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Independent Auditor’s Report

To the Shareholders of Bank of Kath du Limited

Report on the Audit of the Consolidated Financial Statements
Opinion

We have audited the i finas of Bank of

SAR.

ASSOCIATES

CHARTERED ACCOUNTANTS

Limited (the “Bank”) and

its subsidiary (the “Group”), which compnse the consolidated statement of financial position as at
Ashadh 32, 2079 (July 16, 2022), and the consolidated statement of profit or loss, consolidated
statement of other 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

presents fairly, in all material

respects, the consolldated financial posmon of lhe Group as at Ashadh 32, 2079 (July 16, 2022), and of
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its
accordance with Nepal Financial Repomng Standards

Basis for opinion
We conducted our audit in accordance with Nepal Standards on Auditing (NSAs). Our

cash flows for the year then ended in

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
secunnes has been done in compliance with NFRS 9

NRB Directive no. 8. The investment in the
guvemmenl and NRB bonds and T-bills should be
recognized on reporting date on Amortized cost
basis 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, complex
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 asis of available
evidences/circumstances and ensured that
classification of investment is
commensurate with nature of cash flow
and management intention of holding the
investment.

Tnherent losses at the reporting date s 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 Controls
c. For the investment valuation that are IT controls with respect to recording of
done at amortized cost, we checked the transactions, generating various reports in

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
16072022 and for the unquoted
investment the fair value has been taken
asthe NPR 100.

under those standards are further described in the Auditors Responsibilities for the Audit af 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 lo our audit of the ﬁnanmal statements in Nepal, and we have

fulfilled our other ethical with thes

X
of Code of Ethics for Professional Account,:mts We believe that lhe 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 were of most sij

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
% 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
require 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 based on result of collateral testing as

process of interest recognition included:

Software of the bank.

&

suspend recognition of income based on 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 collateral.
This may, in turn, have effect on recognition of
interest income the bank. Thus, we have
considered it as key audit matter.

with manual computation.

Our audit approach regarding verification of

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

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.

specified. Given the lack of system capability to | c. Test check of the interest income booking

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 5.5. of NERS 9,
read with carve out issued by Institute of
Chartered Accountants of Nepal dated 18 July
2022, 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 NFRS 9 read with carve out issued by
Institute of Chartered Accountants of Nepal dated
18 July 2022, 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 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

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.

o

Sample credit files were reviewed, among
other things, from the perspective of
utilization of loans and  advances for
intended purpose by way of serutiny 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 groups 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.

compliance  with NRB guidelines and other
compliances to regulators is an important part of
the process. Such reporting is highly dependent on
the effective working of Core Banking Software and
other allied systems.

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

Our audit approach regarding Information
technology of the bank is based upon the
Inforination Technology Guidelines 2012
issued by NRB and it included:

a. Understanding the coding system adopted
the bank for various categories of
customers

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

o

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

&

Reviewed the reports generated by the
system on sample basis. We verified the
interest income 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.

We verified the provisioning of the loan
and advances based on ageing on the test
check basis as on 16.07.2022

Information Other than C
Thereon

for the other i

and Auditor’s. Report

comprises the i

included in lhe Management Report, Report of the Director’s Report and Chairman’s Statement but does
not include the consolidated financial statements and our auditor’s report thereon. Such information is
expected to be made available to us after the date of this auditor's report.

Our opinion on the consolidated financial statements does not cover the other information and we will
not express any form of assurance conclusion thereon. In connection with our audit of the consolidated
financial statements, our responsibility is to read the other information identified above when it becomes
available and, in doing so, consider whether the other information is materially inconsistent with the
financial statements or our knowledge obtained in the audit, or otherwise appears to be materially
misstated.

When we read such other information, if we conclude that there is a material misstatement therein, we

are required to communicate the matter to those charged with governance.
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