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INDEPENDENT AUIMTOR'S REPORT
The Shareholders of Siddhartha Bank Limited

Report on the Consolidated Financial Statements

We were engaged 1o audit Whe accompanying financial statements of Siddhanha Bank Limited {the *Bank™) and its
consolidated subsidiaries (collectively referred to as the “Group™), which comprise the consolidated balance sheet s
at I5 July 2016, the consolidated profit and loss account, statements of changes in equity and cash flow for the period
then ended, and a summary of significant accounting policies and other explanatory information prepared in
accordance with Nepal Financial Reporting Standards.

Menugement s Resporsibility for the Consolidated Financial Statements

Munagement is responsible for the preparation and fair presentation of these consolidated financial slatements in
aceordance with Nepal Financial Reporting Standards. This responsibility includes: designing, implementing and
maintaining internal control relevant 10 the preparation and fair presentation of consolidaed financial statements that
are free [rom material misstatement, whether due 10 fraud or error; selecting and applying appropriate accounting
policies; and making accounting estimales that are reasonable in the circumstances. Management has prepared
conselidated Ninancial statements in aceordance with regulatory provision of Nepal Rastra Bank and not in accordance
with Nepal Financial Reporting Standards.

Anditor s Besponsibility

Chur responsibility is to express an opinion on these consolidated financial statements based on conchicting the audit
in accordance with Nepal Standards on Auditing. Because of the maners described in the Basis for Disclaimer of
Opinion paragraph, however, we were not able to obtain sufficiemt appropriate audit evidence to provide a basis for
an audit opinion on the consalidated financial statements not prepared as per Nepal Financial Reporting Standards,

Basis for Disclaimer af Opinton

The applicable tinancial reporting framework for the Bank was changed to Nepal Financial Reporting Standards from
Nepal Accounting Standards (previous Local GAAP) effective from fiscal vear starting 17 July 2015. Change in
financial reporting framewaork required transition 10 Nepal Financial Reporting Standards as at 17 July 2014 and
presentation of at least three consolidated statements of financial position, two consolidated stalements of
comprehensive income, two consolidated separate income siatements (if presented), two consolidated statements of
cash flows and two consolidated statements of changes in equity and related notes, including comparative information.
However, consolidated financial statements has not been prepared based on transitional provision of Nepal Financial
Reporting Standards | which requires identification, restatement, presentation and disclosure of financial information
based on new accounting policics as per Nepal Financial Reporting Standards.

The cumulative effect of not restating, presenting and disclosing consolidated financial information based on
transitional provision of Nepal Financial Reporting Standards is uncertain and could be material and pervasive.

We did not audit the financial statements and other financial information of its subsidiary Siddharthe Capital Led
whose tinancial statements reflect total assets of Rs 506,76 million as at 15 July 2016, wtal revenues of Rs 70.08
million and net cash inflow of Rs 371 49 million for the year then ended. These financial statements and other financial
imlormation have been audited by other auditors whose reports have been furnished 1o us, and in our opinion, 1n 5o far
as it relates 1o the amounts included in respect of the subsidiary, are based solely on the repont of the other auditors.

(94 o Tz gfraee 200, 93)




Discdedner af Opinion

Because of the significance of the maters described in the Basis for Disclaimer of Opinion paragraph, we have not
been able 10 obtain sufficient appropriate audit evidence for cumulative effect of not restating financial items and
making additional disclosure as required by first time adopter of NFRS to provide a basis for an audit opinion.
Accordingly, we do not express an opinion on the consolidated financial statements which have not been prepared in
accordance with Nepal Financial Reporting Standards.

