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MISSION STATEMENT

“To gain regional recognition by b
and work cul

OUR PURP

“To provide financial choice

OUR VAL
Integrity, Innovation, Leadership,




MANAGEMENT TEAM

NAME DESIGNATION
Kipchu Tshering Chief Executive Officer
Sonam Tobgay Dy. enChi h e f
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DIRECTOR'S PROFILE

Mr. Sonam Phuntsho Wangdi, Chairperson, appointed on 6th March 2015 representing the National Pension and
Provident Fund. Mr. Sonam is currently the Joint Secretary in the Ministry of Economic Affairs and has held several senior
positions in Ministry of Trade and Industry. Before his transfer to the Ministry in 2000, he served about a decade in the
corporate sector as founder managing director of Bhutan Agro Industries Ltd. Mr. Sonam Phuntsho Wangdi has a Masters
degree in International Law and Economics from the University of Bern, Switzerland.

Dr. Pema Choephyel, Director, appointed on 6th March 2015 as an independent director on the board. He is currently the
Director of the Bhutan Trust Fund for Environmental Conservation. Dr. Pema Choephyel’s career has covered environmental
conservation, research in renewable natural resources and commercial finance. He began his career with the Royal Civil
Service Commission; as a civil servant he held various positions as the Principal at Royal Veterinary Institute, Department
of Animal Husbandry, Pedagogic Head (VP) at the Natural Resources Training Institute, Chief Research Officer, Chief
Extension Officer, Director, Council of RNR Research of Bhutan and as an Advisor to the Bhutan Development Finance
Corporation Limited. A graduate of Bombay Veterinary College, Bombay, India, Dr. Pema Choephyel received his master’s
degree in Rural Development and Communication from Lincoln University, New Zealand in 1991.

Mr. Kunzang Dechen, Director, appointed on 6th March 2015 has a master’s degree in International Relations from the
University of Hawaii and a Post Graduate Diploma in US Economic Policy and Domestic US Legislation from Georgetown
University, Washington DC, the United States. During his post graduate studies in the US, he also worked as a research
intern in the International Relations Division at the East-West Center, Honolulu for two and a half years. He served in the
Foreign Service for 10 years and last served as the Head of the Economic Division at the Royal Bhutanese Embassy in New
Delhi. Thereafter for the last thirteen years, he has worked extensively as a consultant for the Royal Government of Bhutan
and with various international development agencies, primarily the EU, ACB and the UNDP. He has also worked part-time
as the Senior Policy Advisor to the UNDP.

Mr Ugyen Namgyal, Director, appointed on 6th March 2015 as an independent director on the board is the Director of
Finance in Bhutan Development Finance Corporation for 6 years after which he took over as the CFO in Druk Green
Power Corporation and has been in the current position for the last 3 years. Mr. Ugyen is a member of the CPA Australia
with Bachelors in Business from University of South Australia and has a Bachelor of Commerce (Hons) degree from
Sherubtse College, Kanglung.

Dr. Damber Singh Kharka, Director, appointed on 6th March 2015 is an economist with long years of experience in
training, consulting and research in different disciplines of management that he accumulated through his nineteen years
academic career at the Royal Institute of Management. His strengths are in areas of Economics, Corporate Governance,
Finance and Human Resources. He had very successfully transited from the world of academia to a corporate world.
Besides having provided consulting and training services for several years, he also has to his credit many papers published
at the national, regional and international publications. He is a person of a very good blend of conceptual knowledge and
practical experiences in the Bhutanese corporate world. Damber is currently working as a Director at the Druk Holding
and Investments, an organization that is mandated to act as the investment arm of the Royal Government of Bhutan.

Mr. Harish H. Engineer, Director appointed on 6th March 2015 is the IFC Nominee Director on the bank’s board. He has
served as the Head of Wholesale Banking at HDFC Bank Ltd. and served as its Head of Financial Institution Group since
November 1999 and Head of Corporate Banking since July 1994. Mr. Engineer has been Independent Director of Navin
Fluorine International Ltd. since October 23, 2013. He has been a Director of Infrastructure Leasing & Financial Services
Limited since March 2014 and an Independent Director of Federal Bank Ltd. since October 19, 2013. Mr. Engineer served
as an Executive Director of HDFC Bank Ltd. from October 12, 2007 to September 30, 2013. Mr. Engineer holds a Bachelor
of Science degree in Physics and Chemistry from the University of Mumbai and a Diploma in Business Management from
Hajarimal Somani College, Bombay. Harish brings with him around 45 years of enriched experience in the field of finance
and banking, being associated with HDFC Bank in various capacities since 1994. He retired in October 2013 as Executive
Director on the Board, being responsible for Wholesale Banking including International Banking.
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DIRECTOR’S REPORT

It is my privilege to present this preface to your Bank’s Annual Report
for the Financial Year 2015. As reported in the media, 2015 was a very
successful year for the bank with the Profit after Tax of Nu 1 billion,
a milestone performance by the bank. As submitted last year, your
Bank continues to steadily grow and maintain its position in the bank-
ing sector in Bhutan. We are confident that with the support of all our
shareholders and stakeholders your Bank will continue to prosper and
achieve greater heights in the times to come.

2015 was a successful year as the bank achieved an excellent financial
result, maintained its share in the market and was able to increase the
dividend from the previous year. None of this would have been possible
without the hard work and commitment of the employees of the bank.

