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BHUTAN DEVELOPMENT BANK LIMITED
HEAD OFFICE, THIMPHU
Post Box: 256, Norzin Lam
Telephone PABX No: (00975-2) 322579, 323425, 324678, 333865 Fax 323428
Toll free No. 1424

Email: info@bdb.bt

REGIONAL OFFICES

SI# Regional Managers Office Location Telephone No.

00975-08-272410/3004
00975-06-252137

Mr. Tenzin Tashi (Western) Paro

Mr. Pema Tashi (Central) Gelephu

Mr. Rinchen (Eastern)

Trashigang
BRANCH OFFICES

WESTERN REGION

00972-04-521243

Sl# Branch Managers/

Chief Manager Location Phone No. Fax No.
1. Mr. Phub Dorji Thimphu 02-326853
2. Mr.Yeshi Samdrup Paro 08-271334
3. Mr.Tshering Dorji Haa 08-375459
4.  Ms.Yangchen Lhamo Punakha 02-584102
5. Mr. Jigme Norbu Gasa 16288121
6.  Mr.Sangay Wangdi Wangdue 02-481261 02-481848
7. Mr.Karma Sherub Chukha 08-478243
8.  Mr.Yeshey KTshering Phuntsholing 05-252881
9.  Mr. Janga Bdr Rai Samtse 05-365469
10.  Mr. Damcho Wangdi Dorokha 17160380
11.  Mr.Yonten Sibsoo 17501735

CENTRAL REGION

Sl# Branch Managers/

Chief Manager Location Phone No. Fax No.
1. Mr.Namgay Dorji Dagana 06-481106
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Mr. Nima Choezang
Mr. Lobsang Choiphel
Ms. Dawa Dem

Mr. Ugyen Tshewang
Mr. Jhamba

Mr. Penjor

Mr. Pema Tashi

Mr. Sonam Wangchuk
Mr. BB Tamang

Branch Managers/
Chief Manager

Ms. Kunzang Tshomo
Mr. Tshewang

Mr. Yeshey Jamtsho
Mr. Tenzin Wangdi

Mr. Sonam Dhendup
Mr. Jigme Sonam Tenzin
Mr. Thinlay Wangchuk
Mr. Namgay Doenyan
Mr. Samten Wangchuk
Mr. Palden

Ms. Tashi Wangmo

Bumthang
Trongsa
Zhemgang
Panbang
Tsirang

Sarpang
Gelephu
Lhamoi Zingkha
Dagapela

EASTERN REGION

Location

Lhuntse

Mongar

Pema Gatshel
Samdrup Jongkhar
Trashigang
Trashi Yangtse
Wamrong
Nganglam
Jomotshangkha
Yadi
Samdrupcholing

03-631111
03-521147
03-741127
03-742017
06-471206
06-365136
06-252135
06-241422
06-483143

Phone No.

04-545106
04-641127

06-241425
06-483151

Fax No.

04-641177

07-471126/471260

07-251118
04-521122
04-781239

04-571148/751164

07-481190
07-264023
17246434
17704475

THIMPHU MAIN BRANCH, GENERAL MANAGER

Mr. Sonam Letho
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Mr. Pema Wangdi
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Mr. Nidup Tshering
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Finance & Treasury
Department

Mr. Bhawani Shankar
Company Secretary



CHAIRMAN'S
REPORT

would like to extend a warm welcome to the esteemed Shareholders for attending

the 27"Annual General Meeting of Bhutan Development Bank Ltd. (BDB). It has been a

little over one year since | was appointed as a Chairman of Bhutan Development Bank

in December 2017. With the constant support and cooperation of the Board of Directors
and the Shareholders we have been able to guide the bank in fulfilling their social mandate
of taking financial services to the nuke and corners of country. It is also worth mentioning the
bank was able to recover from the huge loss suffered in 2017 to a very successful financial year
in 2018. On behalf of the Board of Directors and the Shareholders | would like to congratulate
the Management and staff for their success and urge them to keep working with the same
enthusiasm and commitment.

On behalf of the Board of Directors and the Management of BDB, | am pleased to present
herewith the 27"Annual Report for the year ended December 31, 2018.

1. Governance:

The seven Board of Directors of the Board, including the CEO, are directly appointed by the Royal
Government. During 2018, 4 Board Meetings and 1 Annual General Meeting were conducted.

The Board of Directors have been supported by 3 Board Sub-committees covering the areas
of Governance andRisk Management, Audit and Credit, after the implementation of the
new Corporate Governance Regulation (CGR)issued by Royal Monetary Authority (RMA) of
Bhutan. Prior to implementation of the CGR there were 4 Board Sub-committees. The Board
Sub-committees held their quarterly or biannual meeting as per the statutory requirement to
review, discuss and amend important policies, priorities and plans to facilitate decision making
by the Board.

In 2018 the Board set the approved a realistic and set the following major targets; stabilization
of the Finacle - Core Banking Solution (CBS), start construction of Trashiyangtse office building,
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upgradation of two Community Centers (CCs) to Gewog Field Office (GFOs), install five additional
ATMs and reduce the NPL/PAR to make Nu. 304 million profit.

1.1 Supervision by Regulators, Governing bodies and Auditors:

The Statutory Auditors M/s Gianender and Associates, Chartered Accountants, New Delhi
audited the Bank for the financial year 2018. This is their last year of audit engagement with
BDB.

| am pleased to share the auditors’ opinion on activities undertaken by the bank. The Bank has
complied with the applicable laws, rules and regulations while discharging its responsibilities
while making a decent profit of Nu. 322millioncompared to the loss of Nu. 762million in 2017as
per the final audited accounts.

2. Financial Highlights
2.1 Equity

The capital and reserves (Total Equity) witnessed a growth of 5% from Nu. 2.19 billion to Nu.
2.59 billion. The growth in equity was mainly due to profit appropriations and injection of Nu.
93 million additional capital by the Ministry of Finance (major shareholder) during the period.

2.2.Bank’s Financial Position and Performance:

As per the finalized accounts the Bank’s total assets grew by 5% to Nu. 25.22 billion from the
previous year of Nu. 24.03 billion. The growth was possible mainly due to increase in loans and
short term investments.

The Bank’s liabilities increased by 4% from Nu. 21.84 billion to Nu. 22.63 billion due to increase
in deposits and borrowings. The Bank earned a profit of Nu. 322million in 2018 against the
target of Nu.304 million, compared to loss of Nu. 762million during the same period in 2017.
The total interest and similar income grew by 6% from Nu. 1.97 billion to Nu. 2.09 billion. Other
operating income also increased substantially from Nu. 13 million to Nu. 31 million. On the
other hand, the interest expenses increased by 5% from Nu. 1.34 billion to Nu. 1.41 billion on
year to year comparisons due to growth in deposit.

The personnel expenses increased by 19% from Nu. 227 million to Nu. 269 million due to
increase in staff strength while other operating expenses also increased by 8 % from Nu. 173

million to Nu. 187 million.

The loan impairment charges, decreased significantly from Nu. 971 million in 2017 to Nu. 107

10 | ANNUAL REPORT 2018



million resulting in a write-back due to improvement in Non-Performing Loans (NPL) from
22.72% (2017) to 20.73% in 2018. The bank was also able to achieve most of the non-financial
targets with an overall performance measurement system (PMS) rating of 96.27%. The statutory
requirement of 10% Cash Reserve Ratio (CRR) and 20% of Statutory Liquidity Ratio (SLR) were
all fully complied with. It is worth noting that through a prudent control measures put in place,
the Bank has been able to maintain its operating expenses ratio at 23.20% which is below the
26% ceiling set by the Board.

3. Operational Highlights:
3.1 Credit Distribution:

In keeping with the mandates, BDB as the only development bank continues to assume
the lead role in offering financial and other allied services in the rural areas of the
country. The Bank, with 35 branch offices, 2- Gewog Field Offices (GFO) and 198 Gewog
Banking Services (GBS) is able to provide financial services across all 20 Dzongkhags and
14 Dungkhags. Additionally, through the Farmers Outreach Banking (FOB) BDB is able
to take financial services to the doorstep of the people despite high establishment and
operational costs.

+ Loans to needy farmers continue to increase its penetration in the far-flung and
unbanked areas taking the total clientele base to 54,441 as of December 31, 2018 with
an outstanding loan balance of Nu.18.923 billion. Agriculture being the mainstay of the
rural economy continues to dominate other sectors in terms of credit portfolio, which
conforms to the Bank’s mandate of empowering farmers through extension of credit.
Agriculture portfolio of 26% of the total loan amount is not only highest in the Bank but
also in the whole banking sector, which is a testimony of the Bank’s unwavering support
for agriculture development.

« The final audited accounts in 2018 shows an overall credit growth of 0.67% with loan
outstanding of Nu.18.923 billion which grew from Nu. 18.83 billion in 2017.The Credit
growth from 2013 to 2018 has increased by 122.62% from Nu. 8.50 billion to Nu. 18.923
billion.

1.2 Banking Activities

The Bank is continuously implementing all possible means to take banking services
to the door steps of the far flung areas as an integral part of Bank’s effort to promote
financial inclusion. The Farmer Outreach Banking (FOB), a very popular program at
the Gewog level, requires the bank’s staff to visit designated places on preset date
and time every month besides their regular follow-up with the clients.
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3.3

The Bank started mobilizing deposits from 2010 onwards as a reliable source of
fund. With concerted efforts the bank has managed to raise the deposit to Nu. 20.08
billion with a total of 203,000 deposit accounts compared to Nu. 19.689billion with
a total of 178,386 deposit accounts in 2017. The Bank'’s corporate to retail deposit
ratio improved to 48:52 in 2018. The retail deposits increased by 29% from Nu. 8,083
million to Nu. 10,395 million as of December 31, 2018.

During 2018, to increase the retail deposit base, metal saving boxes were distributed
to religious bodies (Dratshang and Shedras). This effort resulted in an addition
enrollment of 243 accounts on the first day of introduction of the new scheme for
religious bodies.

The Bank also started YE' - Banking in collaboration with RMA in Arekha Middle
Secondary School under Chukha Dzongkhag where 592 saving accounts opened
by students with a total deposit of Nu.4.6 million.

Investments

While majority of the Bank’s investments are in the form of loans and advances, efforts
are made to diversify investments to mitigate risk whenever there is opportunity.
As of date, the Bank has invested in bonds and shares with reputable commercial
entities in the country. As of 2018 end Nu.435.9 million have been invested in bonds
with three institutions, namely RICBL, DCCL and RSA for the period ranging from
seven to ten years as compared to Nu. 421.2 million in 2017 end.

The Bank has also invested in shares worth Nu.53.8 million in 2018 with eight
different companies in the country as compared to 44 million in 2017.

Further, the Bank has been regularly bidding for Government treasury bills to use
the SLR funds to supplement its regular income of the bank.

3.4. Human Resources Management

The Bank had an allocated budget of Nu.24 million for capacity building of the
employees. During the year, a total of 273 employees were trained in various fields
such as Corporate Governance, Credit Appraisal, Delinquency Management and
Loan Recovery, Customer Care, Development bank practices, International study
visit program, Finacle core technical training, Institutional Visit, Loan Impairment,
Branch monitoring and Supervisions, Leadership Program, both within and outside
country. A total of 160 staff attended trainings outside the country and 113 staffs

1

Youth Ethics (YE)
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were trained within the country. The board fully supported the plans to enhance the
capacity of staff and instill a culture of professionalism in the Bank.

« During the year an additional of 82 new employees were recruited increasing the
total regular employee strength to 572 as of December 31, 2018. In addition, there
are 231 Community Center (CC) operators including 11 regular CC management
team. The overall staff strength of the Bank is 814 employees who are scattered
across the country.

4. Key achievements during the year 2018

« The Standard Operating Procedure (SOP) for the ICT Department, Revision of Credit and
Banking manuals, Internal Audit Operational Guidelines and Board Audit Charter have
been completed successfully. The revision of these manuals, Operational Guidelines,
and SoP will facilitate the provision of transparent and efficient financial services.

« With the new Switch, the Bank also procured and installed 5 new ATMs in various
locations around the country. The Bank now has 50 ATMs to enable our customers to
carry out banking services at their convenience.

« To provide more financial products and services, two Gewog Banking Services (GBS)
within the Community Centers, were up graded to Gewog Field Offices (GFO)at Betaykha
under Branch Office, Paro Dzongkhag and Dungna under Gedu Branch

« Office, Chukha Dzongkhag where loans can also be sanctioned and disbursed unlike
the GBS.

o The Customer Satisfaction Survey for the Bank was conducted by Corporate Planning
and Research Department (CPRD) by hiring students from Gedu Business College and
Royal Thimphu College. The overall score improved to 85.57% from 83.57% in 2014.

5. Corporate Social Responsibilities
« BDB as the only development bank with strong social mandate always attach due
importance in upholding values, preservation of culture and tradition that binds the
society. Towards this end, the bank participated in the blood donation.
« The bank has been making modest donations to institutions such as schools, health

agencies, sporting firms, religious bodies including individuals. The bank donated a
total of Nu. 1,087,550in 2018 as compared to Nu. 830,000in 2017
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6. Challenges and risks facing the bank

« The Finacle CBS has been stabilized by recruiting a Finacle expert from India on contract
and upgrading the ICT Division to a Department by strengthen the capacity and
capabilities of the IT team. However, reduction in NPL/PAR remains one of the biggest
challenges.

« Implementation of the Minimum Lending Rate (MLR) for a development bank which
has very high operation cost poses significant challenge.

« The commercial banks with bigger loan amount and less clientele have the luxury of
time to plan and provide better services attracting good clients while our social mandate
requires us to serve clients with small loan amounts but very high number of clientele.

« Recovery is becoming extremely challenging as the rural land offered as collateral does
not attract bidders when the assets are taken over and auction conducted.

« The huge overhead costs of CCs with minimal returns affects the profit of the Bank.
Further, the penetration of smart phones in the rural areas has rendered many G2C
services redundant. With the CC operators mostly on contract, attrition rate is very high
and complains against disruptions of services from all quarters is another challenge.

7. Way forward

« Unlike the preceding years, the Bank’s theme for this year was decided as “Growth with
Quality”.The bank has set a modest credit growth target of 3% for 2019. The bank will
continue to be the preferred choice for the farmers but the focus will be on reducing the
NPL.

« With the launch of BDB ePay, clients can make the utility bill payment, mobile top up
and transfer funds by leveraging on the new CBS and Switch.

« The frequencies of the visits to the branches by the Regional Managers and the Internal
Auditors will be increased for the surprise visits to curb the misuse cases.

e Thimphu Main Branch (TMB) has 37% of the loan portfolio and also very high NPL. To
improve the NPL situations, the Recovery Division of the TMB will be strengthened by

providing adequate and senior staff.

« The Legal Division will be restructured into NPA and Litigation Units to clean the loan
portfolios. The Write Off manual will be implemented to write off all the old cases which
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contribute to the high NPL.

« The Recovery Officers will identify high risk area, identify serious defaulters and devise
and implement recovery strategies.

e During the Annual Workshop many strategies have been planned to improve profits,
reduce NPL, build human resource capacities, and minimize frauds in keeping with the
overall theme to achieve “growth with quality”.

« TheBank has developed a Penalty clause which will be implemented in 2019 to improve
loan documentation, reduce loan denial and multiple loan disbursement.

« The bank will continue to expand the Group Guaranteed Lending Scheme (GGLS) for
people who do not have collateral. As part of the ongoing financial inclusion the bank
will expand the saving scheme for the religious and monastic bodies.

Conclusion

In conclusion, the Bank commits to remain a dominant player in providing financial
services to the farmers who comprise close to 56% of Bhutan’s working population. Our
financial services will not only improve the livelihoods of the farmers but contribute to
the overarching goal of self reliance. The Board will continue to provide the required
support, guidance and direction to the management to improve the performance of the
Bank in each successive year. It goes without saying the importance of the reassurance
of the Government, Ministry of Finance, donors and other stakeholders in the ultimate
delivery of the financial services to the Bhutanese for many years to come.

