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Schedule 35

PRIME COMMERCIAL BANK LIMITED
Comparison of Unaudited and Audited Financial Statement as of FY 2067/68 (Rs. '000)

. Variance )
Particualrs Financial Financial In Amount Reasons of Variance
Statement Statement
1. | Total Capital and Liabiltties (1.1 to 1.7) 22,088,270 | 22,086,102 | (2,168.42) | -0.01%
11 Paid up Capital 2,245,746 | 2,245,746 -
1.2 Reserves and Surplus 534,748 241,112 | (293,636) |-121.78% Er%%é‘ée%“%i”ﬁﬁéﬂ rofit &
1.3 Debentures and Bonds - - - -
1.4 Borrowings 213,120 213,120 - -
1.5 Deposits (a+b) 18,938,903 | 18,938,903 - -
a. Domestic Currency 18,662,401 | 18,662,401 - -
b. Foreign Currency 276,502 276,502 - -
1.6 Income Tax Liability 11,072 14,603 3,531 |24.18% Ezeaflecha”ge in Income Tax
1.7 Other Liabilities 144,681 432,618 287,936 |66.56% y
2 | Total Assets (2.1 to 2.7) 22,088,270 | 22,086,102 | (2,168.42) | -0.01%
2.1 Cash and Bank Balance 2,923,905 | 2,925,825 1,920 | 0.07% | Due to adjustment of unrecon-
ciled items of Bank Balance
2.2 Money at Call and Short Notice 604,869 604,869 -
2.3 Investments 1,366, 046 | 1,366,046
2.4 Loans and Advances (a+b+c+d+e+f) (Net) 16,870,756 | 16,894,719 23,963 | 0.14% Bue_éo rke,versa‘ :' bgolléingk,of
a. Real Estate loan 3,887,844 | 3,009,417 [ 21,573 | 0.55% |assers oo
1. Residential Home Loan (other than Personal
Residential Home Loan upto Rs 80 lakhs) 495,230 516,928 21,698 | 4.20%
2. Business Complex and Residential Apartment
Construction Loan 719,490 719,490 - -
3. Income Generating Commercial Complex Loan 635,084 635,084 - -
4 Other Real Estate loan (including Land
Purchase and Plotting) 2,038,040 | 2,037,915 (125) |-0.01%
b.  Personal Residential Home Loan upto Rs. 80 lakhs 568,036 568,036 - -
c. Margin Type Loan 715,846 715,846 - -
d. Term Loan 2,274,695 | 2,304,366 29,671 | 1.29%
e. Overdraft Loan/ TR Loan/ WC Loan 5.198,633 | 5,198,633 - -
f.  Others 4,225,702 | 4,198,421 (27,281) |-0.65% 0 ! of Non- Bank
2.5 Fixed Assets 213,324 | 180,786 | (32,538) |-18.00% [ Asces/ Bankng Asses &
26 Non Banking Assets increase in Depreciation
2.7 Other Assets 109,370 113,857 4,487 | 3.94%
3. | Profit and Loss Account
3.1 Interest Income 2,472,847 | 2,477,093 4,246 | 0.17% | Due to recognition of Interest
collected in Shrawan 2068
3.2 Interest Expenses 1,780,463 | 1,780,463 - - | pertaining to 2067/68
A. Net Interest Income (3.1-3.2) 692,384 696,630 4,246 | 0.61%
3.3 Fees, Commission and Discount 46,310 46,341 31 - | Que to reclassification of
3.4 Other Operating Income 100,432 105,374 4,942 | 4.00% 85&%@051%%03“0" of Non-
3.5 Foreign Exchange Gain/ (Loss) (Net) 15,471 15,471 - -
B. Total Operating Income (A+3.3+3.4+3.5) 854,597 863,816 9,219 | 1.07%
3.6 Staff Expenses 75,924 81,013 5,089 | 6.28% P“e to providing provision
or Leave Encashment
3.7 Other Operating Expenses 143,746 | 152,027 8,280 | 5.45% | s vttt 0
C. Operating Profit Before Provision (B-3.6-3.7) 634,927 630,776 (4,151) | -0.66%
3.8 Provision for Possible Losses 58,448 61,414 2,966 | 4.83% | Due o change in loan
D. Operating Profit/ (Loss) (C-3.8) 576,479 569,362 (7,117) | -1.25%
3.9 Non Operating Income/(Expenses) (Net) 4,973 (4,973) [100.00% ggﬁefofgggﬁf]'gﬁﬁé%’r‘n‘e"
3.10Loan Loss Provision Written Back -
E. Profit/(Loss) from Regular Activities (D+3.9+3.10 581,452 569,362 | (12,090) |-2.12%
3.11 Extraordinary Income/(Expenses)
F.  Profit/(Loss) before Bonus and Taxes (E+3.11) 581,452 569,362 (12,090) | -2.12%
3.12 Provision for Staff Bonus 52,859 51,760 (1,099) |[-2.12% | Due to change in Operating Profit
3.13 Provision for Tax 158,578 157,462 (1,116) |-0.71 % | Due to Deferred Tax effect
G.  Net Profit/ (Loss) (F-3.12-3.13) 370,015 360,140 (9,875) | -2.74%
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PRIME COMMERCIAL BANK LIMITED

