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BAKER TILLY

BANSKOTA & CO.
CHARTERED ACCOUNTANTS

46, New Plaza Road
Putalisadak, Kathmandu
P.O. Box 5637

INDEPENDENT AUDITOR’S REPORT i i N
TO THE SHAREHOLDERS OF Fax: +977 (0) 1 4440928
Citizens Bank International Ltd. Pansea@orsnstinp

www,bakertillybanskota.com

We have audited the attached Balance Sheet of M/S Citizens Bank International Ltd. as at 31st Ashad 2066
corresponding to 15 July 2009, the Profit & Loss Account, Cash Flow Statement of the Bank for the year ended on
that date.

As per the pronouncement of the Institute of the Chartered Accountants of Nepal, the responsibility of the
preparation of the financial statements lies on the bank's management and our responsibility is to express an
opinion on the financial statements so prepared. 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 conducted our audit in accordance with Nepal Standards on Auditing (NSA). Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. We believe that our audit provides a reasonable basis for our opinion.

With regards to the prevailing Company's Act & Bank & Financial Institution Act, we report that:

1. 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.

2. In our opinion, proper books of accounts have been kept by the bank so far as appears from the examination
of those books.

3. The Balance Sheet, Profit & Loss Account & Cash Flow Statement dealt with by this report are in agreement with
the books of account.

4. In our opinion and to the best of our information and according to the explanation given to us and as shown by
the books of the Bank, have been correctly drawn-up so as to reflect the financial position of the Bank:
a. In case of the Balance Sheet of the state of affairs of the Bank as at 31st Ashad 2066 (15" July 2009),
b. In case of the Profit & Loss Account of the profit for the year and;
C. Incase of Cash Flow Statement of the cash flow for the year.

5. 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.

6. In our opinion and to the best of our information and according to the explanation given to us, the business of
the Bank appears to have been conducted satisfactorily.

Mukunda Dev Adhikari, CA

Partner

For Baker Tilly Banskota & Company.
Chartered Accountants.

Date: August 3, 2009
Place: Kathmandu

4 an independent member of

BAKER TILLY
INTERNATIONAL
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DISCLOSURE AS PER BASEL Il

1 Capital structure and Capital Adequacy:

Core capital and its components

Description Amount
a | Paid up equity Share capital 1,000,000,000.00
b | Statutory general reserve 30,130,234.39
¢ | Retained earning 3,246,163.82
d | Un-Audited Current year Cumulative profit

Core Capital ( tier 1) 1,033,376,398.22

Supplementary capital and its components:

Description Amount
a | General loan loss provision 82,102,163.24
b | Exchange Equalization reserve 697,082.50
Supplementary Capital( Tier 2) 82,799,245.74

Detailed information about the term debts with information on the outstanding amount, maturity,
and amount raised during the year and amount eligible to be reckoned as capital fund.

NIL
Deduction from Capital:

NIL

Total Qualifying capital

Description Amount
a | Core capital( Tier 1) 1,033,376,398.22
b | Supplementary Capital(Tier2) 82,799,245.74
Total Capital Fund( Tierl & 2) 1,116,175,643.95

Capital Adequacy ratio

11.65%

%



Summary of the banks internal approach to assess the adequacy of its capital to

support current and future activities

Existing paid up capital of the bank is NPR 1,000,000,000 after issuing share of NPR
300,000,000 to the public through initial public offering of share.similarly as per
directive of Nepal Rastra Bank, bank has plan to increase its paid up capital of NPR

2 billion by the end of Fiscal Year 2066/67

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

All the capital of the bank is unconditional. We do not have any subordinate terms

debt.

2. Risk exposures:

Risk weighted exposure for credit risk, market risk and operational risk

RISK WEIGHTED EXPOSURE

Amount

Risk weighted Exposure for credit risk

9,171,054,346.61

Risk weighted Exposure for Operational Risk

392,305,517.92

Risk weighted Exposure for Market Risk

16,728,549.62

o |0 |T |

Total Risk weighted exposure(a+b+c)*

9,580,088,414.14

11 categories of credit risk weighted exposure

Risk Weighted Exposure

Amount

Claims On Government and Central Bank

Claims On Other Official Entities

28,452,422.16

Claims On Banks

567,898,956.99

Claims on Corporate And Securities Firms

3,727,522,980.10

Claims On Regulatory Retail Portfolio

795,759,398.56

Claims Secured By Residential Properties

274,383,820.99

Claims Secured By Commercial Real Estate

1,953,037,198.70

Past Due Claims

High Risk Claims

1,091,943,984.93

Other Assets

218,664,507.24

RN |—|TKQ|=|D |0 T

Off Balance Sheet ltems

513,391,076.94

Total Risk Weighted Assets

9,171,054,346.61
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Total Risk Weighted Exposure Calculation Table