[ Lekzang'Dorji ]
Chairman
Bhutan Development Bank Ltd.
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OPERATIONAL HIGHLIGHTS FROM 2014- 2018

Sl# Particulars 2014 2015 2016 2017 2018
| | Assets ( Million) 16,563 19,073 22,649 24,148 25,222
Il |Profits/(Loss) (PBT) ( Million) 282 409 325 (880) 322
Il | Disbursement ( Million) 5,379 6,321 7,327 6,036 5,330

Main Branch 1,413 1,574 1,719 1,184 595
Branch Office 3,967 4,747 5,609 4,852 4,735

IV | Loan Outstanding ( Million) 10,819 13,920 16,547 18,836 18,924
Main Branch 4,584 5,242 5,970 6,830 6,475
Branch Office 6,235 8,678 10,577 12,007 12,448

V | Portfolio At Risk 7.77% 8.59% 12.48% 22.72% 20.73%
Main Branch 7.97% 9.32% 17.56% 33.42% 30.29%
Branch Office 7.63% 8.12% 9.44% 18.67% 15.75%

VI |Number of Active Clients 46,326 52,248 56,192 57,414 55,241
Main Branch 3,317 3,730 4163 4,563 4,295
Branch Office 43,009 48,518 52,029 52,851 50,946

VIl | Cumulative Nos. of Beneficiary 178,108 199,484 219,182 237,068 234,895
Main Branch 10,586 11,818 13,073 14,249 13,981
Branch Office 167,522 187,666 206,109 222,819 220,914

VIl | Deposit Amount ( Million) 12,162 14,216 17,479 19,689 20,085
Main Branch 9,628 10,575 12,322 13,523 12,490
Branch Office 2,534 3,641 5,156 6,165 7,595

IX | No.of Depositors 109,005 133,366 159,576 178,386 203,018
Main Branch 6,322 8,436 11,186 15,101 18,386
Branch Office 102,683 124,930 148,390 163,285 184,632

X |Number of Employees 385 416 452 563 572
Head Office 125 117 144 152 164
Main Branch 30 31 39 45 43
Branch Office 230 268 269 366 365

Xl | Active Clients/Employee Ratio

Main Branch 111 120 107 101 100
Branch Office 187 181 193 144 140

Xl Loans /Employee Ratio 28 33 37 33 33
Main Branch 153 169 153 152 151
Branch Office 27 32 39 33 34
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BHUTAN DEVELOPMENT BANK LIMITED

AUDITORS' REPORT
2018

Gianender & Associates
Chartered Accountants
New Delhi
India



AUDITOR’'S
REPORT

Gianender& Associates Phone: 011-28743942; 42412008
Chartered Accountants Telefax : 01142412008
Plot No 6, SiteNo 21 Email-id:gka_ma@ yahoo.com

GeetaMandir Marg,
New Rajinder Nagar
New Delhi-110060

INDEPENDENT AUDITORS’ REPORT
Report on the Financial Statements
Opinion

We have audited the financial statements of Bhutan Development Bank Limited, which
comprise the Statement of Financial Position as at December 31, 2018, and the Statement of
Comprehensive Income, Statement of Changes in Equity and Statement of Cash Flows for the
year then ended, and notes to the financial statements, including a summary of significant
accounting policies.

In our opinion, the accompanying financials present fairly, in all material respects, the financial
position of the Company as at December 31, 2018 of its financial performance and its cash

flows for the year then ended in accordance with the Bhutanese Accounting Standards (BAS).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities
for the Audit of the Financial Statements section of our report. We are independent of the
Company in accordance with the International Ethics Standards Board for Accountants ‘Code
of Ethics for Professional Accountants (IESBA Code) together with the ethical requirements that
are relevant to our audit of the financial statements in Bhutan, and we have fulfilled our other
ethical responsibilities in accordance with these requirements and the IESBA Code.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Emphasis of Matter:
Without qualifying our opinion we draw attention to the following:

a) i) Current account with Royal Monetary Authority is under reconciliation, as on 31.12.2018.
An amount of Nu. 3,245,520.19 mentioned as “prior period adjustments” are pending for
identification and reconciliation since 2016.

ii) BFS account with Royal Monetary Authority is under reconciliation, as on 31.12.2018.
An amount of Nu. 9,103,150 mentioned as “Any other adjustments” are pending for
identification and reconciliation.

b) In view of the various cases of misappropriation/ Embezzlements and unauthorized sanctions
& disbursements acts involving employees of the bank, overwriting of field receipts, back date
errors in field receipts, non-updating of field collections of funds collected by PSOs in various
branches, internal control systems and procedures of the bank relating to credit management
need to be strengthened.

Our opinion is not modified due to above matter.

OtherMatter

Bank has 35 branches, out of which 12 branches were audited by us, and for remaining 23
branches, accounts as prepared by the management have been incorporated in the financial
statements.

Management’s Responsibility for the Financial Statements

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

In preparing the financial statements, management is responsible for assessing the Company'’s
ability to continue as a going concern, disclosing, as applicable, matters relating to going
concern and using the going concern basis of accounting unless management either intends
to liquidate the company or to ceases operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial
reporting process.

Auditor’s Responsibility
Our objective are to obtain reasonable assurance about whether the financial statements as

a whole are free from material misstatement, whether due to fraud or error and to issue an
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auditor’s report that included our opinion. Reasonable assurance is a high level assurance, but
is not a guarantee that an audit conducted in accordance with ISAs will always detect a material
misstatement when it exists. Misstatements 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 financial statements.

Our additional responsibilities are provided in Exhibit I.

Report on Other Legal and Regulatory Requirements
As required by Section 266 of the Companies Act of Bhutan, 2016, we enclose Minimum Audit
Examination&Reporting Requirement. (Refer Exhibit Il)

Further, as required by Section 265 of the Act, we report that:

a) We have obtained all the information and explanations which to the best of our knowledge
and belief were necessary for the purposes of our audit.

b) Inouropinion, proper books of account as required by law have been kept by the Company
so far as appears from our examination of the books.

¢) TheStatementofFinancial Position, the Statement of Comprehensive Income, the Statement
of Changes in Equity and the Statement of Cash Flows dealt with by this report have been
prepared in accordance with Bhutanese Accounting Standards and are in agreement with
the books of accounts.

d) the company has complied with other legal and regulatory requirements.

For Gianender& Associates
Chartered Accountants
ICAIl registration Number: 004661N

Place: New Delhi, India G.K Agrawal
Date: Partner
Membership No. 081603
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Exhibit |

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

« Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain 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.

«  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 purpose of expressing
an opinion on the effectiveness of the Company’s internal control.

« Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management

« Conclude on the appropriateness of 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 Company’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’s report to the related disclosures in the
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 Company to cease to continue
as a going concern.

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

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
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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 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 public disclosure about the matter or when, in 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 communication.
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Exhibit I

MINIMUM AUDIT EXAMINATION AND REPORTING REQUIREMENTS

1.

The Bank is maintaining records showing full particulars including quantitative details of
fixed assets. Situation of fixed assets and descriptions thereof are maintained by Accounts
department. Physical verification of fixed assets of some of the branches were carried out by
the Bank during the year 2018. Disrepancies noticed on such verification as compared to book
records have not been dealt with in the books of accounts.

Fixed Assets have not been re-valued during the year and therefore, there is no profits/loss
on revaluation.

Physical verification of various stores items were carried out by the internal audit during the
year. Discrepancies noticed on such verification as compared to book records have not been
dealt with in the books of account.

In our opinion, rate of interest and other terms and conditions of secured/unsecured loans
availed by the Bank from banks, financial institutions or other parties are prima facie not
prejudicial to the interest of the Bank.

According to the information and explanations given to us, no loan, secured or unsecured,
has been granted to other companies, firms or other parties under the same management.
The loans granted by the Bank are prima facie not prejudicial to its interest. The advances
granted to officers/staffs are in keeping with the provisions of service rule and no excessive
and frequent advances are granted and accumulation of large advances against particular
individual is avoided except in some of the cases unauthorized loans have been granted
by the branch officials to cover misappropriation /embezzlement of cash.

Internal controls of the bank relating to credit management need to be strengthened as on
review of reports of Internal Audit Department, it was observed that there were many cases
of embezzlement/ misappropriation, unauthorized sanctions &disbursements,irregularities
in field receipts etc.

There is a system of competitive bidding, commensurate with the size of the Bank and the
nature of its business for the purchase of goods and services including stores, equipment
and other assets. The Bank is not engaged in manufacturing or trading activities.

Fund based or non-fund based facilities provided to the directors or to companies or firms
in which any director was directly or indirectly interested, were under similar terms and
conditions as were applied to other parties and were not prima facie prejudicial to the
interest of the Bank.
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10.
11.

12.

13.

14.

15.

16.

17.

18.

19.
20.

21.
22.

Unserviceable or damaged stores have been determined on the basis of verification
conducted at periodic intervals.

The Bank is maintaining reasonable records for sale and disposal of scrap.

According to the records, the Bank has been regular in depositing rates and taxes, duties
etc. and other statutory dues with the appropriate authorities during the year.

There are no undisputed amounts payable in respect of rates, taxes, duties, provident funds
and other statutory deductions payable at the last day of the financial year 31.12.2018.

According to theinformation and explanations given to us, no personal expenses have been
debited to the Income Statement other than those payable under contractual obligations/
service rules of the Bank.

The Bank has a reasonable system of recording receipts, issues and consumption of stores
items commensurate with the nature and size of its business.

The Bank has areasonable system for follow-up with various parties for recovery/adjustment
of outstanding amounts.

Cash has been held time and again by the branches over and above their cash retention
limits sanctioned by the Head office. This results in holding of idle cash with the defaulting
branches.

According to the information and explanations given to us and on the basis of examination
of books and records on test check basis, the activities carried out by the Bank are, in our
opinion, lawful and intra-vires to the Articles of Incorporation of the Bank.

The Bank has a system of approval of the Board for all capital investment decision and
investmentsin new projectsandinvestmentin new projects are made only afterascertaining
the technical and economic feasibility of such new ventures.

The Bank has established an effective budgetary control system.

The details of remuneration to the Directors and CEO have been disclosed in Notes to
financial statements.

The directives of the Board have generally been complied with.

According to the information and explanations given to us, the officials of the Bank have not
transmitted any price sensitive information, which is not made publicly available to their
relatives/ friends/associates, or close persons, which would directly or indirectly benefit
themselves.
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In Case of Finance and Investment Bank

1.

10.
11.

12.

There are lapses on the documentation part of loans granted by the Bank and this area
requires further improvement.

Proper records of the transactions and contracts have been maintained and timely entries
have been made for the investments made.

The Bank has maintained reasonable records for funds collected from depositors and for
interest payment.

Investments made by the Bank and outstanding in its books as on 31.12.2018 have not
undergone any permanent diminution in value as per information and explanations given
to us.

The Bank has complied with the requirements of the Financial Services Act of Bhutan,
2011 and any other applicable laws, rules and regulations and guidelines issued by the
appropriate authorities as explained by the management except otherwise mentioned
elsewhere in the report or notes to the accounts.

Provisioning for non- performing assets including loans and advances has been carried
out as per accounting policy of the Bank.

Interest on non- performing loans has not been recognized as interest income as per
accounting policy of the Bank.

As stated by the management, except for few cases, assets hypothecated against loans and
advances have been physically verified and properly valued by management and mortgage
deeds have been executed and it has been ensured that the assets are free of any prior lien
or charges.

The Bank has a system of monitoring of projects for which loans have been provided to
ensure that loan amounts are used for the specified purposes and project activities are
progressing satisfactorily.

Taking over of assets for repayment defaults are made through open / sealed bids.

The Bank has complied with the guidelines for Prudential Regulations as issued by RMA for
re-phasing / rescheduling of loan accounts.

There is a system to ensure that additional loans are not granted to those who have
defaulted payments of previous advances except for some instances.
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Computerized Accounting Environment

1.

It was informed to us that Migration audit was conducted by the Royal Audit Authority for which
no report was available. In some of the branches, unidentified differences are lying as “Migration
account” which requires proper identification and reconciliation of related accounts.

2. Adequate safeguard measures and back up facilities exist.
3. Back up facilities and disaster recovery measures include keeping files in different and
remote locations.
4. Operational controls are adequate to ensure correctness and validity of input data and
output information.
5. Thereare adequate preventive measures to prevent unauthorized access over the computer
installation and files.
General
1. Going Concern Presumption
Based on the Bank’s financial statements for the year ended 315 December, 2018, we are of
the opinion that the going concern assumption is appropriate.
2. Ratio Analysis
Financial and operational ratio in respect of the Bank is given in the statement of Ratio
Analysis.
RATIOS 2018 2017 Comments
A. Ratios for assessing Financial health
Capital Turnover Ratio(As per BAS) Decrease in ratio due to increase in
capital
(Income / Capital Employed) 90.15% 76.20% | -Average capital employed has been
considered
Current Ratio (As per BAS) Current ratio though within permissible
. norms but decline due to increase in
(Current Assets / Current Liabilities) 147% 143% current liabilities.
Fixed Assets Turnover Ratio(As per BAS) Decrease in ratio due to increase in fixed
assets.
(Income/Fixed Asset) 386% 543% -Average Fixed assets have been
considered
B. Ratios for assessing Profitability
Profit on Capital Employed Ratio (As per Increase in ratio due to profits.
BAS) 12.54% -34.70% | -Average capital employed has been
(Profit after Tax / Capital Employed) considered
Profit Turnover Ratio( As per BAS) Increase in ratio due to profits.
13.66% -39.11% | -For net profit -Profit before tax is
(Net Profit/Total Income) *100 p E,E_SE}“-\ considered.
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RATIOS 2018 2017 Comments

Operating Ratio (As per BAS) Increase in ratio due to increase in
operating expenses
(All Expenses - Finance Charges)/Total 24.52% 23.05% | -All expenses are excluding Impairment
Income*100 (charges)/reversal for loans and other
losses.
Total Expenses to Total Income Ratio (As Decrease in ratio due to improvement in
per BAS) NPL
90.02% 89.68% | -All expenses are excluding Impairment
(Total Expense/Total Income)*100 (charges)/reversal for loans and other
losses.
Capital Adequacy Ratio (As per OLD GAAP) 12.50% 10.34%
Statutory Liquidity Reserve Ratio (As per Higher than minimum requirement of
oLD GaAp) 2583% | 22.32% 5004 as PR 2002 (RMA).
Credit Deposit Ratio (As per OLD GAAP) 94.29% 91.44% | Increased due to increase in Credit

3. Compliance of the Companies Act of Bhutan, 2016:
The Bank has not complied with the following areas of the Companies Act of Bhutan 2016:

a) Company has seven directors on its board. Article 46 prescribes appointment of minimum
three directors. Article 50 states that “ ...... shall not any time exceed the maximum
strength fixed for the Board by the Articles” Company has not fixed any maximum number
of directors by the Articles. In the absence of fixation of maximum numbers, appointment
of directors exceeding three director is not in conformity with Articles of Incorporation.

4. Adherence to Laws, Rules & Regulations

Audit of the Bank is governed by the Companies Act of Bhutan 2016 and the scope of audit
is limited to examination and review of the financial statements as produced to us by the
management. In the course of audit, we have considered the compliance of provisions of
the said Companies Act and its Article of Incorporation and we are unable to state that the
Bank has been complying with the applicable laws (other than the Companies Act), rules
and regulations, systems, procedures and practices.

_ === For Gianender & Associates
.2 %) Chartered Accountants
< NEW DELH) ,’%\I ICAl registration Number :004661N

Place: New Delhi, India G.K Agrawal
Date: Partner
Membership No. 081603
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BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

FINANCIAL STATEMENTS
31** DECEMBER 2018
1. CORPORATE INFORMATION

Bhutan Development Bank Limited provides services to Small and Medium Enterprises (SME)
and farmers’ outreach in various parts of the Kingdom of Bhutan

Bhutan DevelopmentBankLimitedisadomesticdevelopment bankincorporatedand domiciled
in the Kingdom of Bhutan. Its registered office is at P.O. Box 256, Norzin Lam, Thimphu, Bhutan.