'A' class licensed financial institution from Nepal Rastra bank
Unaudited Financial Results
As on 4th Quarter End (32.03.2068) of the Fiscal Year 2067/68

Particulars

This Quarter
Ending

32.03.2068

Previous Quarter

Ending

on 30.12.2067

Schedule 36

(Rs. '000)

Corresponding
Previous Year
Quarter Ending on

32.03.2067

1 | Total Capital and Liabilities ( 1.1 t0 1.7) 22,088,270 22,202,417 20,218,830
1.1 Paid up Capital 2,245,746 2,245,746 1,373,755
1.2 Reserves and Surplus 534,748 426,016 164,645
1.3 Debentures and Bonds - - -
1.4 Borrowings 213,120 1,395,320 448,800
1.5 Deposits (a+b) 18,938,903 17,869,530 17,883,518

a. Domestic Currency 18,662,401 17,269,101 17,300,712
b. Foreign Currency 276,502 600,429 582,806
1.6 Income Tax Liability 11,072 111,979 4,889
1.7 Other Liabilities 144,681 153,826 343,223

2 | Total Assets (2.1 to 2.7) 22,088,270 22,202,417 20,218,830
2.1 Cash and Bank Balance 2,923,905 2,211,240 3,508,479
2.2 Money at Call and Short Notice 604,869 400,000 453,827
2.3 Investments 1,366,046 1,991,284 2,038,602
2.4 Loans and Advances (a+b+c+d+e+f) (Net) 16,870,756 17,162,980 13,946,601

a. Real Estate Loan 3,887,843 3,902,222 3,519,791
1. Residential Home Loan (other than Personal
Residential Home Loan upto Rs. 80 lakhs) 495,230 489,038 492,269
2. Business Complex and Residential Apartment
Construction Loan 719,490 677,732 811,408
3. Income Generating Commercial Complex Loan 635,084 656,098 343,102
4. Other Real Estate Loan (including Land
Purchase and Plotting) 2,038,040 2,079,354 1,873,011
b. Personal Residential Home Loan upto Rs. 80 lakhs 568,036 584,826 597,760
c. Margin Type Loan 715,846 773,999 942,947
d. Term Loan 2,274,695 2,391,753 1,687,950
e. Overdraft Loan/ TR Loan/ WC Loan 5,198,633 5,316,880 4,321,468
f. Others 4,225,702 4,193,299 2,876,684
2.5 Fixed Assets 213,324 169,985 162,574
2.6 Non Banking Assets
2.7 Other Assets 109,370 266,928 108,747

X~
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Up to This
Quarter ending
on 32.03.2068

