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Total Revenue up 54%
Operating Profit up 81%

Loans & Advances grew by 50%
Non Performing Assets
improved to 0.13% from 0.35%
Customer Deposits grew by 43%

Number of Customer Accounts grew by 61%
driven by 66% growth of retail savings accounts

3 new Branches

Number of Employees grew by 35% to 252

Earnings per Share up 53%

standards benched marked with international best
practices. Along the way we have set standards in a
number of areas for the Nepalese financial services
industry to follow and we take pride in being at
the forefront in“saising the bar"The last 3 years
have seen our footprints expand significantly as
we “reached out” gaining access to newer markets
and 9 and we 10do 30
having established our branch o
inmost of the g

hutys around the country. Our strategy 10 pursue
sustainable and quatity growth continues 1o pay
off a5 we “gained momentum” recording sl round
growth in our operations. The year under review,
2007/08 was a landmark year for Nepal as we
underwent dramatic political changes that has had
a far reaching impact at all levels. These times of
transition have understandably brought about much
nf di and disturb that
has had & negative kmpact on all b 1505, We see 2
light at the end of the tunnel and await days of peace
and stabdity - until then we need to live and thrive
amidst the chaos - and we have chosen “thriving
in chaos” as the theme for thes Annual Report.a
reflection of our achievements during difficult times
at home and ol course the ongoing global financial
crives that will add to the uncertainty and risks in our
operating environment.
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(Chairman’s Statement

| am privileged to welcome

Respected Shareholders,
| Meeting of the Bank to

you to the 8th Annual Genera
approve the financial statements for the year 2007/8.

| have assumed the responsibility as the Chairman of
the Bank since May 6, 2008. | take this opportunity to
reiterate my commitment to uphold the ideals of my
late father and founding Chairman of the Bank, Mr.
Mohan Gopal Khetan and continue to lead the Bank

as per his vision.

A review of the Bank’s operations
reflects an increase in our Paid
Up Capital by 25%, Deposits &
Borrowings growth of 49.34% and
Risk Assets growth of 50% resulting
in an operating profit growth of
80.75% over the previous year. In
our short history of 6 years, Laxmi
Bank has been able to establishitself
amongst the top 10 commercial
banks in the country in terms of
market share. The Bank has been
able to maintain and improve the
quality of its Risk Assets with 0.13%
of loans classified as Non Performing
Loans which is an improvement
of 68.86% as compared to the
previous year. This statistic in itself
is exemplary for the industry.

During the year under review, the Bank has opened

two branches inside Kathmandu valley, at New Road
and New Baneshwor and one branch each at Janakpur
and Damak. We have already opened new branches at
Bhatbhateni, Kathmandu and Itahari, Sunsari during the
current financial year. Our 16th branch is almost ready
at Maharajgunj, Kathmandu and we have a target to
open 3 more branches including a branch at Bhairahawa
during this financial year. As of this date, the Bank has
15 branches in operation all of which offer full range of
modern banking services including deposit accounts,
remittance payments and retail/consumer loans.

Apart from expanding our branch network, we plan to

| am confident that the Bank
will be able to close the current
financial year with another
strong performance as is
evidenced by the results of
the first quarter of the year.
The Bank is not expected to
be directly affected by the
turmoil of the global financial
crises however we are closely
monitoring the situation

nonetheless.

increase the reach and scope of our receny
microfinance program, establish remittance pa
counters to strengthen our workforce rempr, aﬂ::‘ent
business and increase the number of ATMs in order
widen our service network, "

y lntroducw

For the first time since our inception, the Bank has
been able to declare 20% Bonus Shares and we are
committed to ensure that we are able to SUStain such
returns in the days ahead. | am confident that the
Bank will be able to close the Current
financial year with another strong
performance as is evidenced by the
results of the first quarter of the
year. The Bank is not expected to be
directly affected by the turmoil of the
global financial crises however we
are closely monitoring the situation,
Laxmi Bank’s sound risk management
systems, trained and experienced
employees and the patronage of
our ever growing base of customers
will help us deliver even better
performance in the days ahead.

In the end, 1 would like to express
my sincere gratitude to Nepal
Rastra Bank and other Regulatory
bodies for their support and
encouragement. Similarly | thank our respected
Shareholders for the trust they have displayed

in Laxmi Bank. | am particularly grateful to our
customers for their patronage without which we
could not have reached where we are today. | also
appreciate and thank the management and all staff
of the Bank for their hard work and unwavering
commitment towards achieving our common goals.

Thapk yoW .
an/

Rajendra Kumar Khe
Chairman
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Corporate Profile

INCORPORATION

Laxmi Bank was incorporated in April 2002 as the
16th commercial bank in the country. With an asset
size of NPR 15 billion rupees and 16 branches across
the country, we are today firmly amongst the top
20 financial institutions in terms of market size and
operations.

In 2004 Laxmi Bank merged with HISEF Finance
Limited, a first generation finance company. This
is the first and till date only merger in the Nepali
corporate history.

Laxmi Bank is a Category ‘A’ Financial Institution and
re-registered in 2006 under the “Banks and Financial
Institutions Act” of Nepal. The Bank's shares

are listed and actively traded in the Nepal Stock
Exchange (NEPSE).

High standards of corporate governance, strong
information technology credentials, innovation and
prudent risk management approach are our key
driving forces.

OWNERSHIP STRUCTURE

« Promoter Group representing the country’s
leading business groups - 55.42%

«  Citizen Investment Trust, a government of Nepal
undertaking - .02%

« General Public comprising of more than 10,000
shareholders - 35.56%
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MISSION
STATEMENT

We are committed to
excellence in delivery of entire
gamut of financial services
in order to achieve sound
business growth
and maximize stakeholder
values by embracing team
spirit, progressive technology
and good corporate

governance.

OWNERSHIP STRUCTURE

General Public

Citizen Investment Trust
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ORANGE 1S LAXMI BANK

Brand - A Key Competitive Advantage

We recognize the value and necessity of creating a strong
Laxmi Bank brand that reflects our position that banking is a
long term proposition built on the “trust” placed on us by our
customers and there are no short cuts.

We firmly believe that our brand is already a key competitive
advantage for us and we are determined to further build and
protect it's integrity and value in the market by positioning
ourselves as the most proficient representative of the
financial services community.

SETTING STANDARDS

Over the years we have taken several unconventional
steps to the extent of adopting strategies or
introducing initiatives which no Nepali Bank had
previously attempted:

e Corporate Governance Standards - our award
winning Annual Report for 2003/04 set the tone
for overall quality and disclosure standards
for the industry which has seen a dramatic
improvement since,

® Risk Management Approach — aptly reflected
in the quality of our risk assets portfolio with
an NPA level of 0.13% and the rating of “Highly
Secured" for our information systems by an
international IT audit firm

® Innovation - as a thought leader in the retail and
e-banking domain we have pioneered a range of
services and solutions such as transaction alerts
through SMS and email, eCard Statements,
Bancassurance, Money Market linked savings etc.



