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ASSOCIATES

CHARTERED ACCOUNTANTS

Independent Auditor’s Report

To the Shareholders of NIC Asia Bank Limited

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of the NIC Asia Bank Limited (the “Bank”) and its
subsidiary (the “Group”), which comprise the consolidated statement of financial position as at Ashadh
31, 2077 (July 15, 2020), and the consolidated statement of profit or loss, consolidated statement of
comprehensive income, consolidated statement of changes in equity and consolidated statement of cash

flows for the year then ended, and notes to the consolidated financial statements, including a summary
of significant accounting policies.

In our opinion, the accompanying consolidated financial statements presents fairly, in all material
respects, the consolidated financial position of the Group as at Ashadh 31, 207 (15 July 2020), and of its
consolidated financial performance and its consolidated cash flows for the year then ended in accordance
with Nepal Financial Reporting Standards.

Basis for opinion

We conducted our audit in accordance with Nepal Standards on Auditing (NSAs). Our responsibilities
under those standards are further described in the Auditors Responsibilities for the Audit of the
Consolidated Financial Statements section of our Report. We are independent of the Group in
accordance with the ICAN’s Handbook of Code of Ethics for Professional Accountants together with the
ethical requirements that are relevant to our audit of the financial statements in Nepal, and we have
fulfilled our other ethical responsibilities in accordance with these requirements and ICAN’s Handbook
of Code of Ethics for Professional Accountants. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in the
audit of the consolidated financial statements of the current period. These matters were addressed in the
context of the audit of the consolidated financial statements as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on these matters. We have determined the matters
described below to be the key audit matters to be communicated in our report.

S.N

Key Audit Matters

Auditor’s Response

1.

Interest Recognition

The interest income of the bank has to be
recognized on accrual basis and following the
Interest Income Recognition Guidelines 2019
issued by NRB. Though accrual basis of
income recognition is prescribed in general,
the guidelines requires suspension of interest
recognition on accrual basis for loans and
advances with overdue of more than 12
months whereas for loans and advances with
overdue interest/installment for 3 to 12
months, interest recognition on accrual basis
is limited on the basis of result of collateral
testing as specified. Given the lack of system
capability to suspend recognition of income
on the basis of overdue status of loan and fair
value of collateral as well as review of fair
valuation of collateral on regular basis,
manual intervention will be required in
interest recognition process and hence create
risk of improper application of the guidelines
and determination of the Fair Value of the

Our audit approach regarding verification of
process of interest recognition included:

a. Obtaining clear understanding of the
process of accrual of interest income on
loans and advances in the Core Banking
Software of the bank.

b. For fair valuation of collateral, we relied on

the latest available engineer's valuation of
the collateral and have test checked the
hair cut in fair value of collateral as per
NRB Income Recognition guidelines 2019.

c. Test check of the interest income booking
with manual computation.
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collateral. This may, in turn, have effect on
recognition of interest income the bank.
Thus, we have considered it as key audit
matter.

Investment Valuation, Identification,
and Impairment

Investment of the bank comprises of
investment in government bonds, T-bills,
development bonds and investment in
quoted and unquoted equity instruments. The
valuation of the aforesaid securities has been
done in compliance with NAS 39 read with
NFRS 9 and NRB Directive no. 8. The
investment in the government and NRB
bonds and T-bills should be recognized on
reporting date on Amortized cost Dbasis
whereas other investments in equity
instruments, other than those held for trading,
should be valued at Fair Value through Other
Comprehensive Income.

Given the  varieties of  treatments
recommended for valuation of investment
based on nature of cash flow, the business
model adopted, complexity of calculations
and the significance of amount involved in
such investments, same has been considered
as Key Audit Matter in our audit.

Our audit approach regarding verification of
process of investment valuation, identification
and impairment included:

a. Review of the investment of the bank and
its valuation having reference to NFRS
issued by the Accounting Standard Board
of Nepal and NRB Directive 4 read with 8.

b. We assessed the nature of expected cash
flow of the investments as well as the
business model adopted by the
management on the basis of available
evidences/circumstances and ensured that
classification of investment is
commensurate with nature of cash flow
and management intention of holding the
investment.

¢. For the investment valuation that are done
at amortized cost, we checked the EIR and
amortization schedule on test basis.

d. For the investment valued through OCI for
quoted investment, we ensured that fair
valuation has been done at the closing
transaction rate in NEPSE as on
15.07.2020 and for the unquoted
investment the fair value has been taken as
the NPR 100.

Impairment of Loans and Advances

As per NRB Directive 4, bank shall measure
impairment loss on loans and advances at the
higher of:

= Amount derived as per norms prescribed
by Nepal Rastra Bank for loan loss
provisioning; and

= Amount determined as per para 63 of NAS
39 adopting Incurred Loss Model

As per the norms prescribed by NRB,
provision at prescribed rate should be created
on loans and advances based on overdue
status of loans and advances as well as
utilization status of the facility, status of
security, borrower’s whereabouts etc.

As per NAS 39 read with NFRS 9, impairment
of loans and advances should be made on
individual impairment basis for loans and
advances that are individually significant and
collective impairment basis for homogeneous
groups of loans that are not considered
individually significant.

