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> Gaining Momentum in 2006/07

Total Revenue up 47%

Operating Profit up 72%

Loans & Advances grew by 53%

Non Performing Assets improved to 0.35% from 0.65%
Customer Deposits grew by 71.26%

Number of Customer Accounts grew by 69.85% driven by
75.7% growth of retail savings accounts

Number of Branches doubled

Number of Employees grew by 28% to 186

Earnings per Share up 85%

O 0NN A W

Laami Bank completed 5 full years of operations In April 2007, We spent a good part of our first 4 years setting up systems and
prudent risk management standards in ine with international best practices. Along the way wo have set standards in a number
of areas for the Nepalese financial services indusiry o follow and have been constantly “raising the bar”. In the past 2 years
nm'mm'mwwmwmnaw!mnmmmunmm
mercial hubs around the country. As a Bank we have entered the next level and now are poised for a sustanable and all round
rowth, We started “gaining momentum” in 2006/7, which is the theme of this Annual Report - a reflection of the achieve
ments made dunng the yoar under review as well as the Bank's 5 year journey
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> Mr. Mohan Gopal Khetan

founding Chairman of Laxmi Bank passed away on April 26, 2007.

Mr. Khetan embodied all that was good, just and
virtuous in his profession. The dignity and humility he
epitomized, and his pioneering spirit will endure and
remain a source of inspiration for Laxmi Bank.

While we share a deep sense of loss, it has been our
pride and privilege o have been associated with him
and lead us to a position we are in today.

We are ever committed to uphold his ideals and carry
on the path chartered by our late visionary Chairman
for the greater interest of the nation.
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> Gaining Momentum
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Orange Savings
introduced as the
Home Equity premium savings
Loans - part of account
the most flexible
and complete
mongage
solutions

Laxmi Bank's IPO
of NPR 192.5M -
Technical Service the biggest public
Agreement with issue in Nepal
Hatton National Bank, -

Sif Lanka corporate sector
is oversubscribed
by 2.5 times

First Bank in South
Asia to adopt
SwifLNet the most
advanced version
of SWIFT

Scanned with CamScanner


https://v3.camscanner.com/user/download

Debit
and ATM
Card
Dhana
Laxmi,
“the
new
color of
money"

41h Branch
Opens In
Pokhara, a
regional hub

v

*

=
First
issue of
Spark
Laxmi
Bank
magazine
released

Hattisar, Kathmandu
Decomes the
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\ % Services
- First prepaid card -
in the SCT network Teku Branch Travel Related
Services
introduced
Pokhara Industrial
District Branch -
2nd Branch in
Narayanghat Branch Pokhara Janakpur Branch
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S years financial highlights

- Earning per Share (Rs)
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> Laxmi Bank Profile
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«» MISSION STATEME!

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.

10/9002
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:: Incorporation & Shareholding

Laxmi Bank was incorporated in April 2002 and re-registered in
2006, as a Category A Financial Institution under the “Banks
and Financial Institutions Act® of Nepal.

Laxmi Bank merged with HISEF Finance Limited in 2004 in what e
was and still is the first merger in the country.

The Bank's shares are listed and actively traded in the NEPSE,

The current shareholding structure s as follows:

« Category A Promoters representing the country’s leading
business groups - 55.42%

« Citizen Investment Trust, a government of Nepal
undertaking - 9.02%

« General Public comprising of more than 10,000
shareholders - 35.56%
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:: Brand Laxmi Bank
mmmmmwamommmm.a
brand that reflects our relentiess ‘passion for excellence’ and a strong belief that
banking is a long term proposition with no short cuts.

We continue with our efforts 1o build and protect the integrity and value of our
brand in the marketplace by positioning ourselves as the most proficient
representative of the financial community.

We take pride in the progress we have made in the past 5 years and are confident
that our brand will be a key source of competitive advantage in the long run.

|
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:OUR
Our 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,

. ‘Passion for Excellence’
Laxmi Bank is managed by a team of young professionals dedicated to passion for excellence. In a short
period of 5 years we have established ourseives as a key player in the financial services industry and are
recognized as an innovative and progressive bank that aims to provide shargholders and customers with
quality earnings and value-added services.

1wy
e
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Good governance and quality business growth continue to be our driving forces,

Setting Standards
We take pride in having played a role in raising the Industry’s standards In disclosures and corporate
governance 1o the next level. We were awarded with The Best Presented Accounts for two years in @ row in
2004/5 and 2005/6 - a testimony to our pioneering spint and conscious efforts 10 improve the quality within
the industry. We are pleased to note that the overall quality and disclosures in the Annual Reports of the
financial services industry in the country has made a dramatic improvement in the last couple of years

Our commitment and conscious approach 1o risk management is well appreciated, especially by our regulators
and Is reflected in the high quality of our risk assets portfolio. Similarly our information technology
management and online banking services are rated as “Highly Secured” by an internationally recognized
Information System auda firm

We have taken several unconventional steps sometimes to the extent of adopting strategies or introducing
initiatives which no Nepali Bank has previously attempted - the first ever corporate merger in the banking
sector and the largest IPO at the time are some of the examples of what we have achieved in our short history.

We continue to set standards as a thought leader in the retail banking domain - apart from championing
electronic banking we have pioneered new and ground breaking personal financial services such as
Bancassurance and Trave! Related Services.

Our main banking platform “flexcube” Is ranked the number one selling core banking solution world wide and
embraced by over S00 financial institutions across 90 countries. We continue 10 make sound investments in new
and upgraded technologies with a view 10 providing safe, seamiess, advance banking senvices 10 our customers.
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‘Total Stakeholder Satisfaction’
Tota stakeholder satisfacton Temains our prmary objecthe mmm\uwhwmn
O Customens, reguiatonrs. shereholders, employees and cur cCommunity in generat |-umbm
Quaity banking sorvice and stakehokder satisfaction. We fully grasp the importance of engaging more
0 Custirmer relations at every lovel. ensuring sabsfactony, sufficient profits and ploughing back the fruits of oy,
business successes back 1o customerns, the community. and shareholders.

- Our Customers
Oummnmpumuwutmmmniwmbwm
mmwmmwmumm.w«mmamum
bmwnﬂwm&c.ﬁmmmdwmmmm“ﬂu
business Intiatives towards taking our services to the doorsteps of the unbanked which has helped in
Srersitying the base

~ Delivery Channels
Wcmum'mnuwmbmwwmmww
leadership position in e-banking capabilities is our expanding bricks and mortar branches. Although 5 years
is a short history as far as banks go, we believe that we have laid a strong foundation in terms of brand,
technology. risk management systems and a pool of experienced human resources during this period ang
have leveraged on this strongly in the past two years to expand our distribution footprints, products and
services.,

In the past year we opened S new branches:
Our second branch in Pokhara was established inside the Pokhara Industrial District in April 2007,

In August 2007 we opened our New Road Business Centre that marked a significant milestone for us - a
mmumammmmmwumbanwwmm.
NRBC is a key driver for our overall growth in the long term.

wmumwmmut«aamwmmmmww
mwhmm.mmmwmmwmm
strengthen our payout / distribution capabilities.

Our most recent branches have been opened at New Baneshwor which is our 5th branch in Kathmandu and
mmmmwmnmuuhmwmumm.

ummammmmwnwmwwmwd
mmmmmmmummummmmw
in our endeavour 10 achieve organic growth across all businesses.

o;:mmmwwmmrmm'mnmmamdwwwhb
carry out any transactions from another branch.

Seit Service Branches

wmdwmmmmmmhmmduﬂeﬂum
mwmmumamwmwwumw
consumer gives us enough confidence to pioneer yet another concept in retail financial services. The first of
M‘MWMMW“MWWMBMMMWW
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:: Branch Manage

Babin Satyal - Pokhara

Arwp Shrestho - New Baneshwor

Amit Karkl - New Road Business Centre
Bharti Pande Hatusal

Manohar R Uprety el

| b Pokhara ind

wn,n Pulchowk
-

Payout Agents

We have created a network of more than 200 remittance payout agents across the country to distribute
remittances recelved from all over the world, Through these agents Laxmi Bank is represented in 51 districts
serving customers from all social and economic background.

