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Key Performance Highlights

CASH DIVIDEND PERCENTAGE

2070071 2071/72 2072/73 2073/74 2074/75 2075f76 2076/77

EQUITY DIVIDEND PERCENTAGE

207071 2071/%2 072f73 2073/74 2074/75 2075776 1076/717

OPERATING PROFIT RS. (MILLIONS)

2070771 207172 207773 2073f74 Z0OTA)TS 1075/76 2076/77



DEPOSIT RS.(MILLIONS]

207071 2071/72 2072/73 2073f74 2074 75 2075/76 2076f77

LOANS RS.(MILLIONS)

100,166

2070/71 2W071/7F 2072/73 207374 2074475 2075/76 2076(77

NPL PERCENTAGE

207071 X0OTLSTZ 2072fT3 20T7AfTA O07AFTS 2075/T7T6 2076777
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T THET TRPT FHIAT A Wfar T s
AGWPITPH] HRUMIC dhe ORI Al FRIg
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to take credit risk should not be a banker” 9= - UGl TRUBT PR Holl YN SHISAIT
s UM Fol SiRgAdl Hdeaeiiader  uf HHEA g e8| IH SHISS DI I
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FHaNIG o Business ¥ Individual Profile 8o, Boll] AT T, B! JURER T
g4 W DI HDI §T AEAWD B | Holl M T BOewols IGo! SHISH gl
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* Loan expiry dates. « Mortgage expiry dates.®
Credit facility annual review dates.* Fire and
other insurance policy expiry dates.e Loan
collection follow-up dates.e Provisional
periods for ongoing monitoring of rewritten
and restructured loans.* Borrower company /
firm’s tax arrears dates.

(F) FAT ARG FIEATTART TERAT » Inventory valuation review dates.

- Fofidr yard URAT B@1 Business Unit - 9 a1 fawia Heemewe duit Sifted gfparers
ae & ST | 39 Rum @1 gies M SRId ¢ FARIUE W Ml BEl
FHolidl Marketing W1 T &1 FHoll WG HIYGUSEw ST §8+ | o Q81 qHIRTH®]
™ BIsd | I THRS  bolldl YD g o |

Tl e 3, ﬁ?}; ' Wﬂ% §' a. Managing Internal Factors
:Zﬂﬂq;;ﬁ’r 15 o a:yﬁm:gﬁ o S - Adopting proactive loan policy.
TR SR s T | m{_ﬁ - Good quality credit analysis.
T e BT SR TR o - Loan monitoring.

SORETAT Probability Default < Probability of - Sound credit culture.

loss AEY Probability Default 1§ urfidar
f Re W AeRa e war e
YOS Probability of loss &8 #g@ fAw®
FHoiip] faeadwor IR | Probability of loss
from a credit transaction € FoAT T

b. Managing External Factors

- Diversified loan portfolio.

- Scientific credit appraisal for assessing
financial and commercial viability of loan

proposal.
TS | - Norms for single and group borrowers.

- TN WUTBI B Boll oRgH gdgale g1 - Norms for sectoral deployment of funds.
TR | I sHsS U vEfed U, e - Strong monitoring and internal control
wd e WRaEEsl FAdeM emd e systems.

ST FAHEEOE FHAGTS AIAT I Holl - Proper Authority Delegation and
g TS | accountability.



AN A Scow ARTST ARE QD
fvuwer U F=ET WAl §J USS |

(1) Set objectives and responsibilities.

(i) Set credit risk guidelines

(ii1) Loan applications are analyzed against
established credit criteria then credit data
and other information are collected.

(iv) Measure and assess credit risk. Credit
information and credit analysis are properly
documented on standardized forms.

(v) Make credit decisions. Credit decisions are
made and approved by appropriate skillful
only dedicate credit officers.

(vi) Allocate provisions and capital charge set
by regulators.

(vii)Bank should be delegated formal lending
limits in accordance with their lender
credentials/experience.

(viii) Loan funds are disbursed through proper
channels, with proper safeguards against
fraud and miss use the fund.

(ix) Monitor credit performance on regular
basis.

(x) Generally, loan renewals are subject to the
same criteria and credit evaluation process
as when first approved.

A Iod™ TR FHINTHBT BRITHAIE HATOS
fowaw /g Afd Tgo Jhewe  SiRaH®!
ufgaE, AE, A X IS T daer B9
1 B9 Shd Swd FaRqUEde afia wue
gJ UGB X IP TSN AU FAfHd
[UAT SIREH ATeReIIs 9t ATha AfAfaer

TRISY 4B |

3. &l THART Bal AZaqUl TeTET

(@) Bolid! e X fawar T Afdba faxig faavoy
R I GIAAEHD! JAERAT Holidl AT Tl
TS Y T Fa Hdeed] ey |

(&) Current risk profile : Fofid1 qen FHoiid! g§a
gerd! Risk Profile §JUe® | Holidl A=
Tal U e et dean IR fawra®
JIRATSTS IR B U4 0 | IHB1S Market

Appraisal 9 W |
gAThT! Rerfde! faesyor |

(771) Financial Ratio Analysis, Diversification
I Concentration of Loan, ol Hiar den
TS b R fra geyfi/sificass 3
el ol Holiep] AidT TAT TS Y T
ATH! faeayo |

() s BN UKE  ARUST  GREAEEDH!
ffR™, Loan to value ratio LTV, ®oil TS3H]
GREvEe IS8 gRewl 9l 7 |fda @
g |

(¥) ufireyl, g9IR®! 3@wn a1 Market Review,
F1 UM UeRS! AMRFdae T yarsd
UM 999 STfad! faeayo |

(@) ol O/ X gAT=IRAT®! fgayor |

() A Ieow IRTFH ATIEE aR_E  Hollw!
@I SE™H Specific factors 1 i fIeasyo
T §O |

(1) Internal Factors

Fo AT

Financial Risk:

- Assessment of the existing financial
position.

- Assessment of the excepted/future
financial position

- Accounting quality

Business Risk

- Market position

- Operation efficiency

Management Risk

- Management business expertise

- Payment records/ history of borrowers.

External Factors

- Condition in the respective economic
sector and its activities.

- Economic trends in the industry of
activity
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SIS WH ATAT B | Hoi ol I

¥ U FaeIRe M B gREvTd g

Houors Uil i ¥ g Ay s ema

UeEeels ardl Sofl IR Hordl qedidd T

gRUTEIaE AW BISE Repayment Capacity I

Cash fiow @1 JAERAT Holl AT &I ST

THY B AR TR o Rao |

() o @A facfim @ awemedt @9, 083

FT TET Yo FT HIEATA TG Thgeaht
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Probability Default ¥ Probability of loss #ed
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FHA: FRRIEIRRD] Ta oTg I 56 |

4. Credit Risk Mitigation Process

(®) w1 Ay ¥ AFeYHEse I
(Comprehensive) TIUGHB, AP HRUG
& dol R Aoges uReRT R
ORI BRA §9 FhR |

(@) o g G queress Well-defined
gJUET |

(71) e RS HIH TR Prudential credit
exposure limit & HHINA & FRAS TR
A Loan portfolio & MR UfUTES Hol
AH1, &g doll 9En,  Aifed ST
IMYRAT T TRYDI Holl 1, T Ureae
YR HINTHS doll AT ofe dr R Il
Taod A smate wHaftE g
WIS JIREGIST TG g O X del Holl

Ydie HUPI &AdIC Boll TeTsH |




(°) 3 yaRendT fAf=  SEEwHl Bolo
fafaefiwsor U | SR BRUT w@HIfa®
TO Holl SIRgA®Is JIRATUS T #7Ed
gEH |

(¥) &I YGie! Maftied Holldl ARG I {B
FHAl AH BRIA T

(@) ®ol Wga ™ B wfAfde FH Wae
Jadl ARl Credit Risk Officer @18
gug U | e REee g ariern
ffremafed ks oy 169 |

% @l ANEATIT AT GCAAT (Credit
Authority Delegation Framework) HT ‘Jﬁ_ﬁh

T HE IS T TR G

() =& 3 &l 9ua Credit Risk Officers e
forigeamha w13 doll Wigd T YoTaiD!
IO X gRUEId! faerE 19 |

(@) Mrede YRdT R Credit Risk Officer
Al Holl Wigfa T gone! |

(1) gso 1 Credit Risk Officer € &l Wiaghd
T GO |

(°) go1 Fogwdl sHAT Credit Risk Officers
T RwiRe w8 ool afffiare st Wigd
T Yo |

(¥) ®oll SiRgwe! Ao SIRgA suaRerad |fAfa
I FOed 9Rfde & AeEr A 94918
fafid ®uS Oversight 7T YoTe |

(B) dfPTd TRIfERIS e Wl H4 aF
Foies  Random Sampling &1  IMERAT
SiRgA aeeoe |ffde giREeed T
/g o ugfy |

(ST) 9g-TEewH Dol W T Yoo 3=
TR Credit Risk Department jf Credit Risk
Unit 91€ AF &l Wigd T Joa! |

©. POl SIRGA FARRAGTH FoATGD  AHID!
HAPTHT TRFEITAT Bl GHhIa URgd RGP
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(@) w1 AIfd ¥ ARGEE URRal, dede UwR
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A AT |Rh 91 SR §1 haden
&1 AP HRUEIE JBIgu THRIHS FER Taq
TRomars iRk e | @R i dverss
SiRgAeE  AMRFTIA®l SR IAH g1 T
o a1 anfdf T or 97 SIRgHdT T
fos® | g1 U WoTH I FHERADT HHAA
AT Sifedewsdl dHA1 TIgUH g9 |
I SIRIAEweR SUYh THIAT TR T
THIRT TS fHed-d UROH AT WIg I
T | THARSD IRgH  FqeuE gl
ARG SR 9 610 "Ufidqe UHTae] | Ta
R MRIAD] SERGTE A0 TR TR, Ty,
TR a1 Y UM IJe® AN gesad
JTETd AT ATIHIGE SHRgHDT waAT IR
e B ! g Ul @R a1 were A= am
el e SiReHers wHa § ufee™ T, AUA
T, T HRIGAET aq R @ uH
HIF IARET IRAT o T+, T SIRgAdTe
FoAD] BN MATIDH IUPRVT AT SURID] ATGHA
T STRdHT PRISHOIS A SRIH  Iavei
qfe | SiRem afREddel dRU SO g
HUSHTS THD! GATAA TR U daRaTe FHTHRoT T
b | WO UG, 8, HR, UBR
IoaTed &F oadel Afdy dagws SiRaaars
faRer ©e | Ie9 I ufiwed dEmT e
T §0 | I ABMed AR SIRaes
T g X IRAGHEE fFG GRS B
eI da FHF SRIa |

fa<hio deamr SifaHs T

fRig TRemEws 8 ARIGRATGIEGIT I
G @ PRAR T TAT GRE  THRDI
I YEH T UGS UGG e ufv eR
USRI ARIHAD] AEAT THI 56 | <RIy
GuRdgTd W INe  BAcIe WRgd IR
BASEL Capital Accord AT dfhg &=m faem™
Sigewers  SifgHewals  g&ad: oM g
TR IRTB B |

