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= BAKER TILLY
DEV ASSOCIATES
CHARTERED ACCOUNTANTS

Patan Dhoka, Lalitpur-3
PO Box 252

Lalitpur DPO 44700
Nepal

T: +977 (1) 5521605

F: +977 (1) 5520976
INDEPENDENT AUDITOR’S REPORT devassociates@ntc.net.np
TO THE SHAREHOLDERS OF www.bakertillydev.com
Siddhartha Bank Ltd.

1. We have audited the accompanying financial statements of Siddhartha Bank Ltd. ("the bank") comprising of
Balance sheet as at 31% Ashad 2070 (corresponding to 15" July 2013), the Profit & Loss Account, Statement of
Changes in Equity and Cash Flow Statement for the year ended on that date and the consolidated financial
statements of the bank incorporating the financial statements of its subsidiary Siddhartha Capital Ltd. (referred to
as "subsidiary company" and "the group" collectively for bank and subsidiary company) of F.Y.2069/70.

Responsibility of Financial Statements

2. These financial statements are the responsibility of the bank's management. Our responsibility is to express an
opinion on these financial statements based on our audit.

Scope of Work

3. We conducted our audit in accordance with Nepal Standards on Auditing or relevant practices. Those Standards
and practices require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

Opinion on Financial Statement

4. In our opinion, and to the best of our information and according to the explanation given to us, read together with

Significant Accounting Policies and Notes to Accounts forming part of financial statements,

¢ in case of the bank, the financial statements give a true and fair view of the financial position of the bank as of
Ashad 31, 2070, and of the results of its operations and its cash flows for the year then ended in accordance
with Nepal Accounting Standards or relevant practices, so far as applicable in compliance with prevailing laws;
and

« in case of the group, the consolidated financial statements give a true and fair view of the financial position of
the bank and its subsidiary as of Ashad 31, 2070, and of the results of the operations and cash flows for the
year then ended in accordance with Nepal Accounting Standards or relevant practices, so far as applicable in
compliance with prevailing laws.

Other Reporting

5. Based on our examination of the financial statements, we report that:
a. We have obtained all the information and explanations, which to the best of our knowledge and belief were
necessary for the purpose of our audit.
b. The accounts and records of the Bank have been 1y

Dev Associ Chartered A i 1 as a partnership firm in Institute of Chartered Accountants of Tes b4t registration no. 230 and the PAN no. 600430025. Baker Tilly is the trademark of the UK firm,
Baker Tilly UK group LLP, used under Ilcense Baker Tilly International is a member of the Forum of Firms.

An independent member of Baker Tilly International
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c. The Balance Sheet, Profit & Loss Account, Cash Flow Statement & Statement of Change in Equity dealt with
by this reports are in agreement with the books of account.

d. As per the requirement of Institute of Chartered Accountants of Nepal, our audit included the audit of branches
of the bank whose deposit or loan exceeded 2% of total deposit or gross loan and advances of the bank. In
case of other branches, though the branches were not independently audited, the details received were
adequate for purpose of audit.

e. In our opinion and to the best of our information and according to the explanation given to us, the Board of
Directors, the representative or any employee of the Bank has not acted contrary to the provision of law
relating to accounts nor caused direct loss or damage to the Bank deliberately and have not violated Directives
issued by the Nepal Rastra Bank or acted in a manner that would jeopardized the interest and security of the
bank and its depositors and the business of the Bank appears to have been conducted satisfactorily.

f. The capital fund, risk bearing fund and the provisions for possible impairment of assets of the bank are
adequate as per the Directives issued by Nepal Rastra Bank. ,

g. Without qualifying our opinion, we report that auditor's report as required by Sec. 143 (1) (kha) of Companies
Act 2063 is not available for Financial Statements of Siddhartha Capital Ltd., due to pending approval of
financial statements by the Board of Directors of the subsidiary company. So, the consolidated financial
statement of the bank is prepared on basis of management prepared financial statements of the subsidiary.
We have reviewed the consolidation process and the management prepared financial statement of subsidiary
company and concluded that there are no adjustments that could materially affect the consolidated financial
statements of the bank.

