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(Increase)/ Decrease in operating liabilities

Due to bank and financial institutions

Due to Nepal Rastra Bank

Deposits from Customers 890,942,457 479,955,034
Borrowings - -
Other Liabilities (11,717,171) 10,480,779
Net Cash flow from operating activities before tax paid 13,680,764 332,118,076
Income taxes paid (6,856,867) (1,277,659)
Net Cash flow from operating activities 6,823,897 330,840,417

CASH FLOW FROM INVESTING ACTIVITIES

Purchase of investment securities

Receipt from the sale of investment securities
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Add: Gain from sale of investment securities measured at fair value
through OCI

Remaining balance of Retained Earnings 7,764,801 14,397,388
Net profit or (loss) as per statement of profit or loss 12,133,444 (6,446,007)
Appropriations:

a. General reserve (2,426,689)

b. Foreign exchange fluctuation fund - 5
c. Capital redemption reserve - -
d. Corporate social responsibility fund (121,334) -
e. Employees’ training fund (78,750) (399,710)
f. Other

Transfer from Staff Training Fund 135,516
Transfer from CSR Fund 6,643 77,614
Transfer from Deferred Tax Reserve 493,298

Prafit ar (Incc) hafara raoiilatary adinetment 1N NNA A1? (A AR2? BRT)




Short loan loss provision on NBA transferred to Regulatory Reserve

(As per Circular no. 6, 2066-67, Point no. (Ee))

c. Short provision for possible losses on investment (-)/reversal (+) Amount
Provision for investment to be made as per GAAP

Notional Tax Amount (@ 30%) -
Difference i.e. short provision for investment -
Investment Adjustment Reserve Amount

To be created for unquoted investment

Previous year recognised

This year to be recognised as inflow to retained earnings
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a. Liability for defined benefit obligations is recognised at present value of the defined benefit
obligation as determined by actuary.

The bank presents its statement of financial position broadly in the order of liquidity.

The significant accounting policies applied in the preparation of financial statements are set out
below in Note 3. These policies are consistently applied to all the years presented, except for the
changes in accounting policies disclosed specifically.

Statement of compliance

Up to the year ended Ashad 31, 2076 (July 16, 2019), the bank prepared its financial statements
in accordance with applicable accounting standards and generally accepted accounting principles
(GAAPs) of Nepal. These are the bank’s first NFRS financial statements prepared as per the principles
laid down in NFRS-1 “First Time Adoption of Nepal Financial Reporting Standards”. The date of
transition to NFRS is Srawan 1, 2074 (July 17, 2017). Reconciliations and descriptions of the effect of
the transition from Nepal Accounting Standards (previous GAAP) to NFRS on the bank’s equity and its
net income are given in notes to the financial statements.
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in the preparation of financial statements. Any departure from the requirements of NFRS if any, has
been separately disclosed in the explanatory notes.

Anumber of new standards and amendments to the existing standards and interpretations have been
issued by International Accounting Standards Board (I1ASB) after the pronouncements of NFRS with
varying effective dates. Those become applicable when ICAN incorporates them within NFRS.
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IFRS 15 replaces IAS 18 Revenue and IAS 11 Construction Contracts. The new standard introduces
the core principle that revenue must be recognized when the goods are transferred or services are
rendered to the customer, at the transaction price. Any bundled goods or services that are distinct
must be separately recognized, and any discounts or rebates on the contract price must generally
be allocated to the separate elements. When the consideration varies for any reason, minimum
amounts must be recognized if they are not at significant risk of reversal. Costs incurred to secure
contracts with customers have to be capitalized and amortized over the period when the benefits
of the contract are consumed.

Financial instruments, leases and insurance contracts are out of scope of IFRS 15, and so this
standard is not expected to have a significant impact on the bank. IFRS 15 is effective for annual
periods beginning on or after 1 January 2018.

. IFRS 16 Leases

On 13 January 2016 the IASB issued IFRS 16 to replace IAS 17 Leases. The new standard sets out
the principles for the recognition, measurement, presentation and disclosure of leases. All leases
result in the lessee obtaining the right to use an asset at the start of the lease and, lease payments
are made over time, also obtaining financing. Accordingly, IFRS 16 eliminates the classification of



rate (NAS 39, Para 9: Financial Instruments: Recognition and Measurement)

As per carve out prescribed for fiscal year 2017-18 and 2018-19, “The effective interest rate is the
rate that exactly discounts estimated future cash payments or receipts through the expected life
of the financial instrument or, when appropriate, a shorter period to the net carrying amount of
the financial asset or financial liability. When calculating the effective interest rate, an entity shall
estimate cash flows considering all contractual terms of the financial instruments (for example,
prepayment call and similar options) but shall not consider future credit losses. The calculation
includes all fees and points paid or received, unless it is immaterial or impracticable to determine
reliably, between parties to the contract that are an integral part of the effective interest rate (see
NAS 18 Revenue), transaction costs and all other premiums or discounts. There is a presumption
that the cash flows and the expected life of a group of similar financial instruments can be estimated
reliably. However, in those rare cases when it is not possible to estimate reliably the cash flows or
the expected life of a financial instrument (or group of financial instruments), the entity shall use
the contractual cash flows over the full contractual term of the financial instrument (or group of
financial instruments).”