9. FHol wEd (Credit risk)

2. W5aI®A SR (Operational risk)

3. R WIRgH (Market risk)

q. FAT AMEGH (Credit risk):

AT Bl SRgH W16 6
fi dwEss g uharR Hodl WUl Uaie
TRP! IHT FRHET gefee fihdl g1 SIkaAors
IrB | W fawga s iy dweEss s
[OAT B TRDT IHH A A9s G af e
TGS UHRGT fog o g hd dfsye
I X FRDIAT FHINH T A9s gordl g1 O
AF 7 Bl IR B | AgIae S ol
SIRgASTS &Ad: §s HIET AR T RS |
e FHRIGRAT ffed SiRad (Transaction Risk):

i demewe Al doll Aifd sEIE

faf =1 UEPEeels ®oll Bl &l AED

qem el g den favawaamr Rager

FARITHT HRUT Holl 3YS 1 THDY Ia~

g1 SIReA®Ts SRIARAT [ SiaHs! wua

9. The chance of injury or loss as defined as a measure of the probability and severity an adverse effect to health, prop-
erty, the environment or other things of value.- The Canadian Standards Association Risk Management Guidelines

for Decision Maker
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faeawor qen BAle T AWAHR S §A
B | AUTEHT FeHET ol g aRareHTa!
foxi faarvr, IsaewEewd! IFgar I &I,
JOIR SMITDT UHEHGTS [ARaN0] =T af+
THIIS FURID! Jod TAT AYH FreD]
JMYRAT Bl Y I+ YgRI Iedh] HROT IKAT
yRfIeT Holl SIRgAD! A e Reo |

e TUICHIfsar™ g SiiRkad (Portfolio Risk) : &1
TSel FON Jl URATSHIDI FHARIGT HROT
s g Rl were e Aea a3
UISdeAl - Al S WE Holl ASgH
I BIAF TRB IGA YS! Mg S~ g
RGBS TEHISA TRgA®! w1 g |
g fori SR o TR/ IHHa 38
TAH FHolidpl URRAerR A1 ARGHAD] HIAT
fos® | wm=aar 9fe gAThel Srven T
IRYHT ST IR SRgwel A7 O
AF A WP TO |

3. goATEE AfEH (Operational risk):

TG SIRgA W1 IaI FoaTa T
H&T AFEY UeEed] HHI HAGMN, U g
Teel, Fkna faae, gemad gl e
ARG, WHIS THY AT fHed-id Tl
AP PR TRATS dBIgU Addors givo |
Sfhy IR g FoETeA SREHBT AR
THG DACS P UM R W@ FHE6R
I I IMAR® WUMe!, Wowd  HIfgewd]
HAGIR! TUT, dEd HTARwd! BRUEE  Jiord
AFISE Foared SIkgd (Operational risk)?
B wUAT IRYINT RS B | I SIREA 3r=ta
PG SRSl WA THE TR I Ih
IRUIYEIC W 56 | GoaTod Sgdd! GRETSTHT
Ty S Yee afta edasaener @i
PRI QD] SM<IRE YOS,  F>aTH+

A T UG, FREsEIEAG B FERTE
I% FsaToAl Hot EEwdl ad, d6o e
RS Boll ql [HEUsT Wsae, e yb,
IMHRHAS T, GHTHT AMAHT BRYT Shes AT
FEIY TRl gaAod SRaH GoiHl §90 | woered
SIRIH he T U G9oNll BRIGRAT 1P
I Mg wfoueidTd  ardTaReET YA dTguaT
ARRR, sodNe deg, dase ey, a1
dfry SmaET RgdE wegHeae g uiatEE
PRIGRAT TP AT 98 TWH IRTD |

3. I AREH (Market risk):

IhS S IRPI TG q1 FHRIDT TR e T
IR WS FAH AGEHl T SIRIASTS TR
ShRaw (Market risk) W8 | S&HdI Fear uarid!
FUAT T& (AT 1 FHolied] ATIaR, ST TR
IWRAC U g1 URweAr g1 SaRgerd, faeeh
garp fafeger snfem g uRdce  wRerme
AT 9 Gfige SR 99 9 = 9qe |
I A Ry TR ERET IR e |

ToTeR SaA (Interest rate risk)

- IR FED eI g SARFASS g Siead
(Equity risk)

gd b a1 PEINSS gORD! HeIH g
JaRderd Commodity risk

(Forex risk)

i dvemmr AEEr T SIRHEweTs
IUGH A USRS SIRGANS o FHeg Sugh
B | auf ygira X fRmara Raes awet
ST TRGAT SIRGH, B SIEGH, YRS SiaH
HT R THRD! SIRIFEw A= AARTH
goq | i Wemeesl wWaRra s ey
HHG T I Hhfosd IBHD] G 37 ol IeuH]
I S B B G R o R | 6T NG | G

R. Risk of loss resulting from inadequate or failed internal processes, people and systems or from external events.. This
definition includes legal risk, but excludes strategic and reputational risk(Basel Committee on Banking Supervision,

2006).
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AT ETE 3 TR FoaTad a2l IRRUIGTS
gfawe AR TgUE WUHIS JodAd Ul
T ERATEEHAT Bl SRIAD] ATAT AAH B!
S | UTed! Sy & Yoid R geaRes
G FHAD] JAERAT IR JHRS] fIi FeEs
rarfie TH B | A 9 USRS ERRAEED!
faeyaE® g1 wudTe SREHd AE X SRR Ui
W& TEHT 1 BH TO |

FIHI-9R Tfioh! JTeqm™ T WfeH saaedm=

e TEeA_ T TRl ATFTIRAT

SIRgH  FIRATYADI JGURON Sl fawagg
U gRaid WU UM W RYo Bl SHUMS
AE I3 FARAIUAD! & HEWqUl eI
UeHl RIS | ARl AGRES  AaTIEeHl
<Rauepr MmN SRgw®d w@fi  axdaRvl
T I FOED SN GIRGT aReuHdl
MBI ged] SRIDB | A9 YHRDI AAEOS
™ Praee Afed SIReHE aRAT SsEred
R FRAUGES FAd g1 a8 | J9H U §F
den oy wxemes onfde wuar sk wagsfie
T UBIS WINGH JARATIAUT Ao X 3TRR
U U5 |

Importance of Risk Management

e Survival of the organization

e Efficiency in Operations
e  Uninterrupted Operations

e Identifying and achieving acceptable level of
risk

e Earning Stability
e Continued and sustained Growth

e Develop a strong risk culture

e  Proactive Action

TTIROITAT: SIRIH RIS WIS aRTfad
Sifew®! ufge™ T, Jeared T, SgIHA el

FRAGTs A= A don TRaEws S-3mh
feRae IRMIT Re! UgD | FISToNISA
% facArmeT oguR wHEae I fadeh

IRFTS SuGE A I 4 aRATST T T w11

T ATATE UK T SAIRIAD] Uld o1

R wenfiear w8 fRaRer T g=nfda saifSed

gedels g d X e g 7 Sifewm

Fawead 8l
SIRgH FRATITS] U@ I ARATIHT

PRU SO §1 GIRgAGIE T Ha  RIAd

BIENIBII FI GG B A S - O 3 )

AMITHATGIS 1IN wuH ARAT TTRYD!

v |

9. UHEHRI SIRgH FqeIUEET A5 WSS
R qars I Wi | wfasE smgue
geel a1 Uqe Sfaveid] |THT I+ ATaeadh
RuHIfad TIRIGRY SIRgHeTe d8rgu | Tfad
iy FHaRvdl TN G I 3Td
U OIS FHEHRI SIgd e fad
D HTSE ARA@ BIF T B
itk

2 Wedel fEfim Sraeemer  wWMEER!
Ee |HEd Mg d fad Ry B
GATE RIS I SR HGRATITD! §6 |
ORI YgaT qeies, UHTOT, BT 91 GaAE®
FHADT JAMEIRAT TG ARgewd] afgam
N IEeE A T A JE
UGB | IUYh fAdbcdsedl @ell I AN
TRA MBS BRI FoaTed Iawg g Aad
SIRgA eIl & YHH T |

3. OIRgH RIS 37| Hed HRATS | al
AR T Fa SIRGHST T8 U SISy I
B | I e faft fAfY a1 Suexer wam
TR SIREAD! AT I S TN Fa STERPI
ARG T IR | 93 &1 GHIAT A
IHGS AU &1 Fed Jas | RS

3. Risk Management is the identification assessment and prioritization of risk followed by coordinated
and economical application of resources to minimize, monitor and control the probability and impact
of unfortunate events or to maximize the realization of opportunities.
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fasia weamr Sifenat srEeamE qar T Ee

RM technique

e  Risk Avoidance only chances of loss

e Loss Control

e Risk Retention Risk Financing

e  Risk Transfer
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ADBL'’s Current Nexus Building
Efforts with Governmental and

Non-governmental Organizations for
Agriculture and MSME Credit Lending

Babu Kaji Thapa

1.0 ADBL Background: its total credit portfolio by Ashad end 2078.

Agricultural Development Bank Limited
(ADBL) is one of among the largest commercial
banks in the country in terms of capital base,
balance-sheet size, number of branches, ATM
networks, agricultural lending customer base
etc.

Nepal has predominantly an agriculture
based economy-almost 28% of its GDP comes
from agriculture and nearly two-thirds of
people draw their livelihoods from agriculture
and allied activities. Although agriculture has
contributed more than one third of the total
GDP but import of agricultural commodities
are increasing day by day. Commercialization
in agriculture sector is crucial for import
substitution, export promotion, increasing
employment opportunities, attracting
youths in agriculture, industrialization,
mechanization and discouraging subsistence
nature of farming as well. Also, demand of
loan in agriculture sector is increasing every
year but agricultural credit is not increased
as expected. Utilization of available high
technology and extension of agriculture with
increasing loan in agriculture sector could
bring commercialization in agriculture.

Consideringthesefacts, Nepalgovernmenthas
given top most priority to the development of
agricultural sector. Accordingly, Nepal Rastra
Bank (NRB) has directed commercial banks
to increase their exposure in agricultural
sector from 10% to 15% in next three years
i.e. by Ashad end 2080. Out of the total
target of 15% for agricultural sector, banks
outstanding exposure should reach 11% of
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Similarly, through monetary policy of NRB and
budget speech of FY 2077/78, government of
Nepal has planned Agricultural Development
Bank Limited to make a lead bank in terms
of lending in agricultural sector. In line with
the government declaration, ADBL has been
issuing Kisan Credit Card to its clients who
are enjoying agricultural credits and issuing
Agriculture Bond to the commercial banks as
well-probably the first time in the history of
banking industry in Nepal.

Looking at all these things in account,
ADBL has been making Memorandum of
Understanding and/or extending its nexus
with some Governmental bodies and I/NGOs
for the promotion of agricultural credit,
MSMEs and subsidized loan. This article
intends to highlights the MoU made by ADBL
with these organizations and importance of
making MoU as well.