Remote Channels

Laxmi Bank today has arguably the most diverse, efficient and capable service delivery channels in the country.
Complimenting the growing bricks and mortar branches, are our strong suite of e-Banking products backed
by strong technology and a culture of innovation. We are recognized as the industry leader in electronic banking
and offer a host of solutions that are accessible through the interet, email, mobile and plastic cards. Till date
many of our services such as SMS Alerts and Email Solutions remain only one of their kind in the country,

10/9002

yodoy jenuuy

We are part of the SCT Network, a shared network system for debit cards that allows our card holders to access
over 100 ATMs and around 800 point of sale terminals. We are in the process of installing our own switching
capability to support our debit and prepaid card business plans. In addition to the SCT Network, we are setting
up our own ATM network beginning with at least 12 ATMs to compliment our entry to Visa debit and prepaid
card business expected to commence from the second half of 2008,

As in the past we have taken many initiatives to increase the general awareness of remote delivery channels
such as the internet which benefits all players in the financial services, The gradual but a sure growth of
customers “migrating” from branch banking to alternative channeis such as the intemet and the ATM gives
us immense satisfaction in having played a small part in facilitating the change. This again justifies our initial
investments in technology and product development and we believe that the foundations we have laid will
lead to greater returns for Laxmi Bank in the long term through customer satisfaction and bottom line.
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9 \parting effective communications

ol Bank views 1Y
:;w 1o banking, financial and general economy asa

ol responsibility of @ quality consclous

tinancial institution. Again we have taken a number of

mmm“laﬂdm"mh field:

o Our efforts at bullkding strong communication culture
muwm.w'nmvomdttwmostvlmmotﬁco
intranet system that we call %! st (spider web). Makuri
bd\ummmmponal - the lifeline for our
employees. Makurl contains both formal (Circulars,
Monuals etc) and informal (Staff Birthdays,
Comics/Cartoons, Pictures etc.) sections. Makuri is highly interactive and allows our employees to share

sucoess stories, bring new ideas about products or processes in line with our communication culture
where all employees are encouraged to engage and participate in the organization’s affairs at every level.

o Luwm (Bank Nowsbteris a trend setting monthly newsletter that started out in print form and has
today migrated to electronic version. The newsletter is distnbuted free of cost and covers business and
economic briefs and financial indicators, local and international. With a number of banks following suit
and producing similar newsletters, access to financial information by the common man has never been
better! All issues of our Newsletters have been archived and are available on our website,

®  Law iPank Teasury Buleth is a weekly bulletin that disseminates important information related to
treasury and fund management, including economic and foreign exchange trends and outlooks. This
Bulletin is produced in-house by the bank's Treasury Dealers using their experience and expertise. This
Bulletin is subscribed to by major corporate and business houses to help them make informed decisions.

v Spmx-lumeonk'smapzhemanatumlmessionﬁomﬂnnmmandoﬂebmmm
mdmpumocenemsmmdwmwfbmprmm.&ch issue of Spark has its own theme.
Spark is designed for light and relaxed reading on “business, lifestyle and financial” issues. We are

Mbmﬁlhﬂ&ﬂtkhuboenmmw‘ns sk
takeholders is gaining both
and maturity of a quality financial publication. gaining both readership base
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OUR

Provicler of mast integrated financial services
Ry player and a thought leader in the retall financlal services

A bank with the best asset book
Best IT capability
Preferred employer in the financial sector

= Our Strategy

Laeny Sank s management conference in 2007 adopted the theme of “gaining momentum” and we took the
Salenge 1 everage on the strong risk management foundations we had built during our formative years to
0w Doth dur business and bottom lines. The results of the financial year 2006/7 and the current financial
vear refiect the successful implementation of this strategy. Most importantly we have maintained the same
fugh qualny of our assets and growth has been achieved with out compromising on prudent banking and risk
management standards.

aslingg

‘\\.
nav

& & 0w strategy 1o grow strongly on both wholesale and retall banking segments in order to diversify our
tish and revenue streams. We continue to focus on changing the composition of our liabilities portfolio in
favour of core retail deposits.

L0/9002
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:: Our Business

Corporate Banking

In Corporate Banking we have continued to achieve significant growth and progress. Our corporate banking
customers typically belong 10 the top end of the market. Majority of the large corporates in Nepal today use
Laumi Bank as @ major banker for their trade finance, working capital, project finance and foreign exchange
management needs. At Laxmi Bank, we believe in providing solutions rather than loans and focus on building
and deepening customer relationships for long term mutual benefits. This gives us an distinct advantage
and our customers appreciate our approach 1o solving and meeting their financlal needs,

We plan to continue building our corporate books by offering more advanced credit
products and improving our service delivery standards to the
targetad customer segments.

Loan Syndication

Laxmi Bank is the lead Bank of a consortium
of lenders that has financed a prominent
shopping mall - the first international style “m
mall in Nepal. This was a significant milestone gt
for our Corporate Banking business as a
“coming of age” managing a complex loan
structure invoiving a number of stakeholders and
creditors, The Bank is also Involved in numerous
other loan syndications for large ticket credit
structures and expects to explore more of such
opportunities especially against the background of
polential  infrastructure  development  projects
expected in the country
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siness unit. In the past year Treasury has

nitoring the Bank's projected cash flow and overall
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flow of foreign currency through the workforce remittance business and growth
urther Treasury also manages structured investment deals wherein it
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in terms of scope and size of contributions to our

Treasury's amings comes from proactive manage
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relevant with
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matches short term high va
institutions. We expect the role of Treasu

pusiness

Retail Financial Services |
In our short 5 year journey. Laxmi Bank has been at the forefront of ploneering a number of innovative
services and products and we are proud to be recognized as a thought leader in the Nepalese retail financial
services domain. We currently offer one of the widest range of personal financial services and solutions in
the country.

Retall Financial Services remain a strong focus area for us and the contribution 10 our business from this
segment continues 10 grow. Under this segment we provide general banking, financial services to small
businesses, cards, mortgages and the recently introduced private banking to our growing and diversified
customers across the country through our multi-channel distribution capabilities.

Our retail customer base is increasing diversified. Economic entities across the

spectrum - individuals, institutions, non profits, government agencies and private

firms use our depository services. Our Small Business Banking customers are small |.'Xmlll b.mk
and mid-sized business enterprises who are growing rapidly taking advantage of
the changing business environment in the country. We are especially encouraged to
work with a whole new generation of entrepreanuers often representing the second
or third generation business owners who appreciate our tech-driven solutions and
services. Similarly our consumer finance portfolio represents the upward and mobile
breed of new professionals and growing base of the Nepalese middle class.

. o - 94
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Deposits
The Bank offers o wide range of deposit accounts ranging from savings sulted for individual households
and high networth customers 1o cutrent and call accounts for organizations and institutions.

Wo have recently repackaged our flagship savings product “Laxm) Savings® and launched a country wide
campalgn 10 help bulld this mid-level portfolio, Laxmi Savings comes with a host of value added services and
Is positionod s one of the best savings product in its category. The results so far have been largely satisfying
ond we expect this product 1o become the malinstay of our retail Rability portfolio.

The successtul repackaging of our premium savings product *Orange Savings™ last year continues 10 pay
dividends through Increased customer base, deposit volumes and a number of cross sefling opportunities.