FINANCIAL HIGHLIGHTS
The key financial highlights (in compliance to BAS/LOCAL) are summarized in the following table:
Fiscal Year 2014 Fiscal Year 2015

Net Interest Income 1,356 million 1,555 million
Net Fee & Commission Income 82.24 million 87.36 million
Total Operating Income 1,524 million 1794 million
Total Operating Expenses 468 million 507 million
Profit Before Tax from Continuing Operations 1,055 million 1286 million
Profit For the Year ( BAS/IFRS) 743.64 million 785 million
Profit for the Year (Local GAAP) 714 million 1001.91 million

STATUTORY AUDITORS

The 19th AGM held on 6th March 2015 approved the appointment of M/s S K Mittal, Delhi as the Statutory
Auditors for the bank for 2015 at a cost of Nu. 151,000.00 plus actual expenses such as travel, accommodation,
fooding etc.

CORPORATE GOVERNANCE

Bhutan National Bank (BNB) has established a tradition of best practices in corporate governance. The
corporate governance framework in BNB is based on an effective independent Board, the separation of the
Board’s supervisory role from the executive management and the constitution of Board Committees, generally
represented by a suitable blend of independent Directors, private shareholding Directors and Directors
nominated by the shareholding Institutions and chaired by an able & experienced Director, to oversee critical
areas.
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DIRECTOR’S REPORT

i Philosophy of Corporate Governance

Bhutan National Bank’s corporate governance philosophy encompasses not only regulatory and legal
requirements, but also several voluntary practices aimed at a high level of business ethics, effective supervision
and enhancement of value for all stakeholders.

ii.  Whistle Blower Policy

BNB has formulated a Whistle Blower Policy for the bank. In terms of this policy, employees of BNB are free
to raise issues, if any, on breach of any law, statute or regulation by the Bank or any of its employees / directors
and on the accounting policies and procedures adopted for any area or item and report them to the Audit,
Compliance & Grievance Committee through specified channels. This mechanism has been communicated to
all concerned of the bank.

iii. ~ Prevention of Insider Trading

In accordance with the requirements of BNB’s Corporate Governance policy and requirement by RMA, the
regulatory authority for equity trading on exchange, BNB has instituted a comprehensive guidelines / code of
conduct for prevention of insider trading.

iv. Code of Business Conduct and Ethics

The Board of Directors of the Bank adopted a comprehensive Code of Business Conduct and Ethics primarily
by strengthening and providing illustrative guidance on the existing Code of Business Conduct and Ethics
approved by the Board. The code aims at ensuring consistent standards of conduct and business ethical practices
across the bank.

V. Board of Directors & Board Committees

The Financial Services Act of Bhutan 2011 states in section 63 (d) and (e) “every financial institution shall have
Board of Directors comprising of not more than 7 directors including the chairman of which two will be Independent
Director. Furthermore RMA Corporate Governance Policy 2011 states in section 5, clause ii, d, “Directors of a
regulated entity shall be elected by shareholders for a term of one year. Directors may stand for re-election.”

BNB has a Board constituted in compliance with the regulatory and statutory guidelines & laws and in
accordance with best practices in corporate governance. The Board functions either as a full Board or through
various committees constituted to oversee specific operational areas. At BNB, we believe that governance is
focused not only on the boardroom but across the business. The bank believes that good governance ultimately
produces in better business and improves long term performance. The work of the board should complement,
enhance and support the work of the management.
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DIRECTOR’S REPORT

The composition of the Board and Board Committees for 2015 was as follows:

Board of Directors

Mr. Sonam P Wangdi - Chairperson
Mr. Kunzang Dechen - Director

Dr. Pema Choephyel - Director

Dr Damber S Kharka - Director

Mr. Ugyen Namgyal - Director

Mr. Harish H Engineer - Director

Mr. Kipchu Tshering - CEO/Director

Board Governance, Recruitment & Remuneration Committee

Dr Pema Choephyel - Chairperson of board committee
Mr. Sonam P Wangdi - Director

Mr. Kipchu Tshering - CEO/Director

Board Credit & Investment Committee

Mr. Sonam P Wangdi - Chairperson of board committee
Dr. Damber S Kharka - Director

Mr. Kunzang Dechen - Director

Mr. Kipchu Tshering - CEO/Director

Board Risk Management Committee

Dr. Damber S Kharka - Chairperson of board committee
Dr. Pema Choephyel - Director

Mr. Ugyen Namgyal - Director

Mr. Kipchu Tshering - CEO/Director

Board Audit, Compliance & Grievance Commitiee

Mr. Ugyen Namgyal - Chairperson of board committee
Dr. Pema Choephyel - Director
Mr. Harish H Engineer - Director
Mr. Kunzang Dechen - Director

The Board is assisted by Mr. Sonam Tobgay, Dy CEO who is the Member Secretary to the board and Mr. Dorji
Namgyal Rinchhen who is the Company Secretary to the board. The Company Secretary ensures that the
board receives adequate and detailed information in a timely manner to enable full and proper consideration of
agenda items. We believe this practice helps board directors make informed and sound decisions.