The financial statements for the year ended 31 December 2018 were authorised for issue in
accordance with a resolution of the Directors on February 16, 2019.

2.1 BASIS OF PREPARATION

The financial statements have been prepared on a historical cost basis, except for available - for
sale investments. The financial statements are presented in Bhutan Ngultrum rounded (Nu.)

Statement of compliance

The financial statements of the Bank have been prepared in accordance with Bhutanese
Accounting Standards /Bhutan Financial Reporting Standards (BAS/BFRS) and International
Financial Reporting Standards (IFRS).

Presentation of financial statements

The Bank presents its statement of financial position in order of liquidity. An analysis regarding
recovery or settlement within 12 months after the reporting date (current) and more than 12
months after the reporting date (non-current) is considered when preparing the statement of
Financial Position.

Financial assets and financial liabilities are offset and the net amount is reported in the
statement of financial position only when there is a legally enforceable right to offset the
recognised amounts and there is an intention to settle on a net basis, or to realise the assets and
settle the liability simultaneously. Income and expenses are not offset in the income statement
unless required or permitted by any accounting standard or interpretation, and as specifically
disclosed in the accounting policies of the Bank.
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BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

Audited Financial Statements for 31.12.2017 are prepared in accordance with BAS 1 on
presentation of financial statements in line with BAS/BFRS and IFRS.

2.2 SIGNIFICANT ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of the financial statements requires management to make judgements,
estimates and assumptions that affect the reported amount of revenues, expenses, assets and
liabilities, and the accompanying disclosures, as well as the disclosure of contingent liabilities.
Uncertainty about these assumptions and estimates could result in outcomes that require a
material adjustment to the carrying amount of assets or liabilities affected in future periods.

Judgements

In the process of applying the Bank’s accounting policies, management has made the following
judgements, which have the most significant effect on the amounts recognised in the financial
statements

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation of uncertainty
at the reporting date, that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year, are described below.
The Bank based its assumptions and estimates on parameters available when the consolidated
financial statements were prepared. Existing circumstances and assumptions about future
developments, however, may change due to market changes or circumstances beyond the
control of the Bank. Such changes are reflected in the assumptions when they occur.

Going concern

The Bank’s management has made an assessment of its ability to continue as a going concern
and is satisfied that it has the resources to continue in business for the foreseeable future.
Furthermore, management is not aware of any material uncertainties that may cast significant
doubt upon the Bank’s ability to continue as a going concern.Therefore, the financial statements
continue to be prepared on the going concern basis.

Fair value of financial instruments
Where the fair values of financial assets and financial liabilities recorded on the statement of
financial position cannot be derived from active markets, they are determined using a variety

of valuation techniques that includejthe use of mathematical models.

For the purpose of valuation of the Bank considers dividend growth model.
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BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

Wherever the growth cannot be estimated reasonably Bank assumes a positive correlation on
growth at par with the sector/GDP growth.

2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

2.3.1

2.3.2

233
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Foreign currency translation

The financial statements are presented in Bhutan Ngultrum (Nu) which is the
functional currency of the Bank

Transactions and balances

Transactions in foreign currencies are initially recorded at the spot rate of exchange
ruling at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are retranslated
at the spot rate of exchange at the reporting date. All differences arising on non-
trading activities are taken to other operating income in the income statement.

Non-monetary items that are measured in terms of historical cost in a foreign
currency are translated using the spot exchange rates as at the date of recognition.
Non-monetary items measured at fair value in a foreign currency are translated
using the spot exchange rates at the date when the fair value was determined.

Determination of fair value

The fair value for financial instruments traded in active markets at the reporting date
is based on their quoted market price or dealer price quotations (bid price for long
positions and ask price for short positions), without any deduction for transaction
costs.

For all other financial instruments not traded in an active market, the fair value is
determined by using appropriate valuation techniques.

An Active Market is defined as a market in which transactions for the asset or liability
take place with sufficient frequency and volume to provide pricing information on

an ongoing basis

Offsetting financial instruments




BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

234

2.3.5

the Statement of financial position if, and only if, there is a currently enforceable
legal right to offset the recognised amounts and there is an intention to settle on
a net basis, or to realise the asset and settle the liability simultaneously. This is not
generally the case with master netting agreements, therefore, the related assets and
liabilities are presented gross in the Statement of financial position.

Leasing

The determination of whether an arrangement is a lease, or contains a lease, is based
on the substance of the arrangement and requires an assessment of whether the
fulfilment of the arrangement is dependent on the use of a specific asset or assets
and the arrangement conveys a right to use the asset.

Group as a lessee

Leases that do not transfer to the Bank substantially all the risks and benefits
incidental to ownership of the leased items are operating leases. Operating lease
payments are recognised as an expense in the income statement on a straight-line
basis over the lease term. Contingent rental payable is recognised as an expense in
the period in which they are incurred.

Recognition of income and expenses

Revenue is recognised to the extent that it is probable that the economic benefits
will flow to the Bank and the revenue can be reliably measured. The following specific
recognition criteria must also be met before revenue is recognised.

(i) Fee and commission income

The Bank earns fee and commission income from a diverse range of services it
provides to its customers.

Fee income can be divided into the following two categories:

Fee income earned from services that are provided over a certain period of
time

Fees earned for the provision of services over a period of time are accrued over
that period. These\fees include commission income and asset management,
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BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

Fee income from providing transaction services

Fees arising from negotiating or participating in the negotiation of a transaction
for a third party, such as the arrangement of the acquisition of shares or other
securities or the purchase or sale of businesses, are recognised on completion
of the underlying transaction. Fees or components of fees that are linked to a
certain performance are recognised after fulfilling the corresponding criteria.

(ii) Dividend income

Revenueisrecognised whenthe Bank’srighttoreceive the paymentisestablished,
which is generally when the shareholders approve the dividend.

(iii) Net trading income

Results arising from trading activities include all gains and losses from changes
in fair value and related interest income or expense and dividends for financial
assets and financial liabilities held for trading. This includes any ineffectiveness
recorded in hedging transactions.

2.3.6 Cash and cash equivalents

Cash and cash equivalents as referred to in the cash flow statement comprises cash
on hand, non-restricted current accounts with central banks and amounts due from
banks on demand or with an original maturity of three months or less.

2.3.7 Property, Plant and Equipment

Property, Plant and Equipment (including equipment under operating leases where
the Bank is the lessor) is stated at cost excluding the costs of day-to—day servicing,
less accumulated depreciation and accumulated impairment in value. Changes in
the expected useful life are accounted for by changing the amortisation period or
method, as appropriate, and treated as changes in accounting estimates.

Depreciation is calculated using the straight-line method to write down the cost of
property and equipment to their residual values over their estimated useful lives.
Land is not depreciated. The estimated useful lives are as follows:

Asset Type Useful Life

Buildings
Furniture & Fitting
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BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

2.3.8

2.3.9

Office Equipment 5 years
Electrical Equipment 10 years
Network Equipment 5 years
Computer Hardware 5 years
Motor Vehicle 10 years
Security Equipment 5 years

Property and equipment is derecognised on disposal or when no future economic
benefits are expected from its use. Any gain or loss arising on de-recognition of
the asset (calculated as the difference between the net disposal proceeds and the
carrying amount of the asset) is recognised in other operating income in the income
statement in the year the asset is derecognised.

Intangible assets
The Bank’s other intangible assets include the value of computer software.

An intangible asset is recognised only when its cost can be measured reliably and it
is probable that the expected future economic benefits that are attributable to it will
flow to the Bank.

Intangible assets acquired separately are measured on initial recognition at cost.
Followinginitial recognition, intangible assets are carried at cost less any accumulated
amortisation and any accumulated impairment losses.

The useful lives of intangible assets are assessed to be either finite or indefinite.
Intangible assets with finite lives are amortised over the useful economic life. The
amortisation expense on intangible assets with finite lives is presented as a separate
line item in the income statement.

Amortisation is calculated using the straight-line method to write down the cost of
intangible assets to their residual values over their estimated useful lives as follows:

- Computer software 6-7 years

Provisions

Provisions are recognised when the Bank has a present obligation (legal or
constructive) as a result of a past event, and it is probable that an outflow of resources
embodying economic benefits will be reuired to settle the obligation and a reliable




BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

2.3.10 Dividends on ordinary shares

Dividends on ordinary shares are recognised as a liability and deducted from equity
when they are approved by the Bank’s shareholders. Interim dividends are deducted
from equity when they are declared and no longer at the discretion of the Bank.

Dividends for the year that are approved after the reporting date are disclosed as an
event after the reporting date.

2.3.11 Equity reserves

The reserves recorded in equity (Other comprehensive income) on the Bank’s
statement of financial position include:

Available-for-sale reserve, which comprises changes in fair value of available-for-sale
investments.

2.3.12 Changes in Accounting Policies
1. New Amended standards and interpretations

In these financial statements, the Bank has applied BFRS 9 and BFRS 7R, effective
for annual periods beginning on or after 1 January 2018, for the first time. The
Bank has not adopted early any other standard, interpretation or amendment
that has been issued but is not yet effective. The Bank have restated comparative
information for 2017 for financial instruments in the scope of BFRS 9.

Changes to classification and measurement

To determine their classification and measurement category, BFRS 9 requires all financial
assets, except equity instruments and derivatives, to be assessed based on a combination of
the entity’s business model for managing the assets and the instruments’ contractual cash flow
characteristics.

The BAS 39 measurement categories of financial assets (fair value through profit or loss (FVPL),
available for sale (AFS), held-to-maturity and amortised cost) have been replaced by:

. Debtinstruments at amortised cost

«  Debt instruments at fair value through other comprehensive income (FVOCI), with gains or
losses recycled to profit or loss on de kecognition

«  Equity instruments at FVOCI, with notregyeting of gains or losses o profit or loss on De
recognition e )
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- Financial assets FVPL

The accounting for financial liabilities remains largely the same as it was under BAS 39, except
for the treatment of gains or losses arising from an entity’s own credit risk relating to liabilities
designated at FVPL. Such movements are presented in OCl with no subsequent reclassification
to the income statement.

Changes to impairment calculation

The adoption of BFRS 9 has fundamentally changed the Bank’s accounting for loan loss
impairments by replacing BAS 39’s incurred loss approach with a forward-looking expected
credit loss (ECL) approach. BFRS 9 requires the Bank to record an allowance for ECLs for all loans
and other debt financial assets not held at FVPL, together with loan commitments and financial
guarantee contracts. The allowance is based on the ECLs associated with the probability of
default in the next twelve months unless there has been a significant increase in credit risk
since origination. If the financial asset meets the definition of purchased or originated credit
impaired (POCI), the allowance is based on the change in the ECLs over the life of the asset.

Details of the Bank’s impairment method are disclosed in Note 29 and 30. The quantitative
impact of applying BFRS 9 as at 1 January 2018 is disclosed in Note 36.

BFRS 7R

To reflect the differences between BFRS 9 and BAS 39, BFRS 7 Financial Instruments: Disclosures
was updated and the Bank has adopted it, together with BFRS 9, for the year beginning 1
January 2018. Changes include transition disclosures as shown in Note 4, detailed qualitative
and quantitative information about the ECL calculations such as the assumptions and inputs
used are set out in Note 12.3.4

Summary of significant accounting policies

2.1. Recognition of interest income
2.1.1. The Effective Interest rate method

Under both BFRS 9 and BAS 39, interest income is recorded using the effective interest rate
(EIR) method for all financial instruments measured at amortized cost, financial instruments
designated at FVPL. Interest income on interest bearing financial assets measured at FVOCI
under BFRS 9, similarly to interest bearing financial assets classified as available-for-sale or
held to maturity under BAS 39 are also recorded by using the EIR method. The EIR is the rate
that exactly discounts estimatedifuture cash receipts through the expected life of the financial
instrument or, when appropriaté 2’
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asset.

The EIR (and therefore, the amortized cost of the asset) is calculated by taking into account any
discount or premium on acquisition, fees and costs that are an integral part of the EIR. The Bank
recognizes interest income using a rate of return that represents the best estimate of a constant
rate of return over the expected life of the loan. Hence, it recognizes the effect of potentially
different interest rates charged at various stages, and other characteristics of the product life
cycle (including prepayments, penalty interest and charges).

If expectations regarding the cash flows on the financial asset are revised for reasons other
than credit risk. The adjustment is booked as a positive or negative adjustment to the carrying
amount of the asset in the balance sheet with an increase or reduction in interest income.
The adjustment is subsequently amortized through Interest and similar income in the income
statement.

2.1.2. Interest & Similar Income

The Bank calculates interestincome by applying the EIR to the gross carrying amount of financial
assets other than credit-impaired assets

When a financial asset becomes credit-impaired (as set out in Note 30 to 35) and is, therefore,
regarded as ‘Stage 3; the Bank calculates interest income by applying the effective interest rate
to the net amortised cost of the financial asset. If the financial assets cures and is no longer
credit-impaired, the Bank reverts to calculating interest income on a gross basis.

Interest income on all trading assets and financial assets mandatorily required to be measured
at FVPL is recognised using the contractual interest rate in net trading income and Net gains/
(losses) on financial assets at fair value through profit or loss, respectively.

2.2, Financial Instrument - Initial Recognition
2.2.1 Date of recognition

Financial assets and liabilities, with the exception of loans and advances to customers and
balances due to customers, are initially recognised on the trade date, i.e., the date that the
Bank becomes a party to the contractual provisions of the instrument. This includes regular
way trades: purchases or sales of financial assets that require delivery of assets within the
time frame generally established by regulation or convention in the market place. Loans and
advances to customers are recognised when funds are transferred to the customers’accounts.
The Bank recognises balances due tol\customers when funds are transferred to the Bank.

38 | ANNUAL REPORT 2018




BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

2.2.2. Initial measurement of financial instruments

The classification of financial instruments at initial recognition depends on their contractual
terms and the business model for managing the instruments, as described in Notes 2.3.2.
Financial instruments are initially measured at their fair value (as defined in Note 2.2), except in
the case of financial assets and financial liabilities recorded at FVPL, transaction costs are added
to, or subtracted from, this amount. Trade receivables are measured at the transaction price.
When the fair value of financial instruments at initial recognition differs from the transaction
price, the Bank accounts for the Day 1 profit or loss, as described below

2.2.3. Day 1 Profit & Loss

When the transaction price of the instrument differs from the fair value at origination and the
fair value is based on a valuation technique using only inputs observable in market transactions,
the Bank recognises the difference between the transaction price and fair value in net trading
income. In those case where fair value is based on models for which some of the inputs are not
observable, the difference between the transaction price and the fair value is deferred and is
only recognised in profit or loss when the inputs become observable, or when the instrument
is derecognised.

2.2.4. Measurement categories of financial assets and liabilities

From 1 January 2018, the Bank classifies all of its financial assets based on the business model
for managing the assets and the asset’s contractual terms, measured at either:

« Amortized Cost, as explained in Note 2.3.1.2
« FVOC], as explained in Note 2.3.4
« FVPL, as explained in Note 2.3.2

Before 1 January 2018, the Bank classified its financial assets as loans and receivables (amortised
cost), FVPL, available-for-sale or held-to-maturity (amortised cost), as explained in Notes.

Financial liabilities, other than loan commitments and financial guarantees, are measured at
amortised cost or at FVPL when they are held for trading and derivative instruments or the fair

value designation is applied.

2.3. Financial assets and liabilities

Due from banks, Loans and advances to tustomers, Financial investments at amortised cost,
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The financial asset is held within a business model with the objective to hold financial assets in
order to collect contractual cash flows

The contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest (SPPI) on the principal amount outstanding.

The details of these conditions are outlined below:
2.3.1.1 Business model assessment

The Bank determines its business model at the level that best reflects how it manages groups of
financial assets to achieve its business objective. The Bank’s business model is not assessed on
an instrument-by-instrument basis, but at a higher level of aggregated portfolios and is based
on observable factors such as:

How the performance of the business model and the financial assets held within that business
model are evaluated and reported to the entity’s key management personnel.

The risks that affect the performance of the business model (and the financial assets held within
that business model) and, in particular, the way those risks are managed.