Mukunda Dev Adhi Date: 1 December 2013
Partner Place: Lalitpur

For Dev Associates

Chartered Accountants
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Disclosures of Basel-II

Capital Structure and Capital Adequacy:

. Tier 1 capital and a breakdown of its components:
S.N. Particulars Amount
a Paid up Equity Share Capital 1,619,244
b Share Premium
c Proposed Bonus Equity Share 194,309
d Statutory General Reserve 391441
e Retained Earnings 16,096
f Unaudited current year cumulative profit
g Capital Redemption Reserve -
h Capital Adjustment Reserve -
i Dividend Equlization Reserves -
J Debenture Redemption Reserve 239,601
k Deffered Tax Reserve 20,061
1 Other Reserves -
m Less:Investment in equity of institutions with financial interests (15,000)
Total Tier 1 Capital 2,465,753
. Tier 2 capital and a breakdown of its components:
S.N. Particulars Amount
a Cumulative and/or Redeemable preference Share -
b Subordinated Term Debt 794,628
c Hybrid Capital Instruments -
d General Loan Loss Provision 231,737
e Investment Adjustment Reserve 15,355
f Assets Revaluation Reserve -
g Exchange Equilisation Reserve 6,092
h Other Reserves
Total Tier 2 Capital 1,047,813
. Detailed information about the Subordinated Term Debts with information on the outstanding amount, maturity, amount

raised during the year and amount eligible to be reckoned as capital funds:

funds:

The Bank issued Siddhartha Bank Limited Debenture 2072 in FY 2008/09 for Rs.228 million having face value of Rs. 1,000. Main
features of Siddhartha Bank Limited Debenture 2072 are as follows:

. Maturity period: 7 Years.

o Interest rate: 8.5% per annum.

. Interest Payment frequency: Half Yearly.

. Claim in case of liquidation: After depositors.

. Debenture Redemption Reserve shall be created to redeem the Bond at Maturity.
. The debenture can be pledged with other Banks and financial institution.

. Listed with Nepal Stock Exchange

Likewise, the Bank issued SBL Debenture 2075 in FY 2011/12 for Rs.400 million with face

of SBL Debebture 2075 are as follows:
. Maturity period: 7 Years.

. Interest rate: 11% per annum.

. Interest Payment frequency: Half Yearly.

. Claim in case of liquidation: After depositors.

. Debenture Redemption Reserve shall be created to redeem the Bond at Maturity.
. The debenture can be pledged with other Banks and financial institution.

. Listed with Nepal Stock Exchange

Likewise, the Bank issued SBL Debenture 2076 in FY 2011/12 for Rs. 303 million with face value of Rs.1000. The salient features of SBL
Debebture 2076 are as follows:

. Maturity period: 7 Years.

. Interest rate: 8% per annum.

. Interest Payment frequency: Half Yearly.

. Claim in case of liquidation: After depositors.

. Debenture Redemption Reserve shall be created to redeem the Bond at Maturity.
. The debenture can be pledged with other Banks and financial institution.

value of Rs.1000. The salient features
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. Listed with Nepal Stock Exchange
Deductions from Capital:

The Bank has investments of Rs.15 million in the equity shares of Siddhartha Insurance Limited which has been deducted from the
core capital while computing capital adequacy.

Total Qualifying Capital:

(Rs. In "000")

Particulars Amount
Core Capital 2,465,753
Supplementary Capital 1,047,813
Total Capital Fund 3,513,565

Summary of the Bank's internal approach to assess the adequacy of its capital to support current and future activities, if ap-
plicable:

Siddhartha Bank is committed to comply with the regulatory guidelines in every aspect of its business and operations. Accordingly for
the capital adequacy purpose also, the Bank has an approved capital plan in place in order to meet the capital requirement of Rs. 2 bil-
lion by the end of FY 2070/71. In line with this, the Bank raised its paid up capital to Rs.1,619 million through issuance of 3 % Bonus
shares of Rs. 48.11 million as declared in previous year’s AGM. Further, The Bank follows prudential norms to maintain a healthy
capital adequacy to support its current and future business plans. Bank regularly reviews its exposures in different risk areas including
Credit Risk, Market Risk and Operational Risk. In accordance with NRB guidelines, the Bank has adopted Simplified Standardized
Approach (SSA) to measure credit risk while Basic Indicator Approach and indigenous Net Open Position Approach for measurement
of Operational Risk and Market Risk respectively. The Bank continues to apply Basel II with prescribed approaches by NRB with ef-
fect from Mid July 2008 (FY 2065/66). Nepal Rastra Bank prescribes Banks to maintain a minimum capital to Risk Weighted Exposure
of 10% with regard to credit risk, market risk and operational risk on an ongoing basis. The Bank has followed the NRB guidelines
in force, to arrive at the eligible capital, risk weighted assets and CAR. The sufficient headroom available for the Bank for mobilizing
Tier I and Tier II capital shall additionally support capital structure to meet the required CAR against future activities.