MoU Made  with Govt./Non-govt.
Organizations and Progress Achieved

2.1 Centre for Rural Technology, Lalitpur,
Nepal (CRT/N)

CRT/N is a national NGO established in
August 1989 as private entity and focuses on
developing, demonstrating and disseminating
appropriate technologies for rural and
marginalized population in Nepal.

e Districts to Cover: Chitwan, Dhading,
Lalitpur, Kavre, Sindhupalchowk,
Dolakha, Ramechhap and Sindhuli



Major Areas of Work:

» Providing subsidized loan to customers
organized under Electricity Users Committee
(EUCs) upon fulfilling bank’s required
documents.

» Organizing interaction/training of crop and
livestock insurance to agro enterprise based
Women Entrepreneurs (WEs).

» Assisting ADBL in deposit collection, account

opening, issuing of ATM card, mobile banking,
internet banking, loan disbursement and the
loan monitoring/ supervision and will also
help to recover the loans.

Progress (Mangsir 2077 B.S.)

>

2.2

Loan has been disbursed to 33 customers
and outstanding amount is NRs. 2,62,50,000
and 64 customers (NRs. 5,57,50,000) are in
the final stage of getting loans from different
ADBL branches.

Centre for Rural Technology, Nepal (CRT/N)
and Kathmandu University/KOICA, Nepal
Technology Innovation Centre (NTIC)

NTIC was established within Kathmandu
University (KU) as per the KU Executive
Council decision of January 18, 2019 A.D. It
enables institutions/organizations to exploit
new and emerging technologies that bridge
gap between research and implementation.
It mainly works in three priority areas:
agriculture and rural development; alternative
and renewable energy; and health related
livelihood.

Major areas of work:

» CRT/N  will establish  Technology
Innovation Centre at potential villages
(Demonstration centers of Eco-Village
concept) and in developing an innovative
financing mechanism for promotion and
diffusion of different RETs.

ADBL will mobilize seed grant money and
other subsidies received from IRDP/NTIC
for agriculture and rural development.

q0%

» ADBL will provide complete financial
solution in value chain financing
recommended by IRDP/NTIC and will
work as Partner Bank of the project.

Progress (Mangsir 2077 B.S.)

>

Program is expected to start soon.

2.3 Heifer International Nepal:

Heifer Nepal’s mission is to work with
Nepalese communities to end hunger and
poverty and to care for the Earth. Heifer Nepal
carries out this mission byproviding livestock
and resource placement to families as well as
providing technical assistance and capacity
buildingtrainingstothe farm families. [t mainly
works towards women’s empowerment by
organizing them into self-help groups and
mobilizing them as a single unit for personal
and community development.

e Districts to cover: Dhading,
Rupandehi,  Arghakhanchi,
Pyuthan and Nuwakot

Palpa,
Lamjung,

Major areas of work as per MoU:

>

The project aims to extend credit to about
2000 borrowers within three years thereby
building a total portfolio of NRs. 1 billion
through ADBL upon providing required
documents to bank.

Referring bankable client to the bank,
integrating ADBL’s digitization scheme to dully
registered cooperatives and farmer group.

Enhancing access to finance for women
entrepreneurs and MSMEs engaged in the
goat, diary, vegetables and backyard poultry
value chains.

Progress (Mangsir 2077 B.S.)

>

Loan has been disbursed to 268 customers
and total approval amount is NRs.
15,06,50,000.00 (total outstanding NRs.
14,24,64,367) from different branches.



2.4

National Youth Council (Raastriya Yuwa
Parishad)

For the development of Nepalese youth,
National Youth  Council (RastriyaYuwa
Parishad) is self-governed organization and
was established under RastriyaYuwa Parishad
Act, 2072. The main aim was to implement
the program prepared by Nepal government
(National Youth Act 2072 and Youth vision
2025 or Ten year strategy Plan).

e Districts to cover: All over Nepal

Major areas of work:

>

3.0

Providing subsidized loan to youth (specially
returning migrants) both agriculture and non-
agriculture sectors.

ADBL will conduct financial literacy programs,
crop/livestock insurance programs and CSR
programs to returnee migrant are family.

National Youth Council will assist in deposit
collection, account opening, issuing of ATM
card, and ADBL banking products, loan
disbursement and monitoring utilization of
loan and its recovery.

Home Stay Association Nepal (HOSAN)

Home stay Association was established in
Nepal to increase the quality, integration;
development and marketing of home stay
established all over the Nepal.

e Districts to cover: All over Nepal

Major areas of work:

>

Opening bank account of 1000 home stay of
country associated with HOSAN.

Home stay association will assist in deposit
collection, account opening, issuing of ATM
card, mobile banking, internet banking, loan
disbursement in ADBL.

Providing home stay loan along with subsidy
and tourism loan to at least 1000 home stay
owners.

q04
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Progress (Mangsir 2077)
» Loan has been disbursed to 57 homestay
customers and the total outstanding
amount is NRs. 5,70,00,000.00 more
than 100 files are on pipelines for the
processing.

Rastriya Krishak Samuha Mahasangh Nepal

With the main aim of integrating marginal
farmer groupsin the main streams of
agricultural development, Rastriya Krishak
Samuha Mahasangh Nepal was established in
2068 B.S. Till date 5165 farmers groups from
57 districts are already associated with this
organization.

e Districts to cover: All over Nepal

Major areas of work:

>

3.2

Opening bank account of all members (5165
farmers from 57 districts) associated with
Rastriya Krishak Mahasanghin ADBL.

Providing subsidized loan in agriculture
and livestock to members upon request of
Mahasangh fulfilling all required documents
and policies of the bank.

Ministry of Economic Affairs and Planning,
Bagmati Province

e Districts to cover: Bagmati Province

Major areas of work as per MoU:

>

Bagmati province will provide up to 2 Arab
NRs. to ADBL at zero cost every year.

Amount received from Ministry should
provide loan to customer up to NRs. 1
million at 3% interest per annum for 5 years
as collateralized term loan upon receiving
necessary documents from the customers.

50% of the loan should be provided in
Agriculture, Livestock and Aquaculture.

The amount received from Bagmati province
has to be returned within 6 years.



» Insurance premium of the loan or the project

is covered by the Ministry.
Progress

NRs. 40 croreis received from the ministry as
first installment, this amount is distributed
to the branches and concerned ADBL staffs
are oriented.

Bank has prepared the product paper and
program is going to start soon.

3.3 Ministry of Land Management, Agriculture

and Cooperative, Lumbini Province

e Districts to cover: Lumbini Province

Major areas of work

» Providing subsidized loan up to NRs.
1crore in agriculture sector upon receiving
required documents from the customer.

» Ministry will bear interest on loan up to
10% (cent percent of bank loan) depending
on loan size.

» Providing ADBL's modern banking products

to customer and staffs of the ministry.

Progress so far

» Loan has been disbursed to 5 customers and
10 files are under process at province level.

3.4 Malarani Rural Municipality, Arghakhanchi

Districts to Malarani Rural

Municipality

L cover:

Major areas of work

» Providing subsidize loan on agriculture and
MSMEs up to NRs.1 Million without collateral
upon receiving the written guarantee from
Municipality.

Municipality has already deposited guarantee
money in Bank’s account to recover in case of
default.

q0%

» Providing ADBL's modern banking products
to customer and staffs of the Municipality.

Progress so far

» Loan has been disbursed to 7 customers and
more than 100 files are under processing.

3.5 Ministry of Land Management, Agriculture
and Cooperative, Surkhet

e Districts to cover: Karnali Province

Major areas of work

» Opening bank accountin ADBL for parking
local and province level agriculture and
livestock related budget.

» Receiving the list of commercial farmers
from ministry for subsidized collateralized
loan.

»  Ministry will bear 8% bank interest for

customers on agricultural loan up to NRs.
1 crore.

Progress so far

»  Bank has prepared the product paper

and program is going to start soon.

3.6 Ministry of Land Management, Agriculture
and Cooperative, Province 7/Far-western
Province

e Districts to cover: Far-western Province

Major areas of work as per MoU:

» Opening bank account for parking local
and province level agriculture and livestock
related budget and providing 25% interest
in prior to be bear by Ministry on behalf of

customer on bank loan.

Receiving the list of commercial farmers from
ministry and bank will provide term-loan for
5 years to the customers on agriculture upon
fulfilling all documents required to the bank.

Ministry will bear 8% bank interest for
customers on agricultural loan up to NRs. 50
lakh.



Progress
» Bank has prepared the product paper
and program is going to start soon.

3.7 Ribdikot Rural Municipality

Date of contract: 2077/06/15; Area to
cover: Ribdikot Rural Municipality

Major areas of work:

» Providing subsidize loan on agriculture
and MSMEs up to NRs. 1 Million without
collateral upon receiving the written

guarantee from Municipality.

Municipality has already deposited
guarantee money in Bank’s account to
recover in case of default.

Providing ADBL's modern banking
products to customer and staffs of the
Municipality.

Progress

e Collecting loan applications.

2.13  IFAD (International Fund for Agricultural
Development):

2.13.1 Rural Poor Stimulus Fund (RPSF):
Supporting  COVID-19 recovery  through
accelerated private investment in agriculture.

» Districts/provinces to cover: Province 1, 2, 5
and 6, 12 municipalities; Grant and
Loan

Major areas/scope of work:

» To initiate basic activities designed for
VITA project.

To develop and successfully pilot &
expansion of “Kisan Credit Card/Apps”.

To increase access of agriculture value
chain actors to digital financial, extension
and marketing service.

To support in automation of loan

processing.
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Progress (Mangsir 2077 B.S.)

» Negotiation between Government of
Nepal and IFAD is completed, signing
of financing agreement between
Government of Nepal and IFAD is
completed. Project account in NRB is
opened and will be operated by MoF.

» AWPB (Annual work plan and budget) is
finalized.

» PP (Procurement Plan for Goods, Work
and consultancy services) is finalized.

» PSC (Project Steering Committee) is
formed.

2.13.2 Value Chains for Inclusive

Transformation of Agriculture (VITA)
» Districts/provinces to cover: Province

1,2,3,5 and 6; all districts of Province 2 &
5, 8 districts of Bagmati province, Karnali
province and RERP project in Province 1.

Major areas/scope of work:

» Soft loan for 35 years mainly for
agriculture commodities and agriculture
based industry, traders, processors
suppliers, warehouse and exporters.

Capacity building of agriculture value
chain actors like farmers, traders,
processors, bankers.

» Support in digitization of ADBL.

Progress (Mangsir 2077 B.S.)

» Negotiation between Government of
Nepal and IFAD is completed.

» Financing part from IFAD loan is
negotiated, implementation of non-
funding activities is still in the process of
finalization.

» HEIFER-International has committed to

support implementation of non-fund
activities; technical team and IFAD team
have revised project design report (PDR).



2.14 GiZ (German Development Organization):

>

>

Date of contract: in progress; Date of
Expiry: 3 years from date of signing.

Districts/provinces to cover: Province 1,
2,5and 6.

Major areas/scope of work:

>

>

>

Support for Agriculture and livestock
insurance.

Support in digitization of ADBL: Kisan
card/Apps.

Capacity building of bank staffs and
farmers.