COMMUNICATION

As a responsible financial institution it is our natural
obligation to impart effective communications related
to banking, financial and general economy.

e “Laxmi Bank Newsletter” is a trend setting
monthly newsletter that started out in print form
and has today migrated to an electronic version.
The newsletter is distributed free of cost and
covers business and economic briefs and financial
indicators, local and international. With a number
of other financial institutions now producing
similar newsletters, access to financial information
has improved considerably.

e “Laxmi Bank Treasury Bulletin” is a weekly
bulletin that disseminates important information
related to treasury, FX and fund management, to
major corporates in the country, This Bulletin is
produced in-house by our Treasury Dealers using
their insight and expertise in market affairs.

e “Spark” - Laxmi Bank’s magazine celebrates the
spirit of Nepali entrepreneurship. The magazine is
design for light and relaxed reading on “business,
lifestyle and financial” issues. We are pleased
to note that Spark has been appreciated by all
stakeholders and is gaining both readership base
and maturity of a quality financial publication.

===
OUR VALUES

Qur values are built around high
standards of good corporate
governance. Transparency,
professionalism and high
ethical tone at the leadership
are foundations on which our
actions are based. Laxmi Bank’s
Code of Conduct encapsulates
international best practices
applicable to Nepali context.
The level of commitment of our
people to take Laxmi Bank to
greater heights has been a huge
catalyst. The team spirit within

the organization is something we

are proud of.
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LOOKING FORWARD

Our approach to banking as a long
term propaosition and investments
made on building a strong operations
base, distribution network and risk
management systems has been
justified with a steady year-on-year
growth in the last 3 years. More
importantly we have achieved this
growth without compromising on the
high ethical and risk management
standards that we have set for
ourselves.

It is our strategy to continue focusing
on both the wholesale and retail
segments to diversify our risk and
revenue sources. Our efforts at
changing the composition of our
liabilities portfolio in favour of longer
term retail deposits continues. Primary
growth for us is expected through
organic channels however we are
open to mergers and acquisitions with
like-minded forward thinking financial
institutions if there is a strategic fit.

Cautionary Note Regarding Forward-Looking Statements
This Annual Report contains certain Forward-looking statements with respect to Laxmi Bank’s future financial condition, performance and
businesses based on current plans, estimates and projections. Forward-looking Statements are statements that are not historical facts and
includes the Bank's beliefs and expectations. Forward-looking statements use words such as'aim’, 'expect’, ‘anticipate’, ‘target’, ‘intend’, 'plan’,
‘believe’, 'seek’, "estimate’, ‘potential’, ‘reasonably possible’ and vanations of these words and similar expressions. By their nature Forward-
looking Statements involve risk and uncertainty because they relate to future events or circumstances and a number of factors beyond Laxmi
Bank's control. In view of this, readers are cautioned that a number of factors could cause actual results to differ, in some instances materially,
from those stated herein due to changes in basic assumed conditions. Forward-looking statements speak only as of the date they are made, and
it should not be assumed that they will be revised or updated in the light of new information or future events.







Our Business

OUR CUSTOMERS

We offer our customers clear and real reasons to trust
their finances to us. We are continuously improving
the way our customers interact with us - making
banking as convenient and simple as possible. Our
customers are relationship based as opposed to
transaction based and we value customers who
represent long term mutually beneficial business

prospects.

As in the past years we have undertaken a number of
new initiatives to expand our customer base. These
include expanding our network, introducing new
solutions and value additions to existing services.,

“BRrICKS AND CLICKS”

*Bricks and Clicks” continues to be our strategy for
expansion. Our leadership position in e-banking
capabilities is supported by our increasing ATM and
branch networks.

17 Branches and growing

We have a strong network of 7 branches inside
Kathmandu valley including 2 new branches that we
added this year - at Maharajgunj and Bhatbhateni.
With other branches strategically located at Hattisar,
Pulchowk, New Road, Teku and New Baneshwor we
offer one of the widest branch networks in the valley.

The Bhatbhateni branch was opened in September
2008 and is a boutique branch catering to high
networth customers in a comfortable, luxurious
setting and ambience.

We opened an in-store branch at Mahargun) inside
the Bhatbhateni Super Store complex in November
2008. This branch opens late evenings and on
holidays aligning its activities with the host store
providing common customers the convienance of
shopping and banking at the same location.

OUR VISION

* Provider of most integrated
financial services
* Key player and a thought leader
in the retail financial services
* A bank with the best asset book
* Best IT capability
* Preferred employer in the
financial sector

Similarly we opened 1 new branch outside
Kathmandu valley at Itahari in October 2008. This
branch strengthens our distribution network in

the Eastern region of the country complimenting
existing branches at Biratnagar and Damak. Itahari is
a growing city that offers us exciting opportunities in
the retail banking area.

Qur first western hub is being established at
Bhairahawa. This branch will provide us the base to
expand our operations in the western part of the
country in line with our strategy to reach out to new
customer bases and establish an even wider branch
distribution network.

With Bhairahawa we will have a branch distribution
network spread over 17 strategic points
complimenting our wide range of services and
electronic delivery channels. We expect to continue
increasing our foot prints across the country in our
endeavour to achieve organic growth across all
businesses.

11
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ATM Network

Our ATM network is spread over 15 sites in § cities
— Kathmandu, Lalitpur, Birgunj and Pokhara. We
have recently added 3 new ATMs to the network: at
New Road, Mangal Bazaar and Sherpa Mall at Durbar

Marg.

Additionally, our debit card holders have access to
more than 130 ATMs under the SCT network which
makes it even more convienent for them to access
their Laxmi Bank account.

Remittance Agents to M-SME Centers

A network of 250+ agents represent Laxmi Bank
across the length and breadth of the country helping
usdeliver basic money transfer services. As part of our
committment to increase the scope and dimension
of their work we have helped upgrade their skill levels
by training them to act as our partners for micro-
enterprise loans. In the next 12 months we expect a
significant number of our agents to be converted into
M-SME Centers thereby enabling us to reach into
places where we do not yet have branches.

e-Banking Channels

Laxmi Bank continues to enjoy leadership
positioning in electronic banking solutions. Our
customers are able to access their accounts

and manage their finances through all popular
communication channels - internet, mobile and
email. In 2008 we launched a campaign to create
awareness of our technological superiority through
a series of television commercials on the theme
“Upgrade to Laxmi Bank”. We believe that the
benefits of advancement in technology must be
used to improve the customer experience. Some of
ourmore prominent e-Banking services have been

detailed in the chapter titled *Laxmi Bank — Driven
by Technology”,

CORPORATE BANKING

C;)rpotate Banking contributes approximately 60%
0 o.ur revenue. Our corporate banking customers
typically belong to the top end of the market,

Majority of the country’s large corporate houses
today use Laxmi Bank for their trade, working capita,
project finance and foreign exchange management
needs.

Corporate Bank business philosophy is based on
providing real solutions to our customers and our
team of dedicated and skilled relationship managers
work on building and deepening these relationships
for long term mutual benefits. We believe that this
approach gives us a distinct advantage over our
competitors and is reflected in the loyalty and trust
our customers have bestowed on us. We have been
successful both at retaining and growing the wallet
share of existing customers as well as building new
relationships who fit our risk appetite.

The Bank has 4 corporate banking centers - at Hattisaf
and New Road in Kathmandu valley and at Birgunj
and Biratnagar branches. Additionally the upcoming
Bhairahawa branch, our first western hub il offer
corporate banking services to clients in that region.