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

We hnve obtained information and explanations asked for, which, 1o the best of our knowledge and belief, were
necessary for the purpose of our audit. In our opinion, consolidated balance sheet, consolidated profit and loss account
and consolidned cash flow statement, prepared in the format prescribed by Nepal Rasira Bank, are in agreement with
the books of account of the Bank: and proper books of account as required by law have been kept by the Bank. In our
opinion the returns received from the branches were adequate for the purpose of the audit though the stitements are
independently not audited

In our epinion, so far as appeared from our examination of the books, the Bank has maintained adequate capital funds
and adequate provisions for possible impairment of assets in sccordance with the directives of Nepal Rastra Bank.

loihe best of our information and according to explanations given 1o us and from our examination of the books of
aceount of the Bank necessary for the purpose of our audit, we have not come scross cases where Board of Directors
of any employees of the Bank have acted contrary to the provisions of law, or committed any misappropriation or
caused loss or damage to the Bank and violated any directives of Nepal Rastra Bank or scied in a manner 1o jeopardize
the interest and security of the Bank, its depositors and investors.

The Bank has net measured the investment made in shares of a listed company categorized as * Available for Sale’ on
‘Marked 1o Market" Basis resulting in investment to be understated by Rs 311,432,408 and correspondingly, the
reserve, which in our opinion, is not in accordanee with Mepal Rostra Bank Unified Directives.

Except as noted in the preceding paragraph and our opinion on the consolidated financial ststements not prepared in
accordance with the applicable financial reporting framework required for the fiscal vear, the conselidated financial
stilements have been prepared, in all material respects, in accordance with financial reporting framework as per the
regulatory cequirement of Nepal Rastra Bank,

Sep—

Shashi Sarval
Managingyariner

T K Upadhya & Co,
Charfered Accountants

Kathmandu
M December 2016
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INDEFPENDENT AUDITOR'S REFORT
The Sharcholders of Siddhartha Bank Limited

Report on the Financial Statements

We were engaged to audit the accompanying financial statements of Siddhartha Bank Limited (the “Bank™), which
vomprise the balance sheet as at 15 July 2016, and the profit and loss account, stement of changes in equity and cash
Mow statement for the year then ended, and a summary of significant accounting policies and other explinatory
mnlormation prepared in accordance with Mepal Financial Reporting Standards,

Management's Responsibiling for the Financial Sralements

Managemend is responsible for the preparation and fair presentation of these financial statements in accordance with
Mepal Financial Reperting Standards. This responsibility includes: designing. implementing and maintaining internal
control relevant to the preparation and fair presentation of financial statements that are free from material
missiatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making
nccounting estimates that sre reasonable in the circumstances. Management has prepared financial statements in
accordance with regulatory provision of Nepal Rastra Bank and not in accordance with MNepal Financial Reporting
Standards,

Auditor's Responsibility

Chur responsibility is to express an opinion on (hese linancial statements based on conducting the audit in accordance
with Nepal Standards on Awditing. Because of the matters described in the Basis for Disclaimer of Opinion paragraph,
however, we were nod able to obtain sufficient appropriate audit evidence to provide a basis for our audit opinion on
the financial stmements not prepared as per Nepal Financial Reporting Standards.

faxis for Disclaimer of Cpinion

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

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

Ihsclaimer of Opinion

Because of the significance of the matters described in the Basis for Disclalmer of Opinion paragraph, we have not
been able to obtain sulficient appropriate audit evidence for cumulative effect of nol restating financial items and
making additional disclosure as required by first time adopter of Nepal Financial Reporting Standards 1o provide a
basis for an audit opinion, Accordingly, we do not express an opinion on the financial statements which have not been
prepared in accordance with Nepal Financial Reporting Standards.
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Heport on the Hequirements of the Companies Act 2063, Bank and Financial Institotion Act 2063

W have obtained mformation and explanations asked for, which, 1o the best of our knowledge and belief, were
necessary for the purpose of our audit. In our opinion. the balance sheet, the profit and boss account and the cash flow
stitenient, prepared in the format prescribed by Nepal Rastra Bank, are in agreement with the books of account of the
Bk and proper books of account as required by law have been kept by the Bank. In our opinion the retums received
Irasen Ui brunches were adequate for the purpose of the audit though the statements are independently not audited,

In wuir eppemion, so far us appeared from our examination of the books, the Bank has maintained adequate capital funds
il sulequate provisions for possible impairment of assets in accordance with the directives of Nepal Rastra Bank.