Development of training manuals.

Strengthening of ADBL Training Centers.

Progress (Mangsir 2077 B.S.)

2.15

>

Proposal is finalized and accepted by
German Government Ministry.

Cost breakdown is finalized from ADBL,
GiZ Nepal team and yet to finalized from
GiZ Head office.

The World Bank:

Date of Contract: Negotiation between
Government of Nepal and World Bank is
completed in July 2020; Date of Expiry: 6
years from date of signing.

Districts/provinces to cover: Province 2
and 5, 50 municipalities

Major areas/scope of work:

>

Loan financing to forest based enterprises
like nursery establishment of NTFPs and
medicinal plants, saw mill, plywood,
furniture and forest related other
industries/enterprises.

Capacity building of bank staffs and
entrepreneurs.

0%

Progress (Mangsir 2077 B.S.)

>

Project design and implementation
manual report is finalized, negotiation is
completed, is in the process of approval
from Cabinet of Government of Nepal.

1.16 ASDP/RERP:

1.17
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These two projects Agriculture Sector
Development Project (ASDP) and Rural
Enterprise and Remittances Project
(RERP) are in operation in province 1,
2 and 6 under technical and financial
support of IFAD. ADBL is planning to make
an MoU very shortly with both of these
projects in lending agriculture and MSME
credit under bank’s prevailing procedures
and guidelines.

Balkhu Fruit and Vegetable Market
Management Committee (BFVMMC)

The bank intends to sign an MoU with
BFVMMC very shortly for providing
collateral and non-collateral based credit
lending to its members on both sectors-
agriculture and non-agriculture. In
addition to this, BFVMMC will open bank
account with ADBL and bank will provide
all the ADBL products to its members at
subsidized rates. If any loans extended to
the members on non-collateralized basis
are defaulted, responsibility to recover
such loans will be of BFVMMLC.

Why was the MoU/Nexus Built-up?:

An Memorandum of Understanding
(MoU) is a formal written document done
by specifying the mutually agreed terms
and conditions between two or more
than two individuals or organizations
(in our case:Organizations) seeking to
achieve a common objective. As far as
the purpose of MoU made by ADBL with
organizations stated above is concerned,
it can be explained as below...

1. Government of Nepal has considered
ADBL as a lead bank in agriculture



sector lending. In this case, ADBL has
to broaden and/or explore the scope
and horizon of the working area, MoU
was therefore made majorly to fulfill
this primary purpose.

. To establish a common intention, goal
and achievement for agricultural and
MSME lending among likeminded
institutions.

Nepal Rastra Bank has clearly given
the certain target/quota for BFls
for non-collateralized subsidy loan
lending. In such case, making MoU
with different organizations will help
achieve in getting bankable customers
from them in one hand and will help
for loan recovery in other if defaulted.

. The number of bank accounts is

expected to increase as MoU have
clearly stated to open bank account of
institutions with whom the bank has
made MoU from their central level
units to a field level offices and staffs.

Branch managers would have no
worries in getting bankable customer
as the institutions with which the
bank has made MoU will refer the
good and bankable clients to ADBL
that ultimately saves staff’s time, cost
and effort.

In some cases, bank receives technical,
financial and logistic supports from
the institutions we made MoU.

Mutual cooperation and coordination
with those institutions may help
develop and strengthen the human
resource development of the bank
through training, workshops and
exposure visits.

10%

10.

11.

12.

13.

14.

bank’s
infrastructure development is likely to
establish and strengthen through the
financial support of organizations like
GiZ, IFAD.

In some cases, physical

Resource base of the bank will be
strong. Foran example, ADBL gets NPR
2 billion every year at zero interest
from Bagmati province to lend at 3%
interest in agriculture and MSMEs as
term-loan for 5 years that ultimately
helps manage the flow of fund.

Loan recovery will be easier. For an
instance, MoU made recently with
Province 7 states that 8% of interest
on agriculture loan of the customers
will bear by province. Province will
deposit such interest in prior in ADBL
account; that means our 89 % interest
is already collected.

MoU is done to reduce the risk of
uncertainty in expectations and
objectives.

MoU is made to provide a framework
for future dealings and engagements
which  helps increase  working
outreach, scope and low cost deposit
of the bank.

It makes a platform for marketing of
digital products of the bank.

Working relations through MoU
would help maintain bank’s goodwill
not at domesticlevel but also at
international arena as well.

Head of Department
Agriculture Credit and MSME



Introduction of Internal audit
and its general practice in
Agricultural Development Bank

Internal audit is an integral component of
an organization and even more in regulated
industries like Banking and Financial institution.
The Institute of Internal Auditors (lIA) defines
internal audit as an independent, objective
assurance and consulting activity designed
to add value and improve an organization’s
operations and also helps an organization
accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the
effectiveness of risk management, control, and
governance processes.

The core concept of internal audit is to provide
independent and objective opinion regarding
control systems of an organization and
performance by the management and to add
value to the organization by timely correction
and improvement in internal control system
which may adversely impact the organization if
such lapses on internal control system are not
corrected on time. Thus, independence and
objectivity are the major pillars of internal audit.
An organization intends to achieve independence
of internal auditors by way of arranging reporting
relationship or not involving internal auditors in
operational responsibility. Internal audit division
generally functions under Audit Committee of
an organization so as to assure independence
in terms of reporting and performance from
the management. The management structure
of an organization and legislative condition also
impacts the structure and position of internal
audit in an organization. Corporate governance
and Organizational Culture also impact the quality
of internal audit. Likewise, internal auditors
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should have an impartial and unbiased attitude
while performing audit engagements. Internal
auditors should avoid any situations indicating
a possible conflict of interest. Internal auditors
should not accept any gifts or hospitality which
might impair or seem to impair their objectivity.
Internal auditors should adhere to Code of
Ethics comprising mainly of Integrity, Objectivity,
Professional Competence and Due Care and
Confidentiality. Hence, both an Organization and
Internal auditors should work together to achieve
the objectives and effectiveness of internal audit
which ultimately benefits and adds value to the
organization by providing objective assurance and
contributing towards effectiveness and efficiency
of governance, risk management and control
processes.

Internal audit acts as a third line of defense
and plays an integral role in evaluating internal
control and effective risk management system
of an organization. The primary responsibility
of designing and maintaining effective internal
control system lies in the management. The
Committee of Sponsoring Organizations of
the Treadway Commission (COSO) Framework
provides guidance on enterprise risk management
and internal control system of an organization.
Control environment, Risk assessment, Control
activities, Information and communication,
and Monitoring are the five components of
Internal Control as per the COSO Framework.
Internal Controls can be in the form of detective,
preventive, and corrective in nature. Internal
auditors test and evaluate the efficacy of internal
control system and identify any loopholes in the



system as well as provide corrective measures to
improve the system. The main role of internal
audit in effective risk management is to provide
assurance to the management and the board
of an organization on the effectiveness of risk
management. Internal audit also identifies,
prioritizes and monitors risks for effective risk
management. Internal audit identifies any gaps
in the risk environment and provides remedial
measures. Internal audit is the backbone of
good corporate governance in an organization.
Compliance level of an organization is also
enhanced by an effective internal audit as audit
checks compliance status of the organization with
relevant laws, rules, regulations and guidelines.
Hence, internal audit is an important aspect of an
organization.

Internal audit can be of different types based on
the area it primarily focuses. Some of the popular
types of internal audit that are commonly used in
banking and financial sectors are:

1. Financial Audit: It focuses on the efficacy
and reliability of the book keeping system
and generated data and information along
with the resulting financial reports. The main
objective is to give assurance on the reliability,

accuracy and fairness of financial statements.

Information System Audit: Information
system has been an integral part of various
types of business processes including
banking. Information system audit involves
assessment of management controls within
an Information Technology Infrastructure and
suggest measures to improve the system.
Compliance Audit: Compliance audit is
an independent evaluation and review
of organization system to assure that the
organization is adhering to the applicable
laws, bylaws, rules, regulations, guidelines,
policies and procedures.

Management Audit: Management audit can
be defined as an independent and objective
appraisal of overall management system of
an organization in terms of methods, policies,
strategies, use of resources and actions of
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management. It evaluates the efficiency of
the management and also identifies if there is
also an opportunity to increase the efficiency.
It is also known as performance audit.

Internal audit is a continuous process in an
organization unlike external audit or regulatory
supervision which are conducted only for certain
period of time. Like external audit, internal audit
is also constrained by time, manpower and other
resources and internal audit should prioritize the
areas that need to be audited. So, the concept of
risk-based audit is being used around the world
where the areas to be audited are prioritized
based on risk analysis. Risk based Internal Audit
(RBIA) has been a popular term in recent times
which denotes the audit methodology that
links an organization’s overall risk management
framework of an organization and provides
assurance to the top management regarding
the efficacy of risk management processes. Risk
based internal audit provides assurance to the
Board of an organization that the organization’s
risk management processes are managing
risks effectively in relation to its risk appetite.
Probability and impact of risk event is considered
while conducting RBIA. If an organization doesn’t
have risk management framework, then internal
audit division alone can’t perform Risk based
internal audit. Risk based internal audit identifies
risks and allows management to place effective
internal controls for better risk management of an
organization.

In case of Agricultural Development bank, internal
audit function is carried out by a separate division
called “Internal Audit Division” and is under
Audit Committee of the Bank so as to assure
independence and objectivity of the internal
audit functions. Employees under Internal audit
division adhere to high standards of behavior
and fundamental code of ethics such as integrity,
objectivity, confidentiality and professional
competence. Internal audit functions are also
governed by the Bank’s relevant policies and
guidelines such as Internal Audit Policy 2073,
Internal Audit Manual 2064 etc. International
Standards for the Professional Practice of Internal
Auditing (Standards) issued by Institute of Internal



Auditors (llA) are also referred as and when
required. Internal auditing of some branches of
the Bank has been done by way of Outsourcing in
recent years.

Internal audit division plays an important role to
maintain efficacy of internal control by providing
reasonable assurance regarding effectiveness and
efficiency of operations, reliability and integrity
of financial data and reports, compliance with
laws and regulations and safeguarding of assets.
Internal control facilitates risk management
system of the Bank by helping management
to identify prevalent and emerging risks and
suggesting proper measures to address them.
Likewise, internal audit helps to achieve good
corporate governance in the Bank which builds
trust and reputation of the Bank. Internal audit
division aids Audit Committee of the Bank to
performits duties and responsibilities effectively.
Internal audit division also performs coordination
function to External auditors and Regulatory
supervisors of the Bank.

Internal audit division prepares an annual plan
regarding branches to be audited during a fiscal
year and such selection of branches are done
based on risk analysis. While performing internal
audit, risk-based approach is followed where
high risk areas are given more priority. A risk
matrix has been developed where branches are
assigned points based on different parameters
at the time of internal auditing. Internal audit
is more concerned with timely improvement of
internal control system and adding value to the
organization rather than merely pointing out the
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errors. Adhering with the same underlying value,
preliminary internal audit report is issued to a
branch which gives reasonable time to the branch
management to correct the errors. Only after this,
afinal reportis issued to the branch. Furthermore,
Internal audit division has a separate unit for
monitoring and supervision regarding issues
pointed out by auditors and the unit follows up
on progress made by concerned branches on
such issues. Thus, Internal audit division is always
working along with the management for the
betterment of the Bank. Internal audit division is
also embracing relevant and emerging concepts
relating to auditing to make it more suitable
to the present time. So, Internal audit division
intends to do various types of audits like policy
audit, compliance audit, revenue audit etc. in the
coming days.