Another success story for us has been the “Money Tree* account, a US dollar tier based savings product with
n range of interest rates linked to the account balance. The past year has seen significant growth in both
customer accounts and deposit volumes In this portfolio helping us in our efforts to diversify and Increase
our overoll savings base,

Junior Savings continues to be of our most popular savings products. Junlor Savings accounts helps us
dovelop long term relotionships with our customers. Apart from many features and benefits, we offer a
tangible value addition through our Bancassurance services to help meet our customers’ longer term
financtal needs and helping plan thelr children's future, especially education expenses.

arimiy

nvg
Insvy

We manage payroll functions of many institutions and corporates around the country. This service comes
with @ host of premium benefits to the employees of these organizations. We have also been able 1o
upﬁdkumﬂhmmdummnwmwllndupwlwmmauptoduculudtnuow
and Bancassurance.

20/9002
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Yhobankmmhueslomlbolmuunlomlawlypomollom\lchhmnl'yhtmbtmdoilherall
accounts or term deposits with maturity of 1 year and above. These provide us with high value deposits and
an opportunity to strengthen our refationship with prominent institutions of the country:

* The Bank plays an important role in facilitating revenue collection and fund management of Nepal
Telecom, the largest telecommunication operator in the country, Using our superior technology we have
Introduced bill payment system which allows Nepal Telecom moblle phone subscribers to pay their bills
directly through Laxmi Bank - by way of direct deposit or online using Laxmi Bank, Furthermore the Bank
is also Involved in collection of funds from the single largest Nepal Telecom counter in Kathmandu and

Banepa.
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* =safekeeping and maximizing the funds of 800+ servicemen

e Citizens Investment Trust is a government of Nepal entity
that is authorized to accept retirement funds from employees
of government, public and private organizations. Contributions
to the CIT fund come with tax benefits for salaried individuals.
Through special arrangement with CIT, the contributions to CIT
can be made directly through Laxmi Bank branches and
counters which has simplified the entire payment mechanism.
The bank currently accepts funds in the “CIT Employee’s
Savings Growth Scheme Retirement Fund® and the “CIT
Insurance Fund®,

e Nepal Army deploys peacekeeping missions under the
United Mission peacekeeping mandate around the world, from
Africa to the Middle East. For many of these missions the Bank
acts as the fund managers with the responsibility of

mmmmmmangmmammdmummmm
bank also manages the welfare funds of Nepal Army and performs the role of a financial advisory to the
institution.

Mortgages

The Bank offers a full suite of mortgage products in the form of Home Loans to purchase or construct
residential properties, Home Equity Loans to refinance built up equity, and Home Improvement Loans to
finance renovations and extensions of existing properties. Furthermore Home Equity Loans are available in
the form of Line of Credit to select customers who meet the Bank's criteria in terms of satisfactory track
record and loan to value ratios. Mortgages remain the mainstay of our consumer finance portfolio
contributing over 80% to the total consumer finance book and around 12% overall. Our focus on bullding
a sound and diverse Mortgage portfolio continues to yield satisfactory returns - the portfolio has witnessed
growth levels of 70% over the year and delinquency leveis calculated on lagging basis have been maintained
below 1%.

Small Business Banking

Small Businesses remain a strong focus area for us and we are recognized as a serious player in this
segment. Our success in building a strong portfolio can mainly be attributed to word of mouth advertisement
from our satisfied customers. We have adopted a number of unique initiatives such as building a team of
Relationship Managers especially trained 10 serve this segment and use of modern credit risk assessment
tools in the form of a Small Business ScoreCard. More details on Laxmi Bank’s approach to Small Business
Banking is available In this report under the section titled Small Business Banking - Believing in Each
Other!

E-Banking Solutions
Email Solutions

We introduced Emall Solutions last year that reinforced our position as the market leader in e-banking
services. This innovative solution 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, newsletiers, forex rates
etc. As with other e-banking services, Email Solutions has been embraced and widely subscribed to
by our customers giving us the satisfaction and motivation to continue setting
standards for the industry to adopt.

Laxmi iBank - complete internet banking

The Internet continues to play an increasingly crucial role in service delivery and
even more s0 in the financial services industry. In developed markets the emergence
of Internet banks, which do not have physical office locations, and yet provide full
range of banking services via remote access is something we at Laxmi Bank are
keeping an eye on.

/
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offices including, account-to account fund transfors. account 1o third party transfers, download account
statement, initiate lettors of credit applications, request for demand drafts amongst others, Additionally

umcuanhmmumonmulmmsum“mwmmwmmmlwhm
with respective service providers,

SMS @ laxmibank - SMS Banking

SMS&MN('"Mthnmnvuwh«owoommwmvawambummww
follow. In sarly 2ooemnmmsmsmmmmmtmmmsmuemw
downloading activities/ststement thiough a mobile telephone set, our customers are able 10 stay on top of

lheulmamwcmmmmSMStumyuamboMoanm100‘15&!SMM
become a brand in itself.

Wealth Management Services
Mutual Funds
umnmnkuamuwmmmmnumuwummemomwmumm

the market is slowly but surely gaining the sophistication for the launch of Mutual Funds in the near future.
We keenly awalt the regulatory framework to be finalized in this context.

Market Makers
Laxmi Bank is authorized 10 operate as a market maker for Issuance and purchase of government bonds
through the primary and secondary market. The country has however yet 10 develop a robust and mature
‘bond” market.

Uriimy
anvy

Inavy

Bancassurance

Laxmi Bank ploneered the concept of Bancassurance in Nepal in October 2006. The bank has been licensed

by the insurance regulatory board of Nepal, the Beema Samiti. Under the present regulations, the bank .. ..
distributes life insurance products of all major insurance companies in the country,

10/900Z
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Sandook ~ Safe Deposit Lockers

The bank offers custody services in the form of safe deposit lockers under our brand name *Sandook”
(treasure chest In Nepali). We offer safe deposit lockers in different shapes and sizes in 3 branches, These
lockers are designed to provide utmost physical security along with privacy and convenience of access.

Convenlonce Banking - Travel Related Services
In continuation of Laxmi Bank's tradition of innovativeness and leading the change in the retail banking
space we have recently introduced “Travel Related Services”.

We have partnered with like minded and leading players in their respective industries and now offer our
customers 4 major travel related services - Travel Monies, Travel Insurance, Travel Booking and Travel
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Travel Related Services benefits travelors as oll services associated with traveling are Now availabile Unde.
e roof We are confident that this service will help us establish stronger ties with our CUStOMeyy i 0
. u H y

stinue 1o strive forward 10 our goal of being & one stop provider of financial solutions, we
(88 o

Lavmy Bank's Travel Related Services adds yet another dimension 1o our “Corwienance Bunkmp' theme
e which we offer several non tradittonal and ifestyle management services
U ,

Lavm Bank - Express Money Transfer
An estimated 1.5 million Nepalese work in the Gulf and South East Asla as part of the global 9"°f\omenm

of movement of human capital from developing countries to developed economies. Remittances sent home
by this workforce have been a mainstay of the country’s economy for a number of years. Laxmi Bank
a strategic decision 3 years back to become a major facilitator in “bringing money home*,

Laxmy Bank - Express Money Transfer is the brand name under which our workforce remittance businesg
s conducted

After extensive research and efforts we overcame @ number of hurdles and commenced business from
Fobruary 2007 starting from Dubai, UA.E. and Malaysia.

Today Laxmi Bank - Express Money Transfer facilities payments from all Middie East countries through
strategic alliances with leading money transfer companies and financial institutions such as Arab National
Bank, Wall Street Exchange, Instant Cash, Xpress Money Services, Al Ahalia Exchange, Al Ansari Exchange

and Sewa Money Transfer.

On the South East Asia side, our alliance with Merchantrade Asia, a reputed Malaysian telecommunications
and remittances service company is now the major player in the Malaysia-Nepal remittance corridor. Having
operated the first year of business through a single branch in Kuala Lumpur, the Malaysian Central Bank
has recently granted license to operate 6 more branches out from Penag, Klang, Ipoh, Bukit Mertajam,
Johar Bahry, Batu Pahat and Muar. We expect this to at least double the existing business size.

In addition to a strong and diverse sourcing network across the Middle East and Malaysia, we now manage
a large and efficient distribution channel that has expanded to over 200 “pay-out” agents spread over the
length and breadth of the country. We currently reach out every month to around 10,000+ families in Nepal
who mainly represent the "un-banked" segment of the economy thereby providing them access to modemn

and reliable banking services.