How managers of the business are compensated (for example, whether the compensation is
based on the fair value of the assets managed or on the contractual cash flows collected)

The expected frequency, value and timing of sales are also important aspects of the Bank’s
assessment.

The business model assessment is based on reasonably expected scenarios without taking
‘worst case’ or ‘stress case’ scenarios into account. If cash flows after initial recognition are
realised in a way that is different from the Bank’s original expectations, the Bank does not
change the classification of the remaining financial assets held in that business model, but
incorporates such information when assessing newly originated or newly purchased financial
assets going forward.

2.3.1.2.The SPPI test

As a second step of its classification process the Bank assesses the contractual terms of financial
to identify whether they meet the SPPI test.

‘Principal’ for the purpose of this test is dafined as the fair value of the financial asset at initial
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The most significant elements of interest within a lending arrangement are typically the
consideration for the time value of money and credit risk. To make the SPPI assessment, the
Bank applies judgement and considers relevant factors such as the currency in which the
financial asset is denominated, and the period for which the interest rate is set.

In contrast, contractual terms that introduce a more than de minimum exposure to risks or
volatility in the contractual cash flows that are unrelated to a basic lending arrangement do
not give rise to contractual cash flows that are solely payments of principal and interest on the
amount outstanding. In such cases, the financial asset is required to be measured at FVPL

2.3.4. Debt instruments at FVOCI (Policy applicable from 1 January 2018)

The Bank applies the new category under BFRS 9 of debt instruments measured at FVOCl when
both of the following conditions are met:

« Theinstrument is held within a business model, the objective of which is achieved by both
collecting contractual cash flows and selling financial assets.

- The contractual terms of the financial asset meet the SPPI test

These instruments largely comprise assets that had previously been classified as financial
investments available for-sale under BAS 39.

FVOCI debt instruments are subsequently measured at fair value with gains and losses arising
due to changes in fair value recognised in OCl. Interest income and foreign exchange gains and
losses are recognised in profit or loss in the same manner as for financial assets measured at
amortised cost.

Where the Bank holds more than one investment in the same security, they are deemed to be
disposed of on a first—in first—out basis. On de recognition, cumulative gains or losses previously
recognised in OCl are reclassified from OCI to profit or loss.

2.3.5. Equity instruments at FVOCI (Policy applicable from 1 January 2018)

Upon initial recognition, the Bank occasionally elects to classify irrevocably some of its equity
investments as equity instruments at FVOCI when they meet the definition of definition of
Equity under BAS 32 Financial Instruments: Presentation and are not held for trading. Such
classification is determined on an instrument- by instrument basis.

Gains and losses on these equity instruments are never recycled to profit. Dividends are
recognised in profit or loss as other opeyating income when the right of the payment has been
established, except when the Bank benefitsfram such proceeds as a recovery of part of the cost

. . . B350
of the instrument, in which case, suchi{§ams ake: g
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are not subject to an impairment assessment.
2.3.6. Debt issued and other borrowed funds

After initial measurement, debt issued and other borrowed funds are subsequently measured
at amortised cost. Amortised cost is calculated by taking into account any discount or premium
on issue funds, and costs that are an integral part of the EIR. A compound financial instrument
which contains both a liability and an equity component is separated at the issue date.

2.3.7. Financial assets and financial liabilities at fair value through profit or loss

Financial assets and financial liabilities in this category are those that are not held for trading
and have been either designated by management upon initial recognition or are mandatorily
required to be measured at fair value under BFRS 9. Management only designates an instrument
at FVPL upon initial recognition when one of the following criteria are met. Such designation is
determined on an instrument-by-instrument basis:

The designation eliminates, or significantly reduces, the inconsistent treatment that would
otherwise arise from measuring the assets or liabilities or recognising gains or losses on them
on a different basis or,

The liabilities (and assets until 1 January 2018 under BAS 39) are part of a group of financial
liabilities (or financial assets, or both under BAS 39), which are managed and their performance
evaluated on a fair value basis, in accordance with a documented risk management or
investment strategy or,

The liabilities (and assets until 1 January 2018 under BAS 39) containing one or more embedded
derivatives, unless they do not significantly modify the cash flows that would otherwise be
required by the contract, or it is clear with little or no analysis when a similar instrument is first
considered that separation of the embedded derivative(s) is prohibited.

Financial assets and financial liabilities at FVPL are recorded in the statement of financial
position at fair value. Changes in fair value are recorded in profit and loss with the exception
of movements in fair value of liabilities designated at FVPL due to changes in the Bank’s own
credit risk. Such changes in fair value are recorded in the Own credit reserve through OCl and
do not get recycled to the profit or loss. Interest earned or incurred on instruments designated
at FVPL is accrued in interest income or interest expense, respectively, using the EIR, taking
into account any discount/ premium and qualifying transaction costs being an integral part of
instrument. Interest earned on assetg mandatorily required to be measured at FVPL is recorded
using contractual interest rate.
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Dividend income from equity instruments measured at FVPL is recorded in profit or loss as
other operating income when the right to the payment has been established.

2.3.8. Financial guarantees, letters of credit and undrawn loan commitments

The Bank issues financial guarantees, letters of credit and loan commitments.

Financial guarantees are initially recognised in the financial statements (within Provisions) at fair
value, being the premium received. Subsequent to initial recognition, the Bank’s liability under
each guarantee is measured at the higher of the amount initially recognised less cumulative
amortisation recognised in the income statement, and - under BAS 39 - the best estimate of
expenditure required to settle any financial obligation arising as a result of the guarantee, or -
under BFRS 9 - an ECL provision as set out in Note 2.6.2.

The premium received is recognised in the income statement in Net fees and commission
income on a straight line basis over the life of the guarantee.

Undrawn loan commitments and letters of credits are commitments under which, over the
duration of the commitment, the Bank is required to provide a loan with pre-specified terms
to the customer. Similar to financial guarantee contracts, under BAS 39, a provision was made
if they were an onerous contract but, from 1 January 2018, these contracts are in the scope of
the ECL requirements.

The nominal contractual value of financial guarantees, letters of credit and undrawn loan
commitments, where the loan agreed to be provided is on market terms, are not recorded on
in the statement of financial position. The nominal values of these instruments together with
the corresponding ECLs are disclosed.

2.4. Reclassification of financial assets and liabilities

From 1 January 2018, the Bank does not reclassify its financial assets subsequent to their initial
recognition, apart from the exceptional circumstances in which the Bank acquires, disposes of,
or terminates a business line. Financial liabilities are never reclassified.

The Bank did not reclassify any of its financial assets or liabilities in 2017 & 2018.

2.5. De recognition of financial assets and liabilities

2.5.1. De recognition due to substantial modification of terms and conditions

The Bank derecognises a financial asset, such as a loan to a customer, when the terms and

conditions have been renegotilted to the extent that, substantially, it becomes a new loan,
with the difference recognised a§ a de recognition gain or loss, to the extent that an impairment
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loss has not already been recorded. The newly recognised loans are classified as Stage 1 for ECL
measurement purposes, unless the new loan is deemed to be POCI.

When assessing whether or not to derecognise a loan to a customer, amongst others, the
Bank considers the following factors:

« Change in currency of the loan
+ Introduction of an equity feature
« Change in counterparty

« If the modification is such that the instrument would no longer meet the SPPI criterion

If the modification does not result in cash flows that are substantially different, the modification
does not result in de recognition. Based on the change in cash flows discounted at the original
EIR, the Bank record a modification gains or loss, to the extent that an impairment loss has not
already been recorded.

2.5.2. De recognition other than for substantial modification
2.5.2.1. Financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar
financial assets) is derecognised when the rights to receive cash flows from the financial asset
have expired. The Bank also derecognises the financial asset if it has both transferred the
financial asset and the transfer qualifies for de recognition.

The Bank has transferred the financial asset if, and only if, either:

- The Bank has transferred its contractual rights to receive cash flows from the financial asset
or

« It retains the rights to the cash flows, but has assumed an obligation to pay the received
cash flows in full without material delay to a third party under a‘pass-through’arrangement
or

«  Pass-through arrangements are transactions whereby the Bank retains the contractual
+  rights to receive the cash flows of a financial asset (the ‘original asset’), but assumes a

« contractual obligation to pay those cash flows to one or more entities (the ‘eventual

« recipients’), when all of the following three conditions are met:

« TheBankhas no obligation to pay amounts to the eventual recipients unless it has collected
equivalent amounts from the original asset, excluding short-term advances with the right
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« The Bank cannot sell or pledge the original asset other than as security to the eventual
recipients without material delay.

« In addition, the Bank is not entitled to reinvest such cash flows, except for investments
in cash or cash equivalents including interest earned, during the period between the
collection date and the date of required remittance to the eventual recipients.

2.5.2.1. Financial assets continued

A transfer only qualifies for de recognition if either:
« The Bank has transferred substantially all the risks and rewards of the asset
or

« The Bank has neither transferred nor retained substantially all the risks and rewards of the
asset, but has transferred control of the asset.

The Bank considers control to be transferred if and only if, the transferee has the practical ability
to sell the asset in its entirety to an unrelated third party and is able to exercise that ability
unilaterally and without imposing additional restrictions on the transfer.

When the Bank has neither transferred nor retained substantially all the risks and rewards and
has retained control of the asset, the asset continues to be recognised only to the extent of the
Bank’s continuing involvement, in which case, the Bank also recognises an associated liability.
The transferred asset and the associated liability are measured on a basis that reflects the rights
and obligations that the Bank has retained.

Continuing involvement that takes the form of a guarantee over the transferred asset is
measured at the lower of the original carrying amount of the asset and the maximum amount
of consideration the Bank could be required to pay.

If continuing involvement takes the form of a written or purchased option (or both) on the
transferred asset, the continuing involvement is measured at the value the Bank would be
required to pay upon repurchase. In the case of a written put option on an asset that is measured
at fair value, the extent of the entity’s continuing involvement is limited to the lower of the fair
value of the transferred asset and the option exercise price.

2.5.2.2. Financial liabilities

A financial liability is derecog
cancelled or expires. Where an

nised when the obligation under the liability is discharged,
xisting financial liability is replaced by another from the same

Oé‘f\
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lender on substantially different terms, or the terms of an existing liability are substantially
modified, such an exchange or modification is treated as a derecognition of the original liability

and the recognition of a new liability. The difference between the carrying value of the original
financial liability and the consideration paid is recognised in profit or loss.

2.6. Impairment of financial assets (Policy applicable from 1 January 2018)

2.6.1. Overview of the ECL principles

As described in Note 1.1.1, the adoption of BFRS 9 has fundamentally changed the Bank’s loan
loss impairment method by replacing BAS 39's incurred loss approach with a forward-looking
ECL approach. From 1 January 2018, the Bank has been recording the allowance for expected
credit losses for all loans and other debt financial assets not held at FVPL, together with loan
commitments and financial guarantee contracts, in this section all referred to as ‘financial
instruments’ Equity instruments are not subject to impairment under BFRS 9.

The 12m ECL is the portion of LTECLs that represent the ECLs that result from default events on
a financial instrument that are possible within the 12 months after the reporting date.

Both LTECLs and 12mECLs are calculated on either an individual basis or a collective basis,
depending on the nature of the underlying portfolio of financial instruments. The Bank’s policy
for grouping financial assets measured on a collective basis is explained in Note 29 to 35.

The Bank has established a policy to perform an assessment, at the end of each reporting
period, of whether a financial instrument’s credit risk has increased significantly since initial
recognition, by considering the change in the risk of default occurring over the remaining life
of the financial instrument.

Based on the above process, the Bank groups its loans into Stage 1, Stage 2, Stage 3 and PO,
as described below:

Stage 1:

When loans are first recognised, the Bank recognises an allowance based on 12mECLs.
Stage 1 loans also include facilities where the credit risk has improved and the loan has
been reclassified from Stage 2.

+ Stage 2:
When a loan has shown a significant increase in credit risk since origination, the Bank
records an allowance for the LTECLs. Stage 2 loans glso include facilities, where the credit
risk has improved and the loan has been reclassified|from Stage 3.
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+ Stage3:
Loans considered credit-impaired. The bank records an allowance for the LTECLs.

+  POCI:
Purchased or originated credit impaired (POCI) assets are financial assets that are credit
impaired on initial recognition. POCl assets are recorded at fair value at original recognition
and interest income is subsequently recognised based on a credit-adjusted EIR. ECLs are
only recognised or released to the extent that there is a subsequent change in the expected
credit losses.

For financial assets for which the Bank has no reasonable expectations of recovering either the
entire outstanding amount, or a proportion thereof, the gross carrying amount of the financial
asset is reduced. This is considered a (partial) derecognition of the financial asset.

2.6.2. The calculation of ECLs

The Bank calculates ECLs based on a four probability-weighted scenarios to measure the
expected cash shortfalls, discounted at an approximation to the EIR. A cash shortfall is the
difference between the cash flows that are due to an entity in accordance with the contract
and the cash flows that the entity expects to receive.

The mechanics of the ECL calculations are outlined below and the key elements are, as follows:

- PD
The Probability of Default is an estimate of the likelihood of default over a given time
horizon. A default may only happen at a certain time over the assessed period, if the facility
has not been previously recognised and is still in the portfolio.

- EAD
The Exposure at Default is an estimate of the exposure at a future default date, taking into
account expected changes in the exposure after the reporting date, including repayments
of principal and interest, hether scheduled by contract or otherwise, expected drawdowns
on committed facilities, and accrued interest from missed payments.

The exposure at default (EAD) represents the gross carrying amount of the financial
instruments subject to the impairment calculation, addressing both the client’s ability to

increase its exposure while approaching default and potential early repayments too.

To calculate the EAD for a Stage 1 loan, the Bank assesses the possible default events within
12 months for the calculatiof of the 12mECL. However, if a Stage 1 loan that is expected
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subsequently default again, then all linked default events are taken into account. For Stage
2, Stage 3 and POCI financial assets, the exposure at default is considered for events over
the lifetime of the instruments.

The Bank determines EADs by modelling the range of possible exposure outcomes at
various points in time, corresponding the multiple scenarios. The BFRS 9 PDs are then
assigned to each economic scenario based on the outcome of Bank’s models.

- LGD
The Loss Given Default is an estimate of the loss arising in the case where a default occurs at
agiven time. Itis based on the difference between the contractual cash flows due and those
that the lender would expect to receive, including from the realisation of any collateral. It is
usually expressed as a percentage of the EAD.

When estimating the ECLs, the Bank considers three scenarios base case, worst case, and
worst case. Each of these is associated with different PDs, EADs and LGDs, as set out in Note
31. When relevant, the assessment of multiple scenarios also incorporates how defaulted
loans are expected to be recovered, including the probability that the loans will cure and
the value of collateral or the amount that might be received for selling the asset.

With the exception of credit cards and other revolving facilities, for which the treatment
is separately set out in Note xxxx, the maximum period for which the credit losses are
determined is the contractual life of a financial instrument unless the Bank has the legal
right to call it earlier.

Provisions for ECLs for undrawn loan commitments are assessed as set out in Note 35.
The mechanics of the ECL method are summarised below:

+ Stage 1:

The 12mECL is calculated as the portion of LTECLs that represent the ECLs that result from
default events on a financial instrument that are possible within the 12 months after the
reporting date. The Bank calculates the 12mECL allowance based on the expectation of a
default occurring in the 12 months following the reporting date. These expected 12-month
default probabilities are applied to a forecast EAD and multiplied by the expected LGD and
discounted by an approximation to the original EIR. This calculation is made for each of the
four scenarios, as explained above.

+ Stage 2:
When a loan has shown a significant increase in credit risk since origination, the Bank
records an allowance for the LTECLs. The mechanics are similar to those explained above,
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of the instrument. The expected cash shortfalls are discounted by an approximation to the
original EIR.

+ Stage 3:
For loans considered credit-impaired , the Bank recognises the lifetime expected credit
losses for these loans. The method is similar to that for Stage 2 assets, with the PD set at
100%.

- POCI
POCI assets are financial assets that are credit impaired on initial recognition. The Bank only
recognises the cumulative changes in lifetime ECLs since initial recognition, based on a
probability-weighting of the four scenarios, discounted by the credit adjusted EIR.