Fur thee best of our mformation and according to explanations given 1o us and from our examination of the books of
wceount of the Bank necessary for the purpose of our audit, we have not come across cases where Board of Directors
or gy employees of the Bank have acted contrary (o the provisions of law, or committed any misappropriation or
vanised loss or damage 1o the Bank and violated any directives of Mepal Rastra Bank or acted in a manmer to jeopardise
il imierest and security of the Bank, its depositors and investors.

I Bank has not measured the investment made in shares of a listed company categorized as *Available for Sale’ on
"Marked to Market” Basis resulting in investment 10 be undersiated by Rs 311,432,408 and correspondingly, the
reserve, which in our opinion, is not in accordance with Nepal Rastra Bank Unified Directives,

I'xcept as noted in the preceding paragraph and our opinion on the financial siatements not prepared in accordance
with the applicable financial reporting framework required for the fiscal vear, the financial statements have been
prepared, in all material respects, in accordance with financial reporting framewaork as per the regulatory requircment
ol Mepal Rastra Bank.

ﬁhmw

Shashi Satyal
Alcenagriong Pariner

= e r
I K Upadhya & Co. f*"'-_"" -
L harered Accountants

kathmanduw
i December 2006
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Disclosures of Basel-11

1. Capital Structure and Capital Adequacy:

. Tier 1 capital and a breakdown of its components:
Rs. In "000"
S.N. Particulars Amount
a Paid up Equity Share Capital ( inc. Calls In Advance) 3,022,881
b Share Premium -
C Proposed Bonus Equity Share 1,473,263
d Statutory General Reserve 1,082,375
e Retained Earnings 72,678
f Unaudited current year cumulative profit -
g Capital Redemption Reserve -
h Capital Adjustment Reserve 9,848
i Dividend Equlization Reserves -
i Debenture Redemption Reserve 484,092
k Deffered Tax Reserve 46,776
1 Other Reserves -
m Less : Deferred Tax Assets (46,776)
n Less:Investment in equity of institutions with financial interests (83,820)
Total Tier 1 Capital 6,061,317
. Tier 2 capital and a breakdown of its components:
Rs.. In "000"
Particulars Amount
a Cumulative and/or Redeemable preference Share -
b Subordinated Term Debt 982,816
c Hybrid Capital Instruments -
d General Loan Loss Provision 614,544
e Investment Adjustment Reserve 25,062
f Assets Revaluation Reserve
g Exchange Equilisation Reserve 24819
h Other Reserves
Total Tier 2 Capital 1,647,241

Subordinated Term Debts:

1.

At the Bank issued SBL Debenture 2075 in FY 2011/12 for Rs.400 million with face value Rs 1,000. As per NRB Directives,
60% of the subordinated term debt has been amortized till this year. Main features of Siddhartha Bank Limited Debenture 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

At the same, the bank issued SBL Debenture 2076 in FY 2012/13 for Rs. 303  million with face value of Rs.1000. As per NRB
Directives, 80% of the subordinated term debt has been amortized till this quarter. The salient features of SBL Debenture 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.

Listed with Nepal Stock Exchange

At the same, the bank issued SBL Debenture 2078 in FY 2014/15 for Rs. 500 million with face value of Rs.1000. The salient
features of SBL Debenture 2078 are as follows:

Maturity period: 7 Years.

Interest rate: 7.50% 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.
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. The debenture can be pledged with other Banks and financial institution.
. Listed with Nepal Stock Exchange
Deductions from Capital:

The Bank has investments of Rs.32.82 million in the equity shares of Siddhartha Insurance Limited and Rs. 51 million in Siddhartha
Capital, which has been deducted from the core capital while computing capital adequacy.