Profit and Loss Account

Up to Previous
Quarter ending
on 30.12.2067

Upto Corresponding
Previous Year
Quarter ending
on 32.03.2067

3.1 Interest Income 2,472,847 1,770,493 1,749,859

3.2 Interest Expense 1,780,463 1,297,054 1,193,075

A Net Interest Income (3.1 - 3.2) 692,384 473,439 556,784

3.3 Fees, Commission and Discount 46,310 37,982 25,662

3.4 Other Operating Income 100,432 70,605 129,950

3.5 Foreign Exchange Gain/Loss (Net) 15,471 13,627 21,772

B. Total Operating Income (A+3.3+3.4+3.5) 854,597 595,653 734,168

3.6 Staff Expenses 75,924 52,703 57,518

3.7 Other Operating Expenses 143,746 95,620 109,996

C. Operating Profit Before Provision (B -3.6 - 3.7) 634,927 447,330 566,654

3.8 Provision for Possible Losses 58,448 40,322 57,521

D. Operating Profit (C -3.8) 576,479 407,008 509,133

3.9 Non Operating Income/Expenses (Net) 4,973 3,581 4,986
3.10 Write Back of Provision for Possible Loss -

E Profit from Regular Activities (D+3.9+3.10) 581,452 410,589 514,119
3.11  Extraordinary Income/Expenses (Net)

F Profit before Bonus and Taxes (E +3.11) 581,452 410,589 514,119
3.12 Provision for Staff Bonus 52,859 37,326 46,738
3.13 Provision for Tax 158,578 111,979 142,396

Net Profit/Loss (F - 3.12 - 3.13) 370,015 261,284 324,985

I_

Capital Adequacy Ratio 16.48% 16.01% 10.67%
4.2  Non Performing Loan (NPL) to Total Loan 0.48% 0.36% Nil
4.3 Total Loan Loss Provision to Total NPL 262.52% 314.96% Nil
4.4  Cost of Funds 9.77% 9.55% 8.12%
4.5 Credit to Deposit Ratio (As per NRB Directive) 79.67% 87.05% 74.86%
Additional Ratios

A Average Yield 13.58% 13.22% 11.13%

B Net Interest Spread 3.23% 3.11% 2.54%

C Return on Equity 17.13% 16.55% 25.31%

D Return on Assets 1.75% 1.64% 1.93%
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PRIME COMMERCIAL BANK LIMITED

Disclosures under BASEL Il as at 32.03.2068
1.  Capital Structure and Capital Adequacy

> Tier 1 capital and breakdown of its components:

Rs. in '000
Core Capital (Tier I) Amount
a. Paid up Capital 2,245,746
b. Statuory General Reserve 171,169
c. Retained Earnings 65,532
d. Deferred Tax Reserve 4,307
Sub-total 2,486,754
Less: Fictitious Assets -
Total Core Capital (Tier I) 2,486,754
> Tier 2 capital and a breakdown of its components: Rs. in '000
Supplementary Capital (Tier II) Amount
General Loan Loss Provision 170,143
Exchange Equalization Reserve 76
Investment Adjustment Reserve 28
Total Supplementary Capital (Tier Il) 170,247

> Detailed information about the Subordinated Term Debts
with information on the outstanding amount, maturity,
amount eligible to be reckoned as capital funds:

> Deductions from Capital

> Total Qualifying Capital (Rs. in '000)

> Capital Adequacy Ratio

Nil

Nil

2,657,001

14.60%

> Summary of the Bank’s internal approach to assess the adequacy of its capital to support

current and future activities:

a. Internal audit department regularly monitors the adequacy of the capital.

b. The capital adequacy is also monitored by the management and Board of Directors on periodic basis.