« Loan Commitments and letters of credit:
When estimating LTECLs for undrawn loan commitments, the Bank estimates the expected
portion of the loan commitment that will be drawn down over its expected life. The ECL is
then based on the present value of the expected shortfalls in cash flows if the loan is drawn
down, based on a probability-weighting of the four scenarios. The expected cash shortfalls
are discounted at an approximation to the expected EIR on the loan.

«  Financial Guarantee contracts:
Forcreditcardsandrevolvingfacilitiesthatincludebothaloanandan undrawn commitment,
ECLs are calculated and presented together with the loan. For loan commitments and
letters of credit, the ECL is recognised within Provisions.

The measurement of impairment losses both under BFRS 9 and IAS 39 across all categories
of financial assets requires judgement, in particular, the estimation of the amount and timing
of future cash flows and collateral values when determining impairment losses and the
assessment of a significant increase in credit risk. These estimates are driven by a number of
factors, changes in which can result in different levels of allowances.

The Bank’s ECL calculations are outputs of complex models with a number of underlying
assumptions regarding the choice of variable inputs and their interdependencies. Elements of
the ECL models that are considered accounting judgements and estimates include:

«  The Banks for criteria assessing if there has been a significant increase in credit risk and
so allowance for financial asset should be measured on a LTECL basis and qualitative
assessment.

« The segmentation of financial assets when their ECL is assessed on a collective basis

+  Development of ECL models, including the various formulas and the choice of inputs.
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such as unemployment levels and collateral values, and the effect on PDs, EADs and LGDs

Determination of associations between macroeconomic scenarios and, economic inputs, such
as unemployment levels and collateral values, and the effect on PDs, EADs and LGDs

«  Selection of forward-looking macroeconomic scenarios and their probability weightings,
to derive the economic inputs into ECL model.

2.6.3. Debt instruments measured at fair value through OCI

The ECLs for debt instruments measured at FVOCI do not reduce the carrying amount of these
financial assets in the statement of financial position, which remains at fair value. Instead, an
amount equal to the allowance that would arise if the assets were measured at amortised cost
is recognised in OCl as an accumulated impairment amount, with a corresponding charge to
profit or loss. The accumulated loss recognised in OCl is recycled to the profit and loss upon
derecognition of the assets.

2.6.4. Purchased or originated credit impaired financial assets (POCI)

For POCI financial assets, the Bank only recognises the cumulative changes in LTECL since initial
recognition in the loss allowance.

2.6.5. Credit cards and other revolving facilities

The Bank’s product offering includes a variety of corporate and retail overdraft and credit cards
facilities, in which the Bank has the right to cancel and/or reduce the facilities with one day’s
notice. The Bank does not limit its exposure to credit losses to the contractual notice period,
but, instead calculates ECL over a period that reflects the Bank’s expectations of the customer
behaviour, its likelihood of default and the Bank’s future risk mitigation procedures, which
could include reducing or cancelling the facilities. Based on past experience and the Bank’s
expectations, the period over which the Bank calculates ECLs for these products, is one year
due to the credit mitigating actions bank have enforced on a continuous basis.

2.6.6. Forward looking information

In its ECL models, the Bank relies on a broad range of forward looking information as economic
inputs, such as:

«  GDP growth

« Unemployment rates

«  Central Bank base rates
« Inflation
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« Exchange Rate

The inputs and models used for calculating ECLs may not always capture all characteristics
of the market at the date of the financial statements. To reflect this, qualitative adjustments
or overlays are occasionally made as temporary adjustments when such differences are
significantly material. Therefore, bank also considers the following qualitative factors

«  Government Policies
+ Industry Business cycle

« Regulatory impact
2.7. Collateral valuation

To mitigate its credit risks on financial assets, the Bank seeks to use collateral, where possible.
The collateral comes in various forms, such as cash, securities, letters of credit/guarantees,
real estate, receivables, inventories, other non-financial assets and credit enhancements such
as netting agreements. The Bank’s accounting policy for collateral assigned to it through its
lending arrangements under BFRS 9 is the same is it was under BAS 39.

2.8. Collateral repossessed

The Bank’s accounting policy under BFRS 9 remains the same as it was under BAS 39.The Bank'’s
policy is to determine whether a repossessed asset can be best used for its internal operations
or should be sold. Assets determined to be useful for the internal operations are transferred
to their relevant asset category at the lower of their repossessed value or the carrying value
of the original secured asset. Assets for which selling is determined to be a better option are
transferred to assets held for sale at their fair value (if financial assets) and fair value less cost to
sell for non-financial assets at the repossession date in, line with the Bank’s policy.

In its normal course of business, the Bank does not physically repossess properties or other
assets in its retail portfolio, but engages external agents to recover funds, generally at auction,
to settle outstanding debt. Any surplus funds are returned to the customers/obligors. As a
result of this practice, the residential properties under legal repossession processes are not
recorded on the balance sheet.

2.9. Write-offs
The Bank'’s accounting policy under BFRS 9 remains the same as it was under BAS 39. Financial

assets are written off either partially prin their entirety only when the Bank has stopped pursuing
the recovery. If the amount to be written off is greater than the accumulated loss allowance, the
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carrying amount. Any subsequent recoveries are credited to credit loss expense.
2.10. Forborne and modified loans

The Bank sometimes makes concessions or modifications to the original terms of loans as a
response to the borrower’s financial difficulties, rather than taking possession or to otherwise
enforce collection of collateral. The Bank considers a loan forborne when such concessions or
modifications are provided as a result of the borrower’s present or expected financial difficulties
and the Bank would not have agreed to them if the borrower had been financially healthy.
Indicators of financial difficulties include defaults on covenants, or significant concerns raised
by the Credit Risk Department. Forbearance may involve extending the payment arrangements
and the agreement of new loan conditions. Once the terms have been renegotiated, any
impairment is measured using the original EIR as calculated before the modification of terms. It
is the Bank’s policy to monitor forborne loans to help ensure that future payments continue to
be likely to occur. Derecognition decisions and classification between Stage 2 and Stage 3 are
determined on a case-by-case basis. If these procedures identify a loss in relation to a loan, it is
disclosed and managed as an impaired Stage 3 forborne asset until it is collected or written off.
From 1 January 2018, when the loan has been renegotiated or modified but not derecognised,
the Bank also reassesses whether there has been a significant increase in credit risk. The Bank
also considers whether the assets should be classified as Stage 3.

2.11 Grouping financial assets measured on a collective basis

As explained in Note 2.6.1 dependant on the factors below, the Bank calculates ECLs either on
a collective or an individual basis.

Asset classes where the Bank calculates ECL on an individual basis all customers above the
individually significant threshold

Asset classes where the Bank calculates ECL on a collective basis include:

«  Customers below the Individually Significant thresh hold

The Bank groups these exposuresinto smallerhomogeneous portfolios, based on a combination
of internal and external characteristics of the loans, as described below:

For retail mortgages these are:

«  Product type (buy to let/owner occupied)
«  Property type (prime, standard grade, low grade) p
«  Geographic location ’
+ Loan-to-value ratios
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+ Internal grade

«  Exposure value

For consumer lending these are:

«  Product type (overdraft, unsecured personal loan, credit card, etc.)

Internal grade

Geographic location/residence of the borrower

Utilisation

« In the case of credit cards, whether or not borrowers repay their balances in full every
month

+  Exposure value

For small business lending these are:
«  Borrower’s industry

+ Internal credit grade

«  Geographic location

«  Exposure value

Collateral type

3.1. Analysis of inputs to the ECL model under multiple economic scenarios per
geographic regions

An overview of the approach to estimating ECLs is set out in Note 2.1 Summary of significant
accounting policies and in Note 3.1 Significant accounting judgements, estimates and
assumptions. To ensure completeness and accuracy, the Bank obtains the data used from
third party sources (RMA Published data, IMF & World Bank.) and a team of economists within
its Credit Risk Department verifies the accuracy of inputs to the Bank’ ECL models including
determining the weights attributable to the multiple scenarios. The following tables set out the
key drivers of expected loss and the assumptions used for the Bank’s base case estimate, ECLs
based on the base case, plus the effect of the use of multiple economic scenarios for each of the
four geographical segments, as at 31 December 2017 and 2018.

The tables show the vaIues of the key forward lool |ng economic variables/assumptions used
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31 December 2018

N ECL Scenario Assigned 2022 2023 Subsequent
drivers Probabilities years
\ % % % % % % %
GDP growth %
Upside 30 2.6 2.8 2.8 2.38 29 23
Base case 40 2.2 23 23 2.8 24 23
Downside 1 15 2.1 1.6 0.9 1.2 1.7 2.3
Downside 2 15 0.5 -0.5 -1.0 0.0 1.4 23
Unemployment rates %
Upside 30 4.1 4.2 43 43 4.4 4.8
Base case 40 55 5.8 5.6 54 5.2 4.8
Downside 1 15 6.1 7.2 6.8 6.1 53 4.8
Downside 2 15 7.0 83 7.8 7.3 5.5 4.8
Central Bank base rates %
Upside 30 2.79 2.8 2.56 24 2.3 2.2
Base case 40 2.5 2.50 240 2.31 2.20 2.20
Downside 1 15 2.30 2.10 2.00 2.10 2.10 2.20
Downside 2 15 2.10 1.80 1.90 2.00 2.10 2.20
House price index %
Upside 30 0.9 1.5 2.3 3.0 2.84 2.7
Base case 40 0.5 1.06 1.5 20 24 2.7
Downside 1 15 -0.5 -0.6 0.7 1.9 23 2.7
Downside 2 15 -1.5 -14 -0.6 1.5 2.5 2.7

1 January 2018

Ke . Assigned Subsequent
dri)\,rers ECL Scenario Probabi!?ities c;(ears
GDP growth
Upside 30 3.1 2.9 2.8 2.6 2.5 2.3
Base case 40 0,7 1.0 1.5 1.7 1.9 2.3
Downside 1 15 0.2 0.5 2.1 2.1 2.3 2.3
Downside 2 15 -0.40 -1.70 -1.0 1.2 2.0 23
Unemployment rates
Upside 30 46 44 43 45 47 438
Base case 40 54 5.2 5.1 49 49 4.8
Downside 1 15 6.0 6.3 6.0 5.7 5.3 438
Downside 2 15 6.5 73 7.0 6.2 5.7 438
Central Bank base rates
Upside 30 2.80 2.70 2.60 240 2.30 2.20
Base case 40 2.60 2.50 2.40 2.30 2.20 2.20
Downside 1 15 2.50 2.00 1.90 2.00 2.10 2.20
Downside 2 15 2.30 2.21 2.10 2.00 2.10 2.20
House price index
Upside 1.4 1.9 33 3.1 29 2.7
Base case 1.0 1.5 1,9 2.2 25 2.7
Downside 1 0.0 0.8 1,5 1.9 23 2.7
Downside 2 -0.5 0.5 1.0 1.7 2.1 2.7
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FORTHE YEAR ENDING

Interest & Similar Income

Interest & Similar Expense

Net interest income

Fee and commission income

Fee and commission expenses
Net fee and commission income
Other Operating Income

Total operating income

Personnel Expenses
Depreciation on Property Plant & Equipment
Amortization of Intangible Assets
Other Operating Expenses
Impairment (charges)/reversal for loans and other losses
Total Operating Expenses
Profit Before Tax from Continuing Operations
Less : Expenditure on Community Centers
(net of Income Nu. 4,506,842 )

Income Tax Expense
Profit For the year ending

Note 1 to 48 form an integral part of Financial Statements

In terms of our attached report of even date.
For Gianender & Associates

Chartered Accountants

FRN: 004661N

O~

G.K. Agrawal
Partner
Membership No. 081603
Dated:

Place : Delhi, India

L\

Note

17

18

9
13

10

22

ARG

Chief Executive Officer

Dec/18 Dec/17
Nu Nu

2,092,539,811 1,972,742,968
(1,412,902,694) (1,347,835,104)
679,637,117 624,907,864
33,515,328 36,540,864
33,515,328 36,540,864
31,042,966 13,463,736
744,195,411 674,912,464
(269,087,670) (226,942,303)
(60,594,580) (61,175,185)
(12,339,032) (4,696,488)
(187,002,534) (173,413,533)
106,936,403 (970,836,756)
(422,087,415) (1437064266)
322,107,997 (762,151,802)

(27,392,142)

(28,891,495)

294,715,855 (791,043,296)
(5,371,890) 130,124,364
300,087,745 (921,167,660)
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BHUTAN DEVELOPMENT BANK LIMITED
STATEMENT OF OTHER COMPREHENSIVE INCOME

Profit for the year ending

Gains /(losses) on re-measuring available for sale financial assets
Impairment during the year - Available for sale investments
Gain/(loss) on Actuarial valuation of defined benefit liability

Total other comprehensive income / (loss )

Income tax income /(expense) relating to components of other com-

prehensive income

Total comprehensive income for the year, net of tax

Note 1 to 48 form an integral part of Financial Statements

In terms of our attached report of even date.

For Gianender & Associates
Chartered Accountants

FRN: 004661N

G.K.Aggrawal
Partner

Membership No. 081603

Dated:

Place : Delhi, India
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Dec/18 Dec/17
Nu Nu
300,087,745 (921,167,660)
(9,504,414) (511,965)
(672,078; (1 ,440,482;
289,911,253 (1,952,447)
289,911,253 (923,120,108)
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BHUTAN DEVELOPMENT BANK LIMITED

STATEMENT OF FINANCIAL POSITION

AS AT Dec/18 Dec/17 Jan/17
Note Nu Nu Nu
Assets
Cash & Cash Equivalent 11 1,033,785,150 2,057,664,062 1,146,711,320
Balances with Central Bank 4,558,530,690 3,145,623,910 3,289,114,317
Due from Banks 12 2,226,479,604 1,568,427,036 1,610,142,126
Loans & Advances to Customers 13 16,149,426,484 15,971,251,657 15,160,391,664
Equity Instruments at FVOCI 14 53,871,996 44,367,583 43,761,202
Debt Instruments at Amortised Cost 15 435,969,348 421,266,432 425,053,556
Other Assets 16 402,108,414 433,111,234 393,975,388
Property, Plant & Equipment 17 253,765,244 285,912,990 293,115,321
Intangible Assets 18 107,630,117 108,791,951 57,561,143
Total Assets 25,221,567,046 24,036,416,856 22,419,826,039
Liabilities
Due to Banks 19 1,321,999,945 996,526,429 1,136,189,393
Due to Customers 20 21,012,626,967 20,548,704,715 18,029,398,131
Retirement benefit plans 23 67,461,629 57,909,228 52,274,515
Deferred Tax Liability 124,752,474 130,124,364
Other Liabilities 22 102,665,195 109,751,177 86,561,295
Total Liabilities 22,629,506,210 21,843,015,914 19,304,423,335
Equity
Share Capital 600,317,000 507,317,000 507,317,000
Retained Earnings 803,809,051 624,419,708 1,547,027,850
Other Reserves 1,172,504,620 1,055,738,480 1,055,738,480
FVOCI Reserve 15,430,168 5,925,755 5,319,375
Total Equity 2,592,060,839 2,193,400,943 3,115,402,705
Total Liabilities and Equity 25,221,567,047 24,036,416,856 22,419,826,039

Note 1 to 48 form an integral part of Financial Statements
In terms of our attached report of even date.