The details of board and board committee meetings held in 2015 and the details of their attendance at board
meetings are set out in the following table:
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DIRECTOR’S REPORT

Name of Member

No. of Board Meetings attended

Mr. Sonam P Wangdi, Chairperson

6

Dr. Damber Singh Kharka, Director

Dr. Pema Choephyel , Director

Mr. Ugyen Namgyal, Director

Mr. Harish H Engineer, Director

Mr. Kunzang Dechen , Director

Mr. Kipchu Tshering, CEQ/Director

A\ [ [ |\ |

Board Meetings

Board Governance, Recruitment & Remuneration Committee

No. of Board Committee Meetings

Name of Member
attended
Dr. Pema Choephyel, Chairperson 3
Mr. Sonam P Wangdi, Director 2
Mr. Kipchu Tshering, CEQ/Director 3

Board Audit, Compliance & Grievance Committee

Name of Member

No. of Board Committee Meetings

attended
Mr. Ugyen Namgyal, Chairperson 4
Dr. Pema Choephyel, Director 4
Mr. Kunzang Dechen, Director 4
Mr. Harish H Engineer, Director (via email circulation) 4

Board Credit & Investment Committee

Name of Member

No. of Board Committee Meetings

attended
Mr. Sonam P Wangdi, Chairperson 8
Dr. Damber S Kharka, Director 7
Mr. Kunzang Dechen, Director 8
Mr. Kipchu Tshering, Director 8

Board Risk Management Committee

No. of Board Committee Meetings

Name of Member
attended
Dr. Damber S Kharka, Chairperson 3
Dr. Pema Choephyel, Director 3
Mr. Ugyen Namgyal, Director 3
Mr. Kipchu Tshering, Director 3
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DIRECTOR’S REPORT

Directors are also granted an indemnity from the company in respect of liabilities incurred as a result of their
office. In respect of those matters for which they cannot be indemnified, the bank maintains appropriate director
liability insurance for the benefit of directors.

Annual General Meetings of Shareholders

The AGM provides the board and management with the opportunity to meet and engage directly with our
shareholders. Shareholders who are not able to attend the meeting are always encouraged to send their rep-
resentatives. The notices of meeting and related papers for the AGM are sent to the leading newspapers and
shareholders at least 21 days before the day of the meeting. The 19" Annual General Meeting of Shareholders
was held on 6" March 2015 at the conference hall, hotel Migmar, Thimphu.

Dividend

For the year ended 31.12.2015, the 20" Annual General Meeting of Shareholders held on 26™ February 2016
approved a dividend of 14.12% or Nu 1.41 per share (face value being Nu 10 per share). The dividend was
thereafter approved by RMA and the dividend paid to all shareholders in April 2016.

Means of Communication

It is Bhutan National BanK’s belief that all stakeholders should have access to complete information regarding its
position to enable them to accurately assess its future potential. BNB disseminates information on its operations
and initiatives on a regular basis. BNB's website serves as a key awareness facility for all its stakeholders, allowing
them to access information at their convenience. It also provides comprehensive information on BNB’s business

segments, financial performance, operational performance, and other relevant information.

BNB’s annual financial results are published in the leading news papers in Bhutan and are also available on the
banks website for the information of general public.

Market Price Information

The reported high and low closing prices and volume of equity shares of Bhutan National Bank traded during
fiscal year 2015 on RSEB are set out in the following table:
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DIRECTOR’S REPORT

Market Price
Month High Low TP i s Amount in Nu.
Traded

January 28.00 27.00 121,420.00 6,777,980.00
February 30.00 27.00 32,260.00 1,867,620.00
March 31.00 26.00 352,880.00 20,828,060.00
April 30.00 28.50 62,640.00 3,632,100.00
May 30.00 28.00 269,400.00 15,577,908.00
June 30.00 28.00 116,560.00 6,567,360.00
July 28.00 24.00 54,640.00 2,922,690.00
August 25.80 23.00 1,973,970.00 99,515,710.00
September 29.50 25.80 622,620.00 35,432,960.00
October 29.50 27.51 924,342.00 50,883,165.60
November 28.50 25.00 223,287.00 11,865,220.60
December 29.00 25.00 229,910.00 12,639,260.00

TOTAL 4,983,929.00 268,510,034.20
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DIRECTOR’S REPORT

Bhutan 2011 for safeguarding the assets of the bank and for preventing and detecting fraud and other
irregularities; and
4. that they have prepared the annual accounts on a going concern basis.

CLOSING STATEMENT

2015 was a good year for Bhutan National Bank. We performed well and are executing on the strategic priorities
of the Bank. We are making steady progress in adapting our business to meet changing regulatory, market
and client demands and adding value for all stakeholders. As a result, we now have a robust, efficient and
effective business model which underlines our strengths and supports the bank strategy. Products, services

St 7 -
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CHIEF EXECUTIVE OFFICER'S REPORT

2015 was as the newspapers reported, “a milestone in the history of
the bank” In 2009 when the officials of the bank sat down to discuss
the strategy and target for the coming years, no one at that point in
time would have imagined the bank achieving a Profit After Tax of Nu
1 billion in 2015.

Thismilestoneachievementin 2015 can mainlybeattributed to planning,
the restructuring done within the bank and the continuous efforts of
the bank employees. While the bank ended 2014 very positively, , the
expectations from the board of directors and shareholders on the 2015
performance was always kept in mind during the year.