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

o)
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2. Risk Exposures

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

MMMMMMMM

wHRNITT A rSs

Rs. in '000
Risk Weighted Exposure Amount

a. Risk weighted exposure for Credit Risk 16,931,640

b. Risk weighted exposure for Operational Risk 631,128

c. Risk weighted exposure for Market Risk 111,044

Total Risk Weighted Exposure
> Risk weighted exposure under each of 11 categories Rs. in '000
Credit Risk Claim RWE
1 Claims on Govt. and Central Bank 2,940,103 -
2 Claims on other Financial Entities - -
3 Claims on Banks 1,423,321 390,663
4 Claims on Corporate and Securities Firm 8,189,491 8,025,039
5 Claims on Regulatory Retail Portfolio 1,650,121 618,576
6 Claims secured by Residential Properties 1,068,984 645,140
7 Claims secured by Commercial Real Estate 2,594,847 2,594,847
8 Past due Claims 74,713 50,979
9 HighRisk Claims 3,179,904 2,448,292
10 Other Assets 362,647 261,304
11 Off balance sheet items 3,901,286 1,892,699
drell anffes UdEaT 0&©/0&T A
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Total Risk weighted exposure calculation table: Rs. in '000
Book Value | Specific | Eligible CRM Net Value Risk | Risk Weighted

A. Balance Sheet Exposures €)) Provision (c) (d=a-b-C) |weight| Exposures
(b) (e) (f=d*e)

Cash Balance 905,065 905,065

Balance with Nepal Rastra Bank 1,735,542 - 1,735,542 0% -
Gold - - - - 0% -
Investment in Nepalese Government Securities 1,086,759 - - 1,086,759 0% -
All claims on Government of Nepal 117,802 117,802 0%

Investment in Nepal Rastra Bank securities

All claims on Nepal Rastra Bank 0% -
Claims on Foreign Governmnet and

Central Bank(ECA rating 0-1) - - - - 0%

Claims on Foreign Governmnet and

Central Bank(ECA rating 2) - - - - 20% -
Claims on Foreign Governmnet and

Central Bank(ECA rating 3) - - - - 50%

Claims on Foreign Governmnet and

Central Bank(ECA rating 4-6) - - - - 100%

Claims on Foreign Governmnet and

Central Bank (ECA rating 7) - - - 150% -

Claims on BIS,IMF,ECB,EC and on
Multilateral Development Banks

recognized by the framework - - - 0% -
Claims on other Multilateral

Development Banks - - - - 100%

Claims on Public Sector Entity (ECA 0-1) 20%

Claims on Public Sector Entity (ECA-2) 50% -
Claims on Public Sector Entity (ECA-3-6) 100%

Claims on Public Sector Entity (ECA -7) - - 150%

Claims on Domestic banks that meet

capital adequacy requirements 1,023,240 1,023,240 20% 204,648
Claims on Domestic banks that do not

meet capital adequacy requirements 127,711 - - 127,711 100% 127,711
Claims on Foreign Bank (ECA 0-1) 247,704 - - 247,704 20% 49,541
Claims on Foreign Bank (ECA 2) 12,766 - 12,766 50% 6,383
Claims on Foreign Bank (ECA 3-6) 100%

Claims on Foreign Bank (ECA 7) - - - 150% -

Claims on foreign bank incorporated in
SAARC region operating with a buffer of
1% above their respective capital

requirement 11,900 - 11,900 20% 2,380
Claims on Domestic Corporates 8,189,491 - 164,451 8,025,039 100% 8,025,039
Claims on Foreign Corporates (ECA 0-1) 20%

Claims on Foreign Corporates (ECA 2) - - - - 50% -
Claims on Foreign Corporates (ECA 3-6) - 100%

Claims on Foreign Corporates (ECA 7) - - 150%

Regulatory Retail Portfolio (Not Overdue) 1,548,214 - 773,630 774,585 75% 580,938
Claims fulfilling all criterion of regulatory

retail except granularity 101,906 64,269 37,638 100% 37,638
Claims secured by residential properties 1,043,984 - - 1,043,984 60% 626,390
Claims not fully secured by residential

properties - - - 150%

Claims secured by residential properties

(Overdue) 25,000 6,250 - 18,750 100% 18,750
Claims secured by Commercial real estate 2,594,847 - - 2,594,847 100% 2,594,847
Past due claims (except for claim secured