For Gianender & Associates
Chartered Accountants

o~

G.K. Agrawal
Partner
Membership No. 081603
Dated:

Place : Delhi, India

=,
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\\a"*‘\\w@&\\

Chief Executive Officer
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Chairman ||

v
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BHUTAN DEVELOPMENT BANK LIMITED

STATEMENT OF CHANGES IN EQUITY
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BHUTAN DEVELOPMENT BANK LIMITED
STATEMENT OF CASH FLOWS e

AS AT Dec/18 Dec/17
Nu Nu
Operating Activities
Profit Before Tax from Continuing Operations 294,715,855 (791,043,296)
Adjustments for ;
Dividend received (795,428) (508,109)
Depreciation of Property, plant and equipment 72,933,613 65,871,673
Movement in Impairment of Loans & Advances (106,936,403) 970,328,984
(Gain)/loss on Disposal of PPE 895,120 342,640
Operating profit before changes in operating assets & liabilities 260,812,757 244,991,893
(Increase)/Decrease in operating assets
Balance with Royal Monetary Authority (1,412,906,780) 143,490,407

Loans & Advances to Customers
Funds advanced to banks

(71,238,424.10)

(1,781,188,977)

Financial Investments (14,702,916) 3,787,124

Other assets 31,002,820 (39,135,846)
Increase/(Decrease) in operating liabilities

Movement in gov't Grant -

Movement in Share Capital 93,000,000

Movement in other reserve 6,739,817

Retirement Benefit Plans 8,880,323 4,194,231

Other liabilities (7,085,982) 23,189,882

Due to banks 325,473,516 (139,662,964)

Due to customers 463,922,252 2,519,306,584
Net cash flow from operating activities (576,915,374) 733,980,440
Cash flow from investing activities
Placement with other Banks (658,052,568) 41,715,090
Dividend received 795,428 508,109
Purchase of property & equipment (40,519,154) (110,242,790)

(697,776,294) (68,019,591)

Cash flow from financing activities
Net cash flow from financing activities - -
Net increase/(decrease) in cash and cash equivalents (1,013,878,910) 910,952,742
Cash the beginning of the year 2,057,664,062 1,146,711,320
Cash at the end of the year 1,043,785,152 2,057,664,062

Note 1 to 48 form an integral part of Financial Statements

In terms of our attached report of even date.
For Gianender & Associates

Chartered Accountants

FRN: 004661N

g ¥
! r

Chairman

. R,
~ NS
\\\}&\*‘%\&Q\‘\é}\\
.Agrawal Chief Executive Officer '~
Partner :
Membership No. 081603
Dated:
Place : Delhi, India

)
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3. Reclassification and Re-mesurement from BAS 39 to BFRS 9

3.1 Reconciliation to Statement of Financial Position As At

Assets

Cash

Balances with Central Bank

Due from Banks

Loans & Advances to Customers
Equity Instruments at FVOCI
Debt Instruments at Amortised Cost
Other Assets

Property, Plant & Equipment
Intangible Assets

Total Assets

Liabilities

Due to Banks

Due to Customers
Retirement benefit plans
Other Liabilities

Total Liabilities

Equity

Share Capital
Retained Earnings
Other Reserves
AFS Reserve
Total Equity

Total Liabilities and Equity

Note

10
10
11
12
13
14
15
16
17

18
19
20
21

With BAS 39 with BFRS 9
Dec/16 Ref Re-measurement Dec/16

Nu Nu
1,146,721,506 A 10,186 1,146,711,320
3,289,114,317 - 3,289,114,317
1,610,166,892 A 24,766 1,610,142,126
15,389,765,486 B 229,373,822 15,160,391,664
43,761,202 - 43,761,202
425,059,948 A 6,392 425,053,556
393,975,388 - 393,975,388
293,115,321 - 293,115,321
57,561,143 - 57,561,143
22,649,241,204 229,415,166 22,419,826,037
1,136,189,393 - 1,136,189,393
18,029,398,131 - 18,029,398,131
52,274,515 - 52,274,515
86,561,295 - 86,561,295
19,304,423,334 - 19,304,423,334
507,317,000 - 507,317,000
1,776,443,016 229,415,166 1,547,027,850
1,055,738,480 - 1,055,738,480
5,319,375 - 5,319,375
3,344,817,871 229,415,166 3,115,402,705
22,649,241,204 229,415,166 22,419,826,038

Note 1 to 39 form an integral part of Financial Statements

In terms of our attached report of even date.

For Gianender & Associates
Chartered Accountants

. Agrawal
Partner =
Membership No. 081603
Dated:

Place : Delhi, India
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3. Reclassification and Re-mesurement from BAS 39 to BFRS 9
3.2 Reconciliation to Statement of Financial Position As At

Assets

Cash

Balances with Central Bank

Due from Banks

Loans & Advances to Customers
Equity Instruments at FVOC|
Debt Instruments at Amortised Cost
Other Assets

Property, Plant & Equipment
Intangible Assets

Total Assets

Liabilities

Due to Banks

Due to Customers
Retirement benefit plans
Deferred Tax Liability
Other Liabilities

Total Liabilities

Equity

Share Capital
Retained Earnings
Other Reserves
AFS Reserve
Total Equity

Total Liabilities and Equity

Note 1 to 39 form an integral part of Financial Statements
In terms of our attached report of even date.

For Gianender & Associates
Chartered Accountants

G.K. Agrawal
Partner
Membership No. 081603
Dated:

Place : Delhi, India

With BAS 39 with BFRS 9
Dec/18 Dec/17
Note Nu Ref Re-measurement Nu
10 2,057,681,724 A 17,662 2,057,664,062
3,145,623,910 - 3,145,623,910
11 1,568,447,439 A 20,403 1,568,427,036
12 16,083,019,436 B 111,767,779 15,971,251,657
13 44,367,583 - 44,367,583
14 421,272,000 A 5,568 421,266,432
15 433,111,234 - 433,111,234
16 285,912,990 - 285,912,990
17 108,791,951 - 108,791,951
24,148,228,266 111,811,412 24,036,416,854
18 996,526,429 - 996,526,429
19 20,548,704,715 - 20,548,704,715
20 57,909,228 - 57,909,228
D (130,124,364) 130,124,364
21 109,751,177 - 109,751,177
21,712,891,549 (130,124,364) 21,843,015,913
507,317,000 - 507,317,000
866,355,483 241,935,775 624,419,708
1,055,738,480 - 1,055,738,480
5,925,754 - 5,925,754
2,435,336,717 241,935,775 2,193,400,942
24,148,228,266 111,811,411 24,036,416,855
\"""-h_
R
el SN \‘2‘:‘\5‘\-\ N %/
Chief Executive Officer ) Chairma )
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3. Reclassification and Re-measurement from BAS 39 to BFRS 9

3.3 Reconciliation to Statement of Financial Position As At

Interest & Similar Income
Interest & Similar Expense
Net interest income

Fee and commission income

Fee and commission expenses
Net fee and commission income
Other Operating Income

Total operating income

Personnel Expenses

Depreciation on Property Plant & Equipment

Amortization of Intangible Assets

Other Operating Expenses

Impairment (charges)/reversal for loans and

other losses

Total Operating Expenses

Profit Before Tax from Continuing

Operations

Less : Expenditure on Community Centers
(net of Income 5,813,788)

Income Tax Expense
Profit For the year ending

With BAS 39 Re-measurement with BFRS 9
Dec/17 Dec/17
Nu Nu
2,143,413,934 170,670,966 1,972,742,968
(1,347,835,104) - (1,347,835,104)
795,578,830 170,670,966 624,907,864
36,540,864 - 36,540,864
36,540,864 - 36,540,864
13,463,736 - 13,463,736
845,583,430 170,670,966 674,912,464
(226,942,303) - (226,942,303)
(61,175,185) - (61,175,185)
(4,696,488) - (4,696,488)
(173,413,533) - (173,413,533)
(1,259,111,477) (288,274,721) (970,836,756)
(1,725,338,9860) (288,274,721) (1,437,064,266)
(879,755,557) (117,603,755) (762,151,802)
(28,891,495) - (28,891,495)
(908,647,052) (117,603,755) (791,043,296)
- - 130,124,364
(908,647,052) (117,603,755) (921,167,660)
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Notes to the Reconciliation of Statement of Financial Position as at 31st December, 2016
&2017 and Statement of Comprehensive income as on 31st December, 2017.

a. ALL the Financial Assets measured at Fair value through other Comprehensive Income
(except investment in equity share) & amortized cost shall be subjected to impairment
assessment under BFRS 9 Financial Instrument.

b. The adoption of BFRS 9 has fundamentally changed the Bank’s accounting for loan loss
impairment by replacing BAS 39's incurred loss approach with a forward- looking expected
credit loss (ECL) approach. BFRS requires the Bank to record all impairment allowances for
ECLs for all Loans together with loan commitments and financial guarantee contracts.

¢. Under BFRS 9, unlike BAS 39, when the financial asset becomes credit impaired and
categorize as Stage 3, the interest accrual ceases. If the financial assets cure and is no longer
under stage 3, then the Bank reverts to calculate income.

d. The various transitional adjustments lead to different temporary differences. According
to the accounting policies the Bank has to account for such differences. Deferred tax
adjustments are recognized in correlation to the underlying transaction either in retained
earnings or a separate component of equity as per BAS 12 Income.

T
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BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

4 INTEREST AND SIMILAR INCOME

Loans & Advances to customers
Due from Banks

Notional Interest on Staff Loans
Brokerage

Other short term investments

5 INTEREST & SIMILAR EXPENSE
Due to customers
Due to banks

6 NET FEES & COMMISSION INCOME
Fees & Commission Income
Commission on Guarantee

Other fees Received
Total fees and commission income

Fees & Commission Expense
Net Fees & Commission Income

7 OTHER OPERATING INCOME

Operating lease income
Other

8 PERSONNEL EXPENSES

Wages & Salaries

Training & Seminars Expenses
Amortization of Pre-paid employment benefits
Current Period Service cost/Interest Expense
Leave Encashment
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Dec/18 Dec/17
Nu Nu
1,962,093,356 1,844,373,481
62,452,764 79,764,066
7,229,749 7,229,749
60,763,942 41,375,673
2,092,539,811 1,972,742,968
Dec/18 Dec/17
Nu Nu
1,345,200,560 1,295,622,245
67,702,134 52,212,859

1,412,902,694

1,347,835,104

Dec/18 Dec/17
Nu Nu
10,539,383 18,233,218
22,975,945 18,307,646
33,515,328 36,540,864
33,515,328 36,540,864
Dec/18 Dec/17
Nu Nu
5,331,476 5,564,738
25,711,490 7,898,999
31,042,965 13,463,736
Dec/18 Dec/17
Nu Nu
207,006,854 185,094,799
33,769,460 28,370,254
7,229,749 7,229,749
5,198,338 6,247,501
15,883,269 -
269,087,670 226,942,303




BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

9 OTHER OPERATING EXPENSES Dec/18 Dec/17
Nu Nu
Advertising and marketing 6,677,994 15,071,444
Administrative 127,601,292 100,218,085
Professional fees 2,906,002 2,269,663
Bank levy 129,481 149,233
Other 46,333,054 38,492,162
Provision on receivables 3,354,711 17,212,946
Prior Period income/Expense - -
187,002,534 173,413,533
10 Community Center Operations Nu Nu
Expenditure on Community Centers
(net of Income) (27,392,142) (28,891,495)
(27,392,142) (28,891,495)
11 CASH & CASH EQUIVALENT Dec/18 Dec/17
Nu Nu
Cash on hand/Bank Balance 1,033,790,953 2,057,681,724
Allowance for Expected Credit Losses (5,803) (17,662)
1,033,785,150 2,057,664,062
12 DUE FROMBANKS Dec/18 Dec/17
Nu Nu
Placements with other banks 2,226,518,008 1,529,955,277
Other - 38,492,162
Allowance for Expected Credit Losses (38,404) (20,403)
2,226,479,604 1,568,427,036
BALANCE WITH CENTRAL BANK Dec/18 Dec/17
Nu Nu
Balance in Cash Reserve Ratio 2,024,417,249 1,961,329,055
Balance in Current Deposit 2,534,113,441 885,394,455
Short Term Investment - Treasury Bill - 298,900,400
4,558,530,690 3,145,623,910
13 LOANS & ADVANCES TO CUSTOMERS Dec/18 Dec/17
Nu Nu

18,132,470,390.70 18,065,741,314

Loans & Receivables

18,132,470,391 18,065,741,314
(1,983,043,907) (2,094,489,657)
16,149,426,484 15,971,251,657
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BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

13.1

14

15

Impairment (charges)/reversal
Impairment (charges)/reversal for loans

Impairment (charges)/reversal for other assets

Write Offs

Equity Instruments at FVOCI

Quoted Investments
Quoted Equities (14.1)
Unquoted Equities (14.2)

(14.1) Quoted Equities
Bhutan Carbide and Chemical Limited
Penden Cement Authority Limited
Bhutan National Bank Limited
GIC Bhutan Reinsurance Limited

(14.2) Unquoted Equities
Royal Securities Exchange of Bhutan
Financial Institution Training Institute
Credit Information Bureau

Debt Instruments at Amortised Cost

Investments in RICBL Bonds
Investments in DCCL Bonds
Investments in RSA Bonds

Allowance for Expected Credit Losses

(111,445,750) 970,328,984
7,849 2,289
4,501,498.53 505,483
(106,936,403) 970,836,756
Dec/18 Dec/17 Dec/16
Nu Nu Nu
26,310,996 16,806,583 16,200,202
27,561,000 27,561,000 27,561,000
53,871,996 44,367,583 43,761,202

No. of Shares
25,000 457,790 113,175 113,175
38,100 3,556,000 3,396,822 3,555,404
178,120 20,085,781 6,546,586 7,531,623
500,000 2,211,425 6,750,000 5,000,000
26,310,996 16,806,583 16,200,202
162,000 19,811,000 19,811,000 19,811,000
600,000 6,000,000 6,000,000 6,000,000
137,500 1,750,000 1,750,000 1,750,000
27,561,000 27,561,000 27,561,000
Dec/18 Dec/17 Dec/16
Nu Nu Nu
108,953,425 100,000,000 108,907,634
316,167,581 311,272,000 316,152,314
10,855,617 10,000,000 -
(7,275) (5,568) (6,392)
435,969,348 421,266,432 425,053,556

Bank has invested 100,000 scripts of RICBL bond at Nu.1,000 each, and 311,272 scripts of DCCL bonds at
Nu. 1,000 each respectively. Such investments are intended to be held to maturity in order to recover the
contractual cashflows (Principal + Interest). Although the bonds are listed in the Royal Securities Exchange
it does not meet the definition of an Active Matket. Hence bank has determined it's Financial Asset

Classification as Loans & Recievables in Line with BA
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BHUTAN DEVELOPMENT BANK LIMITED

NOTES TO THE FINANCIAL STATEMENT

16

OTHER ASSETS

Loans & Advances to Employees
Advances & Pre-payments
Pre-paid Employment Benefits
Stock of Stationeries and Spares
Accounts/Other receivables
Pre-Paid Tax

Security Deposits

ATM - Receivable ( Net)

Dec/18 Dec/17 Dec/16
Nu Nu

144,664,190 180,269,242 188,603,437
18,655,397 12,902,780 8,654,899
164,601,715 153,051,292 159,736,690
11,582,170 6,609,146 5,771,299
687,524 26,763,018 16,652,877
51,517,871 48,539,623 4,934,408
- - 86,500
10,399,547 4,976,132 9,535,278
402,108,414 433,111,234 393,975,383
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BHUTAN DEVELOPMENT BANK LIMITED

NOTES TO THE FINANCIAL STATEMENT
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NOTES TO THE FINANCIAL STATEMENT

18 INTANGIBLE ASSETS Softwares IAUD Total
At 1 January 2016 51,654,392 - 51,654,392
Movement During the Period 1,978,511 35,941,940 37,920,451
Disposals
At 31st December 2016 53,632,903 35,941,940 89,574,843
At 1 January 2017 53,632,903 35,941,940 89,574,843
Movement During the Period 91,869,236 (35,941,940) 55,927,296
Disposals -
At 31st December 2017 145,502,139 - 145,502,139
At 1 January 2018 145,502,139 145,502,139
Movement During the Period 11,177,198 - 11,177,198
Disposals
At 31st December 2018 156,679,337 156,679,337
Accumulated Amortization
At 1 January 2016 27,796,855 - 27,796,855
Disposals - -
Amortization 4,216,845 - 4,216,845
At 31st December 2016 32,013,700 - 32,013,700
At 1 January 2017 32,013,700 - 32,013,700
Disposals -
Amortization 4,696,488 - 4,696,488
At 31st December 2017 36,710,188 - 36,710,188
At 1 January 2018 36,710,188 - 36,710,188
Movement During the Period - - -
Disposals - - -
Amortization 12,339,032 - 12,339,032
At 31st December 2018 49,049,220 49,049,220
Net book value:
At 31st December 2016 21,619,203 35,941,940 57,561,143
At 31st December 2017 108,791,951 - 108,791,951
At 31st December 2018 107,630,117 - 107,630,117
19 DUE TO BANKS Dec/18 Dec/17 Dec/16
Nu Nu Nu
Unsecured Loans 161,290,250 165,445,005 190,631,437
Secured Loans 711,766,134 382,208,547 515,557,956
Subordinated Term Debt 448,943,562 448,872,877 430,000,000
1,321,999,945 996,526,429 1,136,189,393
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20