The management of the bank with the guidance from the board of
directors continued to focus not only on what we do but on how we do
it and most importantly continue to find ways and means to improve the core of the organization — customer
service. We believe that in order to deliver sustainable performance, we have to balance the needs of all our
stakeholders across the short and long-term. While 2014 was a successful year for the bank, the board and
management set stretching but achievable goals for 2015 which was surpassed with the continued support of
all employees of the bank and our customers who continue to bank with us as their preferred choice of bank.

Strategic Management

The bank continued to expand its physical presence in 2015, by opening extension offices in Trashiyangtse,
Lhuentse, Khasadrapchu and Nganglam. We now have offices in all Dzongkhags except Gasa, which has been
slated to open 2016. During the year, we also upgraded the Khuruthang extension office to provide basic credit
services, and began the process of revamping our main branch located in the General Post Office building in

Thimphu.

This year, the management segregated IT projects from IT operations, and placed IT projects with OSM.
Although, we initiated about eight projects in 2015, such as mobile banking, recycler machines, credit related
projects and two RMA projects, none could be completed in 2015 due to various issues such as hardware and
software compatibility, licensing issues among vendors and pricing. However, with most issues ironed out, we
expect a number of our IT projects to become operational by the second half of 2016. The OSM projects are
prioritized to try and make the customer experience seamless between the physical and virtual services.

On the internal front, in 2015, the board endorsed OSM’s Executive Performance Management System,
forming a standard for measuring individual executive performance, which in turn will be cascaded down to
measure unit performances and finally individual employee performance. This system, we believe, will assist
us to continuously improve our core, prioritize and build systems that will help us support our customers
‘undertakings
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CHIEF EXECUTIVE OFFICER'S REPORT

Risk Management Function

BNBL has introduced risk management function formally from 2015 to monitor and manage various risks the
Bank is exposed to. The bank has now a comprehensive written policy on Risk Management to identify, measure,
manage and mitigate the risk. The policy also has a detailed controlling tools, methodologies and reporting
principles. The risk function is in the process of implementation. The major risks the policy emphasizes are
Credit Risk, Market Risk and Operational Risk. The details of the risk management are provided in the section
under RMA Disclosures.

Financial Performance Review

The financial statements of Bank and Group are prepared in conformity with the requirement of Bhutan
Accounting Standards (BASs and BFRSs), which are aligned to corresponding International Financial Reporting
standards (IFRS). However, the compliance to Central Bank and Tax Authority are based on the requirements
under local GAAP. The bank prepared two sets of financial statements, one as per BAS, which are published
in Annual Report and other as per Local GAAP, for compliance to Royal Monetary Authority and to Regional
Revenue & Custom Office. As required under BAS, the bank prepared financial statements for both Bank and
the Group (which constitutes Subsidiary and Associates), however since, bank by far contributes the largest to
profit and assets, the review will focus on the performance of the bank. The review as presented are based on the
financials prepared under BAS, unless specified.

Assets

The bank recorded a growth of 6% as at 31st December 2015 as against the growth of 14%, the previous year.
Despite increase in the Loans & Advances (14%), the bank’s asset growth has been lower than the previous year
and this was mainly because of reduction in the Cash & Cash equivalent. However, the balances with Central
Bank and placement with other banks within and outside Bhutan has increased by Nu. 1.56 bn over previous

20135 2014 2013 2015 2014 2013

year.

inmn Nu

Bank Group

B[ pans & Advances to Customers ¥ (Other Assets
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CHIEF EXECUTIVE OFFICER'S REPORT

Liabilities

The total liabilities excluding equity recorded a growth of 6% as against the growth of 15% last year for the
bank. The increase in the deposits from Nu. 20.87 bn to Nu. 21.87 bn largely contributed to increase in the
liability. The ‘Other Liabilities’ has also increased by more than double and increase in the financial liability
(margin money) contributed the maximum to the growth. Despite the steps taken to boost CASA portfolio, the
composition marginally reduced from 41% to 40% of the total deposit in 2015.

In mn Nu

S = g -4 g = g 2 2 E
2015 2014 2013 2015 2014 2013
Bank Group
B Due to Banks,Fis and Customers B Debits Issued & Other Borrowed Funds I Other liabilities

Net Interest Income (NII)

The net interest income was Nu. 1.55 bn in the current year, a 15% (previous year: 17%) growth over Nu. 1.35
bn in the previous year. The reason for achieving the growth is attributed to 11% (previous year: 3%) increase in
Interest & Similar income and marginal increase of 5% (decrease of 14% in previous year) in Interest & Similar
Expenses. Interest from Loans & advances to customers, which is the main source of income constitutes 96%
of the total interest income.
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CHIEF EXECUTIVE OFFICER'S REPORT

Net Fee and Commission Income

The Net fee & commission income during the year under review increased from Nu. 82.25 Mn to Nu. 87.36
Mn recording a growth of 6% (previous year: 0.29%). The Fee and commission income has increased by 5%
(previous year: 2%) whereas, the fee and commission expenses has decreased by 9% (previous year: increase of

26%).

2015 2014 2013 2015 2014 2013

In mn Nu

Bank Group

®Fee and commission incomes ™ Fee and commission expenses

B Net fee and commission income

Other Operating Income
Other operating income recorded a growth of 77% from Nu. 85.38 Mn in 2014 to Nu. 151.12 Mn in the current
year. The increase is mainly because of 86% growth (Nu. 53.13 mn) in the forex gains.

