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REPORT OF THE INDEPENDENT AUDITORS
TO THE SHAREHOLDERS OF SUNRISE BANK LIMITED

We have audited the accompanying financial statements of Sunrise Bank Limited, which comprise the Balance Sheet as at
Ashad 31, 2072 (July 16, 2015), 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 Notes.

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 and Nepal Rastra Bank Directives. 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

Qur 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 of material
misstaternent.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on our professional 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 the
internal control relevant to the Bank'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
Bank's internal control. An audit also includes evaluating the appropriateness of the 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 accompanying financial statements give a true and fair view, in all material respects, the financial position
of Sunrise Bank Limited as at Ashad 31, 2072 (July 16, 2015) and of the results 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 the

prevailing Laws and comply with Company Act 2063, Banks and Financial Institutions Act 2063 and Directives of Nepal
Rastra Bank.

Report on Other Legal and Regulatory Requirements
On the basis of our examination , we would like to further report that:

i We have obtained all the information and explanations, which were considered necessary for the purpose for our audit.

ii. The Balance Sheet, Profit and Loss Account, Cash Flow Statement and attached Schedules dealt with by this report
are prepared as per Directives of Nepal Rastra Bank and are in agreement with the books of account maintained by the
Bank.

ili.  In our opinion, proper books of accounts as required by the law have been kept by the Bank. The Bank has accounted
for Interest Income from Loans & Advances on cash basis as per Nepal Rastra Bank's Directives. Further accrued
interest on Loans & Advances till Asadh 31, 2072 recovered within Shrawan 15, 2072 is also recognized as income.
Commission earned on services rendered such as documentary credit, bank guarantee etc. is also recognized on cash
basis which is not in accordance with the accrual basis as prescribed by NAS 18 on 'Revenue Recognition’.

iv.  During our examination of the books of account of the Bank, we have not come across the cases where the Board of
Directors or any member thereof or any representative or any office holder or any employee of the Bank has acted
contrary to the provisions of law or caused loss or damage to the Bank.

V. The operations of the Bank were within its jurisdiction.

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

vii. The Bank has been functioning as per the directives of Nepal Rastra Bank.

viii. The Bank has not acted in a manner to jeopardize the interest and security of the depositors and shareholders.

iX. We have not come across any fraudulence in the accounts, so far as it appeared from our examination of the books.

Date: 01/10/2015

Place: Kathmandu CA. Parakram Sharma

Principal
Parakram Sharma & Associates
Chartered Accountants
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BASEL DISCLOSURES

1.

Capital Structure & Capital Adequacy of the Bank

The core capital of the bank with its detailed breakdown is
detailedbelow: InNPRthousand

ol e | o

a. Paid up capital 2,443,688
b. Share Premium 32,408
c. Proposed Bonus Shares 528,968
d. Statutory General Reserve 294,760
e. Retained Earnings 3,285
f. Un-audited Current Year Cumulative Profit .
g. Other Free Reserves 12,893
h. Less: Deffered Tax Reserve (10,297)
. Lgss: Ipvestment in Equite of Institutions (19,858)

with Fincancial Interess

Core(Tierl) Capital 3,285,847

The supplementary capital of the bank with its detailed breakdown
is detailed below: InNPR thousand

m Particulats

a. General Loan Loss Provision 294,244
Exchange Equalization Reserve 16,574
C. Investment Adjustment Reserve 15,397
Supplementary (Tier-2) Capital 326,215

Bank doesn’t have any subordinated term debts.

- Deferred Tax Assets of NPR 10.30 Million

- Investment made in Gurans Life Insurance Company Limited
of Rs.19.86 million.

The total capital of the bank stands as: InNPRthousand

m Particulats

a. Core Capital 3,287,789
b. Suplementary Capital 326,215
Total Capital 3,614,004

The capital adequacy of the bank has been detailed below:

m Particulats %

a. Core Capital AdequacyRatio 10.11%
b. Suplementary Capital Adequacy Ratio 1.00%
Total Capital Adequacy Ratio 11.11%

Bank’s current paid up capital amounts to NPR 2.443 Billion,
including 49% shares of general public. The Bank complies
with the licensing condition of NRB which has also helped
the Bank to

have a steady and strong capital position. The overall strategy
of the bank has been formulated with the special
consideration to the capital adequacy requirement according
to BASEL- II.

Bank does not have any other capital instruments except fully
paid equity shares as qualifying capital.