21

22

23(i)

23(ii)

24

DUE TO CUSTOMERS Dec/18 Dec/17 Dec/16
Nu Nu Nu
Fixed Deposit 15,517,838,794 15,748,205,550 13,967,184,416
Recurring Deposit 310,546,510 232,441,221 198,244,338
Savings Deposits 4,590,036,651 3,799,881,255 3,115,952,002
Current Deposit 594,205,012 768,176,689 748,017,375
21,012,626,967 20,548,704,715 18,029,398,131
RETIREMENT BENEFIT PLANS 67,461,629 7,299,860 8,648,447
Deferred Tax Liability
Deferred Tax Liability 124,752,474 130,124,364
OTHER LIABILITIES
Dec/18 Dec/17 Dec/16
Nu Nu Nu
Accounts payable & Sundry creditors 56,430,957 62,496,027 45,750,889
Provisions 925,108 800,000 600,000
57,356,065 63,296,027 46,350,889
Revolving Funds Dec/18 Dec/17 Dec/16
Nu Nu Nu
Credit - Bio-Gas 39,386,000 39,386,000 32,112,152
Subsidy - Bio-Gas - - 56,375
Rudolf Fund - Credit 3,708,950 4,050,736 4,046,363
Rudolf (Monitoring and Supervision A/C) 183,901 189,697 207,237
Rudolf Fund - Subsidy 149,161 937,359 1,788,279
BCCI - SME Development Revolving Fund 1,300,000 1,300,000 1,300,000
RLP -l
Coop. Revolving (DAMC) Fund 581,117 591,357 700,000
45,309,130 46,455,149.62 40,210,406.21

COMMITMENT & CONTINGENCIES

To meet the financial needs of customers in the ordinary course of business, the Bank enters into various
irrevocable commitments and incurs certain contingent liabilities. These consist of financial guarantees
and other undrawn commitments to lend. Even though these obligations may not be recognized on the
Statement of Financial Position, they do contain credit risk and are therefore part of the overall risk of the
Bank.

a. Guarantees commit the Bank to make payments on behalf of customers in the event of a specific act,
generally related to the import or export of goods. Guarantees and standby letters of credit carry a
similar credit risk to loans. No material losses are anticipated as a result of these commitments and

contingencies.
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25

26
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b. Bank is contingently liable as on for Nu.674,701,109.19 ( PY Nu. 801,661,911 ) towards guarantees
issued to its constituents of which aging analysis are given in Note No. 29

¢.  Pending capital commitments (net of advance) as on 31.12.2018 are of Nu. Nil (PY Nu. Nil).

RELATED PARTY TRANSACTIONS

The Bank carries out transactions in the ordinary course of business with the parties who are defined
as related parties in the BAS 24 (Related Party Disclosures), the details of which are reported below. The
pricing applicable to such transactions is based on the assessment of risk and pricing model of the Bank
and is comparable with what is applied to transactions between the Bank and its unrelated customers.

25.1 Parent and Ultimate Controlling Party
The Bank does not have an identifiable parent of its own.

25.2 Transactions with Key Managerial Personnel (KMPs)

According to BAS 24 (Related Party Disclosures) Key Managerial Personnel (KMP) are those having
authority and responsibility for planning, directing and controlling the activities of the entity. Such KMPs
include the Board of Directors of the Bank (including both Executive and Non Executive Directors), key
employees who are holding directorship in Subsidiary companies of the Bank,

Close Family Members (CFM) of the KMPs are those family members who may be expected to influence

or be influenced by that KMPs in their dealing with the entity. They may include KMPs/domestic partners
and children of the KMPs/domestic partners and dependents of the KMPs/domestic partners.

25.2.1 Transactions with Key Managerial Personnel (KMPs) Dec/18 Dec/17 Jan/00

Nu Nu Nu
Pay and Allowances to Managing Director 1,764,306 1,626,130 1,131,750
Director’s Sitting Fee 563,000 1,483,000 1,229,000
Reimbursement of Travelling Expenses 571,455 871,914 3,271,993

2,898,761 3,981,044 5,632,743

25.3 Transactions, Arrangements and Agreements Involving KMPs and their CFMs
Dec/18 Dec/17 Jan/00
Nu Nu Nu

25.3.1 Loans and Advances to KMPs and their CFMs are 3,018,202 4,941,631 2,749,689
detailed below:

3,018,202 4,941,631 2,749,689

Dec/18 Dec/17 Jan/00

25.3.3 Deposits and Investments from KMPs and
their CFMs are detailed below:
Deposits & investments 601,373 2,935,917 86,891

601,373 2,935,917 86,891

EVENTS AFTER THE REPORTING DATE

No circumstances have arisen since the reporting date which would require adjustments to, or disclosure

in the Financial Statements. ] ASS
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27

28

FAIR VALUE OF FINANCIAL INSTRUMENTS

Determination of fair value hierarchy

Dec/18 Dec/17 Dec/16
Levell Levelll Level lll Levell Levelll Level lll Levell Levelll Level lll
Financial Assets
Quoted Equities - 26,310,996 16,806,582 16,200,202
Loans & Advances to - 144,664,190 156,214,613 188,603,437
Employees
- 170,975,186 - 173,021,195 - 204,803,639

Set out below is a comparison, by class of the carrying amounts and fair values of the bank’s financial instruments. This table does not
include the fair value of non-financial assets & non financial liabilities.

Dec/18 Dec/17 Dec/16
Carrying Value Fair Value Carrying Value Fair Value Carrying Value Fair Value
Nu Nu Nu Nu Nu Nu
Financial Assets
Cash and cash equivalents 1,033,785,150  1,033,785,150  2,057,664,062 2,057,664,062 1,146,711,320 1,146,711,320
Balances with Royal 4,558,530,690 4,558,530,690  3,145,623,910 3,145623910  3,289,114,317  3,289,114,317
Monetary Authority of
Bhutan
Placements with Banks 2,226,479,604  2,226,479,604 1,568,427,036 1,568,427,036 1,610,142,126  1,610,142,126

Loans & Advances to

16,149,426,484

16,149,426,484

15,971,251,657

15,971,251,657

15,160,391,664

15,160,391,664

Customers

Other Financial Assets 459,713,828 489,841,344 459,713,828 465,634,015 449,713,828 468,814,759
24,427,935,756 24,458,063,272 23,202,680,493 23,208,600,680 21,656,073,255 21,675,174,185

Financial Liabilities

Due to banks 1,321,999,945 1,321,999,945 996,526,429 996,526,429 1,136,189,393  1,136,189,393

Due to other customers 21,012,626,967 21,012,626,967 20,548,704,715 20,548,704,715 18,029,398,131 18,029,398,131

Other Financial Liabilities 102,665,195 102,665,195 109,751,177 109,751,177 86,561,295 86,561,295

22,437,292,108

22,437,292,108

21,654,982,321

21,654,982,321

19,252,148,819

19,252,148,819

The Fair Value and carrying value of Financial Assets and Liabilities have been assumed to be significantly similar.
RISK MANAGEMENT

Credit Risk

Credit risk is the risk of financial loss to the Bank if a borrower or counterparty to a financial instrument fails to meet its contractual
obligations, and arises principally from the Bank’s loans and advances to customers/other Banks and investments in debt securities. In
addition to the credit risk from direct funding exposure, the bank would also be exposed to indirect liabilities such as Letters of Credit
guarantees etc, which would carry similar credit risk.

The Bank considers and consolidates all elements of credit risk exposure (such as individual obligor default risk, country and sector
concentration risks) to ensure stringent Credit Risk Management. Maximum Exposure to Credit Risk/Type of collateral or credit
enhancement:

The following table shows the maximum exposure to credit risk for the components of the statement of financial position, including
geography of counterparty, and sector. As part of its overall risk management, the bank obtains various types of collaterals to mitigate
the risk. Details such as nature of the collateral that could be accepted, required security margin etc are clearly defined in the Credit
Policy of the Bank and any deviations require specific approval. However, respdctive approving authorities would take into account
the availability of security only as the secondary source of repayment.

"‘-g\
e

(:m-'vf,

NUAL REPORT 2018 | 73

=



BHUTAN DEVELOPMENT BANK LIMITED

NOTES TO THE FINANCIAL STATEMENT

0v£'S0T'0LE9L

T61'LTL'0VS 9L

(6£0'9££'v60'7)

981'6/8'C18
¥£T'096'81T'L
8¥8'€80°9LY’
Lze'0LT'6EY'T
6€8'789'vL0'E
606'€09'6¥€'E
T0v'660°€S1'S

(£06'€10'€86L)

LSE'BLL'SLL
§9£'985'090°L
S¥£'658'0LT'C
LT6'790'TS0'T
88€'99¢'sS€’E
801L°TLY'66SE
80L'€9€'0LY'S

£10¢

810¢

(9A1323]|0D 3 [BNPIAIPU|)SISSO| JudWIIedW/ 1) J0) SDUBMOY||Y SS9

92J2WWO)) dpei|
yodsues)
SIBYI0

|euosiad
Buinsoy
1JeIpPIdNQ

21Ny nduby

SJ9W03}SN) 0] S9dUeApe pue sueoT * 6¢

081'008'898'L 98%'G9L'68€'SL TL9'LLS'8ST'LL ¥E€9'8TY'8L0°T LS9'LST'LLE'SL L6T'089'670°8L 8ZY'S90°0VL'T v8V'9TV'6VLOL LL6°L6V'688'8L
76088Vl - T0T'L9L'EY SLO'VE9'SOT - SLO'YE9'SOT 8T8’‘ELL'6SY - 8T8'ELL'6SY
zoT'19L'ey - v99'L6€09L'SL €8S'L9E'VY - €8S'L9€E'VY 966°LL8'ES - 966°LL8'ES
- 98¥'99/'68€'SL 1¥99°L6E09L'SL - LS9LSTLLE'SL LS9'LSTLLE'SL - v8v'oTv'6vL'oL v8Y'9TV'6vL9L
768'991°019°L - 9ZLTYL'OL9’L  9£0°LZY'89S'L - 9€0'LTV'89S'L  ¥09'6LV'92T'T - 09'6.L¥'92T'T
NN NN NN NN nN NN nN NN nN
sty upaid Asiy Mpaid ysiy Mpaid
0} dinsodx3 0} aansodx3y ainsodx3y 0} dansodx3
ainsodx3ziaN  sanJadoid wnwixep ainsodx3y 9N sanJadoag wnwixep 19N sanJadoad wnwixep
9L/22a L1/33d 8L/>2a

SERYBETiTe)

IDOA4

Je SjusWINISu|
Aynb3
Slowolsnd

0] sedueApe

9 sueo

syueg yum
Sjuswade|d
s)assy
|epueuly

74 | ANNUAL REPORT 2018



BHUTAN DEVELOPMENT BANK LIMITED

NOTES TO THE FINANCIAL STATEMENT

2l PRUBL,
N0
._...n...- m,.\‘..__
_.,..M _ W ? F..m.._....._q_q
_,,mv o)
80L'€9E0LY'S N\ Dy===g[t/ (BO'€E8VTO'L LIL'LS8'T6L  098'8/9'T6S'E 8107 12qw?>3( LE IV
- == € 9be1s 03 sidjsuel]
- 66C'LcC'6EL  (9G8'PE€9'8/E) SSS'ELY'6ET Z 9beis o1 suajsuel)
- £9S9'9//'16C  TOEL9LEOVE  (698°'T60'8€9) L abe1s 01 s1sjsuel|
(9€0'vL'£86'1) (£00'L80'TL9) (¥8L'ELL'90T) (¥¥8'6T6'891°L) SO 3UIM/SINSO[D
l'L86'Y1T'T 788'98096 809'99/'€9C  TST'vEL'S88'L pa1eulblIo s19sse MaN
810z Asenuer |
cot'660'€SL'S 0 ore'6C8'60L'L 06C9LL'89L  £9L'€SL'SLT'E 1e se Junowe bulkiied ssoin
|elol 1D0d € abeys 9A13D39]|0D 9A1}I3]|0D
z 9beys | abeyg
:SMOJ[0} SE ‘S| ueoT 2N} Ndlby
0} uolie[al ul saduemolje 103 buipuodsaiiod sy pue Junowe buihiied ssoib sy ul sabueyd Jo siskjeue uy
- ore'628'60L°'L 06C'911°89/ £9/'€sl'sLT'e - /80'€€8'PT0’L 191°1S8'C6L 098'8/9'C65'€ |eyol
- - paiiedwi A|jenpiaipul
or€'678'601°L £80'€€8'YT0’L anoqy 33 sked 06
ze6'09l’see ¥69'6¥€'0€€ anQ passed sAked 06-19
LSE'SS6'TIY L9%'10ST9% anQ passed sAkeq 09-1€
£00/9%'80€L 679'9€8'¥9/ an( passed sAeq 0¢-1
65/'989'996°L cET'TY8'LT8'T jusaun)
120d 110D/pu] 9A1}D3)|0D 9AI)I3]|0D 120d l10D/pu| 9AII3]|0) 9A1}I3]|0D sapesn AousnbuieQ
¢ abeig z 9beis L abeys ¢ abeis z 9beis L abeis
£10C 810¢

"saduemo||e Juswiiedwl jo ssolb ale pajuasaid syunowe ay] ‘uoledyissed abeys
pua-1eak pue wajsAs Buies 3IPaJd [RUIIUL SYueg Y} UO pased Y si }PaJd 0} dinsodxa wnwixew ay3 pue A3ijenb 31paid syl smoys mojaq ajgel ayL

Iy ndubyY “1°1°67

SI2WO1SND 0} S3OURAPE pUE SURO| 10} dUeMO||e Juswiiedw| *|'67

ANNUAL REPORT 2018 | 75



BHUTAN DEVELOPMENT BANK LIMITED

NOTES TO THE FINANCIAL STATEMENT

801'7L¥'66S'E G0T'980'8€6  696'L8L'EE E6'EVL'8TI'T

6v8'stl'Ly
(986°£98'191)

- Lv'oelte  (Lze'zer'el)
- L6S'VET'SEL 68E'€E9'6C

8107 Joqui?daQ L€ 1Y
¢ abe)g 0} siaysuel|
Z 9beis 03 sivysued]
| 961G 03 siajsuel|

(088'€00'87) (018'966'79) (£€8'€TT'0L) (LET'E8L'SYL) SO 91LIM/S2INSO|D
6/0'TL8'LES 8v/'v8E'6 - LE€' LTV TTS pajeulblio 519558 MaN
810z Asenuer |
606'€09'67€'E 861'L97'VT8 VELV6L'LYL LL6'LYL'SLE'T 1e se Junowie buikiied ssoio

|elol DOd ¢ abeys 3A1329]|0D 9A13||0D

z 9besrs L abeys
SMO||0} SB ‘S| YeIpIdAQ
0} UoI1e|aJ Ul sdURMO||e 1D3 Bulpuodsaiiod Y3 pue Junowe buikiied ssolb 3y ul sabueyd Jo siskjeue uy
- 861°/9T'VT8  VELV6L'IVL  LLE6'LYL'8LE'T - S07'980'8¢6 696'L8L'EE YE6'EY1'879'C |elol
T76/'8S1'S/L GC9'/66'LLE pairedwi Ajjenpiaipu
90%'801'619 185'880'9¢9 anoqy 3 sked 06
67121109 pSS'LSLLL anQ passed skeq 06-19
G8S'//0°L8 Y1¥'0€0'91 anq passed skeq 09-1¢
996'GET'E8 66'LTS'S8 anq passed ske@ 0¢-1
T10'906'v6T'C S00°919°T¥SC lusundy
1DOd l10D/pu] 9AID3||0D 9AI3D3[|0D 1D0d 110D/pu] 9A3D3[|0D 9AI3D3[|0D sapel A>uanbuijpg