Corporate Banking Plus

Corporate Banking Plus was a strategic move
aimed at enhancing Corporate Bank’s sCOPe
dimensions beyond credit / lending products. Under
this, Corporate Bank actively pursues ml?'fl’_'fded
businesses prospects such as high value liability
deals and financial advisory services. We expect

CORPORATE BANK: REGIONWISE EXPOSURE




these activities to generate sizeable revenue for the
Bank which is in line with our general strategy of
diversifying our revenue sources, We believe that
the growth in terms of size as well as maturity in
the market will provide us with reasonable business
prospects in the future.

TREASURY

With opportunties provided by the growth in the
bank’s balance sheet Treasury makes an important
and direct contribution to our revenue beyond its
traditional role of managing and monitoring the
Bank’s projected cash flow and overall asset-liability
position,

Treasury generates its earnings from proactive
management of foreign exchange especially relevant
to our workforce remittance business and trade
finance activities. Treasury also manages structured
investment deals matching short term high value
assets and liabilities often as an intermediary
between two financial institutions.

Exchange Earning was 12% of total income in the
FY 2007/08, a growth of 25% of the previous year’s
income composition. The growth was a result of
increase in trade and remittance business though
competition has continuously narrowed the forex
spread

The core treasury operations comprise the balance
sheet management function, the client-related
corporate markets business and the proprietary
trading activity. Fiscal 2007/08 saw high volatility in
interest rates, varying liquidity conditions, global
credit tightening and inflationary concerns resulting
in significant movement in the market interest as well
as exchange rate at various points in time,

Treasury Bill markets also witnessed significant
volatility in yields. The balance sheet management
function continued to actively manage the

EXCHANGE EARNING (Rs in thousands)

government securities portfolio held for compliance
with SLR norms to optimize the yield on this
portfolio, while maintaining an appropriate portfolio

duration given the volatile interest rate environment.

The focus of our trading operations is to maximize
profits from positions across key markets including
bonds, government securities, and foreign exchange
markets.

Treasury is involved in management of key functions
of the bank including Market Risk and is also a major
participant in the domestic FX Market.

FX Forward

Laxmi Bank Treasury is a major participant in the

FX Forward market. The Bank deals in FX Forward
for balance sheet management and market making
purposes, whereby the Bank offers forward products
to its customers, enabling them to hedge their risks.

FX Forward transactions are entered into by the
treasury front office. Treasury back office conducts
an independent check of the transactions entered
into by the front office and also undertakes activities
such as confirmation, settlement, accounting, risk
monitoring and reporting and ensures compliance
with various internal and regulatory guidelines.

| Aol
'm cmllovoﬂ
. | acapiol




RETAIL FINANCIAL SERVICES

Laxmi Bank is a thought leader in the Nepalese
retail financial services domain and offers one of
the widest range of personal financial services and
solutions. Retail remains a strong focus area for
us and the contribution to our business from this
segment continues to grow. Retail Financial Services
(RFS) comprises of several business lines including
branch banking, consumer finance, small business
banking, credit cards, deposits, private banking,
bancassurance, workforce remittances and most
recently micro-finance activities.

Our RFS customer base is increasingly diversified
with economic entities across the spectrum
- individuals to institutions, high networths to micro

enterprises.

Deposit Accounts

The Bank offers a range of deposit accounts ranging
from savings accounts to current and call accounts for
institutions. We have conciously made efforts to grow
our core deposit base in order to improve the asset

~ liability matching. We are achieving satisfactory
year on year growth throught both new acquisitions
and increasing wallet share of existing customers.

Whats your Savings Goal?

The past year has been a busy year in terms of
introducing new savings products supported by a new
sports theme advertisement campaign.

“Laxmi Savings” is a popular mid segment account
which we expect to become the mainstay of our
savings portfolio. We have recently introduced a
“Laxmi Savings Client Referral Program” which
rewards efforts of our loyal customers with a gold
coin for new account referrals made by them.

"Money Market Savings” was introduced in 2008
as the first of its kind account in the country with
interest rates linked to Treasury Bills. This is an

important value add for our high networth Orange
Savings customers who can take advantage of
the market’s liquidity situation with 3 guarantsed
minimum rate of return.

“Super Woman Savings” was introduced in 2008
for women of all backgrounds. The low minimum
balance requirement combined with a high interest
rate is our tribute to women and their super
powers to balance their lives around home, work,
children and other social obligations. This product
has received an overwhelming response from the
market and is fast on its way to becoming a major
contributor to our liability portfolio.

Personal Reserve Accounts (PRA) was introduced
this year as a value addition to the existing Payroll
Management Solutions which is subscribed to by a
growing number of institutions and corporate houses
around the country. PRA offers our payroll customers
the flexibility of personal overdraft in the same
account where direct (salary) deposit is made by their
employers — earning interest on credit balances. Our
Payroll Management Services is bundled with other
benefits to the account holders who get easy access
to other services such as Credit Cards, Mortgages
and Bancassurance.

Other major savinging accounts include US Dollar
Money Tree account, Manakamana Savings for our
workforce remittance customers and Junior Savings.

It’s Raining Money

We have introduced 3 special term deposit schemes
that offers our retail customers the option of
investing money for a 3 - 5 year period and eam
higher rate of return, up to 20% per annum.

Mortgages

Mortgages continues to be the major contributor

to our RFS risk asset portfolio at 65%. Year onYear
growth continues at an impressive 50% on an average.
The Bank offers a full suite of mortgage products:



e Home Loans to purchase or construct residential
properties,

e Home Improvement Loans to finance
renovations, extensions or other improvements,
and

« Home Equity Loans that allows home owners
to unlock built up equity to meet other costs or
investment opportunities

Our strong risk and portfolio management systems
has helped us maintain a high quality portfolio with
a delinquency level of below 0.5% calculated on
lagging basis.

Believing in Each Other! - Small Business Banking
Small Business Banking remains a strong focus area
for us and despite unfavorable business environment
our small business customers have generally grown
thereby giving us an opportunity to grow with them.
This portfolio continues to grow at a steady pace
mainly through word of mouth advertisement from
existing loyal customers. A team of Relationship
Managers especially trained to serve small
businesses and use of modern credit risk assessment
tools such as the inhouse developed Small Business
ScoreCard has helped us achieve the growth and
maintain a high quality portfolio.

Cards

We implemented our own switch system last year
with which we are poised to take our card business to
the next level. We now have 15 ATMs and plan to add
more in the next 12 months as part of our “bricks and
clicks” expansion plans.

Debit Cards

“DhanaLaxmi” is our Debit/Cash Card which can be
used across a network of over 130 ATMs and 1000
Point of Sale terminals. Apart from Laxmi Bank
access points, these cards can also be used in SCT
ATMs/terminals. SCT provides network services to
majority of the financial institutions in the country
with plans to extend its services in India.

Visa Cards

Laxmi Bank currently issues Visa Credit Cards and with
our own switching system now in place we will be
issuing debit and prepaid cards within 2009.