Department Chief, ADBL
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Discourse of Money
Laundry (ML) and Terrorist
Finance (TF)

ince the beginning of banking business,

bank has been conducting the customer due
diligence (CDD) for customer acceptance and
entertaining bank account. During that period
the importance and scope of CDD was less than
today. Bank KYC is mainly focus for family details,
nominee details, thumb print and signature.
Those who want to have bank account they can
obtain account after submitting copy of citizenship
certificate. In this simple way KYC assessment had
been conducting. So that it means KYC is not new
for bank.

While there was no risk base approach, we
treated all customers in one basket. Categorising
them in there high risk or low risk. After enacting
Money (Asset) Laundering Prevention Act(2008),
the earlier practice of Customer due diligence
has changed with different perspective. Factor
of ML and TF risk inherent with customer have
been wider exposed in Act and way of CDD on the
base of risk has been enforced by law and NRB
unified Directive. The prospective of legislation is
to control money laundry and terrorist finance.
Hence its importance and scope couldn’t be less.
Any negligence and weakness flourish the ML and
TF which is not tolerated by law and regulation. It
is because of AML provision mentioned is based on
international best practice and Nepal has rectified
the UN resolution regarding terrorist financing.
As well, being a member of Asia Pacific Group
(APG) of Money Laundry. Where, APG has been
member of Financial Action Task Force (FATF).
FAFT is seemed as an apex body of AML/CFT. It has
forty recommendations which are essential for
financial transaction with FATF related member
countries. Any dishonor of that provision would
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be the chance to fail transaction with globally.
Nevertheless, it hindrances banking system and
prohibits to do business in foreign currency. It
also narrows down the banking business and
environment.

Money Laundering is growing issue to prevent
the nation from financial crime. Most of the
crime has nexus with money. People often think
for money either from legal way or from illicit
method to fulfill their interest. Under developing
and least developed countries are facing hard
challenging to execute the AML/CFT legislation.
Unless the ML/TF system is not adequate the
chances of movement of illicit money from bank
is high. The trustworthiness of bank in global
finance system will be lost and none of the global
bank would interest to open Nostro Account and
correspondent banking relation with weak ML/TF
system’s countries and their respective banks.

It hits the treasury as well as trade finance
business which are earning source of banks.
Likewise any breaches of ML/TF legislation will be
penal from regulatory and regulatory will enforce
for capital charge and certain restriction for
banking business will be applied that altimately
diminishes over all banks credibility.

What to Do...

First of all, bank must have independent unit for
meeting the obligation of AML/CFT compliance
provided with the responsibility of execute
international best practice. Set policy and
procedure, strengthen the internal controlling
mechanism for system, monitor the practice as



well should have reporting to board and senior
management on regularly basis.

Second, employee and practitioner should clear
have about differentiation between ML and TF.
Most of us think the term money laundry and
terrorist finance as same thing but it is not so.
ML basically assesses the money “where it comes
from” whereas TF assesses the money “where it
goes”. ML is the condition of deposit or saving of
money however TF is the condition of withdrawal.
During ML bank and financial institution prohibit
accepting illicit money into banking channel
whereas TF the money would be legal but drawer
shall use that money in terrorist financing. Both
transactions are equally important because of
ML and TF prospective. Banks proactively need
to adopt intelligence role to control and prohibit
the illegal transaction for controlling ML&TF.
Thus bank must often monitor each transaction,
source of fund, business type, geographical
location, distribution channel and position or
designation of natural person. Banks also need to
review respective customer i.e; legal and natural
person’s KYC on periodic basis, during transaction
period by applying risk base approach. If required,
bank should conduct Customer Due Diligence
(CDD), Enhanced CDD and Ongoing Due Diligence
(ODD). Such due diligence are not only limited to
customer but could be related with or associated
parties too those who are directly or indirectly
shown in transaction.

Third, bank should have mechanism of threshold
and doubtful transaction monitoring, determining
of suspicious transaction and reporting such
transaction to regulatory to for transferring risk to
upper level. For that bank should have automated
system of data or information analysis.

What is the limitation?

For implementation of AML/CFT legislation the
law only doesn’t work itself, unless internal and
external conducive environment has not been
built, the risk level couldn’t be reduce. As an
under developing nation following deficiency has
been found;

1. structural deficiency,
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2. weak willingness of country,

3. delaying in technology adoption,

4. less focus on international best practice,

5. unable to defeat with Policy corruption,

6. knowledge and insufficient human
capital

7. Lessinvestment in infrastructure

8. Lack of Political desire

Beginning Source ML & TF

Till date regulatory concern is mainly felt on
private, public and personal transactions.
Regulatory ever pressurized the reporting
entities for finding suspicious transaction, where,
reporting entity has gradually grown up to tackle
the AML/CFT risk. But reporting entities are not
causes of money laundry it is effect from where
launder transaction is being first initiated.

Nation has accumulated the money from various
taxation policies. There is huge amount of money
in government treasury. Thus, that large amount
of money has been coming out from government
expenditure account. Lack of perfection for
monitoring mechanism in the government
body and signatories of government body are
hiding money laundry activities. When reporting
entity request KYC of signatories of government
account operators they often show unwillingness.
However, every year transparency international
corruption report reveals that corruption figure
of Nepal is uncontrollable. Hence, there is no
doubt source of big money transaction has been
out from government transaction. Government
has paid money for procurement of service from
service providers, suppliers and contractors.
While initiation of procurement there is provision
of contingency bill. That contingency amount
is unspoken amount ever enjoy by government
personals. So, since the beginning that amount
would not enjoy by service provider parties.
Unless, the contingency amount would not
transfer into beneficial owner account of
respective signatories the rest bill would not



be disbursed. It is common practice found in
development office of government. Basically
the office related with physical infrastructure
which carrying the responsibility of development
and other similar development office has made
connection of respective comptroller office from
where payment to agencies is out.

In case of social security amount that is distribute
from local level in quarterly basis. At the time of
distribution large volume of withdrawal cheque is
submitted to bank. Whereas there is no provision
to withdraw more than 1million rupees cash in
one time. When bank protect it, the pressure
has been started from local level. There is no
monitoring how much amount distributed to
beneficiaries. There is chance to fraud and
payment paper has been made even though
beneficiaries not alive.

Although, knowing the rule and regulation they
are interest to handle huge cash and easily
make convenient environment for corruption.
Corruption is the part of ML. Therefore, if we all
are not responsible to fight against ML from our
role it could not be materialized.
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What should be...

Moreover, the ML&TF is an international best
practice. Nepal is not out from global finance
system. So if establish the link with global finance
system it is indispensible need for us to develop
efficient mechanism for anti-money laundry and
combating financing of terrorism. Nonetheless,
country should have created conducive
environment with essential infrastructure. Likely,
reporting entities should invest for defeating
the ML& TF risk. Otherwise in any incident
country will be in risk and prohibit to continuing
transaction in global finance system. It should be
major responsibility of government body to aware
prospective situation.

Instead of this, government employees should
support by providing their KYC information to
reporting entities. Unwillingness and protection
to provide KYC information would not supportive
to combat with AML/CFT goal and corruption
alleviation of nation, neither would be only on
slogan and not in will.

CTI Director (AML Expert), ADBL



Why Agricultural Development Bank
Needs International Support

® Ghuran Thakur

Abstract:

This paper tries to explain why support of international financing institutions is needed for financial viability
and sustainability of Agricultural Development Bank Ltd. Nepal (ADBN/ADBL), brief of its initiation,
support obtained from various institutions and the financial situation before and after restructuring of
this bank with the support of Asian Development Bank (ADB) under Government’s financial sector reform
program. In the beginning, ADBN was established with the support of USAID and lucky to receive generous
support from many institutions. ADBN was the 1% financial institutions of this region, getting 1* line of
credit from ADB in 1970 and continuously received up to 6% line of credit for around 30 years based on
fulfillment of all covenants, expansion of outreach & volume of business, support from Government of
Nepal and outstanding performance of ADBN. Besides, soft loan, support of International institutions is
highly commendable for transfer of international best practices, transfer of technology, capacity building
of staffs, development of policy, procedure, manual, product papers, accounting system and working
modality. ADB has generously supported this the bank in its transformation from a development bank to
a full- fledged commercial bank. This paper is mainly based on progress reports & personal experiences.

1. Establishment phase:

Cooperative Bank was established in 1963 to provide wholesale credit to cooperatives that further provided
retail credit to its members. Agriculture credit was not accessible at that time. In other word, there was
no direct financing system for individual farmers/agri. entrepreneurs. Thus, national & international
community’s realized great need of a bank for rural & agriculture lending. Consequently, on the request
of USAID! (United States Agency for International Development), Government of Nepal established,
“Agricultural Development Bank/Nepal” (ADB/N) on 1968 (Magh 7t 2024) under the ADBN Act 1967 as
the fully state owned bank of Nepal. ADBN is the successor of Cooperative Bank. Main objectives of the
bank was to provide agriculture credit in easily accessible manner to both wholesaling to cooperatives
and retailing to individual and firms. Bank branch office network, outreach, volume of credit gradually
increased with the support of Government and international communities.

2. Network & Business Expansion phase
Asian Development Bank (ADB)

ADB isthe maininternational financial institution supported ADBN/ADBL through its line of agricultural
credit (up to sixth agricultural credit projects continue for around 30 years), grant and technical

1 https://books.google.com.np/books
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assistance for about 40 years. ADB has contributed significantly for expansion, strengthening,
restructuring and modernization of this bank.

First agricultural credit was initiated in 19701 (it is also the first agricultural credit of ADB in this
region)

Supported for managing resources for all types of agricultural credit like cereal, cash crop,
plantation crop, horticulture, livestock, aquaculture, irrigation (tube-wells, pump-sets, dug-well),
micro-hydro, alternate energy, farm mechanization, agro processing (sugarcane, tea, coffee, milk,
fruits, mills, cottage industry ), cold storage, warehousing and related others

Supported for management & capacity building of staffs: management of agriculture technical
staffs (loan officer/loan assistant, Irrigation Engineer/overseer, renewable energy technician),
capacity building both domestic and international, international exposure

Development of loan product paper, loan manual, loan processing documents, loan collection
process

Supported Small Farmers Development Program with 3rd SFDP credit from 1989

Supported bank for its diagnostic review and restructure with “Rural Finance Sector Development
Cluster Program (RFSDCP) Phase | & L.