. Total Qualifying Capital:
(Rs. In "000")
Particulars Amount
Core Capital 6,061,317
Supplementary Capital 1,647,241
Total Capital Fund 7,708,558
. Risk weighted exposures for Credit Risk, Market Risk and Operational Risk:
(Rs. In "000")
Particulars Amount
Risk Weighted Exposure for Credit Risk 63,570,024
Risk Weighted Exposure for Operational Risk 2,736,388
Risk Weighted Exposure for Market Risk 78,861
Adjustments under Pillar I1:
Add: 4% of Gross income of last FY due to supervisor is not satisfied with sound 793,586
practice of management of operational risk (6.4 a 7)
Add: 2% of the total RWE due to inadequate risk management policies and proce- 1,327,705
dures of the Bank (6.4 a 9)
Total Risk Weighted Exposure (After Pillar IT Adjustment) 68,506,564
. Risk Weighted Exposures under different categories of Credit Risk:
(Rs. In "000")
S. No. Categories Risk Weighted Expo-
sure
1 Claims on Government & Central Bank
2 Claims on Other Financial Entities -
3 Claims on Domestic Banks that meet CAR 308,480
4 Claims on Domestic banks that do not meet CAR 8,795
5 Claims on Foreign Banks (ECA 0-1) 129,367
6 Claims on foreign bank ( ECA 2) 89,272
7 Claims on foreign bank ( ECA Rating 3-6) 3411
8 Claims on foreign bank incorporated in SAARC region operating with 71214
a buffer of 1% above their respective regulatory capital requirement
9 Claims on Domestic Corporates 28,476,742
10 Claims on Regulatory Retail Portfolio (Not Overdue) 10,716,725
11 Claims secured by residential properties 1,194,356
12 Claims secured by residential properties( overdue) 29,934
13 Claims Secured by Commercial Real Estate 1,643,885
14 Past due claims(except for claim secured by residential properties) 457,373
15 High Risk Claims 13,072,123
16 Investments in equity and other capital instruments of institutions 675811
listed in the stock exchange
17 Investment in Equity of Institution not listed in the Stock Exchange 133,939
18 Staff Loan secured by residental property 300,685
19 Cash In transit and other cahs items in the process of collection -
20 Other Assets 1,256,482
21 Off Balance Sheet Items 5,001,430
Total 63,570,024
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. Total Risk Weighted Exposure calculation table:
(Rs. In "000")
Particulars Amount
Total Risk Weighted Exposures 68,506,564
Total Core Capital Fund 6,061,317
Total Capital Fund 7,708,558
Total Core Capital to Total Risk Weighted Exposures % 8.85
Total capital to Total Risk Weighted Exposures % 11.25
o Amount of Non performing Assets (both Gross and Net)
(Rs. In "000")
Particulars Amount Loan Loss Provision Net NPL
Restructured/Rescheduled 57,168 7,146 50,022
Sub-Standard 194,062 48,516 145,547
Doubtfull 194,758 97,379 97,379
Loss 382,969 382,969 -
Total 828,957 536,009 292,947
o NPA Ratios
Particulars in %
Gross NPA to Gross Advances 147
Net NPA to Net Advances 0.53
. Movement in Non Performing Assets
(Rs. In "000")
Particulars This Year Previous Year Change (%)
Non-Performing Assets 828,957 669 484 23.82
. 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 1,156,824 811,514 42.55
Interest Suspense 268,632 132,807 102.27
o Details of Additional Loan Loss Provisions:
(Rs. In "000")
Particulars This Quarter
Pass 241,838
Restructured/Rescheduled 474)
Sub-Standard 17,738
Doubtfull 6,109
Loss 80,099
Total 345,309
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. Segregation of Investment Portfolio:
(Rs. In "000")
Particulars This Quarter
Held for Trading 24,674
Held to Maturity 374 497
Available for Sale 451,886
Total Investment 851,058

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 management. 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 controlled 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

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

Particulars Eligible CRM( Rs 000)
Deposit with Bank 391,693
Deposit with Other Bank/FI -
Total 391,693
Market Risk

As for the monitoring of market and liquidity risk, the Bank has an active Assets and Liability Management Committee (ALCO) in
Bank risk management committee has approved the market risk policy of the Bank. 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 reporting
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 Department at Head Office. The Bank has strong MIS in place to monitor the regular
operational activities.
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