Annual
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We introduced Visa Credit Cards in May 2007. Our
Cards can be used in almost 30,000 ATMs and
300,000 merchant outlets all over Nepal and India.
We are only the s5th Bank in the country to offer
this product. Our credit card portfolio is carefully
managed and we have avoided an aggresive
approach which has helped in maintaining the
quality of our portfolio. We expect to double the
card base in the next 12 months as we increase our
experience in managing this business.

Bringing Money Home: Laxmi Bank -

eXpress Money Transfer

An estimated 1.5 million Nepalese work in the Gulf
and South East Asia as part of the global phenomenon
of movement of human capital from developing
countries to developed economies. Remittances sent
home by this workforce have been a mainstay of
country’s economy for the past few years. Since the
past 2 years, Laxmi Bank has established itself as a
major player in “bringing money home".

Through our workforce remittance brand “Laxmi Bank
~eXpress Money Transfer”, today we move money
from most of the Gulf nations and Malaysia through
strategic alliances with leading money transfer
companies in those regions. Our major partners in

the Gulf include Arab National Bank, Wall Street
Exchange, Instant Cash, Xpress Money Services, Al
Ahalia Exchange, Al Ansari Exchange, Sewa Money
Transfer, Asia Exchange and Economic Exchange. Our
alliance with Merchantrade Asia in Malaysia is a major
player in the Malaysia-Nepal remittance corridor. We
serve the Nepali workforce through 24 Merchantrade
branches across Malaysia. Back home we manage a
wide and efficient distribution network consisting of
300+ “pay-out” agents spread over the length and
breadth of the country.

With Laxmi Bank - eXpress Money Transfer we

touch the lives of the "un-banked” segment of the
economy enabling them to experience modern
banking services and helping them receive money

in a safe and secure manner. We actively encourage
remitters and beneficiaries to open a savings account
where the remitted money or their savings can be
directly deposited thereby ensuring both security
and stable returns on such funds.
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CEQO'’s Perspective

LIVING IN CHAOS

The world economies are still
reeling from the unprecedented
turmoil in the global financial and
business landscape, and it will be
a while before recovery modes
come into play. There has been no
bigger example of how poor and
reckless lending and investment
decisions can result in a global
crisis of mammoth proportions,
Nepal has very few linkages to
the global financial markets and
our banks have faced nominal
damages if at all. But impact of the
crisis will seep into our economy in
the form of reduced investments,
lower remittance inflow, decline in
exports, etc.

g
Banking industry
additionally has its own
chaos in the form of
increasing number of players
without commensurate
growth in the economy and
skilled manpower, resulting
in unhealthy margins,
aggressive book building and
POOF governance: are we on
the verge of creating our own
sub-prime crisis?

Challenges posed by developments

in the international economic arena have added to
the chaos we have already been experiencing for last
few years in Nepal. In fact, our home-grown chaos
has, of late, reached a new high with recent and
ongoing experiences like industrial actions by labour
forces, extra long hours of power outages and a near
complete break-down of law and order situation.

A number of businesses have shut down; those
which haven't, are compelled to scale down their
operations. Banking industry additionally has its own
chaos in the form of increasing number of players
without commensurate growth in the economy and
skilled manpower, resulting in unhealthy margins,
aggressive book building and poor governance: are

itis due.

SumanyJoshi

Chief Executive Officer

soundness of our balance sheet, sustainability of our
profits and our position as an established responsible
bank. Our business model remains robust and we
continue to seek sound growth.

| hope and pray that the current phase of confusion,
insecurity and helplessness among Nepali businesses
will soon come to an end. 'Political transition’ can

no longer be an excuse for the utter chaos and
insecurity of living and doing business in Nepal.
Economic agenda must be accorded the top priority

Never let a crisis go to waste.
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we on the verge of creating our own
sub-prime crisis?

Laxmi Bank's performance during
2007/08 has been excellent, in spite
of the chaos. Current year results
continue to be consistent with

past trends, which we attribute

to the strong business and risk
management fundamentals we
have built in our organization

and. However, given that present
operating environment is extremely
difficult and that there are a number
of factors beyond our control which
are working against the interests

of the entire business and banking
communities, our systems and
capabilities will be tested severely.
We at Laxmi Bank will leave no
stone unturned to maintain the

-
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Financial Review

OPERATING RESULTS

FY 2007/08 FY 2006/07 FY 2005/06 FY 2004/05 FY2003/04  FY 2002/03
Interest Income 731,006,319 470,494,833 319,253,094 214,132,308 124,045,956 49,787,203
Interest Expenditure 421,871,791 280,277,851 190,589,535 118,438,529 63,176,634 20,095,665
Net Interest Income 289,134,528 190,216,982 128,663,559 95,693,579 60,869,322 29,691,538
Non Interest Income
Fee Income 20,943,463 15,156,901 15,038,886 14,136,407 13,299,424 4,261,960
Exchange Earning 46,637,081 20,904,775 9,426,234 5,779,043 6,076,225 4,533,830
Other Income 25,482,082 15,710,023 9,788,554 7,597,365 1,026,245 895,650
Operating Income 382,297,155 241,988,681 162,917,233 123,197,394 79.21,216 39,382,978
Other Expenses
Employee Expenses 63,994,813 47,944,202 37,640,491 29,933,955 19,298,174 14,394,389
Overhead Expenses 83,848,664 64,388,556 50,122,992 37,122,391 35,729,976 17,321,898
Bad Debts Written off 8,221,567 4,309,340 1,124,256 1,092,094 - .
Operating Profit Before Provision 234,353,677 129,655,923 75,153,750 55,048,955 24,342,966 7,666,691
Non Operating Expenses 15,631,740 12,674,207 9,695,168 9,088,866 55,247 .
Loan Loss Provision (Net) 21,699,738 14,045,887 9,558,729 5,502,776 9,749,860 6,518,217
Profit Before Tax 176,475,631 95,631,418 50,635,660 36,779,374 13,084,073 1,033,627
Profit After Tax 120,031,347 65,579,489 35,385,333 26,464,785 10,449,665 1,033,627

PROFIT FOR THE YEAR

Laxmi Bank achieved an operating profit of NPR
234 million in the FY. 2006/07. Net Profit after ks aF 7-85%p.a. compareq t07.84% p.a. last year.
Taxes was NPR 120 million. Profits were in line with Laxmi Bank was able to maintain the yield on its risk

management’s expectations and represent the bank’s ass:‘ts despﬂt(e the c:m?etl::er:nad;etrfhenomena,
crntbiRig st il at the same time reducing the Non Performing assets

level by 63%; currently at 0.13% which is one of the
lowest in the industry. In spite of the market pressure,
the bank was able to reduce its cost of fund from
4.64% in FY 2006/07 10 4.45% in FY 2007/08 resulting
in an increased weighted average interest spread of
3.4% from 3.2%.

during the year were in line with previous year which

During the year, operating profit grew by 80.75% as
compared to previous financial year. The principal
growth area in the operating income has been
increase in Net Interest Income (NII). The composition
of Exchange Income has increased by 3% compared
to previous financial year. The yield on risk assets
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Operating Profit (sinthousands)

In general there has been satisfactory growthinall
revenue streams: NIl by 5296, Fee & Commission by
50%; Exchange Income by 123%.