¢ abeyg 7 9beig | abeyg ¢ abeyg ¢ 9beig | abeyg
£10¢ 810¢

"s9duUeMO||e Juswledwli Jo ssoub

2Je pajuasaud

sjunowe dy| SIamoliog dy1 Jo sniels anp passed ayl UO paseq ysi HPaId 03 ainsodxs wnwixew ay) pue A}jjenb 11paid ay3 smoys mojaq d|qel ayL

YeIpIdAQ  °0€

76 | ANNUAL REPORT 2018



BHUTAN DEVELOPMENT BANK LIMITED

NOTES TO THE FINANCIAL STATEMENT

88€'99¢'GG€E’'E 888'0L6'£0S  89T'SEC'T6Y  TET'0TT'SSE'C 8107 Joqwi=daQ L€ WY
- ¢ wmmum O} siojsuel|
- €TL'1T6'0s  (TST'L68'661) 6T1'9L6'8FL 7 3beys 03 sivysuel)
- 9€9'691°78  8S€'SS9'/0f  (¥66'078'68¢€) L o6e35 03 sigysued|
(SET'0SY'617L) (6v5'690'2€€) (SSL'O¥S'TOL)  (0£5VE8'60€) SHO 3}IM/SRINSO|D
¥8/'LEL'0E0’L 918'/0¥'TE  9T6'919'8L L¥0'£01'616 pajeulblio syasse MON
810¢ Atenuer |
6€8'789'v£L0'E 798'S8Y'6/9  T6E'90V'80F  985'76/'986'L Je se Junowe Buikiied ssoio
|elol 1DOd ¢ abeis 9A11D9)|0D 9A1I9)|0D
z9beis L abess
SMO||0} Sk ‘Sl 1JeIpIdaAQ
0} uolle[al Ul saduemojje 103 buipuodsaliod ay3 pue Junowe bulAiied ssoib ayj ul sabueyd jo siskjeue uy
- 798'S8¥'6/9  T6E'90Y'80F  985°761'986'L - 888'0L6'/0S  89T'S€T'C6Y  TET'0TT'SSE'T [e3ol
€86'T¥9'vC €01°90€'98 paitedwi AjjenpiAipu
6/8'T¥8'7S9 98/'v09'LT¥ anoqy 18 sked 06
¥86'796'S¥ L 99€’18€ Y91 anQ passed ske@ 06-19
801 Lt'79¢C 206'€58'LT€ anQ passed skeq 09-1¢€
615'800'880'L 96170090 an(Q passed sAeq 0¢-1
£90'78.'868 9€0'9LT'6¥8'L 21N
1DOd l1oD/pul 9AID3||0D 9AI3||0D 1DOd l10D/pul 9AI3||0D 9AI3||0D sapein Aduanbuiaq
¢ abeys z9besys L abeys € abeys z9beyg L abeys
£10T 810¢

sadueMoy|e Juawliedw jo ssolb ale pajuasaid

SjUNOWe dY| SI9MOII0Q By} JO Snels anp passed ay) Uo paseq st HPaJd 03 ainsodxd wnwixew 3y} pue A}jenb 31paid ay3 smoys mojad d|qel ayL

ueoq buisnoH L€

ANNUAL REPORT 2018 | 77



BHUTAN DEVELOPMENT BANK LIMITED
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BHUTAN DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENT

31.1. Impairment losses on guarantees and other commitments

An analysis of changes in the gross carrying amount and the corresponding allowance for impairment losses in

relation to guarantees and other commitments is, as follows:

31.1.1. Financial guarantees

The table below shows the credit quality and the maximum exposure to credit risk based on the customer

passed due days Details of the Bank's

Outstanding exposure

2018 2017
Stage 1 Stage 2 Stage 3
Delinquency Grades Collective  Collective  Ind/Coll Total Total
Current -
1-30 Days Passed Due -
31-60 Days Passed Due 674,701,109 674,701,109 801,661,911
61-90 Days Passed Due -
90 Days & Above -
Total - 674,701,109 - 674,701,109 801,661,911

An analysis of changes in the outstanding exposures and the corresponding ECLs are, as follows:

Stage 1 Stage 2

Individual Individual

Outstanding exposure as at 1 January 2018 801,661,911
New exposures 754,063,542

Exposure derecognised or matured/lapsed \ (881,024,344)

(excluding write offs)

Stage 3 Total
- 801,661,911
- 754,063,542
- (881,024,344)

At 31 December 2018

%)

Freasyg 674701100 -

- 674,701,109
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and income of Nu.4,506,842(PY 5,813,788)during the year 2018leaving a deficit of Nu.
27,392,142 (PY 28,891,495)which has been borne by the Bank as directed by the Ministry of

Finance vide their letter no.MoF/PED/19/2015/854 dated 29.09.2015.

and other directors is as under:

Chief Executive Officer

SI# Particulars 2018 (Nu.) 2017 (Nu.)
1 Pay & Allowances 1,764,306 1,626,130
2 Leave Travel Concession 20,000 15,000
3 Leave Encashment 82,513 80,500
4 Bonus 82,513 154,623
5 Travel Expense (In country) 63,000 40,250
6 Travel Expense (Aboard) 508,455 831,664
7 Provident Fund 109,366 106,868
8 Board Sitting Fees 107,000 149,000
Total 2,737,153 3,004,035
Other Directors
Particulars 2018 (Nu.) 2017 (Nu.)
Board Sitting Fees 456,000 727,000

45. Detail of remuneration and expenditure paid/reimbursed to the Chief Executive Officer

46. Additional information pursuant to the provision of Part Il of Schedule XIII A of
the Companies Act of the Kingdom of Bhutan 2000:

NS(I’. Nature of expense 2018 (Nu.) 2017 (Nu.)
1 Audit Fees 108,900 99,000
2 Power and Water 2,682,351 2,297,824
3 Rent 13,538,171 11,878,945
4 | Repairs & maintenance of buildings 353,767 746,516
5 | Repairs & maintenance of computer hardware 2,956,623 1,356,619
6 Salaries and bonus 185,702,277 | 159,798,469
7 | Contribution to Provident Fund 11,352,574 | 10,723,096
8 Insurance 4,538,055 2,890,334
9 | Rates & taxes excluding Income tax ) 128,142 150,188
10 | Other expenses exceeding 1% of total re\}pnue:

10.1 | Staff training = ASsoSy, 24,569,165 | 21,434,893

10.2 | Travel expenses éﬁ" 1 ’?;} 54,691,617 | 33,897,999

10.3 | Depreciation and Amortisation S )‘; 72,933,613 | 65,871,673

5




47. Chetrums have been rounded to the nearest Ngultrum.

48. Previous year’s figures have been rearranged / regrouped wherever necessary to make
them comparable with the current year’s figures.

For Gianender& Associates
Chartered Accountants
FRN : 004661N

\\ N

d Chief Executive Ofﬁcer
Partner T ”"
Membership No. 081603

Date:

Place: New Delhi, India

ANNUAL REPORT 2018 | 89



RMA Disclosure
*All items in 000’ Ngultrum

Item 1 : Tier 1 Capital and its sub-components

SNo| | 311122018 | 31122017 | |

1 |[TotalTier1Capital | 1662075 1313949
a Paid up Capital 600,317 507,317
b General Reserves 886,754 802,716
C Share premium Account -
d Retained Earnings 180,004 13,916
Less:-
e Losses for the Current Year
f Holdings of Tier 1 instruments issued by other Fis 4,999.83 9,999.83

Item 2: Tier 2 Capital and its sub-components

SNo| | 31-12-2018 | 31122017 | |
(1 | Total Tier Il Capital 724,348 690,991 |

Capital Reserve

Fixed Assets Revaluation Reserve -

Exchange Fluctuation Reserve -

Investment Fluctuation Reserve -

Research and Development Fund 135,685 108,946
General Provision 158,662 152,045
Capital Grants =

Subordinated Debt 430,000 430,000
Profit for the Year -

- T KQ h"m® QO N T v

Item 3: Risk Weighted Assets (Current Year and Previous Year)

31-12-2018
e i e
Amount (%) Asset

1 Zero - Risk Weighted Assets 0%

2 20% - Risk Weighted Assets 2,541,377 20% 508,275
3 50% - Risk Weighted Assets 15,767 50% 7,883
4 100% - Risk Weighted Assets 15,956,681 100% 15,956,681
5 150% - Risk Weighted Assets 740,644 150% 1,110,965
6 200% - Risk Weighted Assets - 200% -
7 250% - Risk Weighted Assets - 250% =
8 300% - Risk Weighted Assets 300% -

Add: Risk Weighted Assets for Operational Risk 1,182,216

Grand Total 19,254,469 18,766,021.41
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31-12-2017

Balance Sheet | Risk Weight | Risk Weighted
Amount (%) Asset

1 Zero - Risk Weighted Assets 4,055,352
2 20% - Risk Weighted Assets 2,803,345
3 50% - Risk Weighted Assets 11,686
4 100% - Risk Weighted Assets 15,809,771
5 150% - Risk Weighted Assets 1,063,175
6 200% - Risk Weighted Assets -
7 250% - Risk Weighted Assets -
8 300% - Risk Weighted Assets
Add: Risk Weighted Assets for Operational Risk

Grand Total 23,743,329

Item 4: Capital Adequacy Ratios

- | 311122018 | 31122017 | |

0%

20% 560,669
50% 5,843
100% 15,809,771
150% 1,594,763
200%
250%
300% =
1,255,726
19,226,772

__
Of which Counter-Cyclical Capital Buffer (CCyB) (If 469,151 32,849
applicable)

b Of which sectoral Capital Requirments (SCR) (if -
applicable)

i Sector1 -
i Sector2 =
i Sector3 -

2 Tier 2 Capital 724,348 690,991

3 Total qualifying capital 2,345,900 2,004,940

4 Core CAR 8.86% 8.02%

a Of which CCyB (if applicable) expressed as % of 469,151 32,849
RWA

b Of which SCR(if applicable) expressed as % of

Sectoral RWA

i Sector 1 -
ii  Sector2 -
iii  Sector 3 -
CAR 12.50%
Leverage ratio 6.74%

10.40%
5.40%
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Item 5: Loans and NPL by Sectoral Classification

SL# |Sector | 3112-2018 |
I ey ey
a Agriculture 5,640,244.61 1,078,208.52 5,606,031.89 1,170,807.80
b Production & Manufacturing 848,162.08 288,271.90 934,450.49 281,102.83
C Service 2,841,988.48 932,006.41 3,102,055.41 1,246,742.78
d Trade & Commerce 1,414,999.70 401,417.32 1,487,887.55 416,549.09
e Loans to FI (s) 259,955.39 - 150,492.55 -
f Housing 3,359,189.08 517,520.79 3,094,785.80 630,905.53
g Transport 1,116,035.22 194,680.89 1,293,658.31 210,375.34
h Personal loan 2,553,595.90 409,717.77 2,439,331.91 313,145.05
i Staff Loan 314,921.25 16,219.46 342,084.16 8,528.45
j Education Loan 392,089.96 66,654.52 313,755.18 1,040.98
k Loan Against Fixed Deposit 85,142.71 81.05 25,886.49 497.32
I Loan to Govt. owned Corporation - - - -
m Others 97,406.96 17,834.40 45,940.72 601.10

Total 18,923,731 3,922,613.04 18,836,360.46 4,280,296.27

Item 6: Loans (Over-drafts and term Loans) by types of counter-party

S# |  Counterparty | 31-12-2018 | 31-12-2017 |
___
a Government

b Government Corporation -

d Public Companies -

d Private Companies 394,340 298,723
e Individuals 3,136,359 3,046,130
f Commercial Banks -

g Non-Bank Financial Institutions 259,955
___
a Government

b Government Corporation -

d Public Companies -

d Private Companies 479,300 544,032
e Individuals 14,652,315 14,742,306
f Commercial Banks -

g Non-Bank Financial Institutions - 200654
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Item 10 : Non Performing Loans and Provisions

| 31-12-2018|  31-12-2017

| 1 | Amount of NPLs (Gross) 4,280,296
a Substandard 613,309 945,084
b  Doubtful 623,551 843,613
c Loss 2,685,753 2,491,599
|2 |SpecificProvisions | 2,701,436 2,784,338
a Substandard 129,055 201,675
b Doubtful 297,401 397,046
c Loss 2,274,980 2,185,617
n Interest-in-Suspense 480,534 432,783
a Substandard 22,466 38,538
b Doubtful 47,295 88,263
c Loss 410,773 305,982
[ 4 |NetNPLs 740,644 1,063,175
a Substandard 461,788 704,871
b  Doubtful 278,855 358,304
c Loss - -
ﬂ Gross NPLs to Gross Loans 20.73% 22.72%
| 6 |NetNPLs to Net Loans 4.85% 6.81%
158,662 152,045/
a Standard 129,311 127,710
b  Watch 29,351 24,335

Item 11 : Assets and Investments

| Sl# |Investment | 31-12-2018]  31-12-2017
n Marketable Securities (Interest Earning)

RMA securities

RGOB Bonds/Securities
Corporate Bonds
Others

Sub-total

Public Companies
Private Companies
Commercial Banks
Non- Bank Financial Institutions
Less

i Specific Provisions

a
b
C
d

>Q —~ M

= 298,900
421,272 421,272
421,272 720,172
27,942 27,942
500 500
5,000 5,000
5,000 5,000

n Fixed Assets

Fixed Assets (Gross)

Less

k  Accumulated Depreciation

|  Fixed Assets (Net Book Value)

J

638,935 609,115
263,409 207,114
375,526 402,001
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Item 14 : Credit Risk Exposure by Collateral

m_m 31-12-2017

Secured Loans

a Loans Secured by Physical/Real Estate collateral 18,336,846 18,160,757.00
b  Loans Secured by Financial Collateral 338,869 171730
C Loan Secured by Guarantees 248,047 503,873
2 Unsecured Loans 0
3 Total Loans 18,923,761.33 18,836,360

Item 15 : Earning Ratios (%)

| s | Rato | 31122018 | 31-12-2017

1 Interest Income as a Percentage of Average Assets 8.77% 8.69%
2 Non Interest Income as a Percentage of Average Assets 0.27% 0.22%
3 Operating Profit as a Percentage of Average Profit -59.21% -340%
4 Return on Assets 1.18% -5.58%
5 Business (Deposits plus advances) per employee 31,630 70,033
6  Profit Per employee 441 -2237

Item 17 : Customers Complaints

mm-:m

1 No. of complaints pending at the beginning of the year

2 No. of complaints received during the year 2
3 No. of complaints redressed during the year 1
4 No. of complaints pending at the end of the year 2

Item 19 : Concentration of Credit and Deposits

SLNo| _ ____ Particulars | 31-12-2018 | 31-12-2017 |

1 Total Loans to 10 Largest Borrowers 920,329 1,225,457
2 As % of Total Loans 5% 7%
3 Total Deposit of the 10 Largest Depositors 8,247,908 10,373,210
4 As % of Total Deposits 47.19% 72.97%

Item 19 : Exposure to 5 Largest NPL Accounts

SLNo| _____ Particulars | 31-12:2018] 31-12-2017]

1 Five Largest NPL Accounts 118,653.02 266,833.17
2 As % of Total NPLs 3.02% 6.23%
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CONSOLIDATED PERFORMANCE INDICATORS FORTHE YEAR 2018

Assets Position (in million )

Portfolio At Risk

22.72%
20.73%

12.43%

777% 8.59%

No. of Deposit Accounts

Deposit Amounts ( in million)

2018
03,018 2017
8,386 2016
16 m 2015
014
2014 g 2015 Jg 2016 Jg 2017 Jg 2018 g
No.of Loan Accounts

Loan Receivables (in million )

18,924
18,8
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