Supported SKBBL for its diagnostic review, restructuring and provided seed money for expansion
of business

International Fund for Agricultural Development (IFAD):

IFAD supported bank from initiation of SFDP in 1975 mainly for pilot testing of SFDP, capacity
building of small farmers and SFDP related staffs

Initiation of regional small farmers training center in all 5 regions (Mangalapur, Birendranagar,
Letang, Nepalgunj/Pipari and Dhangadhi) and central training institute (Agriculture Credit
Training and Research Institute, ACTRI)

Soft loan as SFDP-1(1980-1987) & SFDP-11 (1986-1991) for expansion of SFDP and access to finance
Expansion of SFDP and access of credit to small farmers

Under the Second Small Farmer Development Project (SFDP 1), the assistance given to small
farmer groups (SFGs) was extended to 43 districts. SFDP Il eligibility criteria was designed only
with a per capita income threshold of Rs 1200 at 1978/79 prices (USD 70).

Loan used for: (i) crop production, livestock, minor irrigation works, horticulture and village
industry/agro-processing; and (ii) service activities, necessary for effective projectimplementation,
comprising training, technical assistance, monitoring and evaluation, and support for the salaries
of additional Agricultural Development Bank of Nepal (ADBN) staff (group organizers -GOs-,
assistant group organizers -AGOs-, etc.) involved.

Soft loan and capacity building for successful implementation of “Production Credit for Rural
Women Project” (PCRW)

Soft loan and capacity building for successful implementation of Hills Leasehold Forestry and
Forage Development Project

199



e Aquaculture Development Project
e Capacity building support for "Financial Service Access Project" through APRACA, Bangkok

e Recently grant support of USS 1.2 million is approved mainly for “Kisan Credit Card/Apps” under
Rural Poor Stimulus Fund

e Value Chains for Inclusive Transformation of Agriculture (VITA) project is on pipeline (line of credit
USS 80.3 million for 35 years)

Support service through Technical Assistance & Grant
Why ADBL needs support from international communities:
1. To decrease the cost of capital:

e Currently, there is no any long term soft loan and bank has to depend on high cost deposit
resulting higher cost of capital. This is one of main factors of higher base rate i.e. around
8.8%.

e Around one-third of bank loan portfolio is in agriculture, which interest rate is just around
breakeven rate resulting low income on one hand and it’s challengeable to retain large size
prime customers on the other.

3. To increase large size loan project: L. .
To minimize the mismatch of resources:

Out of total loan borrowers, 88% borrowers
are concentrated within the loan size NPR.1.5
Million which is around half of the average
loan size of other commercial banks. This is
one of the vital reasons for higher operating
cost as transaction cost (pre loan supervision,
inspection, documentation, follow-up,
monitoring, collection, IT expenses) of lending
is much higher. Large size loan helps in reducing
the operating cost, therefore, long-term soft
loan is needed to attract large size projects.

Repayment period of plantation crop (tea,
coffee, fruits), agri-business (cow, buffaloes,
goats, dairy industry, fishery, poultry), cold
storage, warehousing, farm machinery is
more than 12 months, around 5 yrs to 10 yrs
and even more for tea, coffee and fruit trees.
Maturity period of around 90% deposit is
within 12 months. It is risky to disburse these
types of deposit for medium and long term
loan. Therefore, there is mismatch of resources
for term loan

4. Lead bank for agriculture lending:

There is huge gap in access to credit in general and access to agricultural credit in particular. The above
figures vividly indicates that out of total loan portfolio of banks, share of agricultural portfolio is just around
6%, and there is big gap of NPR 148.5 billion @ 11%, it will be around double considering 15% portfolio in
agriculture. This is one of the reasons why agriculture import is in increasing trend besides many efforts of
its minimization. Moreover, agriculture portfolio is not considered as attractive business for many private
sector banks. They are lacking agriculture lending professional staffs. Therefore, Government of Nepal has
considered ADBL as the lead bank for agriculture lending considering its nationwide network, capacity,
long experiences in agriculture lending, highly professional experience agri lending staffs, well equipped
training centers, long relationship with international donors for agriculture lending, large outreach, and
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well known brand in agriculture lending. It’s tough to fulfill the responsibility by managing high cost
deposit from the competitive market. Thus ADBL needs long term soft loan to fulfill the huge gap gradually

maintaining its sound financial health and with good return to the shareholders.

Huge Gap in Agriculture Lending

Access to credit wrsiuy 2020 Food deficit
Migration even during
Covid

19.3% 4. 996 0.7% | 24.9% Huge import of agri.

Commodities in last FY
76/77 (2019/20)around
NPR 243 billion (40% of total
import during the lock down
period of last 4 months), NPR

{Total HH assumed 6205000 @1.35% growth rate) in billion

= Food commodities :87.84
Vegetables :33.5
Fruits :20.74
Livestock, meat, milk :5.8
Tea, coffee :11.6
Animal feed :15.12

GAP in Agricultural credit, Mid July 2020
MRS in Billion

| Deposit Credit Mandatory Agriculture GAP
1 | @11% portfolio
BFI 3934 3273 60.03 195.5 (6%) [164.5 (46%)

Commercial 3490 2910 [320.1 171.6 (6%) |[148.5 (46%)
Banks

5. Issuing Agriculture Bond/Green Bond:

ADBL plans to issue Agriculture bond in near future. Thus, International experiences, expertise,
technical assistance & grant support will be highly useful in planning, appraisal & implementation of

“Agriculture Bond & Green Bond”

6.  Agri-business Incubation Center & Strengthening of training centers

ADBL training centers will be serving as Agri-business incubation center as well. So to enhance the
capacity of the training centers as incubation center and enrich employee’s ability, International

experiences, expertise, technical assistance & grant support will be highly useful .
7. Retention and attraction of prime customers

8. Easy in repayment of installments

9.  Transfer of technology: international donors support bank with professional experts, replicate best
tested international banking technology/practice in modern digital banking, automation of loan

process and many more, capacity building of staffs and entrepreneurs.

10. International branding/image: Only eligible and high performing institution is getting international

support, thus it will enhance ADBL image in international financing market
11. Improve in working culture
12. Development of new products/services

13. Increase both outreach and profit and dividend to shareholders

S.N Donor Partners Main support area
1 USAID Supported in recruitment of staffs and their capacity building
FORD Foundation Supported in development of finance system, accounting & book

in banking operations.

& guidelines and implementing appropriate rural technologies

velopment Program

keeping system, internal audit system and trained human resources

Supported in development of loan product papers, policy, procedure

Supported bank during implementation of Rapti Integrated Rural De-
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2 UNICEF, UNDP, UNFPA,
FAO

FAO & UNDP supported in pilot testing of Small Farmers Development
Program (SFDP) in 1975

UNICEF provided support mainly through SFDP and training centers
(both regional & central) related with women, children and income.
Women Group Organizers were managed with the support of UNICEF.
Women SFDP was piloted and implemented

Capacity development of staffs & small farmers, women

3 Kfw

Provided line of credit mainly for renewable (alternative) energy (bio-
gas, solar, micro-hydro)

4 European Union, DFID,
World Bank, SNV,

Credit, infrastructure development and support service in Gulmi &
Arghakhanchi,

Support in Rasuwa and Nuwakot Integrated Rural Development Pro-
gram

Tea development program, Koshi Hill Agriculture Development Pro-
gram

Community surface irrigation, renewable energy
Capacity building

Transfer of technology

5. Support of ADB besides line of credit:

Bank has achieved significant progress during the Staff number gradually decreased by around
restructuring period of 8 years. Among others shifting 50%, voluntary retirement scheme

in operational profit from more than 8 billion loss;

providing dividend to shareholders; being the highest Freeze position of non-table workers

tax payer among banking sector for 2 years and
transformation from development to commercial bank
were few commendable achievement. Moreover, this

More priority to business staffs

Business officers/Assistants, IT professional,

program was awarded as the outstanding program from Front-desk, Tailor assistant & related other
Asian Development Bank. Brief of achievements are as staffs were recruited

follows and brief of comparative financial progress is

presented in Annex-1.

i. Capital Restructuring

Capital adequacy was negative by 16.1% & 15.5% in FY 2060/61 & 2061/62 respectively and it improves
gradually and it was 20.5% in last fiscal year 2076/7.

Source: ADBL progress report

ii. Organization Restructuring:

Introduce right-sizing concept

a) Rationalization, review an assessment criteria and use criteria to classify branches

b) Support average branches to expand business to reach higher level

¢) Introduce criteria for decision on new branch openings with emphasis on market and viability

Agriculture & rural credit disbursement was the main function of ADBN before its restructuring. Main
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sources of fund were ADB soft loan and deposit collection from urban area through limited banking.
Therefore, up to 2069/70, volume of outstanding loan was more than deposit. ADBL initiated banking
activities in remaining branches based on their potentiality and deposit amount slightly increased more
than loan from 2070/71.

i. Development & Implementation of ADBL Business plan

ii. Branch Refurbishing: many branches were gradually refurbished. Corporate design, color and
minimum standard were defined and implemented

iii. Profit orientation: Operation in operating profit from loss

i. Re-launched profit centre concept through awareness (regional level awareness
programs/internal meetings

ii. Outlet Closure/Merger on the basis of business and profit orientation
iii. Reviewed existing performance measurement indicator for profit centers

NPL of ADBN was at alarming stage i.e. 47% in fiscal year 2059/60 as per diagnostic report of the ADB
review team. It decreases gradually and it was 2.7% in the last fiscal year. Orientation toward quality
lending, maintaining quality loan portfolio, risk analysis and profit orientation are the few reasons among
others for this achievement.

Bank was mainly providing financial services to fulfill the financial requirements of the rural & agricultural
communities. Outreach of bank was increasing but profit earning concept was not much considered.
Net profit was negative by around NPR 8 billion in 2060/61 and it was mainly due to the huge loan loss
provision amount as per diagnostic report of the ADB review team. Restructure conditions were strictly
followed and with the efforts of bank staffs It increases gradually and net profit was NPR 3.468 billion in
the last fiscal year.

iv. Development of new products and services
v. HR Management
vi. Initial Public Offering (IPO): IPO was successfully completed

vii. Technology Transformation: One of the main components of restructuring. IT and MIS upgrading,
establishment of Core Banking System (CBS): ADB supported ADBN in establishment of modern T24
CBS with around USS$ 10 million grant support, technical IT professional for gradual expansion in all
branches, grant for annual maintenance cost, national & international training (from India, Thailand,
Malaysia and Singapore) for development of IT professional

viii. Strengthening of training centers by establishing computer training lab and financial support for
implementation of training mainly for effective implementation of CBS, business operation, treasury
& trade finance and digital banking.

Conclusion

Agriculture is the mainstay of Nepalese economy, however we have to import it these days and import
volume is in increasing trend. Among others; easy accessibility of institutional agriculture credit is one
of the binding factors. Agriculture sector is the source of livelihoods for two-third of population and its
contribution in GDP is 27%, however investment in this sector is still very minimal. Therefore, volume of
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agricultural credit needs to be increase in coming days to substitute the alarming volume of import and to
achieve gradual increment of agriculture export. Agricultural Development Bank was established with the
support of international communities and have benefitted from their line of credit, technical support and
successful restructuring of this bank.