NIl continues to occupy a major share of the income
portfolio of the bank at 76%.

There has been a growth of 50% in Risk Assets which
corresponds to the NIl growth of 52%. CD ratio as on
year-end was 89%, from 85% in the previous year.

A minor increase in CD ratio is primarily a reflection
of optimal utilization of fund at the same time
maintaining enough liquidity in the bank.

Fee income (Commission & Discount) contributed
about 12% to the total income. Loan Processing Fee
has been an important source of fee income as was
the case in previous year. Exchange Earning was 12%
of total income, a growth of 25% of the previous
year’s income composition. The growth was a result
of increase in trade and remittance business though

Income Breakup

competition as continuously narrowed the fore
spread. This year the non-interest income totaled
24% of the total income, an increase of 3% sing
last fiscal year. The bank shall make every .ffm!m
increase this ratio in the coming years byc s
to grow the remittance business, improving trade
finance business and earnings made through
technology based services.

Operating Expenses include Employee Expenses,
Overhead Cost, Computer Cost and Bad Debts
Written Off. Operating Expense to Operating
Income is at 39%, which is 7% lower than the
previous financial year. The cost to income ratio of
the bank is decreasing every financial year since
the commencement of the bank. This representsa
trend, which shows that Laxmi Bank is approaching
Economy of Scale.

The bank has made large investments in
infrastructure and systems geared to handle



significantly larger business volumes. During the year
there was an increase in employee cost in absolute
terms mainly on account of regular increment of
salaries and allowance and recruitment of 66 new
employees to support network expansion and
business growth. The Bank opened four new branches
in the year under review. With increased footprint and
access to more markets, the bank expects to achieve
economies of scale therefore lower cost of operation
and improved profitability.

Non-Operating Expenses primarily comprises of
amortization of Goodwill of NPR 9.1 million, and
Loan write off of 8.2 million. The Goodwill of NPR 45
million was created following the merger of Laxmi
Bank with Hisef, and only two more years remain to
completely amortize the Goodwill. Loans of NPR 8.2
million were written off during the year under review
-most of them related to the loan portfolio inherited
from Hisef.

Shareholder Ratios / Capital

Bank’s capital adequacy ratio in the fiscal year
2006/07 was 11.17%, as against 12.43% in previous
year indicating that the bank is making optimum
utilization of its funds with the potential to grow.

Paid-up capital of the bank stood at NPR g13.19
Million at FYE 2007/08. The Bank has announced 20%
Bonus Shares and 40% Right Issue after the Bonus
shares which would increase the Paid Up Capital of
the bank to NPR 1.537 Bio by next fiscal year,

Profit after Tax in the review period has been NPR
120 million as compared to 65 million in the previous
year. Return on equity of the bank in the year under
review was 10.38% against 7.59% in the previous year,
and has been in increasing trend since its operation.
The market sentiment towards the Bank has been
generally positive and has reflected in the rise in the
market value of shares by 61% compared to previous
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5% Bad Debts Written off

Expenses

year. Shareholders’ wealth increased during the year
as the market capitalization rose from 5.0 billion

to 10.16 billion. Increased public faith, low non-
performing asset level and continued profitability
growth has also had an impact in the increased
market value of Laxmi Bank.

The bank’s market price per share has shown an
increasing trend and continued to rise this year.
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Deposit Mix

Market Price at the close of

NPR 1,113 per share, et e
Deposits

Deposit volume increased by 43-42% as compareg
to previous year. Deposits comprise of non-int
bearing current and margin deposits, and m:r
bearing deposits in the form of savings (varioys
types), fixed and call deposits. The efforts in the

Market Price per Share (In Rs)



direction of soliciting low cost deposits have worked
positively for the bank. There has been a change

in the composition of the deposits since the last
fiscal year. Fixed deposits contribution has to total
deposits decreased. A number of initiatives at
introducing innovative schemes have resulted in the
Bank’s savings deposit portfolio increasing by 38.6%.
This has helped the Bank reduce the cost of fund
compared to previous year by 0.19% p.a.

Laxmi Savings, Orange Savings, My Money Market
and Money Tree (USD Tier Based) Savings have been
very popular and provide a strong base to the bank's
savings portfolio.

Assets

The total asset of the bank has increased by 47.91%.
Contribution to the increase in asset is mainly due to
the increase in interest earning asset by 41.7%. There
has also been a net increase in Fixed Assets by 46%,
as new properties were acquired and new branches
opened during the fiscal year. Other Assets primarily
consists of Goodwill of Hisef absorbed in the Balance

Asset Composition

| Annual
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Sheet at the time of the merger, Deferred Expenses
related to Software Cost and other IT related costs
and Accrued Interest on Loans.

Interest Bearing Assets

During the year, the gross earning assets base of
the bank has increased by 41.4%. Loans & Advances
grew by 50% while investments decreased by

13%. Money at Call grew substantially from NPR

13 Million to NPR 251 Million during the fiscal year.
Money at call includes inter-bank lending done to
other financial institutions.

Loans & Advances

Laxmi Bank follows a strategy of building a
diversified and low risk asset portfolio and limiting
or correcting concentrations in particular sectors.
Currently, maximum exposure concentrated on a
single unit or group is 2.72% of total loan portfolio.
Retail loans comprise about 21% of our risk asset
portfolio with the rest flowing into SMEs and
corporate entities.

All credit exposures are classified as per Nepal
Rastra Bank's guidelines into performing and
non-performing assets. Non-performing assets are
further classified into sub standard, doubtful and
bad loans. The bank has made additional provisions
(i.e., more than required per Nepal Rastra Bank)
against specific under performing assets where it
was considered necessary by the management.
Non-performing loans aggregated 0.13% of the
loan portfolio as at the year-end (break up: 0.022%
sub standard 0.006% doubtful and 0.112% bad
loans). The current level of Non-performing asset is
considered to be one of the lowest in the industry
and replicates the credit standard of the bank. Total
provision held as of the date is 891.52% of the NPL
indicating a comfortable cushion against the Non-
performing assets. Loans of NPR 8.22 million have
been written off during the year, primarily related to
Hisef portfolio in order to make the book clean.
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Laxmi Bank - driven by technology

Laxmi Bank’s information technology (IT) functions
beyond a traditional IT and data center support unit.
IT is actively involved in new product development
and value addition that drives our e-banking
initiatives through retail branches.

As a technologically driven bank, we place high
priority in managing and protecting our information
systems and resources. A comprehensive IT Policy is
in place that quides all our IT activities - support and
business.

Our main banking platform —“flexcube” is one of
the best that is available in the world today amongst
the highest selling internationally. Our information
systems are supported by high-end databases
chosen for their security and stability.

We are the only Nepali Bank where information
systems have been audited by an independent
auditor - our overall Information Systems and
Internet Banking systemn has been rated Highly
Secured by Arif Ahmed and Associates - Chartered
Accountants’ firm empanelled with the Ministry of
Information Technology, Government of India as
Information Security Auditors.

The Bank maintians a comprehensive and updated
‘Disaster Recovery Plan’ designed for recovery

or replacement of hardware, critical systems
applications and data restoration in case the
premises which hosts our main systems and data
suffer major physical damage. The DRP Site is

set up at an off-site location. Periodic DRP tests
are conducted by way of mock drills jointly by IT
department and Operational Risk Unit.