Plastic Cards

SCT Cards
Laxmi Bank's plastic money, branded as “Dhanalaxmi”

comes in the form of Debit Cards and Cash Cards which can

be used across a network of 100 ATMs and around 800 Point
of Sale terminals. These cards operate under the network of
Smart Choice Technologies, which provides network services
to majority of banks in Nepal. Currently with a membership of
over 30 financial institutions, the SCT network is a growing
company already eyeing access to India in the near future.
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We were the first bank under this network to issue
prepaid Stored Valued Cards through which non
customers of the bank can enjoy the benefits
provided by plastic money. We are exploring
possibilities of Integrating other products and
services to our plastic based solutions through
associations with like-minded forwarded thinking
service providers in order to hasten the plastic
revolution in the country.

Visa International

As a member of Visa International, the Bank is now
poised to offer wider range of plastic products and we
are currently implementing and upgrading new
systems and processes to compliment our strategy of
groming our overall plastic business.

« Visa Credit Cards

We introduced Visa Credit Cards in May 2007. Our Cards can be used in aimost 30,000 ATMs and 300,000
merchant outlets all over Nepal and India. With the introduction of Credit Cards, Laxmi Bank is now
positioned to offer the most complete range of personal financial solutions in the country,

ETTILTE
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We have monitored our credit card portfolio carefully and have introduced a number of risk mitigants in the
credit evaluation and monitoring process. Our experience in managing a vibrant consumer finance portfolio
has helped us maintain a high quality credit card portfolio till date.

£0/9002
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« Visa Deba Cards

After a successful introduction of credit cards, we expect to issue Visa Debit Cards in 2008. We have chosen
an internationally tested switching system and are in the process of testing and implementing the same. For
us Visa Debit Cards will mark a significant upgrade in our service capability and is expected to help us grow
our retail customer base. Along with cards that are valid in Nepal and india we also plan to offer international
cards and travel cards that can be used by our customers all over the world.

:: Cautionary Statement 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 projectons.

! Forward-dooking Statements are statements that a7e not histoncal facts and includes the Bank's bediefs and 1
expectations. Forward looking statements use words such as ‘aim’, ‘expect’, ‘anticipate’, arget’, ‘intend’, ‘plan’,
‘Delieve’, ‘seok’, ‘estimate’, ‘potential’, ‘reasorably possible’ and varations of these words and similar p _3;-,}
e1Dressions. 2. ‘
By thewr nature Forward 0oking Statements involve risk and uncertanty because they relate 1o future events or
circumstances and a number of factors beyond Laxmi Bank's control. In view of this, readers are cautionad that &
number of factors could Cause actual resulls 10 differ, in some instances matenally, from those stated herein due
10 changes in basic assumed conditions. Forwardlooking statements spesk only as of the date they are made,
and it should not be assumed that they will be revised or updated in the Ight of new information of future events,
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> Directors' Report

Respected Sharehoiders,

This report reviews the Bank’s activities during the year 2006/07 along with progresses, achievements,
challenges and plans for future. This report has been prepared in compliance with the provisions of the
Companies Act, Banking and Financial Institutions Ordinance / Act and applicable Nepal Rastra Bank
Directives.

asiingy
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:: Review of Bank's Operation for Fiscal year 2006-07

Key Financial Highlights
The Key Financial Highlights for the year 2006/7 is presented below:

10/9002
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Figures in NPR Mitions
Particular 16/7/2006 16/7/2007
(32/3/2063) (32/3/2084) % Growth
Paid up capatal 60991 297 1964
Net Worth 649,05 84259 2982
Deposits & Borrowings 447411 761105 7012
Fusk Assets 428011 6.520.24 5255
Irvastments 57981 146039 15187
Operating Profit 7515 12966 7253
Net Profit 3539 8558 851
Provision for Loan Loss T4 LT 1807
Network
Branch Expansion
The Bank added 4 new branches during the review period - in Puichowk and Teku in Kathmandu valley,
Narayanghat and Inside Pokhara Industrial District. In line with the Bank’s on going plans of strategic

expansion, we have already opened 2 additional branches in the current financial year at New Road,
Kathmandu and Janakpur. The Bank further has plans 10 establish 3 more branches during the current
financial year.

Such strategic branch expansions has helped the Bank achieve overall growth of banking activities especially
mmmuumlmmmnmummmmdmmm payments and
accessing small and medium sized borrowers. The Bank's growing representation points has aiso added to
the visibility and helped strengthen the Laxmi Bank brand.

The Bank further expects to continue increasing its footprints through strategic branch expansions to
WNWM“ﬂWImlmmbrM.
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Technoiagy
Larmy Bard § La0ershg It technolo) 1 8 matter of prioe for all of us. Since X's INCeption in 2002 the Bank
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Government as nformaton system auditors. We have received a rating of “A” - Highly Secured Yor our
mmmumnmbmmmbnmmm

CPEraTONS and Mmanagement

Remitances
The Bane entered the workforoe Temmiance business last year by facitating payments oniginating from

mwummmnmmmmmm-mm
Transter that facilfies real time payments, which has become one of the best performung systems 0 the
mnnmnnmmzmm-nmmmuw
mmmmmmuwa’mnnwmmmm
nww-umumdwmsﬂm”mm
mumwhwmmumdnmmnnm

remTianoe SOMooTr.

NwwummmammmnﬂwWMMh
terms of volume @s well 85 SCODE and actvities related 10 remtances.

Creat Caros
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Bancassurance
Mmmnmm»wumnmmmmmn

mmddmmeMammmmmbw
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Rights Shares
maw'smamma-&xmmmmmammmm

in the Nepal Stock Exchange.

:: Impact of National and International

Events on the Bank’s Business
mwsmqummmumwmmmu
MMM'M.WWMUWMMMU\C
wummmnmwnumummdwmm.
wmwdmummdm.mdmm“
mammw-mammmmmnmm'nowd
mconrﬂml-mmumdmmmummmmm

mmhmmmdmnﬂm.
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Notwithstanding these challenges and obstacies the Bank has been successful in continuing the momentum
and growing the overall size of the business and balance sheet. The Bank is well positioned 10 benefit from
the expected political stability and improvement in the peace and security situation in the country in the days
ahead.

= Current year's achlevements and Plan of Action
The Bank’s financial highlights as on the first quarter of the current fiscal year are presented below

Figures in NPR Milions -

SNo. Particular 17/10/2007 (31/06/2064)
1 Deposits & Borrowings 868241

. ) Risk Assets 149636

3 Investments 1.366.68

4 Operating Profit 4928

The Board of Directors of the bank have envisaged the following action plan for the future progress of the bank:

To increase capital proportionately as per regulatory requirements

To open 3 new branches to expand network

To reduce cost of funds and increase Risk Assets volume

To expand the distribution network to increase contribution of workforce remittances to the Bank's

revenue base

« To continue to strengthen and implement the corporate governance standards adopted by the Bank
to enhance image and brand

« To anticipate and prepare for competition in the form of branches of international banks in the
wholesale banking sector as a result of the country’s entry into the World Trade Organization

« To streamline and enhance scope and activities related to Visa plastic cards and commence issuing
US Dollar cards for international use

¢ To introduce Employee Stock Option as part of the Bank’s Human Resources performance
management system

. & s »
LG

Ny
LLLAD |
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The Bank will implement the above identified plans in a timely and effective manner and in accordance
with prevailing laws of the land in order to meet the expectations of all stakeholders.

:: Industrial and Professional relations

The Bank takes great efforts to maintain cordial professional relationship with various national and
intemational, governmental and non-governmental entities and with all stakeholders as part of it's normal
operations. With all round growth in operations and network, the Bank today has cordial and transparent
relations with all levels/sections of the society.