Risk Exposures

All material risks faced by the bank have been addressed in the
capital assessment process. However, bank has developed a
process to estimate risks with reasonable certainties. All the
three risks that have direct impact on the capital adequacy level
have been managed in a structured manner with clear roles and

responsibilities. In order to makes a comprehensive assessment
of risks, the process has, at minimum, addressed the forms of
risks covered below: InNPRthousand

a. Risk Weighted Exposure for Credit Risk 29,173,117
b. Risk Weighted Exposure for Operational Risk 1,872,560
c. Risk Weighted Exposure for Market Risk 58,330

RWA Before Pillar Il Adjustments 31,104,007

All risks, including credit, operational and market risks are
identified, escalated, monitored and mitigated to the satisfaction
of the risk type owner. The risk type owner is responsible for
ensuring that all the risks are adequately identified, escalated,
monitored and mitigated. The Bank has an adequate system in
place for monitoring and reporting risk exposures and assessing
how the changing risk profile affects the need for capital. The
senior management and board of directors on a regular basis
receive the report regarding the risk profile of the bank and its
capital needs. All the material risks are identified, measured,

monitored and reported by the respective risk type owner.

The Credit Risks under the 11 categories as per the Capital
uacy Framework, 2007 (updated July 2008) and Basel — Il
has been detailed below: InNPRthousand

m Risk Classification Net Book Value “

a. (laims on Govt. and Central Bank 843,1763
b. Claims on Other Financial Entities
C Claimson Bank 1,949,841 537,751
d. Claimson CorporateandSecuritiesFirm 15,433,833 15,433,833
e Claimson Regulatory Retail Portfolio 5,054,932 3,794,398
f. CalimsSecuredbyResidential Properties 2,445,677 1,471,577
g (laimsSecuredby CommercialRealState 1,983,844 1,983,844
h. Past due Claims 111,512 167,268
i High Risk Claims 1,025,406 1,538,109
e Other Assets 698,364 664,595
k. OffBalance Sheet Items 8,314,340 3,581,742
TotalRWAfor CreditRisk 45,449,512 29,173,117
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The detailed calculation of RWA is listed below:
InNPRthousand

m Risk Classification m

a. Risk Weighted Exposure for Credit Risk 29,173,117
b. Risk Weighted Exposure for Operational Risk 1,872,560
[ Risk Weighted Exposure for Market Risk 58330
d. Adjustments under Pillar Il -
e. Add: % of the total RWE due to
. ) 10,951

non-compliancto Disclose
f. Add: % of the total deposits due to

insuffcient Liquid Assets )
g. 2% additional Risk Weight for Operational Risk 464,136
h. 1% additional Risk Weight for Market Risk -
i 3% adjustment on Total RWE 933,120

Total Risk Weighted Exposures 32,512,214

Detail of Non Performing Loans
During the year the non performing loans increased by 2.04%.

The detail of the loans has been classified below:
InNPRthousand

Particulats Net Value

Restructured Loans - =

Sub-Standard Loans 23,426 17,569
Doubtful Loans 117,601 58,800
Loss Loans 653,069 -
Total NPA 794,095 76,370

Ratio of Non Performing Loans

2 I

1. Gross NPA % 2.90%
2. Net NPA % 0.29%
Movement of Non-Performing Assets (Gross)

During the year Non-Performing Loans (NPA) has decreased

by 23.41%. In NPR thousand
Current Year 794,095
Previous Year 1,036,779
Change (242,684)
Change % -23.41%

Write off of Loans & Interest Expenses
During the year bank had written off the following five loans:
In NPR thousand

Borrower Type Principal | Interest Write
Write off off

Panchakumari Kastya Udyog | Demand Loan 5,682 19,338
Bindu Ratna Tuladhar Overdraft 33,397 24,587
Sahadav Kachapati Overdraft 21,321 30,036
Rina International Demand Loan 22,156 16,144
Manakamana Crusher Udyog | Overdraft/FTL 9,912 33,460
Total Written Off 92,468 123,565

Movement of Loan Loss Provision and Interest Suspense:
As per NRB Directives, all interest accruals on loans and advances,
irrespective of loan category, are transferred to interest suspense
account until the interest accrued and due is realized in cash.
Details of Interest Suspense Movement are as follows:

In NPR thousand

1. Movement of loan Loss Provision (28,139)
2. Movement of Interest Suspense (1,367)

10.

11.

12.

Details of Additional Loan Loss Provisions:
Bank has not made any additional Loan Loss Provision during
the year.