E-BANKING SOLUTIONS

Laxmi Bank offers the most diverse, efficient and
capable remote service delivery channels in the
Nepali financial services industry using the internet,
email, mobile and plastic cards as the touch points.
Our strong suite of e-Banking solutions is backed by
a strong technology and a culture of innovation. We
also take our leadership position in this area seriously
and have assumed the responsibility to increase
general awareness and promote usage of these
channels. This is part of our responsible banking
initiative and we believe migration from “cash” to

“electronic” means of payment is a win-win situation
for all stakeholders.



The gradual but 2 sure growth of customers

“migrating” from branch banking to altemnative
channels such 2s the intemet and the ATM gives us
immense satisfaction in having played 2 small part
in encourage thes shift. We believe that our initial

nvestments in technology and product development

have been justified and this will inevitably lead to
greater customer loyalty which has direct impact on

Our bottom hne

Laxrmi iBank is arguably the most versatile internet
banking system in the country and the flagship of
our e-banking product suite. Our iBank customers
are able to conduct a wide range
of banking transactions from

the comfort of their homes or
offices including - fund transfers,
statement downloads, account
activity checks, request for
dernand drafts amongst others
1Bank connects our customers to
a number of service providers and
online shopping portals to provide
them with a convenient payment
solution

checks, request for demand

During the year, we added Nepal
Telecomm (NT) as an online partner
which has enabled our customers
to make payments to NT through
Laxmi iBank. Customers can pay their post paid
bills or top up their prepaid accounts with ease and
convenience

Laxmi Bank - Express Money Transfer (eMT) is
web-based remittance system that was developed

Our /Bank customers are
able to conduct a wide range
of banking transactions
from the comfort of their
homes or offices including
- fund transfers, statement

downloads, account activity

drafts amongst others

m-house in 2007. aMT ¢

€MT s capable of handling b 3! and

gomestk payments. We have recently mergad

”

SMS capabiiities to this system which now
aliows our payout agents o access informatio

stored in the eMT system throu

phones and carry out transaction

this to be a significant upgrade considen

power shortages gripping the country which wil
invanably lead to service disruptions due to the
agent’s inability to use their PCs and access the
internet

Email Solutions is an email based
system that allows our customers to
subscribe to a host of services such
as transaction alerts, end of day
mini statements, loan repayment
reminders, card expiry dates
newsletters, forex rates etc. which
they can receive in a designated
email account

SMS@laxmibank is our SMS
Banking (mobile banking) solution
that customers use for a number of
services - Balance enquiry, Forex
rates, viewing Mini Statements etc

In early 2006 we introduced SMS Alerts which
allows our customers are to stay on top of their
finances by receiving instant alerts through SMS
for transactions made on their account. Since then,
SMS Alert has become a trend-setter and a brand
in itself.




Upgrade to Laxmi Bank

Paathahtinn our *achne







Corporate Governance Report

Our COMMITMENT

Laxmi Bank is committed to high standards of
corporate governance, business integrity and
professionalism in all our activities that assures
all stakeholders that the bank is being managed
ethically in compliance with best practices and
applicable legislation and within predetermined
risk parameters, and is also adding value to and
protecting their investment.

AIIvDirectors and the staff members including the
Chief Executive Officer have observed in spirit and in
word the Nepal Rastra Bank directives on corporate
g:;:‘:ancef. All Directors are registered as taxpayers
B t:2° them have defaulted in payment of
nancial institution. All staff members have

Signed a comprehensive Code of Conduct and an
Oath of secrecy.

BoARD oF DirecTORS
Board
The Board has
leadership ang
and supervisin

collective responsibility for providing

control of the Bank by directing

decletin k.g the Bank’s affairs. As the apex
fMaking forum for the Bank it is accountable

tothe shap,
eholders for financi i
ormance. ncial and operational

The Board is in complete control of the Bank’s affairs

and is fully cognizant to Bank’s obligations towards

the shareholders, depositors and other stakeholders.

Whilst the day-to-day management of the bank

is delegated to the management team, the Board

typically involves itself in making decisions relating to:

e Long term strategies and plans

o Annual plans and performance targets

e Acquisitions and disposals of assets above
predetermined thresholds

o Large value loans above the Chief Executive
Officer’s discretion

o Substantial changes in balance sheet
management policy; and

e Other Policy matters.

Furthermore the Board places high priority on
internal controls and the manner in which the Bank is
managed and led constantly reviews and updates the
Bank’s corporate governance structures and makes
every effort to set the highest standard in Nepal. It is
the Board's aim to exceed mandatory requirements
in terms of the extent and timeliness of corporate

disclosures and financial reporting.

Chairman & Chief Executive Officer
The roles of the Chairman of the Board aqd the
Chief Executive Officer are segregated, witha
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clear division of responsibilities. The Chairman

is an independent non-executive Director who

is responsible for the leadership and effective
running of the Board with active engagement and
contribution from all Directors. The Chief Executive
Officer has responsibility for all businesses and acts
in accordance with the authorities and discretions
delegated by the Board. The Chief Executive Officer
has been delegated the authority for developing
policies and strategies and is responsible for all
operational management of the Bank with the
support of other executives.

Board Composition

All members of the Board are in capacity of non-
executive directors / advisors. The current Board
comprises members who come from a variety of
backgrounds, have a diver range of business, banking
and professional expertise and are able to offer a
wide range of skills, experiences, knowledge and
independent judgment.

The current Board comprises of 8 Directors (including
the Chairman) and 1 Advisor.

The promoter group is represented by 4 Direcors,
As of the report date public shareholders was
represented by 1 Director.

Likewise, Citizen Investment Trust has nominated 1
Director to the Board.

A Professional Director has been appointed to
the Board with effect from 17 July 2006 as per the

Rajendra Kumar Khetan ’
Chairman |

Mr. Khetan is a Member of

the Constituent Assembly of |
Nepal. He is also the Honorary
Consul of Portugal to Nepal

and a Senator at Kathmandu
University. He holds several

other positions including
Chairman of Everest Insurance |
Co. Ltd,, Prime Life Insurance |
Ltd., Gorkha Brewery Put. ‘
Ltd. and Himalayan Snax and
Noodles Pvt. Ltd.

provisions made in the Bank & Financial Institutions
Act. Brief introduction of the Directors have been
presented in this report on this chapter,

Board Process

Board meetings are held once a month on an
average, whereby reports on the progress of Laxmi
Bank’s business operations and deliberations of
Board Committees are tabled for review by members
of the Board. At these Board meetings, the members
of the Board also evaluate business propositions and
corporate proposals that are to be approved by the
Board owing to statutory requirements, or possible
significant financial impact on the Bank.

All Directors receive written notice and a
comprehensive package of relevant information
prior to each board meeting in order to ensure that
they are informed in advance of the issues to be
considered. The agenda for every Board meeting,
together with management reports, proposal
documents are furnished to all Directors for their
perusal in advance of the Board meeting date, so that
the Directors have ample time to review matters to
be deliberated at the Board meeting and to facilitate
informed decision making.