: Human Resources

The Bank's policies and practices reflect our belief that Human Resources are the most vital assets of the
Bank. The Bank strongly emphasizes on all round professional growth of our employees. Our employees
undergo series of in-house and external training programs related to their respected work area. Apart from
trainings our employees also participate in seminars and workshops in order to provide them exposure on
international best practices. Our HR performance management system is based on performance linked
Initiatives and benefits. All employees undergo an annual performance appraisal which determine annual
salary increment. The Bank actively identifies and recruits staff at all levels depending on the skill set
requirement. The Bank also adopts proactive measures in ensuring that we motive and retain our trained
and committed workforce. The Bank recognizes the challenges of retaining such individuals in an
environment where new Banks are emerging and will continue 1o introduce performance and loyalty based
schemes in order to help retain performers at all levels.

23
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:: Corporate Social Responsibility

The Bank recognizes it's roles and responsibility towards the society we operate in and actively engage in
the betterment of our community. Qur CSR programs are run under our “Laxmi Cares” program and support
a number of social causes in joint partnership with our empioyees.

The Bank's policy and approach to Corporate Social Responsibility have been described in detatl elsewhere
In this report.

:: Changes in the Board of Directors

The untimely demise of our late Chairman Mr. M. G. Khetan has caused a vacancy of the Chairman/Director,
Our late Chairman was a visionary who embodied all that was good and just in his profession and business
and was a nationally recognized personality. His foresight, able leadership and guidance have been
instrumental in the all round progress achieved by the bank in such a short span of time. The country has
lost a visionary who championed the cause and development of the country’s economy and was recognized
as one of the most prominent citizen of the country. We express our heartfelt gratitude to all those who
expressed their condolences and stood by us through the tragic time and reinforce our commitment to
realize the dreams and aspirations that Mr. Khetan had for Laxmi Bank.

Mr. Rakesh Kumar Adukia, representing the public shareholders resigned as Director with effect from 8
May 2007.

:: Main factors affecting the business

a. Possibility of unhealthly competition as a result of growing number of financial institutions in the
country and the risk of operating in such an environment

Operational and reputational risk associated with providing banking services

Risks associated with changes in laws and regulations

Volatility in the liquidity position of the market

Concentration Risk associated with lending to a particular sector or industry

pap g

:: Comments and Justifications on any remarks on the Audit Report
There are no remarks on the Audit Report.

:: Dividend

In line with the Bank's plans to increase capital proportionately, the Board meeting held on December
12,2007 decided to distribute 10% dividend in the form of bonus shares and cash dividend equivalent to
the tax on the said dividend from the reserves and profit earmned up to financial year 2006/7, subject to
approval from Nepal Rastra Bank. The Board further approved Increasing the paid up capital by 20% by
way of 5:1 rights issue, after issue of bonus shares.

In case the above approval for bonus shares is not forthcoming from Nepal Rastra Bank, the Board further
decided to issue a 4:1 rights shares 10 raise the capital by 25%, subject to necessary approvals by the AGM
and regulatory authorities.

:: Forfeiture of Shares and particulars thereof

HISEF Finance Limited Shares: Of the 109 sharehoiders who did not respond to the Final Call of the last
instaliment of NPR 20.00, the Bank allotted matching units of shares at NPR 100.00 to them and forfeited
401 unit shares.
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Laxmy Bank Limted Shares: Simaarty 30 units of shares of Laxmi Bank trom 6 shareholders who did not
respond 1o the final call for payment have been forfered.

u:u'ousxmmwwmsw.mmmmmwmmmmramaa,xoo.oo

On Ths account. All legal procecures as required by the law have been complied with at the time of the
above forteture

- Progress Report of the Bank and Subsidiaries

The Bank's progress report for the year under review have been highlighted above In this section. The Bank
Coes not have any subsidiary as of date,

- Main transactions of the bank and its subsidiary company during
the financial year and important changes, if any, therein

These have been disclosed above,

:: Detalls of information made available to the Bank by general
shareholders

No such information has been made available to the Bank by such Shareholders.

ariin
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:: Details of Shares purchased by the Board Directors and office
bearers of the Bank

The Directors and members of the Management committee subscribed to the 5:1 rights issue resulting in
increase of the number of shares held by them. Further the shares owned by the late Chairman of the Bank,
Mr, M.G. Khetan have been transferred in the name of M. RK. Khetan.

Apart from these, the Bank coes not have any information of any directors or management committee
members having transacted in shares of the Bank,

:: Details of contracts / agreements entered by the Bank with any
directors or any entities where any Director or an immediate family

member of Directors has personal interest
The Bank has not entered into any contracts or agreements with such entities.

:: Details of buy back of shares, if any
There were no buy backs during the year under review.

:: Internal Control system and details thereof

Apart from standard regulatory supervision and control system, the Bank has it's own internal control
systems and processes in place, The Bank has set up an independent Internal Audit department that reports
directly to the Audit Committee which is a Board level committee. Similarly the Bank has separate risk
management and control units for operations and credit.

The Bank has comprehensive risk management policies and documentation in place.
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.: Managoment Expenses In the last fiscal year
he breakdown of Management Expenses in the financlal year 2006/7 are as follows;

Particulars of Management Expenses Amount In NPR millions
Staft Expenses 48.79
Oftice Overhead Exponses 63.55

112.34

Total Management Expenses

.. Detalls of members of the Audit Committee, remenuration

paid to them and report of their activities
The composition of the Audit Committee during the review period was as follows:

1. M. Madhusudan Agrawal, Director - Chairman
2. Mr. Gopi Krishna Sikaria, Director - Member
3. Mr. Bhubal Ral, Head of Internal Audit - Member

Chartered Accountant Mr. Kishor Banskota who was serving as a professional expert in the Committee
resigned on 8 July, 2007. The Bank expresses gratitude to Mr. Banskota for his contribution 1o the
Committee during this tenure. During the current financial year, Mr. Ral has been transferred from
internal Audit department and hence he has been replaced in the Committee by Ms. Chandnee Jha,

Mng"nmbwpedodlMMRComnmemuHUMThemmﬂoobfu\eAudRCommmg
eqummtomemeeumfeeolmMdmmwmwmupawtou\owmm
members during the financial year 2006/7 was NPR 144,000.00. The representative of the Internal
mxmmmmmwmmmummwamamMuwmmmamm

:: Details of receivables from Directors, Chief Executive Officer,
General Shareholders or any company, firm or entity assoclated
with such individuals or their iInmediate family members

There are no recelvables from any such individuals or entities.

:: Remuneration and allowance paid to the Board / Committee
Members, Management Executives

The Directors are not entitled to salaries from the Bank. Board Meeting fee of NPR 8,000.00 is paid to
the Chairman and NPR 6,000.00 is paid to Directors per meeting attended. Further all members of the
Board receive NPR 2,000.00 per month for reimbursement of mobile telephone expenses. Members
are provided domestic airfare at the time of traveling to attend a Board Meeting.

The annual remuneration paid to the Chief Executive and Management Executives for the financial
year 2006/7 is presented below. The Chief Executive and Company Secretary are not entitled to receive
any meeting allowances for attending Board Meetings.

SNo  Particulars Total Salary and Allowances pald in NPR millions
1 Chief Executive Officer 751
2 Company Secretary 143
3 Other Executives 10.29
:: Unclaimed Dividends

As of the report date, NPR 126,900.00 worth of cash dividends pertaining to 577 shareholders remained
o be delivered from the dividends declared by HISEF Finance Limited In 2055/56 prior to merger with
Laxmi Bank. The outstanding to be paid as on 2064.5.30 is NPR 126,870.00 of 576 shareholders.
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:: Other disclosures as required by the

Company Act of 2063 B.S.

Amendment of Memorandum and Articles of Association

As a result of the decision to increase the Bank's capital by issuing rights shares and introducing Employee
Stock Option upto 1% of the paid up capital, the capital structure of the Bank will change. On approval of
both the proposals. the paid up capital of the bank needs to be changed and this warrants amendment in
the Memorandum of articies of the bank, which has been tabled separately for epproval by the AGM.