Bank needs support from international financing institutions mainly for long term soft loan, grant, technical
assistance to fulfill the responsibility of “Lead Bank for Agriculture Lending”, successfully implementation
of “Kisan Credit Card/Apps”, strengthening of bank training centers, replication of international best
banking practices, transfer of modern banking technology, development of products & services, capacity
building of bank staffs & entrepreneurs and to increase its outreach and profit in financial viable and
sustainable manner.

Agriculture Financing Expert (Consultant), Office of the CEO,
Project Management Unit, Head Office Kathmandu.
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Proliferation of Digital
Banking and
the Emerging Cyber Threats

B Deep Singh Rawat

Introduction

Digitization is no more a choice. Today
every business sector is experiencing digital
transformation and banks and financial
institutions are at the forefront. Digital
transformations are thus ubiquitous and
those who are left behind (digital laggards)
will be doomed to die. The collapsecases
of Kodak, Blockbuster, Nokia etc. clearly
explain how once a successful company lost
its mighty presence due to ignoring the shift
towards digitization and innovation. Thus, it
is rightly said - Digitize or die!

The technological advancement and
increasing customer expectations are driving
the digital transformation. Digital banking
helps banks achieve operational excellence
and customer delight. As Bill Gates opined
that ‘banking is essential, banks are not’,
bank customers today can perform banking
with a tap and a swipe on their hand-held
devices in real time. Internet banking,
mobile banking, plastic cards (used at ATM
machines, POS terminals and e-commerce
sites), digital wallets (with QR add-ons) are
the most used alternate channels in the
bankingindustry. These channels have totally
changed the way we bank today especially
for retail payments. For wholesale and large
payments, SWIFT Transfers, Real Time Gross
Settlement (RTGS), Interbank Payments
(IPS) are available which are handled by the
banks and financial institutions (BFIs). There
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are also non-bank participants (FinTechs)
which are disrupting the traditional banking.
Artificial Intelligence and Machine Learning
are going to further revolutionise the
financial services.

Digital Banking Milestones

The journey of digital banking in Nepal can be
traced with plastic cards and ATM machines
launched in the 1990s.The digital era took
some momentum with the introduction of
internet and mobile (SMS) banking in 2002
and 2004 respectively. The need for the
domestic ATM and POS switching network
was fulfilled by the private sector with the
establishment of Smart Choice Technologies
(SCT). The first digital wallet Esewa was
started by Techpreneurs in 2009. After the
setup of the Payment Systems Department
(PSD) at Nepal Rastra Bank (NRB) in 2019
the digital channels were formally regulated
and guided. Licenceprovision to non-bank
companies as Payment Service Operator
(PSO) and Payment Service Provider (PSP)
was incorporated in Payment & Settlement
Act, 2019 to promote digital banking. In
2019, NRB introduced Real Time Gross
Settlement (RTGS) to facilitate real time
transfer of high value payments. Below
figure shows the major milestones in the
development of digital banking in Nepal till
2020.
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Proliferation of Digital Banking

Digital banking in Nepalese banking industry is
growing exponentially.This is only the beginning
of digital banking as still 39.10% of the population
are still unbanked in our country. Digital banking
can be instrumental in bringing these people
into the banking system thereby contributing
for the growth in financial inclusion. Most of the
BFIs are offering digital banking products and
online applications.The government's efforts to
route government transactions through banking

Status of Digital Banking Participants and Customers

channels using digital banking has also helped
to build public confidence in online banking. The
digitization that started and focused on payments
services has now broadened to include not only
online account opening and online KYC but also
made possible for online loan application and
approval. The increasing number of licensed
PSPs and PSOs in Nepalese banking industry
also reveals how the banking industry is onset to
undergo digital.

No. of Bank Accounts 33,411,214 | BFI Participant 67
No. of Internet Banking 992,724 | Commercial Banks 27
No. of Mobile Banking 10,670,072 | Development Banks 23
No. of Digital Wallets* 4,000,000 | Finance 22
No. of Cards Issued 7465432 | Non-bank Participants 23
Debit Cards 7243153 | PSO 9
Credit Cards 156749 | PSP 14
Prepaid Cards 65530

No. of ATMs 3,945

(Mid April 2020 NRB)

* Estimated number of wallets
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Enablers of Digital banking

There are several enablers that support the digital
banking eco system:

e Availability of Smartphone:The
affordability for smartphones (due to
increasing income level of Nepalese and
decreasing price of smartphones) has
positively helped in increasing access to
digital banking. Currently, smartphone
penetration is estimated to be over 60%

in Nepal.

Growing broadband internet
penetration: There is good progress
in broadband internet penetration due
to mushrooming ISPs (internet service
providers) and 3G and 4G services by
mobile network operators. As per the MIS
report from Nepal Telecommunication
Authority (NTA 2020) broadband Internet
penetration has reached 72.22% in Nepal.

Easier and Cost-effective banking
service:Banks are offering their
banking services to people through
alternate channels rather than the
traditional brick and mortal model.
Bank customers arefinding it easy to use
banking services at theirfingertip 24/7 at
nominal subscription fee and transaction
fees. Banks are further pushing the
sales (customer onboarding) by free
subscription and launching promotional
activities (customer engagement) on
different occasions.

Government  policies:Government
have framed different policies to
promote digital ecosystem. Digital Nepal
Framework 2019 (issued by Ministry
of Communication and Information
Technology) aims to transform Nepal
into a digitally empowered economy.
Most of the government receipts (Tax
collections, Fees etc.) and payments
(Payments to vendors, contractors, social
securities, subsidies etc.) are now done
through digital banking channels. There is
increasing in trend of G2B, B2G,G2C, C2G
etc. transactions.
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NRB policies:NRB has the important
function to develop efficient payment
and banking systems. NRB has set up
a separate and dedicated department
(Payment Service Department) to
regulate and supervise the payments
system in general and digital banking. In
addition to BFls, NRB has also provided
licence to non-bank participants (PSOs
and PSPs). These non-bank digital
disruptors have helped accelerate the
online banking among customers and
challenged the status quo of traditional
banks. NRB is also preparing for National
Payment Gateway to integrate all the
electronic payments for cost efficiency
and increased security.

Growth during the pandemic: During
this period of COVID-19 lockdown, the
growth of digital banking was reinforced
as the banks discouraged customers
from visiting bank branches. The number
of mobile banking users and internet
banking users has increased by 800,000
and 13,000 in the first three months
alone during lockdownthat started in
March 2020.

Emerging Cyber Threats with digitization

Banks are now catering their clients online for
financial transactions and different customer
requests (such as transfer fund, pay utility bills,
get account statements, request cheque book,
open a term deposit, apply for loan and likewise).
The staff of banks are also working in a virtual
environment (work from home). While BFls are
fast at digital adoption in its product, delivery
channel and internal processes, they are also
being exposed to cyber threats.Banks are focused
on increasing their topline through their digital
product offerings. They have started digital
onboarding of new customers and conversion of
existing customers’ requests (for card application,
cheque requisition, loan application etc.) via
online channels. But they are not very meticulous
in handling the risks associated with it, particularly
the cyber threats.



The biggest threat to a bank from cyber risk goes
beyond the financial losses.The nature ofcyber-
attacksis becoming more sophisticatedand
complex as the banks network become more
interconnected and interoperable. The emergence
and integration of third-party vendors in the
banking system has also exposed the banks to
cyber risks. Global Cybersecurity Index (2018)
ranked Nepal 109th indicating poor performance
based ondifferent indicators showing that Nepal’s
state of cyber security is critical. Nepal received a
score of 12.99 only due to its low preparedness to
prevent cyber risks and manage cyber incidents.
There are different kinds of attacks emerging
such as phishing attack, brute force attack, social
engineering attack, SQL injection attack, DoS
attack, DDoS attack, spoofing attack, man-in-the-
middle attack, replay attack, cross site scripting
attack and the list goes on with newer types of
attacks.Banks are becoming more vulnerable to
such attacks and the investments on different
measures of cyber protection is also skyrocketing.

Major Reasons for Weak Cyber Protection

Nepalese banks have encountered several cyber
attacks and learned lessons. However, the banking
system in general still lags on several grounds:

Focus on Top Line: Banks are interested
in offering digital products and solutions
but are not enthusiastic in cyber protection.
They have cost benefit analysis of each digital
offerings (with targets for staffs) but put
inadequate efforts to educate the employees
and staffs about the cyber risks. Most banks
lack an appropriate Digital Strategy that
incorporates successful digital transformation
along with cyber risk management.

Exposed APIs: Banks are partnering with
FinTech for agility and cost efficiency by using
APIs. Customers are offered ‘one size fit all’
digital products without personalization
which unnecessarily expose them to risks.
Banks are blindfoldly trusting the FinTechsand
their APIs without completely understanding
the API architecture.APls caneasily accessthe
endpoint users (both bank staffs and
customers), personally identifiable info and
financial data. Without a well-constructed
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API strategy, banks are always at risks of data
breaches.

Shortage of Information Security
Experts: There is dire shortage of cyber
security experts in financial institutions and
regulators. There is faster adaptation to new
technologiesbut skill gap to understand the
associated risks. Banks and regulators are
not able to attract and retain the talented
experts. They prefer working with FinTech due
to higher perks and work satisfaction. Small
banks and FlIs are hard hit by the problem as
they cannot afford to invest in technology and
skilled manpower.

Threats originating from inside: Banks
are found with poor cyber hygiene (using
free software, non-reputable antivirus and
malware software, not employing device
encryption, lack of multi-factor authentication
etc.).Threat from inside the firewall is also
increasing to bank’s system as the employees
may be inviting threats unknowingly or
purposefully.  Cybersecuritytraining  are
conducted in banks but are not sufficient to
include all the business units.

Threats from outsourcing and
partnering: Banks do not have proper
mechanism to assess risk management that
could emanate from the outsourced services
and third-party vendors. As banks move
towards open banking with exposed API, their
likelihood of cyber intrusion has increased
more than before. In such scenario, there
must be provision to ensure that these third-
party vendors (FinTech) have sound cyber
security standards at par or above to that of
banks.

Way Forward

The technological advent has given a new era
in banking through which banks have improved
the availability of financial services and most
importantly achieved higher financial inclusion.
Technological progress should be embraced, but it
is equally important to be aware of associated risks
and build in the ability to assess business impacts
and prepare appropriate mitigation and back-up
measures. The impact of cyber attack goes well
beyond other operational shocks such as those



related to natural disaster or human error. Bank
will have to incur financial losses, loose public faith
and face stringent action from the regulators. At a
macro level, the spillover of cyberattackscan even
threaten the financial stability of an economy.The
biggest threat is the loss of personally identifiable
information of customers which are sold by the
intruder in dark web. Banks need to be alert in
preserving customer data and other digital assets.
They should ensure confidentiality, integrity and
availability of customer data. Another risk to bank
is the interruption of its banking operations. The
time to recover and resume the critical operation
is challenging during the cyber-attacks.

In order to combat with the cyber-attacks, banks
will have to consider following points in general:

Follow the best practices and
recommendations: BFls should be
proactive in implementing global standards
like GDPR, PCIDSS, OWASP and the likes which
give standards for data security, application
security etc.