Operafing Expenses
The operating expenses increased by about 48% from Nu. 354.69 mn in 2014 to Nu. 524.20 mn in the year
under review. This was mainly because of:

o Increase in the depreciation charged due to changes in the useful lives of assets.
o Increase of 36% in employment cost driven mainly by 29% increase in the wages & salaries

However, the personnel expenses as a proportion of total operating expenses excluding impairment has come

down from 69% in 2014 to 63% in the current year, an improvement of 8% despite increase in the staff numbers
and remuneration.
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CHIEF EXECUTIVE OFFICER'S REPORT

Impairment of loan losses

The total impairment of loan losses during the year reduced to Nu. 1.42 Bn from Nu. 1.47 Bn in 2014, a decrease
of about 4% as against the increase of 8.67% the year before. Despite charge of Nu. 26.40 mn (PY nil) under
individually significant loan, there is a net reversal of 27.40 mn because of reduction in the charges under
collective impairment. During the year there was a net write back of Nu. 16.46 mn as against the charge of Nu.
113.57 mn in 2014.

Pre and Post tax profit

The bank performed exceptionally well in 2015 with a record profit after tax of Nu. 1,001.91 mn as compared
to Nu. 714.22 mn in 2015 under Local GAAP, a growth of 40% (previous year: 62%). The increase in the PAT
under Local GAAP was mainly due to improvement in the NPL, which resulted in a write back of Nu. 162 mn.
However, the PAT under BAS increased only by 6% from Nu. 743.64 mn in 2014 to Nu. 785.88 mn in current
year. The difference in the PAT under Local GAAP and BAS was mainly because of the write back of provisions
and deferred tax under BAS.

2015 2014 2013 2015 2014 2013 2015 2014 2013

In mn Nu

Bank Group Local GAAP

B Profit before tax ™ Profit after tax
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CHIEF EXECUTIVE OFFICER'S REPORT

Taxation

The tax liability is based on the accounting profit computed under Local GAAP adjusted for disallowable
expenses as per Rules on the Income Tax Act of the Kingdom of Bhutan 2001. The bank paid Nu. 444.50 mn
for the current year as tax to the authority as compared to Nu. 313.04 mn in the previous year. However, the tax
liability computed under BAS stands at Nu. 500.74 mn, which includes deferred tax liability of Nu. 56.24 mn.

Credit Quality
The bank as required by BAS, computed and made an impairment provisions on loans & advances comprising
of individual and collective impairment. The impairment ratios were as follows:

2015 2014 2013
Individual Impairment as a % of total loans 0.13% | 0.00% |0.12%
Collective Impairment as a % of total loans 7.24% | 8.54% |7.98%
Total Impairment as a % of total loans 7.38% | 8.54% |8.09%

The individual impairment as a % of individually impaired loans & advances stands at 29.57% and collective
impairment as % of loans & advances subject to collective impairment was 6.75% in the period under review.
However, the bank continues to compute provision as per the norms of the Central Bank where NPL classifications
are time based. The bank during the first half experienced an increase in the NPL but this trend gradually
reduced towards the end of the year through proactive approaches adopted by the bank with guidance from
the Credit Administration Department. The gross NPL ratio which was 6.49% in 2014 has slightly improved to
6.05% with a net NPL of -0.67% (previous year: -1.91).

Shareholders’ fund

Shareholders’ fund grew by Nu. 478.83 mn (previous year: Nu. 547.87 Mn) or 7% (previous year: 9%) during
the year. The amount as required under RMA Prudential Regulation (2002) & Financial Service Act of the
kingdom of Bhutan 2011 has been transferred to General Reserves and Specific Reserves.
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CHIEF EXECUTIVE OFFICER'S REPORT

Dividend

The bank has a dividend policy designed primarily to create profitable and sustained growth within acceptable
risk parameters in order to maximize long term value for shareholders. The objective is to provide a return that
shareholders expect from their investment with consideration given to cash and growth requirement of the
business.

The Board of Directors approved a cash dividend of Nu. 1.41 per share (previous year: Nu. 1 per share) with
a payout ratio of 49.93% (previous year: 49.68%) on the PAT under local GAAP. The basic earnings per share
stood at Nu. 2.21 in 2015 as against Nu. 2.10 in 2014 (under BAS).

Capital Adequacy Ratio & Liquid Asset Ratio

The Capital Adequacy Ratio, which was 25.65% in 2014 has marginally dropped to 23.36% in 2015 because of
increase in loans & advances. The total risk weighted assets (TRWA) increased by 16.70% as against the increase
of 6.28% in Capital fund, during the year under review.
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CHIEF EXECUTIVE OFFICER'S REPORT

A snapshot of the Human Resource for 2015

The HR in keeping with the theme “ Customer Service “ adopted for the year 2015 , made conscious efforts to
focus on and adhere to this theme without exception in all work interactions whether across reporting levels,
among peers , with sub-ordinates ,with clients or other external parties.

Employees
Total number of Employees as of December, 2015 was 453.

Number of Employees by Gender Employees by years of service
Less than 5 Above
years 20vyears
30% 8%

5-10vyears
31%

Recruitment

The Bank continues to be one of the most prospective employers with 879 application received for 11 posts
that was announced and advertised nationwide. The recruitment of 11 staff in 2015 reflected a growth of about
3 % over the previous year. The new positions arose primarily due to opening of new extensions and to a lesser
extend due to expansion of operational and service areas and replacements for those who resigned from the
Bank.