Recommendations of the Remenuration Committee
mummmmmmwmmmumuww
resources and has a vision of being the most preferred employer in the industry. In line with this the Bank
has a proactive performance linked management system which covers job and personal upgrades, salary
increments and professional development through trainings and seminars. With the entry of a number of
new financial Institutions in the country all established Banks including Laxmi Bank have felt the pressure
10 retain and motivate their skilled human resources and inturn the aspirations of such employees have
risen accordingly.

In view of this and in recognition of the role played by the executives and staff of the Bank in the sound and
quality growth, the Bank has introduced Employee Stock Option, not exceeding 1% of the paid up capital, in
order to gain long term loyalty and motivate good performers to continue performing at high standards.
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This scheme will be introduced after approvals from the concerned regulatory bodies. Laxmi Bank recognizes
that such a scheme Is being introduced for the first time in Nepal and will seek to expedite it's
Implementation at the earliest after obtaining the required regulatory approvals. This will entall an increase
In the Bank's capital by 1% which has been approved by the Annual General Meeting held on 14 January
2007. The dstribution of shares will be approved by the Board on the recommendation of the Remuneration
Committee and such shares will be deemed as public shares of the Bank.

20/9002
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Communication with Shareholders

Laxmi Bank clearly recognizes the importance of transparency and accountability to all its stakeholders,
particularly its shareholders and investors. In this regards, the bank releases annual reports, quarterly
reports and other such appropriate and relevant information about the bank's operations using different
channeis on a timely basis as well as through bank's website www.laxmibank.com, The bank encourages
all its investors and other individuals to participate in the Annual General Meeting, which is an open forum
for interactive discussion.

Finally, we express our gratitude to our valued shareholders, customers, regulators, and auditors for their
support and cooperation. The management team and the members of staff deserve a special appreciation
for their efforts and commitment.

Thank you.

Board of Directors

(Ongnal version of this report is in Nepali and is avadable on request from our Corporate Office)
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> Executive Committee

SUMAN JOSH!
Chief Executive Officer

BHUWANESHWAR P. SHAH
Corporate Affairs Director
& Company Secretary

BHUBAL RA
Chief Governance Officer &
Head - Operational Risk

AJAYA B. SHAH
Chief Strategy Officer &
Head - Retail Financial Services

JIWAN UMBU
Chief Technology Officer

NIRMAL DAHAL
Head - Credit Risk

SUMED BHATTARA
Head - Corporate Banking

SANJEEV JOSHI
Manager Branches & Global Network

MAHESH BAJRACHARYA
Manager Finance & Treasury

STUTI BASNYET

Manager Human Resources & Corporate Communic ation:
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> Corporate Governance

:: Our Commitment

Laxmi Bank is committed to a high standard of corporate governance, business integrity and
professionalism in all its activities that assures all stakeholders that the bank is being managed
ethically In compliance with best practices and legistation and within predetermined risk parameters
thereby protecting and adding value to their investment.

:: Board of Directors
mmuwmwmmmmmmnwmnmwmm
and controlling the Bank and Is accountable to the shareholders for financial and operational
performance. The Board approves and monitors strategies and financial plans.
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The Board of Directors of Laxmi Bank places high priority on Internal controls and the manner in which
the Bank is managed and led. The Board is committed to reviewing and updating the Bank’s corporate
governance structures and makes every effort to set the highest standard in Nepal. The Board Is
committed to exceed mandatory requirements In terms of the extent and timeliness of corporate
disclosures and financial reporting.

20/900Z
yodey jenuuy

The roles of the Chairman and the Chief Executive Officer are distinct and separate, The Chairman leads
the Board and ensures the effective engagement and contribution of all directors. All directors participate
in discussing and reviewing strategies, performance and risk of the Bank and board meetings are
structured to allow open and transparent discussions. The Chairman also ensures that all directors are
able to contribute 10 a good governance of the Bank in accordance with their respective capabilities.

The Board is in complete control of the Bank's affairs and is fully cognizant to Bank’s obligations towards
the shareholders, depesitors and other stakeholders. Whilst the day-to-day management of the bank is
delegated to the management team, the Board retains to itself approval of pertinent matters Including
annual plans, performance targets, large value loans, policy matters, acquisitions and disposals of assets
above predetermined thresholds and any substantial change In balance sheet management policy. The
directors constantly scrutinize the performance of management in meeting agreed goals and objectives
and monitor the reporting of performance.

The Chief Executive Officer has responsibllity for all businesses and acts in accordance with the
authority delegated by the Board. Responsibility for the development of policy and strategy and
operational management is delegated to Chief Executive Officer.

All members of the Board are in capacity of non-executive directors / advisors. The current Board
comprises members who offer a wide range of skills, experiences, knowledge and independent judgment.

The public is presently represented by 1 director elected during the fourth Annual General Meeting after
the 2nd director resigned due to personal reasons. Likewise, Citizen Investment Trust has appointed 1
director to the Board. Furthermore a Professional Director has been appointed to the Board with effect
from 17 July 2006 as per the provisions made in the Bank & Financial Institutions Ordinance / Act.
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professionals Iif deemed necessary.

Remunerations of the board and board committee members are approved by the annual general meetings.
Remuneration of a board member is currently restricted 10 meeting fees and fixed monthly reimbursemeant of
telephone bills. Amount paid by the Bank to the Board and Board Committee members during 2006/07
aggregated to NPR 1,085,843.00. Sitting fees are not paid 1o Company Secretary and management executives.

Duning the last financlal year, the Board held 12 board meetings and one annual general meeting, Details of the
board meetings held during the fiscal year 2006/07 along with the attendance record of the directors are as follows:

iN Date of mectrg Number of Altendance
Board Members
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Attercance record by each dwector at the Board Meetings held during the fnancial yedr are as follows -

Nare Number of wof

Meetings attended atendance
Me Monar G. Knetan 90l9 100
Mr Bhola B. Adhikary 11012 92
Mr. Chandra P. netan 120012 100
Mz, Gopr K. Skara 0of 12 83
Mr Madhy § Agrawel 110f 12 92
Mr. Nandan M. Sharma 100f 12 83
M:. Rakesh Aduica 409 4
Mr. Sambhy P. Acharys Sof 12 67
Me Narendra K. Basnet dota 100
Mr. Ratan Lai Sanghai 100f 12 83
:: Board Committees

The oversight functions of the Board of Directors are performed through RS various committees. Presently,
there are 3 Board Committees:

« Credit Committee

*  Remuneration Commitiee

*  Auott Commitice

ariimy

vy
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Credit Committee

With growth in the Bank's business and appetite for quality lending business, it is imperative that the
Board assumes a proactive role in the Bank's credit management process. The Board achieves this goal
through 3 credit committee comprising of 2 non-executive board members, the CEO and upto 2 senior
managers. Other members of the board and / or external specialists / consultants are invited as and when
appropriate.

10/900Z
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The committee meets as and when necessary to review, discuss, deliberate and/or decide on 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 retums from risk assets. The
emphasis is on value addition. The commitiee operates within and uphoids the Credit Policy Guide.

The Committee met 9 times during the year 2006/07.

Remuneration Committee

The Remuneration Committee comprises of 2 non-executive directors and has been entrusted with the

following responsibilities:

+ conduct annual performance review of the CEQ, Company Secretary and any senior executive with
direct or indirect/dotted reporting line 1o the Board.

+  recommend to the Board on specific adjustments in remuneration and/or reward that reflect their
respective contributions for the year,

«  review and recommend adjustments in meeting fees / reimbursements to the members of the
board and board level committees.

« assess and recommend to the Board on appointment / selection / re-appointment of CEO,
Company Secretary and any senior executive with direct or Indirect/dotted reporting line to the
Board, upon vacancy of expiry of their respective terms.

The Committee meets as and when necessary.

