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Disclosures of Basel-I1

Capital Structure and Capital Adequacy:
e Tier 1 capital and a breakdown of its components:

Provided in Schedule No.4.30(A1) of the Financial Statements
e Tier 2 capital and a breakdown of its components:

Provided in Schedule No.4.30(A1) of the Financial Statements

*  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:

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

* Maturity period: 7 Years.

* 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

* 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:

Provided in Schedule No.4.30(A1) of the Financial Statements
e C(Capital Adequacy Ratio:

Provided in Schedule No.4.30(A1) of the Financial Statements

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

Siddhartha Bank is committed to comply with the regulatory guidelines in every aspect of its busi-
ness 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 billion by the end of FY 2069/70.
In line with this, the Bank raised its paid up capital to Rs.1,571 million through issuance of 50%
Right shares of Rs.476.10 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 effect 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 ongo-
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ing 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 weighed 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 Commit-
tee and senior management periodically 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:
Provided in Schedule No.4.30(A1) of the Financial Statements

* Risk Weighted Exposures under each of 11 categories of Credit Risk:
Provided in Schedule No.4.30(B) of the Financial Statements

» Total Risk Weighted Exposure calculation table:
Provided in Schedule No.4.30(A) of the Financial Statements

* Amount of Non performing Assets (both Gross and Net)

(Rs. In "000"
Pariticulars Amount Loan Loss Net NPL
Provission
Restructure/ Rescheduled 25,972 3,246 22,725
Sub-Standard 38,084 9,521 28,563
Doubtfull 36,571 18,285 18,285
Loss 47,115 47,115 -
Total 147,741 78,168 69,573
* NPA Ratios
Particulars in%
Gross NPA to Gross Advances 0.79
Net NPA to Net Advances 0.38
* Movement in Non Performing Assets
(Rs. In "000")
Particulars This Year |Previous year |Change (%)
Non-Performing Assets 147,741 127,587 15.80

(45 & T gfasET R0%9/%c )
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Amount

Loan Written Off

Interest Suspense
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* Movements in Loan Loss Provision and Interest Suspense:

(Rs. In "000")

Particulars This Year Previous Year Change (%)
Loan Loss Provision 263,162 241,496 8.97
Interest Suspense 52,374 36,621 43.02

¢ Details of Additional Loan Loss Provisions:

(Rs. In "000")
Particulars This Year
Pass 17,317
Restructured/Resheduled (1,545)
Sub-Standard 4,373
Doubtfull 13,500
Loss (11,979)
Total 21,666
* Segregation of Investment Portfolio:
(Rs. In "000")
Particulars This Year
Held for Trading -
Held to Maturity 2,517,602
Available for Sale 20,308
Total Investment 2,537,909

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 com-
plied in line to line basis to overcome the Credit Risk. In order to manage and minimize 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.

(4o o arfifw gfasea R089/5c)
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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 par-
ticular 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

Market Risk

As for the monitoring of market and liquidity risk, the Bank has an active Assets and Liability Man-
agement 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 dif-
ferent 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 con-
text.

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 trans-
action 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. 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 “000”)

Particulars Eligible CRM
Deposit with Bank 579,881
Deposit with Ohter Bank/FI -
Total 579,881
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