On individual impairment, amount of the loss
is measured as the difference between the
assets’ carrying amount and the present value
of estimated future cash flows. Under

Our audit approach regarding verification of
impairment of loans and advances included:

a. Review of the overdue status of loans and
advances by obtaining data from the
system and matched the same with the
NRB 2.2 report.

b. Sample credit files were reviewed, among
other things, from the perspective of
utilization of loans and advances for
intended purpose by way of scrutiny of
financial statements, account movement,
account turnover etc.

c. Expected future cash flows from the
individually significant loans and advances
with indication of impairment are assessed
on the basis of realizable value of collateral
securities based on management estimate.

d. Grouping of homogeneous group of loans
was assessed on the basis of nature and
purpose of loans and data of historical loss
experience in portfolios are assessed on the
basis of past due data from the system as
well as data of loan loss provisions of the
defined group in the past.

CRASIN




collective impairment, loss is determined after
taking into account the Historical Loss
Experience in portfolios of similar credit risk
and Management’s experienced judgment as
to whether current economic and credit
conditions are such that the actual level of
inherent losses at the reporting date is like to
be greater or less than that suggested by
historical experience.

Given the fact that impairment of loans and
advances under incurred loss model require
assessment of future cash flows as well as
historical loss experiences of portfolios.
Further, impairment of loans and advances
under NRB norms for loan loss provisioning
will require assessment of overdue status of
loans and advances and proper utilization of
loan for intended purpose. Hence, assessment
of availability and accuracy of required data
for impairment of loans and advances under

incurred loss model as well as NRB
provisioning norms is regarded as key audit
matters.
4. Information Technology General | Our audit approach regarding Information
Controls technology of the bank is based upon the

IT controls with respect to recording of
transactions, generating various reports in
compliance with NRB guidelines and other
compliances to regulators is an important part

Inforination Technology Guidelines 2012
issued by NRB and it included:

a. Understanding the coding system adopted

by the bank for various categories of
customers

of the process. Such reporting is highly
dependent on the effective working of Core

Banking Software and other allied systems. b. Understanding the feeding of the data in

the system and going through the
extraction of the financial information and
statements from the IT system existing in
the bank

. Checking of the user requirements for any
changes in the regulations/ policy of the
bank

d. Reviewed the reports generated by the
system on sample basis. We verified the
interest incoine and expense booking
regarding loan and deposit on test basis
with the CBS or the bank.

e. We relied on the IT" audit conducted by the
bank.

f. We verified the provisioning of the loan
and advances based on ageing on the test
check basis as on 15.07 2020.

We have considered this as key audit matter
as any control lapses, validation failures,
incorrect input data and wrong extraction of
data may result in wrong reporting of data to
the management, shareholders and regulators |

Responsibility of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with Nepal Financial Reporting Standards and for such internal control as
management determines is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessmg thgém)\s
ability to continue as a going concern, dlsclosmg, as applicable, matters related to going c(?
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using the going concern basis of accounting unless management either intends to liquidate the Group or
to cease operations, or has no realistic alternative but to do so.

Those charged with Governance are responsible for overseeing the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasonable assurance is high level of assurance, but is not a guarantee
that an audit conducted in accordance with NSAs will always detect a material misstatement when it
exists. Misstatement can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these consolidated financial statements.

As part of an audit in accordance with NSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risk of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtained audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk
of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purposes of expressing an opinion on the
effectiveness of the Group’s internal control.

e Evaluate the appropriateness of accounting polices used and the reasonableness of accounting
estimates and related disclosures made by the management,

e Conclude on the appropriateness of the management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Group's ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in our auditor’ report
to the related disclosures in the consolidated financial statements or if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may cause the Group to cease
to continue as a going concern.

e Evaluate the overall presentation, structure, and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the
underlyving transactions and events in a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision, and performance of the group audit. We remain
solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes pubic disclosure about the matter or when, extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse consequences of
doing so would reasonably be expected to outweigh the public interest benefits of such communjcgfion.
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Report on the requirements of Banks and Financial Institutions Act, 2073 and Company
Act, 2063

We have obtained satisfactory information and explanations asked for, which to the best of our
knowledge and belief were necessary for the purpose of our audit; the returns received from the branch
offices of the bank, though the statements are independently not audited, were adequate for the purpose
of the audit; the consolidated financial statements including the consolidated statement of financial
position, consolidated statement of profit or loss, consolidated statement of comprehensive income,
consolidated statement of changes in equity, consolidated statement of cash flows including a summary
of significant accounting policies and other explanatory notes have been prepared in all material respect
in accordance with the provisions of the Company Act, 2063, and they are in agreement with the books of
accounts of the Bank; and the accounts and records of the Bank are properly maintained in accordance
with the prevailing laws.

To the best of our information and according to the explanations given to us, in the course of our audit,
we observed that the loans have been written off as specified; the business of the Bank was conducted
satisfactorily, and the Bank's transactions were found to be within the scope of its authority. We did not
come across cases of accounting related fraud and the cases where the board of directors or any director
or any office bearer of the Bank has acted contrary to the provisions of law or caused loss or damage to
the Bank or committed any misappropriation of the funds of bank

/_gLuu & /

Sunir Kumar Dhungel
Managing Partner

Place: Kathmandu, Nepal D y
Date: October 20, 2020 Aesons

UDIN: 201020CA00109qppfZ
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