Audit Committee
The directives of Nepal Rastra Bank and the relevant Company legisiation govern the formation and
functioning of a board level Audt Committee. Laxmi Bank has formed an active Audit Commiittee with a view

10 carrying out the following functions:
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Functions of Audit Committoe
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control, financial reporting and business ethics policies.

o the Bank's financial reporting process and ensure correct, adequate and credible

disclosure of financial information.

mnnmmmmmwmnu
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concerming financial statements.

+  Review and approve annual audit plan with consideration of scope and coverage over the activities
¢nmmmdum Also review the Internal Audit’s basis of assessment
and risk rating of the proposed areas of audit

+  Review the findings of the internal audit department into matters of fraud & irregularities (f any) or
faslure of internal control system and suggest strengthening of control mechanism. Monitor the
follow ups of such findings.

«  Interact with Statutory auditors before the finalisation of the annual accounts and audit report,
focusing on the changes in accounting policies and practices. Review the draft Management Letter
m”mmmanbmm

«  Review with the management the performance of statutory and internal auditors and adequacy of
the internal control system.

«  Recommend to the Board and to the Shareholders a suitable accounting firm to Act as the Bank's

Statutory Auditors.

The committee ensures:

effective internal control and risk management mechanisms are in place across bank's operation
bank's regulatory compliance obligations are met

a high standard of corporate governance is observed across the bank

a comprehensive audit plan appropriate to the size of bank’s business is formulated and implemented
Integrity of financial data released to the board and external parties

appropriateness of accounting policy in relation to bank's activities

periodic review of bank’s audit policy

mmmm'smm.mmmmmwm
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ntermal Auat Department

The Board has approved & charter (Audit Policy) on the Bank's Internal Audit, The charter isclatos and
mummenWaM¢ummm~
froes staff within the internal audit unt from operational and management responsibiity thet could Impeir
Mmhmmmdme-duu&‘nmwnmum
Auditor reports directly 10 the Audit Commitiee which is chaired by 8 non-executive director.

mmmmmmmm-nmwmw
CONSUNing unit designed 10 add value and improve an organization's operations under the direct supervision
of the Audt Commitiee. R has been des.gned 1o heip the Bank and sccompish its objectives by banging

.mmmnmwm'umummm
and governance processes.

Internat Auodt Department has the following functions:
. mumamwm

*  Examination of financial and operating information (Including detailed testing of transactions &
balances)

Review of the Economy, Efficiency and Effectiveness of operations
mummmmmm(ummmma
Special Investigations

Provige independent advice to the Audit Committee

CLTIL TR

wvy
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Statement on Internal Control
MMMdOﬁmmnmumamde
wwmnmmmuu&ummmamnm
an adequate control structure and environment for proper conduct of its business. The Board understands
and appreciates that following are the principal responsibilities of the Board on risk and internal control:
L Timely identification of the principal risks. Ensure the implementation of appropriate control system
10 manage those risks.
. Review the adequacy and integrity of internal control system of the Bank

The system of internal control covers, inter alia, adherence 1o 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 Board s commitied in improving the effectveness of internal control, risk management and govemance process.

However, no system is fool proof and It should be acknowledged that the systems In place are designed to
mitigate and manage rather than compietely eliminate risks and can only provide reasonable, and not
absolute assurance against the risk of material misstatement, fraud or losses,

Internal Control Environment

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

Recognising the significance of control environment the Bank has instituted the following:

+  Appointment of Board committees with written terms of reference, which have been delegated with
specific responsibilities. These committees have the authority to examine all matters within the
scope of responsibility and report back to the Board with recommendation for decisions.

+  Establishing the ‘General Authority Schedule (GAS)' which has set the limit for operating and caprtal
expenditure for each level of management of the Bank. GAS is regularly reviewed and revised to
ensure its effectiveness.
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Procedures in the managerment of the business affaics of
the Bank have been structured  Such procedures are

reviewed and revised as and when necessary. e S Ry an——
. mdmmmmmumwlm “ .MW‘:::::::

Bank's employees are of high integrity and ethical values. ‘\ .M“vﬂ‘“-.

Job descnptions definng each task and competency o o g g ing

Muummmmma \ .

assess the staff performance. Skill. knowledge and abilities of

the staff have been enhanced through traning and

development activities, which will enable them (o operate and

monitor the system of internal control effectively.
mmnm»mwmmmn

performance against the strategic plans approved by the Board,

covering all key financial and operating indicators. A detailnd

budgoting process 1s established encompassing all key operating

activities 10 prepare budgets, which are discussed and approved by the Board. Effective

system is in place to compare actual performance against approved budget and 1o follow up on the
} e

robust Performance Appraisal system has been in practice 1o ‘\ navn Mg P U4

" mummmmmwmmmummmm,,

5 mmmmw.mmmnmmmmlmhwmg

g the data and consequently the MIS.
mummmwmmwmrmwmhwmm

- MuWndmmMo’mmmmwbhhﬂ

‘e Committee.

- mcmmm.mwammmmmmmmmu
the internal audit department is based on areas of priority as identified in the risk assessment
exercise and in accordance with the annul audit plan,

. mwmmmmmhommommmmﬂhcﬁmym
the assessment and management of risks in varying degree and levels.

. mww.mmdmmmmmumommm“
credt exposures.

. mmmmmmmwmmmnﬂwmrmma“
mau MMWM.WWMdMWm“me
the rd.

. mmmmmmmummmmmm
nmmﬂmdmmmmhmmlmmmm
disclosure In the financial statements.

. mwmmmmhcmmnawmwdmhw

mamouaaummmmwmmdmmﬂnmw

operate.

:: Compliance
mmbamm.mmmgommnmmm
the
mmmmmwmmmwmmmmwam
Mwwmuuwmm.nuamuwmhmmm
wmmbbWWMWMMMWMWWB
wmmmmwtmmmmmmmmwmw

:: Chief Governance Officer

Ammmdawcmwmmmmmmdmmuaw
step and reinforces our commitment to highest standards of governance. The Chief Governance Officer is
Mmummmuumummmmmmuww
mummmmmmmmmm.mwwm
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:: Whistle Blowing

A policy on “whistle blowing” has been released as pant of our governance standards that encourages
Individuals 1o Spoak up on any felevant issues through a structured reporting procedure aSsuring anonymity.
mmmmmmmummmmwmw-

:: Communication with Shareholders

Lawmi Bank has over 10,000 institutional and individual shareholders. We clearly recognize the importance
of transparency and accountabiity 10 all our shareholders and investors. We aim to keep our stakehoiders
Mmmwmdmmmmmmm
on a tmely basis. A key channed of communication with shareholders and investors is the annual report. The
contents of the annual report are well beyond the menimum legal and regulatory requirements. In addiion,
being a financial institution, Lavms Bank prepares s financial statements in accordance with Nepal Rastra
Bank’s guidelines and Nepal Accounting Standard, in respect of the format of financial statements of
financial insttutions, which require 3 significantly higher level of financial information disclosure as

compared 10 8 non-financial nstitution. As such, there is a greater level of disclosure of financial statement
information by Laxmi Bank.

IO

vy
W)

An mportant forum for communICation and dialogue with shareholders s the annua! general meeting of the
mmmmmmmmwmuwmmuw
ems. The Bank's pokcy s to make constructive use of its annual general meeting. At the annual general
meeting of Laxmi Bank, the Chairman and the board members present a comprehensive review of the
financial performance of the Laxmi Bank which is deliberated upon by the shareholders present durning the
meeting. The Chairman of the Audit Commatee is present in the meeting together with the External Auditors
to provide clanfication to any issues raised by the shareholders. All resolutions are put to the house for vote
10 ensure that shareholders views are reflected.