. Impracticability to determine interest income on amortized cost (NAS 39, Para AG93: Financial
Inctriimentc- Rernanitinn nnd Meaciirement)



financial assets are recognized on trade date.

b. Classification

The bank classifies its financial assets and financial liabilities as per NFRS 2 into the following
measurement categories:

Financial assets
e Financial assets held at fair value through profit or loss;

e Financial assets held at fair value through other comprehensive income, and

e Financial assets held at amortized cost.

Financial liabilities
e Held at fair value through profit or loss, or

e Held at amortized cost.



e Financial assets at fair value through profit or loss

e Financial assets are classified as fair value through profit or loss (FVTPL) if they are held for trading
or are designated at fair value through profit or loss. Upon initial recognition, transaction costs that
are directly attributable to the acquisition are recognized in profit or loss as incurred. Such assets are
subsequently measured at fair value and changes in fair value are recognized in statement of profit or
loss.

e Financial assets at fair value through other comprehensive income

e Investment in an equity instrument that is not held for trading and at the initial recognition, the bank
makes an irrevocable election that the subsequent changes in fair value of the instrument is to be
recognized in other comprehensive income are classified as financial assets at fair value though other
comprehensive income. Such assets are subsequently measured at fair value and changes in fair value
are recognized in other comprehensive income.

Financial Liabilities

The bank classifies financial liabilities as follows:
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they are received. The effective mterest rate method is not applied as it is ;mpractlcable to determme
the amount.

Further, once a financial asset or a group of similar financial assets has been written down as a result
of an impairment loss, interest income is thereafter calculated by applying effective interest rate to
the gross carrying amount of a financial asset. Interest income on financial assets (loans and advances)
which has been individually impaired are not recognised.

Financial assets classified at fair value are subsequently measured at fair value. The subsequent
changes in fair value of financial assets at fair value through profit or loss are recognized in statement
of profit or loss whereas of financial assets at fair value through other comprehensive income are
recognized in other comprehensive income.

d. Derecognition

e Derecognition of Financial Assets

Financial assets are derecognised when the right to receive cash flows from the assets has expired,
or has been transferred, and the bank has transferred substantially all of the risks and rewards



either directly or indirectly.These would include prices for the similar, but not identical, assets or
liabilities that were then adjusted to reflect the factors specific to the measured asset or liability.

Level 3: These are unobservable inputs for the assets or liability.

The best evidence of the fair value of a financial instrument at initial recognition is normally the
transaction price i.e. the fair value of the consideration given or receivedWhere available, the
bankmeasures the fair value of an instrument using quoted prices in an active market for that
instrument. If a market for a financial instrument is not active, the bank, establishes fair value using an
appropriate fair valuation technique.

For all unquoted investment in equity instruments, their cost has been considered as their fair value
and accordingly these are recognised at cost, net of impairment if any.

f. Impairment

At each reporting date, the bank assesses whether there is objective evidence that a financial asset or
group of financial assets not carried at fair value through the Statement of Profit or Loss are impaired.

A financial asset or a group of financial assets is impaired when objective evidence demonstrates that
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prospect of future recovery and all collateral has been realized or has been transferred to the bank.

Ifinasubsequent year, the amount of the estimated impairment loss increases or decreases because
of an event occurring after the impairment was recognized, the previously recognized impairment
loss is increased or reduced by adjusting the allowance account. If awrite off is later recovered, the
recovery is recognized in the ‘recovery of loan written off’ under Note no. 4.39.

However,incase of loans and advances,impairment loss ismeasured as the higher of amount derived
as per norms prescribed by Nepal Rastra Bank for loan loss provision and amount determined as
per para 63 of NAS 39 - Financial Instruments: Recognition and Measurement.

ii. Impairment of investment in equity instrument classified as fair value though other comprehensive income

Objective evidence of impairment of investment in an equity instrument is a significant or
prolonged decline in its fair value below its cost. Impairment losses are recognized by reclassifying
the losses accumulated in the fair value reserve in equity to profit or loss. The cumulative loss that
is reclassified from equity to profit or loss is the difference between the acquisition cost, net of any
principal repayment and the current fair value, less any impairment loss recognized previously in
profit or loss.

Trading assets

The bank classifies financial assets or financial liabilities as held for trading when they have been
purchased or issued primarily for short term profit making through trading activities or form part of
a portfolio of financial instruments that are managed together for which there is evidence of a recent
pattern of short-term profit taking. Held for trading assets and liabilities are recorded and measured
in the statement of financial position at fair value. Changes in fair value are recognized in net trading
income. Interest and dividend income or expense is recorded in net trading income according to the
terms of the contract, or when the right to payment has been established. Included in this classification
are debt securities, equities, short positions and customer loans that have been acquired principally
for the purpose of selling or repurchasing in the near term.