Bank’s activities are weighted in terms of risk and return in light of capital requirement. Bank has established a culture whereby return
on capital is justified in light of risk involved in each investing and operating activity. In order to assess the adequacy of capital, all
major risks such as credit, credit concentration, operational, market, liquidity, reputational etc are identified, measured and reported on
periodic basis. These are monitored by the Bank’s Board, Assets Liability Management Committee and senior management periodi-
cally in addition to the monthly review and certification by the Internal Audit and Compliance Department of the Bank.

Summary of the terms, conditions and main features of all capital instruments, especially in case of subordinated term debts
including hybrid capital instruments.

For subordinated term debts, described as above.

2. Risk Exposures

Risk weighted exposures for Credit Risk, Market Risk and Operational Risk:

(Rs. In "000")
Pariticulars Amount
Risk Weighted Exposure for Credit Risk 27,7123 423
Risk Weighted Exposure for Operational Risk 1,444,553
Risk Weighted Exposure for Market Risk 25,596
Adjustments under Pillar II:
Add: 2% of Gross income of last FY due to supervisor is not satisfied with 241,008
sound practice of management of operational risk (6.4 a 7)
Add: 2% of the total RWE due to supervisor is not satisfied with the overall risk 583,871
management policies and procedures of the bank (6.4 a 9)
Total Risk Weighted Exposure (After Pillar II Adjustment) 30,018,453
¢ Risk Weighted Exposures under each of 11 categories of Credit Risk:
(Rs. In "000")
S. No. Categories Risk Weighted Ex-
posure
1 Claims on Government & Central Bank -
2 Claims on Other Financial Entities -
3 Claims on Domestic Banks that meet CAR 307,148
4 Claims on Domestic banks that do not meet CAR 26,044
5 Claims on Foreign Banks (ECA 0-1) 146,486
6 Claims on foreign bank ( ECA 2) 3232
7 Claims on foreign bank ( ECA Rating 3-6) 7,185
8 Claims on foreign bank incorporated in SAARC region operating with 19,843
a buffer of 1% above their respective regulatory capital requirement
9 Claims on Domestic Corporates 12,656,542
10 Claims on Regulatory Retail Portfolio (Not Overdue) 4,101,937
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11 Claims fulfilling all criterion of regulatory retail except granularity
12 Claims secured by residential properties( overdue) -
13 Claims Secured by Commercial Real Estate 1,337,974
14 Past due claims(except for claim secured by residential properties) 369,824
15 High Risk Claims 4,839,243
16 Investments in equity and other capital instruments of institutions 86,437
listed in the stock exchange
17 Investment in Equity of Institution not listed in the Stock Exchange 236,244
18 Investments in Mutual Fund 51,000
19 Staff Loan secured by residental property 155,828
20 Cash In transit and other cahs items in the process of collection 742
21 Other Assets 680,781
22 Off Balance Sheet Items 2,696,933
Total 27,723,423
* Total Risk Weighted Exposure calculation table:
(Rs. In "000")
Pariticulars Amount
Total Risk Weighted Exposures 30,018,453
Total Core Capital Fund 2,465,753
Total Capital Fund 3,513,565
Total Core Capital to Total Risk Weighted Exposures % 8.21
Total capital to Total Risk Weighted Exposures % 11.70
¢ Amount of Non performing Assets (both Gross and Net)
(Rs. In "000")
Pariticulars Amount Loan Loss Provis- Net NPL
sion
Restructured/Rescheduled - - -
Sub-Standard 186,221 46,555 139,666
Doubtfull 53,833 26,916 26,916
Loss 327815 327815 -
Total 567,868 401,287 166,582
* NPA Ratios
Particulars in%
Gross NPA to Gross Advances 2.39
Net NPA to Net Advances 0.72
¢ Movement in Non Performing Assets
(Rs. In "000")
Particulars This Year Previous year Change (%)
Non-Performing Assets 567,878 312,907 81.48
¢  Written Off Loans and Interest Suspense
Rs. In "000"
Particulars Amount
Loan Written Off -
Interest Suspense -
¢ Movements in Loan Loss Provision and Interest Suspense:
(Rs. In "000")
Particulars This Year Previous Year Change (%)
Loan Loss Provision 635,055 389,716 62.95
Interest Suspense 147,305 81,749 80.19
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¢ Details of Additional Loan Loss Provisions:

(Rs. In "000")
Particulars This Year
Pass 30,837
Restructured/Rescheduled (11)
Sub-Standard 40,852
Doubtfull (82,222)
Loss 256,083
Total 245,540
* Segregation of Investment Portfolio:
(Rs. In "000")
Particulars This Year
Held for Trading -
Held to Maturity 4,162,906
Available for Sale 309,884
Total Investment 4,472,790

Risk Management Function:

Siddhartha Bank has specific internal review mechanism to assess its position regarding each separate risk area including Credit Risk, Market
Risk and Operational Risk.

Credit Risk

The Bank has its own Credit Policy Guidelines to handle the Credit Risk Management philosophy that involves a continual measurement of
probability of default/loss; identification of possible risks and mitigations. The provisions of Capital Adequacy Framework -2007 updated
July, 2008 are complied in line to line basis to overcome the Credit Risk. In order to manage and eliminate the credit risk, the Bank has a
practice of maintaining the best quality assets in its book. The Bank’s Credit Policy elaborates detailed procedures for proper risk manage-
ment. The Bank has delegated credit approval limits to various officials to approve and sanction various amount of credit request based on
their individual expertise and risk judgement capability.

As a check and balance mechanism, each credit case requires dual approval. Regular monitoring of the credit portfolio ensures that the Bank
does not run the risk of concentration of portfolio in a particular business sector or a single borrower. Similarly the Bank also exercises con-
trolled investment policy with adequately equipped resource looking after the investment decisions.

To cap these all, the Bank has a strong Credit Committee in place comprising of various Directors from the Board of the Bank which reviews
all credit proposals beyond a specified amount

Market Risk

As for the monitoring of market and liquidity risk, the Bank has an active Assets and Liability Management Committee (ALCO) in place
which meets regularly and takes stock of the Bank’s assets and liability position and profile of assets & liabilities, monitors risks arising from
changes in exchange rates in foreign currencies. All foreign exchange positions are managed by treasury consisting of front office dealers with
specific dealing limits and an independent back office. The back office executes the deals made by the dealers and also monitors the liquidity
position of the Bank. For the purpose of proper check and control, the front dealing room of treasury and the back office have different report-
ing line.

Operational Risk

As a part of monitoring operational risks, the Bank has devised operational manuals for various Banking functions, which are reviewed and
modified time to time as per the changing business context.

The Bank has adopted dual control mechanism in its all operational activities where each and every financial and non financial transaction
is subject to approval from an authority higher than the transaction initiator. Regular review meetings are conducted to assess the adequacy
of risk monitoring mechanism and required changes are made as and when felt necessary. Independent reconciliation unit is established to
conduct daily reconciliation of all Nostro/agency accounts, Inter-Branch and Inter-Department account under direct supervision of Head of
Finance, Head Office. The Bank has independent internal audit, which reports to the Audit Committee of the Bank. The Audit Committee
meets frequently and reviews the business process and financial position of the Bank. In order to have better focus on managing operational
risks across branches and to monitor them from Head Office level, the Bank has separate Branch Operation and Control & Compliance De-
partment at Head Office. The Bank has strong MIS in place to monitor the regular operational activities.

Types of eligible credit risk mitigants used and the benefits availed under CRM.

(Rs. In “0007)
Particulars Eligible CRM
Deposit with Bank 275472
Deposit with Other Bank/FI -
Total 275472
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