Risk weighted Exposure for credit risk

9,171,054,346.61

Risk weighted Exposure for Operational Risk

392,305,517.92

Risk weighted Exposure for Market Risk

16,728,549.62

Capital charge for shortfall of liquid assets

Total Risk weighted exposure

9,580,088,414.14

0D |0 |T|D

Total capital fund( tier I& tier II)

1,116,175,643.95

Capital Adequacy Ratios(f + e)

11.65%

Amount of Non Performing Assets( Both Gross and Net)

Restructured/Rescheduled loan
NIL

Substandard Loan

NIL

Doubtful Loan

NIL

Loss Loan

NIL

Ratio of Non Performing Assets

Gross NPA to Gross Advances
NIL

Net NPA to Net Advances

NIL

Movement of Non Performing Assets
NA

Write off of Loans and Interest Suspense
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NIL
Movement in Loan Loss Provisions and interest Suspense

Loan Loss Provision and Interest Suspense up to Chaitra End 2065 were NPR 70,466,780.05 and
NPR 8,454,744.71 respectively which has been increased to NPR 82,102,163.24 and NPR
10,920,133.48 respectively.

Detail of Additional Loan loss Provisions

NIL

Segregation of investment portfolio into held for trading, held to maturity and available for sale
category

All investment portfolios are held to maturity category

Risk Management Function

Risk management objective and policies in the area of credit, market and operational risk
including following:

e Strategies and process;

e The structure and organization of the relevant risk management functions;

e The scope and nature of risk reporting and /or measurement systems; and

e Policies for hedging and/or mitigating risk and strategies, and processes for monitoring
the continuing effectiveness of hedges/ mitigates

Risk management objective and policies

Credit risk

Credit risk management of the bank is focused on the inherent risk associated with the credit and
the possibility of the non recovery of credit due to such risk and evaluating and minimizing such
possibility of non- recovery. Relevant policy and processes are mentioned in the credit policy
guidelines prepared by the bank and disseminated to concerned employees of the bank. Credit
policy guideline discourages providing credit merely on the basis of reputation of the borrower
and the practice of the competitor bank. Credit policy guidelines also mention the high risk area
and risk management guidelines. Credit policy guidelines give emphasis on following area:

Risk assessment: purpose of risk assessment is to determine the customer’s ability to meet his
obligation and inherent risk associated with the credit and minimizing such risk.
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Risk grading: the bank classifies customer according to creditworthiness to focus attention on
customer requiring increased supervision and remedial action.

Credit approval: Dual credit approval system is adopted in which credit recommended by one
person is approved by the other person.

Assets writing strategies: The bank has framed assets writing strategy within the broad
framework of Credit Policy Guideline of the bank. The assets writing strategy of the bank has laid
down the acceptance criteria for bank's business by setting country level risk triggers,
containment actions, portfolio target and overall risk management strategy.

Market risk

The bank has Assets Liability Management Committee which periodically reviews the change in
liquidity, interest rate and foreign exchange rates and impact of such changes and functions to
minimize the risk arising out of such changes as well as investment function.

Bank always tries to minimize foreign exchange risk exposure by squaring position of the foreign
exchange on daily basis as far as possible.

Operational risk

To minimize the operational risk the bank has prepared and implemented various procedures,
guidelines and directives. Some of them are as follows:

= The bank has strong MIS system which helps to provide greater control over the day to
day activities of the bank.

= Dual control system mechanism is adopted for recording every transaction

= Authority level of the each employees has been defined

= Executive committee meeting of the bank is conducted periodically to find out operational
risk and minimize such risk.

= The bank has independent Internal Audit and Compliance department which conduct the
audit of activities performed by the various departments.

= Bank has an operational manual which helps to control day to day operational activities.

= Bank also adopted KYC guidelines.

Type of eligible credit risk mitigants used and benefit obtained

Credit risk mitigants used by the bank is deposit of the borrower within the bank, cash margin and
deposit with other banks and financial institutions having supervisory haircut of 20% for capital
adequacy. Such mitigates has minimum impact on the capital adequacy of the bank.
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Selection of Statutory Auditor for FY 2066/67

In pursuance of section 165 of Companies Act 2063, M/S S.R. Pandey & Co. Chartered Accountants

are recommended to be appointed as Statutory Auditor for the FY 2066/67 for an audit fee of
NPR 200,000 (NPR Two Hundred Thousand Only).
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