Health and Safety

The Bank takes a proactive role in ensuring high standards of occupational health and safety. No work place
accidents were reported in 2015.The Bank offers subsidized gym memberships and encourages medical
checkup for staff. All employees are eligible for medical leave, reimbursement of medical expenses within the
pre-advised limits and regulations.

Employee Engagement

During the year, the Bank conducted an employment satisfaction survey across all offices in Thimphu to
ascertain perceptions on issues impacting the employees, business and processes. The survey indicated that the
employees were somewhat satisfied.

The findings of the survey were communicated to all staft through a series of meetings. Stemming from the

feedback the Management addressed the findings by taking actions when deemed warranted. This process will
be continued and replicated across all branches in the forthcoming year.
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CHIEF EXECUTIVE OFFICER'S REPORT

Society and Social Responsibility
A milestone in the Bank’s history, the Corporate Social Responsibility Policy was drafted and approved during
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CHIEF EXECUTIVE OFFICER'S REPORT

IT Systems
Major activities completed during the year are as under:
»  Major teething issues from the FCUBS upgrade had been sorted out during the year.

o The IT personnel within the bank had developed in house SMS gateway system which was initially hosted
with Value First at New Delhi.

« Document Management system for operations vertical for the KYC forms has been developed and launched.

« Mini Project such as extension counter, ATM, POS and enhancement of website had been undertaken
and completed. The IT personnel were also actively involved in the evaluation, designing and other works
related to the renovation of the Thimphu Branch office.

Major activities for 2016

o The bank has an existing DR site within the premises of the Thimphu Branch Office. In order to haveto be
better prepared for business continuity the Bank will take the hosting of the DR site to a different geographic
location at BT Data Centre at Phuentsholing.

o The Bank will initiate and implement Mobile Banking Services. Further as mandated by RMA IMPS (Inter
Bank Fund Transfer Service through mobile) will be implemented.

o Cash Deposit and Recycler will be implemented by the Bank.

o  Security Features in note counting, sorting and authentication of major truncated bank currencies.

« Standardization of Desk tops and Lap tops through single OEM vendors will be undertaken.

o Upgrade and Improve network connectivity of the last mile across branches to provide faster Customer

e Service.

Credit (Local GAAP)

On the credit front, the Loans and Advance for 2015 was at Nu. 21.077 billion as compared to Nu.18.768
billion in 2014. This translates into Nu.2.309 billion, 12.30% growth over the previous year. The percentage of
Nonperforming loans was at 6.05% compared to 6.49% in 2014.

The total loan sanctioned in 2015 was 6.864 billion as compared to Nu.4.522 billion in 2014, an increase by
2.342 billion. The Interest Income on loans for 2015 was Nu.2.255 billion as compared to Nu. 2.057 billion in
2014 while the yield on loans for 2015 was 10.70% as compared to 10.96% in 2014.

In 2015, BNBLs contribution to Credit as of December 2015 was 29% as compared to 28.72% 2014.
Operations
The following are some of the highlights in 2015;

o Khuruthang Extension Office, Punakha was upgraded to large extension office.
o Opened Three (3) new Extension office at Khasadrapchu, Thimphu, Nganglam, Pemagatshel and Lhuentse.
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CHIEF EXECUTIVE OFFICER'S REPORT

o Installed five (5) new ATMs at Khasadrapchu, Thimphu, Langjophakha, Thimphu), Changzamtog,
Thimphu, Nganglam, Pemagatshel, Deothang, Samdrup Jongkhar, and Lhuentse.

Other Highlights;

2014 2015 Variance
Off Balance Sheet Items (LC/BC) (mn) 973.8 748.57 -23.13%
Moneygram (mn) 30.22 38.93 28.82%
B-Wallet Service users (nos) 4,957 6,736 35.89%
Internet Banking users (nos) 3,584 3,984 11.16%
ATM card holders (nos) 72,276 82,584 14.26%
SMS Banking Users (nos) 64,593 79,458 23.01%
Credit Card Holders (nos) 490 388 -20.82%

We would like to take this opportunity to inform all our shareholders that the bank paid Nu 444.50 million as

Corporate Income Tax to the National Exchequer thereby contributing to the nation’s economy and development.
We are very confident that the coming year will be an even more successful year with the plans and projects
the bank has in place for the coming year. With the support of our able and enthusiast employees and with the
guidance of the board of directors, we believe that the shareholders will continue to receive significant returns
on their investment in the bank despite the challenges that remain ahead.

In conclusion, we would like to express our deepest appreciation and gratitude to the Royal Government of
Bhutan, Ministry of Finance, Royal Monetary Authority (RMA) of Bhutan, Royal Audit Authority, Company
Registry Division of the MOEA, the RSEBL, other regulators, Board of Directors, shareholders, customers,
auditors and all other stakeholders for their continued guidance and support without which the achievements
made by us would not have been possible.

Tashi Delek

Kipchu Tshering Place: Thimphu
Chief Executive Officer
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Investor Relation Report

The figures presented are under Local GAAP unless specified.

Value creation for Shareholders

2015
Net Assets per share (Nu) 18.60
Earnings per share (Nu) 2.82
Dividend per share (Nu) 1.41
Market Price per share (31st December) 29.00

2014 Change
17.18 8.26%
2.01 40.28%
1.00 41.00%
28.00 3.57%
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Market Capitalization

Composition of share ownereship - 2015 (no.