by residential properties) 74,713 40,727 33,986 150% 50,979
High Risk claims 3,176,004 123 1,547,586 1,628,295 150% 2,442,442
Investments in equity & other capital

instruments of institutions listed in the 100%

stock exchange
Investments in equity & other capital
instruments of institutions not listed in

the stock exchange 3,900 - - 3,900 | 150% 5,850
Other Assets (as per attachment) 362,648 101,343 - 261,304 100% 261,304
TOTAL | 22,389,197 148,443 2,549,936 19,690,817 15,034,841
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Rs. in '000

Current Year

B. Off Balance Sheet Book Value | Specific |Eligible CRM Net Value Risk Weighted
Exposures (a) Provision (d=a-b-C) Exposures
(b) (f=d*e)
Revocable Commitments - 0% -
Bills under Collection - - - 0% -
Forward exchange contract liabilities - - - 10%

LC Commitments with Original
Maturity upto 6 months

Domestic counterparty 384,577 - 22,453 362,124 20% 72,425
Foreign Counterparty (ECA Rating 0-1) 20%
Foreign Counterparty (ECA Rating 2) - - - 50%
Foreign Counterparty (ECA Rating 3-6) - - 100%
Foreign Counterparty (ECA Rating 7) - - 150%

LC Commitments with Original
Maturity Over 6 months - -

Domesticcounterparty 248,899 - 8,231 240,668 50% 120,334

Foreign Counterparty (ECA Rating 0-1) 20%

Foreign Counterparty (ECA Rating - - - - 50% -

Foreign Counterparty (ECA Rating 3-6) - - - - 100%

Foreign Counterparty (ECA Rating 7) - - 150% -

Bid Bond, Performance Bond and

Counter Guarantee (domestic) 1,115,264 - 82,134 1,033,131 50% 516,556

Foreign Counterparty (ECA Rating 0-1) - 20%

Foreign Counterparty (ECA Rating 2) - - 50% -

Foreign Counterparty (ECA Rating 3-6) - - 100% -

Foreign Counterparty (ECA Rating 7) - - 150% -

Underwriting commitments - - - - 50% -

Lending of Bank’s securities or

posting of securities as collateral 100% -

Repurchase agreements, Assets sale

with recourse 410,000 - 410,000 100% 410,000

Advance Payment Guarantee 826,207 - 282,379 543,828 100% 543,828

Financial Guarantee 545 - 20 525 100% 525

Acceptances and Endorsement - - - - 100%

Unpaid portion of partly paid shares

and securities 12,600 - 12,600 100% 12,600

Irrevocable Credit commitments (Short term) 798,975 - - 798,975 20% 159,795

Irrevocable Credit commitments (Long term) 101,207 - - 101,207 50% 50,604

Other Contin ent Liabilities - 100% -

Unpaid Guarantee Claims 3,012 - 3,012 200% 6,023

Total 3,901,286 - 395,216 3,506,070 1,892,699

Total RWE for credit risk 26,290,483 148,443 2,945,152 23,196,887 16,927,540

Adjustment under Pillar I

Add: 10% of the Loan and facilities in
excess of Single Obligor Limits (6.4 a 3)
Add: 1% of the contract (sale) value
in case of the sale of credit with

recourse (6.4 a 4) 4,100 4,100 4,100
Total RWE for credit risk ( After
Bank’s Adjustment of Pillar II) 26,294,583 148,443 2,945,152 23,200,987 16,931,640
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Risk Weighted Exposure for Operational Risk