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

Held For Trading =

Helf For Maturity 7,221,235
Available For Sale 38,558
Total Investments 7,259,793

Risk Management Function

Bank management is responsible for understanding the nature
and level of risk being taken by the bank and how this risk
relates to adequate capital levels. It is also responsible for
ensuring that the form and sophistication of the risk management
processes is commensurate with the complexity of its operations.
A sound risk management process, thus, is the foundation for
an effective assessment of the adequacy of a bank’s capital
position. The decisions made by the management are regularly
reviewed by the BOD.

Another crucial component of an effective ICAAP is the assessment
of capital. In order to be able to make a sound capital assessment,
the bank has, at minimum, have the following:

- Policies and procedures designed to ensure that the bank
identifies, measures, and reports all material risks;

- A process that relates capital to the level of risk;

- A process that states capital adequacy goals with respect to
risk, taking account of the bank’s strategic focus and business
plan; and

- A process of internal control reviews and audits to ensure the
integrity of the overall management process.

All material risks faced by the bank has been addressed in the
capital assessment process

Nepal Rastra Bank recognizes that not all risks can be measured
precisely. However, bank has developed a process to estimate
risks with reasonable certainties. . All the three risks that have
direct impact on the capital adequacy level have been managed
in a structured manner with clear roles and responsibilities. In
order to make a comprehensive assessment of risks, the process
should, at minimum, address the forms of risks covered below.

Credit Risk
The Bank’s Credit Policy Guidelines has adopted a Credit Risk
Management philosophy that involves a continual measurement.

Market Risk

The Bank has in place Assets Liability Management (ALM) Policy,
and Assets Liability Management Committee (ALCO) , which
monitors risks arising from changes in exchange rates in foreign
currencies; liquidity profile of assets and liabilities, investment
activities of the bank etc.

~
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13.

14.

Operational Risk

The Bank has developed and implemented various manuals,
operating procedures and guidelines for monitoring and controlling
Operational Risks in the Bank; a number of procedure guidelines
and manuals are in process of development.

Most significant steps adopted by the Bank for handling Operational
Risks are as follows:

Independent reconciliation department accustomed to conducting
daily reconciliation of all agency accounts and Inter-Branch
accounts. Transaction Stack System is in place on amount limit
basis. Exception and MIS reports are generated by the system
on a ‘Live” basis, where account activity can be monitored as
and when they occur. General Authority schedule is in place to
delegate authority to staff across all levels. Independent Internal
Audit has been appointed to carry out review of internal controls
and compliance. Transactions in all levels are handled under dual
supervision and control. Output in all transactions is checked
by a higher authority level. Disaster Recovery Server is in place
to ensure full restoration of Bank’s data.

Other Risk

In addition to credit, credit concentration, operational and
market risk the Bank identifies, assess and monitors other risks
such as strategic risk and reputational risks at regular interval.

Monitoring

Monitoring and reporting of all risks, including credit, operational
and market risks are identified, escalated, monitored and mitigated
to the satisfaction of the risk type owner. The risk type owner
is responsible for ensuring that all the risks are adequately
identified, escalated, monitored and mitigated. The Bank has an
adequate system in place for monitoring and reporting risk
exposures and assessing how the changing risk profile affects
the need for capital. The senior management and board of
directors on a regular basis receive the report regarding the risk
profile of the bank and its capital needs. All the material risks
are identified, measured, monitored and reported by the respective
risk type owner.

Internal Control Review

The internal control structure of the Bank is essential for sound
capital assessment process. Effective control of the capital
assessment process includes an independent review and
involvement of both internal as well as external audits wherever
appropriate. The Bank is committed conduct the regular review
of its risk management process to ensure its integrity, accuracy,
and reasonableness. The effectiveness of the Bank’s internal
control system is reviewed regularly by the Board, its committees,
Management and Internal Audit.

The Internal Audit monitors compliance with policies and standards
and the effectiveness of internal control structures across the
Bank through its program of business/unit audits. The Internal
Audit function is focused on the areas of greatest risk as
determined by a risk-based assessment methodology. Internal
Audit reports regularly to the Audit Committee. The findings of
all adverse audits are reported to the Chief Executive Officer and
Business Heads for immediate corrective actions.

Types of eligible credit risk mitigants used and the benefits

availed under CRM

Following are the eligible credit risk mitigants used by the bank:
In NPR Thousand

1. Deposit with Bank 383,126
2. Deposits with Other Banks /FL =
3. Gold 389,958
4. Govt. & NRB Securities -

Total Credit Risk Mitigans 773,084

O
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