17% 1% 2,500 of shareholders)
25.00 50%
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Analysis of Shareholders
2015 2014
No of No of Shares % No of No of Shares %
Shareholders (mn) Shareholders (mn)
Resident Shareholders 4513 283.85 | 80% 4520 283.85 | 80%
Non resident Shareholders 1 70.96 | 20% 1 70.96 | 20%
Total 4,514 354.81 4,521 354.81
2015 2014
No of No of Shares % No of No of Shares %
Shareholders (mn) Shareholders (mn)
Individuals 4479 138.87 | 39.14% 4,485 136.00 | 38.33%
Institutions 35 215.94 | 60.86% 36 218.81 |161.67%
Total 4,514 354.81 4,521 354.81
Composition of Share ownership
2015 2014
No of No of No of No of
o) o) o, 0,
Shareholders o Shares (mn) o Shareholders o Shares (mn) o
Share 500 & less 301| 6.67% 0.08 [ 0.02% 290| 6.43% 0.07 | 0.02%
Share 500 - 1000 291 6.45% 0.21 | 0.06% 276] 6.12% 0.20 [ 0.06%
Share 1000 - 5000 2,107] 46.68% 522 | 1.47% 2,139] 47.40% 532 | 1.50%
Share 5000 - 10000 952 21.09% 6.05| 1.71% 965] 21.38% 6.13 | 1.73%
Shares 10,000 - 50,000 642| 14.22% 11.88 | 3.35% 631] 13.98% 11.64 | 3.28%
Shares 50,000 - 100,000 80| 1.77% 554 | 1.56% 74| 1.64% 512 | 1.44%
Shares >100,000 141 3.12% 325.83 | 91.83% 138| 3.06% 326.32 | 91.97%
Total 4514 355 4513 355
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No of Shares traded (in mn) Share Price
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Comoposition of Shares ownership (no of shares - in *0000")

Shares >100,000 I 32,583
Shares 50,000 - 100,000 M 554
Shares 10,000 - 50,000 WM 1,188
Share 5000 - 10000 M 605
Share 1000-5000 M 522
Share 500 - 1000 21

Share 500 & less 8
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AUDITOR'S REPORT
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S.K.MITTAL & CO. E-29, NDSE PART-II,
CHARTERED ACCOUNTANTS NEW DELHI-110049
Ph. No.: 26258517

INDEPENDENT AUDITORS’ REPORT

To the Members of
BHUTAN NATIONAL BANK LIMITED

1. Report on the Consolidated Financial Statements

We have audited the consolidated financial statements of BHUTAN NATIONAL BANK
LIMITED (the Group) which accompanies the Consolidated Statement of Financial Position as
at 31% December 2015, the Consolidated Income Statement for the year ended on that date, the
Consolidated Statement of Other Comprehensive Income for the year ended on date, the
Consolidated Statement of Changes in Equity for the year ended on that date, the Consolidated
Cash Flow Statement for the year ended on that date and a summary of significant accounting
policies and other explanatory information (hereinafter referred to as “the Consolidated Financial
Statements™), in which are incorporated:

a. Audited financial statements of Bhutan National Bank Limited (the Bank) in which are
incorporated financial statements of three branches audited by us and unaudited financial
statements of eight branches;

b. Audited financial statements of one subsidiary namely BNB Securities Limited (the
Subsidiary) audited by us; and

c. Audited financial statements of one associate namely Druk Ferro Alloys Limited (the
Associate) not audited by us.

2. Management’s Responsibility for the Consolidated Financial Statements

The Bank’s management is responsible for the preparation of these consolidated financial
statements in accordance with the Bhutanese Accounting Standards, provisions of the Companies
Act of the Kingdom of Bhutan 2000 (the Act), RMA Prudential Regulations 2002 and the
Financial Services Act of Bhutan 2011. The respective Board of Directors of the companies
included in the Group are responsible for design, implementation and maintenance of internal
control relevant to the preparation and presentation of financial statements that give a true and
fair view and are free from material misstatement, whether due to fraud or error, which have
been used for the purpose of preparation of the consolidated financial statements by the Directors
of the Bank, as aforesaid.
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Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our audit.

We conducted our audit in accordance with the generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal financial control relevant to the Bank’s preparation
and presentation of the consolidated financial statements that give a true and fair view in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on whether the Bank has in place an adequate internal financial controls
system over financial reporting and the operating effectiveness of such controls. An audit also
includes evaluating overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

3. Opinion

As required by section 74(3) of the Companies Act of the Kingdom of Bhutan 2000 (the Act), we
report that:

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

b. In our opinion, proper books of account as required by law relating to preparation of the
aforesaid consolidated financial statements have been kept so far as appears from our
examination of those books and report of other auditor in the case of Associate company and
proper returns adequate for the purposes of our audit have been received by the Bank from
the branches not visited by us.

c. The consolidated financial statements dealt with by this report have been prepared in
accordance with accounting principles generally accepted as well as Bhutanese Accounting
Standards (BAS).
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d. The consolidated financial statements dealt with in this report are in agreement with the
books of account and returns maintained for the purpose of preparation of consolidated
financial statements and adjustments carried out by the Bank to comply with the accounting
policies revised on 01.01.2014 upon adoption of Bhutanese Accounting Standards.