Rs. in '000

As on Ashadh end of Previous Years

Risk Weighted Exposure for Market Risk

Open Position

Current Year

Net Interest Income 103,165 258,030 556,784

Commission and Discount Income 5,209 21,516 25,662

Other Operating Income 35,909 81,790 129,950

Exchange Fluctuation Income 3,403 10,961 21,772

Additional Interest Suspense during the period 18 1,417 6,671

Gross Income (a) 147,704 373,714 740,839

Alfa (b) 15% 15% 15%

Fixed Percentage of Gross Income [c=(aXb)] 22,156 56,057 111,126

Capital Requirement for operational risk (d) (average of c) 63,113

Risk Weight (reciprocal of capital requirement of 10%) in times (e) 10

Equivalent Risk Weight Exposure[f=(d*e)] 631,128

PILLAR I/ ADJUSTMENT

If Gross Income for all the last three years is negative [6.4(a)(8)]

Total Credit and Investment (net of Specific Provisions)

Capital Requirement for operational risk (5%)

Risk Weight (reciprocal of capital requirement of 10%) [g]

Equivalent Risk Weight Exposure (h=f+g) 631,128
Rs. in '000

Open Position Relevant Open
(NPR) Position

(FCY)

INR 49,706 79,530 79,530
usD 1,468 104,100 104,100
EURO 270 26,978 26,978
GBP 63 7,199 7,199
CHF - -
AUD 0.26 19 19
CAD 0.01 0.74 0.74
SGD 0.38 22 22
JPY 4,343 3,882 3,882
CNY 7 77 77
SAR 12 230 230
QAR 1 16 16
THB 2 5 5
AED 1 23 23
MYR 0.24 6 6
SEK - -
DKK - - -
HKD 0.04 0.36 0.36
KRW - - -
Total Open Position (a) 222,088
Fixed Percentage (b) 5%
Capital Charge for Market Risk [c=(a*b)] 11,104

Risk Weight (reciprocal of capital requirement of 10%)
in times (d) 10
Equivalent Risk Weight Exposure [e=(c*d)] 111,044

oY
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> Amount of NPAs (Rs. in '000)
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Gross NPA Net NPA
> Restructured/ Rescheduled Loan Nil Nil
> Sub - Standard Loan 66,823 50,117
> Doubtful Loan Nil Nil
> Loss Loan 30,271 Nil
> NPA Ratios
Gross NPA to Gross Advance 0.57%
Net NPA to Net Advances 0.30%
> Movement of Non Performing Assets Rs. in '000
Particulars Opening Balance Closing Balance Movement
Sub-Standard Loan - 66,823 100%
Loss Loan - 30,271 100%
> Movements in Loan Loss Provisions and Interest Suspense
Loan Loss Provision Rs. in '000
Particulars Opening Balance | Closing Balance Movement
Pass Loan 155,704 170,143 9.19%
Sub - Standard Loan - 16,706 100%
Loss Loan - 30,270 100%
Personal Guarantee 125 123 -1.62%
Interest Suspense Rs. in '000
Particulars Opening Balance | Closing Balance Movement
Interest Suspense 8,105 19,935 145.96%
Details of Additional Loan Loss Provisions Rs. in '000
Particulars Opening Balance | Closing Balance Additional LLP
Pass Loan 155,704 170,143 14,314
Sub - Standard Loan - 16,706 16,706
Loss Loan - 30,270 30,270
Personal Guarantee 125 123 2

> Segregation of investment portfolio into Held for trading, Held to Maturity and Available for

Sale Category

a. Held for Trading

b. Held to Maturity
Treasury Bills

Placement with Foreign Banks

Other Investments

c. Available for Sale
Nepal Clearing House Ltd.

Mabhila Sahayatri Microfinance Development Bank Ltd.

Rs. In '000

Nil

1,068,912
140,834

152,400

2,500
1,400
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Risks Management Function in the Bank

Banking business is all about managing various risks inherent to the business for achieving its objectives
through appropriate trade off between risk and return. The banking business has various inherent risks viz.
Credit risks, Market risks and Operational risks. The bank’s risks management is based upon following strategies:

Identifications of various risks;

Clear understanding of various risks;
Proper assessment of the risks;
Monitoring and managing of risks

PCBL has its plan, policies, manual and working methodology in place to manage all kinds of risks inherent in
the Banking business.