Incident Response: BFIs are directed
towards protection and prevention from
cyber-attacks but are not cyber resilient. It is
said that no institution can avoid cyber-attacks
in this dynamic environment and hence
preventive measures alone are not adequate.
The thrust should be to increase cyber
resilience i.e. how banks will respond cyber
events and resume its critical operations.
Banks should have good cybersecurity
incident response plan and also practice the
periodic drill.

Independent Testing and Assessment:
BFls have started conducting annual IS Audit.
Even though there is Vulnerability Assessment
and Penetration Testing (VAPT) but the
feedback report from Infosec Audit and
VAPT is not enthusiastically and effectively
implemented.

Cyber Governance: There should be
a Strong Cyber Security Framework and
Cyber Governance. An independent Chief
Information Security Officer (CISO), if possible
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infosec team, should be appointed (which
should be different than the IT team) and
report to the bank senior management and
board.

Employee Awareness:  Awareness
programs and cyber security trainings should
be conducted regularly to strengthen the first
line of defense. All staffs should be provided
opportunity to learn about the causes and
potential cyber threats due to their action
and negligence.

Information Sharing Network: The
effective way to combat cyber attackers is
to establish an information sharing network.
It should store all the recent attack events
in detail and share the intelligence with
the banking community. This facilitates the
community’s access to actionable cyber-
security threat intelligence, enabling the
community to better defend itself against
potential future cyber-attacks.

To sum up, the success and survival of any
organisation in today’s world depend on the
readiness and action for digital transformation.
But this should be equally complemented by
strong cyber security culture in the banks.

Senior Section Chief
Central Training Institute
ADBL, Bode, Bhaktapur

Source:

https://www.nrb.org.np/contents/
uploads/2020/01/0Oversight-Report-2075-76-
Final.pdf

https://www.onlinekhabar.com/2020/07/879654

https://thehimalayantimes.com/opinion/
digital-banking-in-nepal-focus-on-
infrastructure-security/

https://blog.esewa.com.np/digital-banking-
and-payment-trend-in-nepal-past-present-
and-future/#ICT-enabled_Banking_Delivery_
Channels_in_Nepal

https://www.itu.int/



Why is Compliance
a must for Nepalese
BFls in 20207

Background

Anti Money Laundering (AML) has been getting
complex and complicated day by day. From the
account opening process to money withdrawal
or deposit cases - the process is getting burden
filled and troublesome. It seems that the burden
is just for customers, but staffs have to face the
next level of challenge as well. it was easy opening
up account earlier, but this can no longer be done
directly - but should rather be followed after the
screening process. Every detailed information
should be kept in Trust AML software before
opening the account, which has made the thing
lengthy.

However, the question is not about being tedious
—but about safe and secured transactions. Money
Laundering provides platforms for criminals to
conduct and expand their criminal activities.
Its effect and impact can devastate a country
(McDowell and Novis, 2001).

The know your customer’ (KYC) policy has emerged
asanimportant strategy for a proactive war against
Money, both nationally and internationally. In
terms of the policy, financial institutions in most
countries are required to identify their clients
and the legitimacy of their respective financial
transactions. Hence, KYC conformity entails the
creation of auditable evidence of due diligence
activities in addition to the need for customer
identification. Financial institutions are required
to confirm that their customers are not or have
not been involved in illegal activities, such as
fraud, ML, or organized crime in order to meet
KYC conformity requirements (Arasa and Ottichilo,
2015).
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Compliance for BFls

Bank and Financial Institutions (BFIs) have been
investing a large sum of money for AML - be that
in the name of software purchase or the name
of employee training. For financial institutions,
the core intention is to balance the revenues
and costs and pinpoint how the regulations for
anti-money laundering affect banks and other
financial institutions (Masciandaro and Filotto,
2001). After all, it looks across applicable laws,
regulations, rules and plays an essential role in
helping to preserve the integrity of any financial
institutions and nation as a whole. Today, we can
carry out international transactions easily through
import and export. Today, we can make banking
transactions beyond the border through Letter
of Credit, and easily work out for remittance
transactions. Bartlett (2002) focused on the
negative effects of Money Laundering on the
financial sector, where it impairs the development
of important financial institutions. Global Financial
Integrity (GFI), a Washington, DCbased non- profit
research and the advisory organization claims that
Nepal recorded illicit financial outflows of $5.67
billion between 2004 and 2013 or an average of
$567 million per year. Baker (2005) states that half
of the flows are out of developing and transitional
economies through international banking centers.
Meanwhile, Baker further explains that 80-90
percent of them are permanent outward transfer,
which can come back as FDI taking a round trip.

Nepalese Context

Nepal has it's own Anti Money Laundering Act that
was formulated in the year 2064. There have been
various efforts in several sectors - from frequent



training to BFI staffs to various campaigns against
money laundering practice in Nepal. It was noted
that during the year 2076/77 - one prime agenda
in the budget was to accompany International
standards regarding the issue. Nepal has not yet
got blacklisted like Turkey, Indonesia, or Pakistan
- which makes Nepalese financial institutions
strong in the international market. The practice of
a Letter of Credit can be done easily through the
use of SWIFT.

However, there are fearful spaces uprising -
with the rise in the practice of Hundi, or online
transactions - it could be a threat that Nepal might
have to deal with in the long run. It is high time
that Nepal turns out serious in this regard. Foreign
Investment in Nepal can be ensured through this,
but frequent Panama Paper's scandal is again
threatful.

IMPORTANCE OF COMPLIANCE
Fights against Money Laundering

At present, it seems that all AML activities done
by financial institutions are rather adding up the
burden to the general public. But, that is not all
limited to it. Compliance based activities are
primarily done to fight against money laundering.
It was reported that Denmark alone converted 20
billion of black money into white in the year 2016
through money laundering.

All the funds that people gather from illegal
means cannot be converted into legitimate
sources. Strong regulations will prevent BFls to act
as a medium for this illegitimate procedure one
way or the other, it minimizes the risks of money
laundering in the meantime — helping to build a
transparent money circulation.

Financial integrity

An important aspect that compliance ensures
financial integrity. Hard-Earned money, that an
individual earns and saves out of his business,
salary or wages will be regarded as white money,
and hence can be utilized without any doubts.
Not just that, it will increase the level of ease of
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doing business as well. With an increased level
of transparent transactions, the entire flow of
business based activities will appear in a justified
mannetr.

Saying this, compliance will help to build the
integrity of the BFIl. The international community
will trust Nepalese BFls, ultimately contributing to
a positive image of the Nepalese financial system
across the globe.

Better Bonding with Stakeholders

Effective compliance helps to identify customers
and avoid risks in the future as well. It is
important for any business to properly identify
their customers, and this practice of Know Your
Customer (KYC) has been effectively doing that as
well.

It is important for Banks and Financial Institutions
(BFIs) to build a strong relationship with their
customers, shareholders, staff, and other
associated parties. Anti Money Laundering
procedures helps them to effectively communicate
with the concerned parties allowing them to
build up strong relationship both — directly and
indirectly.

Prevents Terrorist Financing

Freedom over financial transactions and the
absence of regulations rather promotes illegal
money transactions - which can turn out to be as
dangerous as terrorism financing. We might not
even know if the war in Syria is being financed
from Nepal. There are a lot of terrorist activities
happening across the globe — a strong compliance
mechanism minimizes the risk of financing
from a particular nation. If the source of funds
is recognized, anyone can not fund in terrorist
activities from Nepal.

Hence, strict regulations over monetary
transactions help to reduce the possibilities of
terrorist financing.

Away from Fines and Penalties

Apart from all of the reasons, the basic reason why
financial institutions have been getting tight over



the issue of AML and KYC is to stay out of fines and
penalties. For not complying with the regulations,
these financial institutions are paying a huge sum
of money to Nepal Rastra Bank as fines, which is
again making them alert and serious.

Timely AML activities, if conducted — regulatory
bodies will not penalize, letting the profit of
BFls rather rise up, which would else have been
expenditure for BFls.

Compliance with International Standards

Nepal has its own set of obligations in compliance.
After Nepal became a member of Asia Pacific
Group on Money Laundering (APG), the liabilities
that it has to come up through has its aspect.
But, despite all the importance, all obligations,
no doubt this entire story has turned out to be
a burden filled to customers. They have to face
complications to deposit their own money and
even to withdraw the same.

They find it difficult to come up with all documents
in the bank simply to open up an account as
well. However, these financial institutions must
educate their customers that financial institutions
are not the financial police to regulate them. They
are simply a facilitator for customers who stand
within the rules and regulations and work under
the directives issued by Nepal Rastra Bank.

Prevents Reputational Risk

Warren Buffet once said that it will take you 20
years to build a reputation and about five minutes
to lose the same. Strong compliance would be
strongly committed towards the strong reputation
of Financial institutions in one way or the other.
Updated BASEL focuses on the same — explaining
reputational risk is what BFls should now fear,
more than any other risk, be that even credit risk.

Strong compliance would minimize fraudulent
activities that can be reduced through strong
practices of compliance regulations, which would
minimize the reputational risk. In this quick and
accessible world — single negative news might
make depositers queue up for the withdrawal of
their deposits at any time.
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Conclusion

The way the new regulation is imposed should
have been appreciated by customers, but one
major failure that seems as of now is Banks and
Financial Institutions failing in highlighting the
importance of compliance among customers.
While these BFIs have been promoting their
brand, educating customers about interest rates -
they seem to be failing in making customers aware
of the importance of KYC, anti-money laundering,
etc. Be it through advertisements, or other
promotional means - these financial institutions
should have been able to make their customers
aware of it.

On the other hand, the regulatory body seems
to be confused as well. This has resulted in high
expenditure for financial institutions. The deposit
slip that was published just a few months ago
had to be disposed off to print new. The software
which was upgraded sometimes back has to be
re-upgraded as per the new policy. The regulatory
body must turn out to be responsible enough and
come up with one strong and fixed policy as well.
Else, when they change up their plans and policies
in every meeting - that will certainly create
complexities among BFIs operation based tasks
which will make a direct impact on customers.

Compliance is something of utmost importance
today. Strong compliance will help in making
financial transactions within and abroad easy
ensuring transparency and integrity. There
certainly is no doubt upon it. However, the
regulatory hurdles and flexible policymaking has
to be addressed within the time. There are not just
city regions that should comply with such policies,
but at the time when BFIs are now operating in
remote regions - such flexibilities can rather create
a reverse effect as well. At the time, when we are
into a cashless economy's dream - compliance is
something must, but that should not add burden
to customers but should rather generate a feeling
of responsibility among the customers. A strong
discussion, debate, and a serious task force is the
only way to ensure fixed policies. We certainly
don't want to live with limitations like Iran or
Korea regarding funds flow.



Complying with international standards, BASEL
norms - AML policies should be framed, and
there exists Anti Money Laundering Policy of our
own. Frequent imposition can signify our strong
position, strength over the update - but the
regulatory body should also consider the practical
aspects of it. Else, a customer would rather want
to withdraw entire money from the bank than
keeping it into the banking system.
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