The Chief Executive Officer and the Company
Secretary make themselves available for the
Board Meetings where they offer their expertise,
professional opinion and advice.

Senior management executives are invited to attend
Board meetings as and when required to offer the

Gopi Krishna Sikaria
Director

Mr. Sikaria promotes a Birgunj
based finance company called
Mercantile Finance Co. Ltd.
He is also a Director in Nepal
Petroleum Pvt. Ltd.




their professional opinion and advi.ce, and
aoa'rd issues that may be raised by any Director
CIT:thd to their area of responsibility.
rei

irectors have access to the Company Secretary
i Dfr onsible for ensuring that the Board
gty rtSeI: and applicable rules and regulations
proceduf lied with. The Directors are regularly
are ‘°e";pand advised by the Company Secretary on
Upda:tatMOw as well as regulatory requirements
:::ting to the duties and responsibilities of Directors,

including policy guidelines issued by Nepal Rastra
Bank.

Minutes of Board meetings are kept by the
Company Secretary and are open for inspection by

the Directors.

Responsibilities of Directors

The Bank regularly reminds all Directors of their
functions and responsibilities. Through regular Board
meetings, all Directors are kept abreast of the conduct,
business activities and development of the Bank.

Induction programmes are arranged for newly
appointed Directors. All Directors have full and
timely access to all relevant information about the
Bank so that they can discharge their duties and
responsibilities as Directors. All Directors have
access to independent professional advice on Bank-
related matters where appropriate.

The Directors constantly scrutinize the performance
of management in meeting agreed goals and

Madhu Sudan Agrawal
Director
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objectives and monitor the reporting of performance.

All key policy guidelines have been approved by

the Board and put into practice for day-to-day
functioning of the Bank, These policy guidelines are
subjected to regular reviews on an on-going basis to
account for changing environment.

All the Directors have signed and submitted self
declaration on corporate governance as per Nepal
Rastra Bank Directive No.6 and Company Act | Bank
and Financial Institution Act.

Board Members Attendance

During the last financial year, the Board held 12
board meetings and one Annual General Meeting.
Details of the board meetings held during the fiscal

year 2007/08 along with the attendance record of the
directors are as follows:

Name

Number of i Number of

eligible to atte meetings

during financial attended

year 2007/08

Mr. Rajendra Kumar Khetan 4 4
Mr. Gopi Krishna Sikaria 12 12
Mr. Bhola Babu Adhikari 12 1
Mr. Chandra Prakash Khetan 12 1
Mr. Madhu Sudan Agrawal 12 1
Mr. Sambhu Prasad Acharya 12 10
Mr. Nandan Hari Sharma 12 12
Mr. Ratan Lal Sanghai 12 9

Mr. Agrawal is a Member of the
Constituent Assembly of Nepal.
He has a diverse range of business

e Board members include Directors and Advisors.
e The Annual General Meeting was held on Januvary
14, 2008 at Birgunj.

Chandra Prakash Khetan
Director

Mr. Khetan is the Managing
Director of Gorkha Brewery Pvt.
Ltd. He is also the Honorary
Consul of Turkey to Nepal.

portfolios and holds the positions of
Executive Director of Sunrise Group
and Chairman of SR Drugs Lab Pvt.
Ltd. He is also a Director in Everest
Insurance Co. Ltd. and is an Executive
Member of the Nepal Chamber of
Commerce and the Treasurer of
Nepal China Chamber of Commerce
& Industry.
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DELEGATION BY THE BOARD
Management Functions & Board Committees
The oversight functions of the Board are performed
through 3 Committees:

e Audit Committee

e Remuneration Committee

o Credit Committee

Each of these committees has specific written terms
of reference which deal clearly with their authority
and duties.

Audit Committee

The directives of Nepal Rastra Bank and the relevant
Company legislation govern the formation and
functioning of a board level Audit Committee.

The Audit Committee meets regularly with senior
members of the Internal Audit department, Chief
Governance Officer and external auditors to consider
the Bank’s financial reporting, the nature and scope of
audit reviews and the effectiveness of the systems of
internal control and compliance. Itis also responsible
for the appointment, reappointment, removal and
remuneration of external auditors.

The Audit Committee reports to the Board, drawing
the Board's attention to salient points that the Board
should be aware of, identifying any matters in respect
of which it considers that action or improvement is
needed and making relevant recommendations. The
Committee has unrestricted access to members of
the management, staff and any records / information
etc. that it reasonably may require to carry out its
responsibilities.

Nandan Hari Sharma
Director

Mr. Sharma represents Citizen
Investment Trust.

Composition of Audit Committee

The Audit Committee has been appointed by the Boarq
from amongst the Directors. The Committee currently
comprises of 3 non-executive directors. Senior executiye
management members including the Chief Execytive
Officer attend Audit Committee meetings on need basis,

The Audit Committee was reconstituted on May 6,
2008 as follows:

Mr. Ratan Lal Sanghai Chairman
Mr. Madhu Sudan Agrawal  Member
Mr. Nandan Hari Sharma ~ Member

Committee Members Attendance
The Audit Committee met 12 times during the year,

Name Number of
il L
during financial attended
year 2007/08

Mr. Ratan Lal Sanghai 4 4

Mr. Madhu Sudan Agrawal 12 10

Mr. Gopi Krishna Sikaria 8 8

Mr. Nandan Hari Sharma 4 3

Remuneration Committee

The Remuneration Committee considers human
resource issues and makes recommendations to
the Board on the Bank's policy and structure for
remuneration of the Chief Executive Officer, Company
Secretary and other senior executives with direct
or indirect reporting line to the Board. Furthermore
the Remuneration Committee also conducts
annval performance reviews of such executives and
recommends to the Board on specific adjustments
in remuneration and/or reward that reflect their
respective contributions for the year.

Bhola Babu Adhikari
Director

Mr. Adhikary represents
public shareholders in the
and is the Executive Chairm
of East Nepal Developmen
Endeavor Pvt. Ltd.



The Remuneration committee is also responsible for
review and recommending adjustments in meeting
fees | reimbursements to the members of the board
and board level committees,

The Remuneration Committee also assess and
recommends to the Board on appointment /
selection [ re-appointment of Chief Executive Officer,
Company Secretary and any senior executive with
direct or indirect reporting line to the Board, upon
vacancy or expiry of their respective terms, The
Committee meets as and when necessary.

Composition of the Remuneration Committee

The Audit Committee has been appointed by the
Board from amongst the Directors. The Committee
currently comprises of 2 non-executive directors:
Mr. Ratan Lal Sanghai- Member

Mr. Chandra Prakash Khetan- Member

Credit Committee

The Credit Committee operates within and upholds
the Bank’s Credit Policy Guide. The Board through
the Credit Committee assumes a proactive role in the
Bank's credit management process commensurate
with growth in the risk assets portfolio and appetite
for quality lending business, The Committee reviews,
discusses, deliberates andfor decides strategic

and policy related aspects of the Bank’s credit
management process, The objective is to assist

the management team in creating a high quality
credit portfolio and to maximize returns from risk
assets, The emphasis is on value addition. The Credit
Committee meets as and when necessary.