To manage various banking risks, PCBL has established different control mechanisms including segregation of
duties amongst the staffs, formation of various directors and management level committees for different functions
and appropriate delegation of authorities to such committees. Apart from that the bank has strong reporting
system to minimize the banking risks.

Credit Risks

Credit risk reflects the potential inability of a borrower to repay a loan according to the established terms and
conditions of the loan agreement. The bank monitors and manages credit risks for individual borrowers as well
as in portfolio level. The bank periodically reviews credit concentration on different economic sectors and
diversifies its credit portfolios to minimize credit risks.

In order to manage credit risks, PCBL has established sound credit appraisal system and formation of committees
with at least three members in various levels of approval of final credit disbursement. The bank has Credit
Policy Guidelines and other consumer loan product papers approved by the Board of Directors and are strictly
followed during disbursement of any credit. Credit officers conduct regular site visit to borrower’s business
before and after disbursement of credit which has supported to establish sound credit risks management
system in the bank. The bank performs analysis of market trend including business trend, value of
collaterals/security and adjust in its policy accordingly to minimize any credit risks.

Apart from that the bank has developed document checklist of all required financial and legal documents for
each credit file to monitor all kinds of legal risks.

Market Risks

Market risks are the risks of loss resulting from change on interest rates, foreign currency exchange etc. PCBL
has established AML policy approved by the Board of Directors to monitor the Market Risks. Under the AML
policy, the bank has set up Asset Liability Management Committee chaired by Chief Executive Officer to manage
the Market Risks. The committee periodically discusses on the market trend, liquidity position of the bank,
interest rates to manage all market related risks. The bank periodically performs gap analysis of its Assets and
Liabilities to manage its liquidity risks. The bank manages exchange risks through positions limits for various
foreign currencies.

The bank has also made adequate liquid investment to avoid any kind of liquidity crisis. The bank also performs
gap analysis to monitor interest rate risks. The bank limits its exchange rate risk by stipulating position limit for
various foreign currencies.

Operational Risks

Operational risks are the risks resulting from inadequate/weak internal control process in credit procedures,
operational procedures and /or fraud resulting in losses. Operational risks in general covers all kinds of risks
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except credit and market risks. It can be caused through internal as well as external factors. Operational risks in
the bank are managed through establishment of strong internal control system within the organization. The bank
follows operational manual and other procedures approved by the Board of Directors to manage the operational
risks.

The internal control system of the bank is managed in different levels with a principal of segregation of duties
amongst the staff. The bank has strong internal audit department to review the internal control system of the
bank and ensure that the approved policies / procedures are strictly followed.

The structure of internal control system and risk management function:
1) Operator Level

Operator level executes the transaction as per the defined procedures for the activity. For each activity the
authority limit has been imposed according to the level of staff and nature of the activity. The rights and authority
given to the operators in IT system commensurate with the nature of job entrusted to them. For each activity
there is a presence of audit trail.

2) Officers/ Managers Level

All the transactions (except deposits and payment up to certain limit) executed by the operators are
independently verified at this level.

Ensure that all the transactions are executed within the authority limit delegated and as per the defined
procedures.

3) Executive Management Level

At this level the risk associated with the various natures of activities are identified.
Set appropriate Internal Control policies.

Implement the defined control measures to minimize the risks.

Review the control reports and exceptions report generated by the system everyday.

4) IT Manager
The IT Manager is responsible for monitoring system risk and IT related risks.
5) Internal Audit

The Internal Audit function provides an independent assessment of the adequacy of, and compliance
with, the organization’s established policies and procedures.

At this level, the internal control performed on each type of transaction is examined. lts effectiveness is
checked.

Review the management and financial information system.

Review the accuracy and reliability of the accounting record and financial reports.

Recommend to correct the weaknesses / lacks in the internal control system.

6) Audit Committee / Board of Directors

Review the overall internal control system.

Monitor the adequacy and effectiveness of internal audit system.

Prepare action plan on the basis of the internal audit report and external audit report in order to strengthen
the internal control system of the organization.
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