost 99,500 %3
. |Assumptions used to determine Defined Benefit Cost
q. [Piscount Rate R.%0%
3. [Rate of Salary Increase 8. 009%
qrgee ferar fama s it

SFA ATA. R0\93/\9% T T UL THATE “@” AT FASTAIT I T 40 {Fearar g==niera yrehereer feamer faame S
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q ST BT 39% - - - - 39¥
HILTUT FAST:

AT TG FebabT ETTRT qATiaeh T8 THT ATRTHT R0 UFATT THH & R0,93,R¥,53¥100 FTUTI FTST HITHT TITH 3 |
DY fufams:

Ffaaica gye SO fa® TeEeae I AR MTEgHeaTIder € qR,99,03, 0¥ 5100 TUEH] (HHATG ARl AT
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1. Capital structure and capital adequacy

DISCLOSURE AS PER BASEL il

. Tier 1 capital and a breakdown of its components;

Particulars In NPR ‘000
Paid up Equity Share Capital 7,472,412
Proposed Bonus Equity Shares (including fractional bonus
Shafes) quity ( g 7,48,699
Statutory General Reserves 935,014
Retained Earnings 125,968
Debenture Redemption Reserve 160,000
Core Capital 9,442,093
o Tier 2 capital and a breakdown of its components;
Particulars In NPR ‘000
Subordinated Term Debt (8% Laxmi Bank Debenture, 2076) — 160,000
(discounted at 60%)
General loan loss provision 547,602
Exchange Equalization Reserve 29,552
Investment Adjustment Reserves 105,239
Other Reserves 3,535
Supplementary Capital 845,928

. 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% Laxmi Bank Debenture, 2076

- Outstanding Amount NPR 400 Mio
- Maturity 4 February 2020
- Amount eligible for Tier 2 capital fund NPR 160 Mio
(discounted at 60%)
. Deductions from capital :
Particulars In NPR ‘000
Deferred Tax Assets 8,024
Intangible Assets 42,053
Investment in equity of institutions with financial interests 250,327
Total 301,904
. Total qualifying capital;
Particulars In NPR ‘000
Tier 1 Capital 9,442,093
Tier 2 Capital 845,928
Deductions (301,904)
Total Qualifying Capital (Total Capital Fund) 9,986,117
. Capital Adequacy Ratio;
- 13.58%
. 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.

i
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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
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 68,668,265
Risk weighted exposures for Operational Risk 2,278,152
Risk weighted exposures for Market Risk 88,412
3% Additional RWE under supervisory review 2,131,045
2% of Gross Income under supervisory review 371,724
Total Risk Weighted Exposures 73,537,598

¢ 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 1,169,556
c) Claims on banks 1,045,731
d) Claims on corporate & securities firms 29,591,326
e) Claims on regulatory retail portfolio 4,551,945
f) Claims secured by residential properties 2,215,622
g) Claims secured by commercial real state 960,175
h) Past due claims 1,546,565
i) High risk claims 13,398,545
j) Other assets 1,699,666
k) Off balance sheet items 12,489,133

Total 68,668,265

o Total Risk Weighted Exposure calculation table;
Particulars In NPR ‘000
Risk weighted exposures for Credit Risk 68,668,265
Risk weighted exposures for Operational Risk 2,278,152
Risk weighted exposures for Market Risk 88,412
4% Additional RWE under supervisory review 2,131,045
2% of Gross Income under supervisory review 371,724
Total Risk Weighted Exposures 73,537,598
Total Capital Fund 9,986,117
Total Capital to Total Risk Weighted Exposures 13.58%

e Amount of NPAs (both Gross and Net) (in NPR ‘000)
o Restructured/ Rescheduled Loan
= Gross NPR 102,393
= Net NPR 77,931
o Substandard Loan
= Gross NPR 71,927
= Net NPR 53,945
o Doubtful Loan
= Gross NPR 108,050

%R



AT Hwr e S
a Liaami Prank Limilcd
= Ne

t NPR 53,923
o Loss Loan

= Gross NPR 206,652
= Net NIL
e NPAratios
o Gross NPA to gross advances
= 0.93%
o Net NPA to net advances
=0.36%

e  Movement of Non Performing Assets

Amount in NPR ‘000

Parti . Net Addition/ (reduction) Balance at the end of the
articulars Previous Year R
during the year Year
Restructured 150,804 (48,410) 102,394
Substandard 32,247 39,680 71,927
Doubtful 39,475 68,575 108,050
Loss 102,184 104,468 206,652
Total 324,710 164,313 489,023
o Write off of Loans and Interest Suspense (in NPR ‘000)
= Loan written off 6,890
= Interest written off NIL

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

Particulars Previous Addition/ (reduction) Balance at the end of the
Year during the year Year
Loan loss provision 751,092 99,733 850,825
Interest Suspense 97,558 10,557 108,115
e Details of additional Loan Loss Provisions (in NPR ‘000)

Additional Loan loss provision NPR 1,243
(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 Strat

egic 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

identifyin

o)

g, measuring and monitoring of risk activities that we undertake in our normal course of business.
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The Board sets out the risk appetite and philosophy for the Bank, which 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 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.

Risk Management Framework and Organization

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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NEW OPPORTUNITIES, ASPIRATIONS
AND RESPONSIBILITIES.

The Laxmi Bank journey has completed 15 years in April, 2017.
We thank our customers, regulators, investors, partners and the
communities we operate in for your patronage, guidance and support.

Your belief in Laxmi Bank inspires us to carry on in our endeavors
to empower all segments of the economy - from large corporates
to micro enterprises - through innovative and inclusive financial
solutions and services.

We remain committed to embracing responsible banking practices
ensuring sustainable returns to all our stakeholders.

Here’s to People, Planet and Profits.
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