Shambhu Acharya
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Composition of the Credit Committee

The Credit Committee is appointed by the Board and
comprises of 2 non-executive Directors, the Chief
Executive Officer and up to 2 senior managers. Other
members of the Board and / or external specialists /
consultants are invited as and when appropriate.

The Credit Committee was reconstituted on May
6, 2008 with the following non-executive Directors
appointed to the Committee:

Mr. Chandra Prakash Khetan - Member

Mr. Gopi Krishna Sikaria - Member

Committee Members Attendance
The Credit Committee met 6 times during the year,

Name Number of i Number of
'23:.'; foancial  sttended
= year 2007108 -]
Mr. Chandra Prakash Khetan 6 6
Mr. Ratan Lal Sanghai 5 5
Mr. Gopi Krishna Sikaria 1 1

Professional Director

Mr. Acharya has over 35 years of
experience with Nepal Rastra Bank.

He last held the position of Chief
Controller - Foreign Exchange
Department before retirement. ®

REMUNERATION OF DIRECTORS
Remunerations of the Board and Board committee
members are approved by the Annual General
meetings at the recommendation of the
Remuneration Committee. For determining the
level of fees paid to members of the Board of
Directors, market rates and factors such as required
commitment is taken into account. Remuneration
of a board member is currently restricted to meeting
fees and fixed monthly reimbursement of telephone
bills. Additionally, the Bank also reimburses travel

Ratan Lal Sanghai
Director

Mr. Sanghai has a wide
range of business interests
in garment, textile and
plastic manufacturing. He
is also the Vice Chairman of
Everest Insurance Co. Ltd.
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expenses (domestic airfare) for those Directors who
have to travel from outside Kathmandu valley to

attend Board meetings.

The present scale of Director’s meeting fee is
outlined below:

Board of Directors:
Chairman NPR 8,000.00 per meeting
Other Directors  NPR 6,000.00 per meeting

Meeting fees are not paid to the Company Secretary
and management executives.

The remuneration and reimbursement paid by the
Bank to the Board and Board Committee members
during 2007/08 is as follows:

Board Meeting NPR 512,000.00
Audit Committee Meeting NPR 150,000.00
Credit Committee Meeting NPR 72,000.00

Remuneration Committee Meeting NPR 12,000.00
Mobile Telephone Reimbursement  NPR 166,000.00

Travel Reimbursement NPR 38,678.00

Other Miscellaneous* NPR 21,457.42

Total NPR 972,135.41.
Board relsted actint; h freshs for meetings e1c.

ACCOUNTABILITY & AUDIT

Financial Reporting

The Board aims at making a balanced, clear

and comprehensive assessment of the Bank’s
performance, position and prospects. An annual
operating plan is reviewed and approved by the
Board on a yearly basis. Reports on monthly financial
results, business performance and variances against
the approved annual operating plan are submitted
to the Board at each Board meeting for reqular
monitoring. Strategic planning covering three to five
years is also discussed, deliberated and updated by
the Board. The annual and quarterly results of the
Bank are announced in a timely manner within the
limits prescribed by the law.

Going Concern

The Directors are not aware of any material
uncertainities relating to events or conditions which
may cash significant doubt upon the Bank’s ability
to continue as a going concern and confirms that
the Bank has adequate resources to continue in
business. Accordingly, the Directors haveprepared
the financial statements of the Bank on the basis of

a going-concern concern. A full Directors’ Report is
presented in this report.

Statement on Internal Control

The Bank’s internal control system comprises

a well established organisational structure and

comprehensive policies and standards. The Directors.

acknowledge their responsibility for maintaining a

sound system of internal control to safeguard the

shareholders interest and the Bank’s assets. The Bo

is committed to maintaining an adequate control

structure and environment for proper conduct of its

business. The Board understands and appreciate thal

following are the principal responsibilities of the Boar

on risk and internal control:

i. timely identification of the principal risks,

ii. ensure the implementation of appropriate
control system to manage those risks, and

iii. periodic review the adequacy and integrity of
internal control system of the Bank

The system of internal control covers, inter alia,
adherence to bank’s policies, safeguarding of the
bank’s assets, prevention and detection of fraud and
errors, accuracy and completeness of accounting
records and timely preparation of reliable financial
statements. The system provides reasonable but no
absolute assurance against material errors, losses
or fraud and it is acknowledged that systems and
procedures are designed to mitigate and manage
rather than completely eliminate risks.

The Board is committed in improving the
effectiveness of internal control, risk management
and governance process.

Systems and Procedures

The Bank has an in built internal control system with
well defined responsibilities at each level which sets
the tone of an emerging successful bank. The control
environment has provided discipline and structure to
different facets of the bank’s activities.

Recognizing the significance of control environment
the Bank has instituted the following;

e Areas of responsibilities for all business and
operational units are clearly defined to ensure
effective checks and balances.

e General Authority Schedule (GAS) sets the limit
for operating and capital expenditure for each



DU ———

o o

level of management and is regularly reviewed
and revised to ensure its effectiveness.

Business and functional units are responsible for
the assessment of individual types of risk arising
under their areas of responsibility, the management
of the risks in accordance with risk management
procedures and reporting on risk management.
Job descriptions defining each task and
competency required at all critical levels have
been formalized. Skill, knowledge and abilities
of the staff are continuously enhanced through
training and development activities, which
enable them to operate and monitor the system
of internal control effectively.

Budgetary System is used to measure and monitor
the Bank’s performance against the strategic plans
approved by the Board, covering all key financial
and operating indicators. A detailed budgeting
process is established encompassing all key
operating activities to prepare budgets, which are
discussed and approved by the Board. Effective
monitoring system is in place to compare actual
performance against approved budget and to
investigate significant variances.

Fully computerized system allows management
to focus timely on the areas of concerns through
the system itself. Checks have been in built

in the system itself for the integrity of the

data and consequently the MIS. Relevant risk
management reports are reviewed on periodic
basis by concerned executives or committees for
review and action as appropriate.

Review of internal control is carried out on
regular basis by the Internal Audit department
which is independent of the management.
Results of such reviews are directly reported to
the Audit Committee.

Credit Risk and Operational Risk units operate
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separately and independent from the Internal
Audit for effective assessment and management
of risks and ensuring appropriate levels of due
diligence at all times.

e Internal control weaknesses identified by audits,
review and inspections are accorded top priority
and addressed within prescribed rectification
time lines.

e Disaster Recovery Plan and Business Continuity
Plans are in place to ensure minimum disruption
in business and services in the event of a major
disaster or incident that would impact our ability
to operate under normal circumstances.

o Employees are encouraged to speak up against
unethical or illegal issues to the concerned
authorities. The Bank's “whistle blowing"
provides individuals to raise such issues through
structured reporting procedure that assurances
anonymity.

All systems and procedures have also been designed
to ensure compliance with applicable laws, rules and
regulations.

More detailed discussions on the policies and
procedures for management of each of the major
types of risk the Bank faces, including credit, market,
liquidity and operational risks, are included in the
Risk Management section of this report.

Internal Audit

The Board has approved a charter (Audit Policy) on
the Bank’s Internal Audit. The charter isolates and
insulates the Internal Audit Department from the
control or influence of the Executive Management
and also frees staff within the internal audit unit
from operational and management responsibility
that could impair their ability to make independent





















































