Property, Plant and Equipment

All Property, plant and equipment is stated at cost less accumulated depreciation and impairment
losses. Cost includes expenditure that is directly attributable to the acquisition of the assets.
Subsequent costs are included in the asset’s carrying amount or are recognized as a separate asset,



3.5

Equipment and others- office equipment 25%

Equipment and others- other assets 15%

Land is not depreciated. Assets costing less than Rs. 5,000 are recognised in statement of profit or loss
in the year of purchase.

Capital Work in Progress

The cost of property, plant and equipment which are not ready for their intended use till the date of
statement of financial position, are disclosed under capital work-in-progress.

Intangible Assets

Theintangible assets include software purchased by the bank. All computer software costsincurred or
licensed for use which are notintegrally related to associated hardware, which can be clearly identified,
reliably measured, and it's probable that they will lead to future economic benefits, are included in
the statement of financial position under the category ‘Intangible Assets’ Software is measured at
cost less accumulated amortization and accumulated impairment loss if any. Software is amortized
on a straight-line basis in profit or loss over its useful life, from the date that is available for use. The















control. Inter unit charges and revenues are appli'ed to assess the performénce of the business units.
These charges are nullified at the overall bank’s level. The bank has identified segments on the basis of
each geographical presence in seven provinces of the country.

Segment results that are reported by the bank include items directly attributable to a segment as well
as those that can be allocated on a reasonable basis. Unallocated items comprise mainly corporate
assets (primarily the bank’s corporate building), head office expenses, and tax assets and liabilities
that are categorized as banking assets/liabilities.















@ KARNALI DEVELOPMENT BANK LTD.
16™ ANNUAL REPORT 2076/77



aleys pa

Aunba pajonbu

aleys

Ayinba pajor

IDOA4 1V @34NSY3IN ALIND3

saninba ul Juawsanul 03 bunoj:



@ KARNALI DEVELOPMENT BANK LTD.
16™ ANNUAL REPORT 2076/77






















































@ KARNALI DEVELOPMENT BANK LTD.
16™ ANNUAL REPORT 2076/77






@ KARNALI DEVELOPMENT BANK LTD.
16™ ANNUAL REPORT 2076/77









lotal Income tax expense

324,216

(156,654)

Effective tax rate
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The company assesses interest raterisk,and equity price risk at aregularinterval as per NRB guidelines
and the internal policy in managing market risk and reporting to RMC and the Board.

Liquidity Risk

Liquidity risk is the risk that the company will encounter difficulty in meeting obligations associated
with financial instruments as they fall due.

The company has been maintaining cash reserve ratio, statutory liquidity ratio, net liquidity ratio and
credit to core capital and deposit ratios within the limit as prescribed by NRB and are being monitored
on continuous basis. Further, maturity wise structural liquidity table are being prepared as per the
regulatory guidelines on monthly basis and reported to the Board on quarterly basis.

Internal Control

Internal control system i.e.internal audit and compliance department has been reinforcing on the
effective implementation of laid down policies and procedure. Regular financial activities are being
closely monitored through internal control mechanism. The company has an appropriate control
structure with well-defined control activities at every business level. Duties of officials and staff





















0. Segment liabilities 2,550,138,498 | 2,550,138,498
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Net interest income 50,379,448 5,802,834 | 56,182,282
Fee and commission income 20,141,024 -1 20,141,024
Fee and commission expense = - >
Net fee and commission 20,141,024 -| 20,141,024
income
Net interest, fee and 70,520,472 5,802,834 76,323,306
commission income
Net trading income - -
Other operating income Changes in fair value of investment in 3,868,082 - 3,868,082
equity instruments and units of mutual
fund and provision for investment in
shares now not required.
Total operating income 74,388,554 5,802,834 | 80,191,388
Impairment charge/(reversal) | Previously the provision for non 7,251,082 - 7,251,082

loans and other losses

banking assets were made as per NRB
directives no. 4, now it is categorised as

nnn rurrant accat hald far cala hanra




INEL Cdsn 110w 1ToIm nndncing Due Lo recidssincduorn oi £3f,513,270 £,203,64/ LI3,06035,445
activities Items in Statements of

financial position
Net increase/(decrease) in cash 38,622,133 576,424,358 615,046,491
and cash equivalent
Cash and cash equivalent at the 276,474,576 640,784,795 917,259,371
beginning of the period
Cash and cash equivalent at the 315,096,708 | 1,217,209,154 | 1,532,305,862

end of the period
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Impairment of loans and advances

Employees benefit amortization under staff
loan

(1,949,284.00)

Defined benefit obligation of employee

Accounting as per Actuary
Valuation

(2,241,758.00)

Operating lease expense

Amortization expense of debt securities

Other operating income

Interest expense

Depreciation & Amortization

Other

Deferred income tax

Due to NFRS Adjustments

1,287,851.00

Provision for NBA

Reversal of Provision for
NBA expenses as now NBA
is categorised as Investment
Propertv.
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