10/900Z

vodoy [wnuuy

Laxmi Bank aiso conducts media briefings on a regular basis 10 keep the market informed about its activities,
products and services. Quarterly financial results of Laxmi Bank are published in national newspapers for
review by ail stakeholders and interested parties. Corporate information is easily accessible on Laxmi Bank's
website: www. laxmibank.com,

:: Going Concern S
The Board of Directors confirms that the Bank Y

15 3 §oing concem anc has adequate resources

0 continue in business. Therefore, the Bank

prepares its final statements on the basis of a

going concern, A full Drectors’ Report is presented

in this report ‘

:: Human Resource Management

All appointments o the Bank staff are mace in line with \
a comprehensive HR Policy Guide that seeks to ensure
that well-structured, transparent performance-driven HR
practices are in place. Objective periodic performance
sppraisals are central to Laxmi Bank's HR management
system. This HR management system ensures that the
management team has the necessary skills and experience 1o
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L
’

pertorm thew functions effectively in the best interest of the Bank and that there are sutficient parameters
10 montor and evaluate thew performance.

Human resource strength (regular, full tme) as on 17th July 2007 was as under:

Male Female
Executives & Managers 14 1
Officers 41 14
Clencal 50 40

105 55

Remuneration pad 1o the executives during the yoar 2006/07:

EXFE 0002

Chiet Executive Officer 7510
Company Secretary & Corporate Attairs Duector 1430
Other Esecutives 10,200
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> CEO's Perspective

:: Galning Momentum

Last 5 years have seen the Nepall private sector not only demonstrate unprecedented
resilience but also take up a leadership role in moving the country’s economy forward
amidst chaos and unfavourable business environment. Whilst we have not been able
10 reap the benefits of booming economies in our nelghbourhood, progress made in
sectors like hydropower, housing and financial services has been encouraging. The
private sector is now more Inclined to operate at much larger scales and also integrate
with global economy,

Last 5 years have seen Laxmi Bank emerge strongly as a serious player in the Nepall
commerclal banking arena. We already enjoy leading positions In technological
capabliity, asset quality and retail banking space. We continue to innovate and foray into
non-traditional businesses with a view to expanding the scope of banking in Nepal.
Bullding on the 2006/07 levels, we have gained significant momentum during the
current year in terms of balance sheet size and revenue streams. We are beginning to
enjoy economies of scale resulting in improved ROE. Large investments made during
early days on technology, systems and fundamentals are beginning to pay off.

2006/07

As the economy has not grown at a fast enough pace relative to opening of a number
of new banks, coming months and years will see financial institutions looking to
maintain and consolidate their positions through mergers, acquisitions and alliances
Laxmi Bank has already set an example by concluding the first merger and we are open
to exploring more such opportunities. On the other hand, in keeping with market
fundamentals, we strongly propagate that decidedly weak banks must be allowed to fail
It is our belief that Nepali financial market Is gradually gaining maturity to absorb
shocks created by market dynamics. The stock market too has acquired more depth
and has created possibilities for Fis 1o more effectively intermediate thus widening the
spectrum of banking business. On the other hand, emerging strain on liquidity must be
viewed as an opportunity to correct anomalies within the banking industry and to get
the basics right i.e., price for cost and risk, avoid providing excessive funding, monitor
end use of funds and match your balance sheeL

LiMiTeED

Navigating through uncertainties and opportunities has however been challenging on
account of movement of trained manpower to foreign countries and to the growing
number of new banks locally. This Is an Industry-wide phenomenon as the talent
pipeline is not long enough to keep up with the demand. At Laxmi Bank, we have
accepted this reality and have taken a number of measures, including introduction of
stock options for the first time In the industry, t0 keep our employees excited about
being with us. We have also taken concrete steps to officially encourage whistie-blowing
with a view 1o further raising the already high standard of governance within our
organization. Apart from solid banking fundamentals, we shall leverage on our
professionalism, high ethical tone and a pool of enthusiastic employees to keep the
growth momentum going as we brace ourseives for the next level. We have arrived, and
we are determined to play an active role in shaping the future of banking in Nepal.

The woods are lovely, dark and deep.....

/

l i .Chief Becutie O ffoer

Decem bex; 2007
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> Financial Review

. gperating Results - Y Y al
319,253,094 214,132,108 124,045,956 49,787.203

wnterest Income 63,176,634 20
280,277,851 190,580,535 118438529 095 665

iterest Expendtise 100216962 128663559 96693579 60869322 2989153

Net Interest Income ;

Non Interest income sR358.801 15,038,886 14,136,407 11,299,424 4261960

= 20,904,775 9426234 5,770,043 6,076,125 4533830

Exchange Eaming

45710023 9788554 7,597,365 1.026.245 895.650
Onher Income
1088681 162917233 123197394  T927L116 39362078

Operating Income
Other Expenses :
Employee Experses 48785260 37640491 20933955 10198174 14394389
Overhead Eapenses 63,547,498 50,122,992 37122391 35,729,976 17,321,898
Bad Debts Written off 4,309,340 1.124,256 1,092,094
Operatng Poft Before Provison 120,655,923 75453750 55,048,955 24,342,966 7,666,691
Non Operating Expenses 12.674,201 9,695,168 9,088,866 55,247
Loan Loss Provision (Net) 14,045,887 9,558,719 5,502,776 9,749,860 6,518,217
Profit Before Tax 95631418 50,635,660 36,779.37 13,084,073 1033527
Profit After Tax 65579489 35385333 26,464,785 10,449,665 1,033,627
:: Profit for the Year

Laxmi Bank achieved an operating profit of NPR 129,65 million in the F.Y. 2006/07. Profit after Taxes

was NPR 65.57 million. Profits were in line with management's expectations and represent the bank’s
continuing steady growth.

During the year, operating profit grew by 72.52% as compared to previous financial year. Laxmi Bank’s
market share of profits among all commercial banks also registered a sizeable growth during the year.
The principal growth area In the operating income has been through the increase in Net Interest Income
(Nil). Contribution of Exchange Income has increased by 3% compared to previous financial year.
Intense competition has brought about a drop in overall yleld of risk assets to 7.84% p.a. compared 10
8.3% p.a. last year. Drop in yield is an industry phenomenon. Lower yleld s also a reflection of bank’s
mmmmmwpmammmmmmmahbw. Such a conservative

lomhmquuolommmomtc In view
of situation prevalent during the year and aiso

In general there has been satisfacto .
ry growth In all revenue streams: NIl by 48%, Fee & Commission
by 24%; Exchange Income by 122%. S

NIl of
N Sk e T continues to occupy a major share of the income portfolio
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B Profit Before Tax [l Profit After Tax
Net Profit Before/After Tax

Though there has been a growth of 53% In Earning Assets, NI
#rew by 48%, which is attributable 10 a further squeeze on interest
spread by 0.91%. Compared to previous year the non-interest
bearing deposit increased from 3% to 5% in the year under review.
CO ratio as on yearend was B5%, low from 96% in the previous
year. A lower CD ratio is primanly a reflection of comfortable
liquidity in the Bank

Fee income (Commussion & Discount) contributed about 13% to
the total income. Loan Processing Fee has boen an important
source of fee income as well and heiped compensate to some
extent for lower yield on risk assets. Exchange Eaming was 9% of
total income, a growth of 50% of the previous year's income
composition. The growth was a result of increase in trade and
remittance business, mainly out of Malaysia and the UAE. This
year the non-interest income totaled 22% of the total income, an
increase of 1% since the last fiscal year. The bank shall make
every effort o increase this ratio in the coming years by continuing
to grow the remittance business, improving trade finance business
and earnings made through technological based services.

Operating Expenses include Employee Expenses, Overhead Cost,
Computer Cost and Bad Debts Written Off. Operating Expense to
Operating Income is 46%, which is 8% 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
represents a 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 in
remunerations packages and recruitment of 41 new employees
to support network expansion and business growth. With
Increased footprint and access to more markets, the bank expects
to achieve further 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 4.3 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 4.3 million were
written off during the year under review -all related to the loan
portfolio inherited from Hisef. On the other hand, considerable
recoveries have been made on account of Hisef loans fully
provided for, written off or converted into non banking assets.

LR}
LA |
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