e. In our opinion and to the best of our information and according to the explanations given to
us, and based on the consideration of the report of the other auditor on the financial
statements of the Associate company, the aforesaid consolidated financial statements give
the information required by the Act, in the manner so required and exhibit a true and fair
view in conformity with the applied Bhutanese Accounting Standards and the provisions of
the Act:

i. in the case of Statement of Financial Position, of the state of affairs of the Group as
at 31st December 2015;

ii. in the case of Income Statement, of the profit of the Group for the year ended on
that date;

iii. in the case of Statement of Other Comprehensive Income, of the comprehensive
income of the Group for the year ended on that date;

iv. in the case of Statement of Changes in Equity, of the changes in equity of the
Group for the year ended on that date; and

v. in the case of Statement of Cash Flow, of the cash flows of the Group for the year
ended on that date.

4. Emphasis of Matter

a. Un-reconciled balance in Network Settlement Account as on 31% December 2015 is net debit
Nu. 97,814,479.52 (PY net debit Nu. 108,187,000.93). This represents withdrawal by the
customers using inter-bank ATM cards, settlement of which was pending with other banks
through the Bhutan Financial Switch (BFS) system.

b. Loans and advances at the reporting date are of Nu. 21,077,072,706.82 as per old GAAP.
There is a difference of Nu.4,857,099.23 compared to loan ledger balance as given in the
system generated ageing report and is presently under reconciliation as explained to us by
the management.

Our Opinion is not qualified in these matters.
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Other Matter

The consolidated financial statements include the Group’s share of profit of Nu. 3,109,276
in the Associate company which is taken from its audited financials for the year 2014 since
it was not considered last year due to the same being under audit. Financials of the Associate
for the year 2015 are under finalization presently and therefore the same shall be considered
while finalizing Group’s accounts for the year 2016.

Confirmation of outstanding balances of loans and advances given, deposits taken and other
receivables/payables were not available for our verification. However, the Bank contended
that such confirmations are not feasible.

Our Opinion is not qualified in respect of these matters.

. As required by section 75 of the Companies Act of the Kingdom of Bhutan 2000 read with
part II of Schedule XIV thereto (Minimum Audit Examination and Reporting
Requirements), we enclose in the annexure a statement on the matters specified therein to
the extent applicable to the Group/Bank.

For S.K. MITTAL & CO.
Chartered Accountants
FRN: 001135N

Dated:  April 25,2016
Place:  New Delhi

/”

Partner: Krishan Sarup
Membership No.: 10633
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ANNEXURE

MINIMUM AUDIT EXAMINATION AND REPORTING REQUIREMENTS

As required by section 75 of the Companies Act of the Kingdom of Bhutan 2000 read with part 11 of
Schedule XIV to the extent applicable, based on the comments in the auditors’ reports of the Bank, the
Subsidiary and the Associate and on the basis of such checks as we considered appropriate and
according to the information and explanations given to us, we further report that:

1.

The Group is maintaining proper records showing full particulars including quantitative details
and situation of fixed assets. Discrepancies noticed on physical verification were not material and
have been properly dealt with in the books of account.

No fixed asset has been re-valued during the year.

The rate of interest and other terms and conditions of secured/unsecured bonds issued by the Bank
and secured loans availed by the Associate company from banks, financial institutions are prima
facie not prejudicial to the interest of the Group. The Group has not availed any loan from any
company under the same management.

In our opinion, rate of interest and other terms and conditions of loans granted to other companies,
firms or other parties and/or to the companies under the same management, are prima facie not
prejudicial to the interest of the Group. The advances granted to the officers/staff are in keeping
with the provisions of the service rules and no excessive/frequent advances are given and
accumulation of large advances against particular individual is avoided.

In our opinion, the Group has adequate internal controls to ensure completeness, accuracy and
reliability of accounting records, carrying out the business in an orderly and efficient manner, to
safeguard the assets of the Group as well as to ensure adherence to the rules / regulations and
system and procedures.

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

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

According to the records, the Group has been regular in depositing rates and taxes, duties,
provident fund, and other statutory dues with the appropriate authority. /(ﬁ‘x

o No
ﬁ] vfunds: én\;

="/
s ,/'/

There is no undisputed amount in respect of rates, taxes, duties, royalties, provid
other statutory dues outstanding at the year end.

D
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10. No personal expenses have been charged to the Group’s account other than those payable under
contractual obligations/or service rules of the Bank.

11. The Bank has a reasonable system for follow up with various parties for recovery/ adjustment of
outstanding amounts.

12. Idle cash and bank balances are generally not held by the Bank.

13. In our opinion and on the basis of available records and information, the activities carried out
were lawful and intravires to the respective Articles of Incorporation of the companies comprised
in the Group.

14. The Bank has a system of approval of the Board for all capital investment decision and
investments in new projects are made only after ascertaining the technical and economic
feasibility of such new ventures.

15. The Bank has an established and effective budgetary control system.

16. The details of remuneration and other payments by the Bank to the Board of Directors including
the Chief Executive Officer or any of their relatives are disclosed in note no.35.

17. The directives of the Board of Directors have generally been complied with.

18. We have no information where the officials of the Bank have transmitted any price sensitive
information  which is not made publicly available, unauthorisedly to their
relatives/friends/associates or close persons which would have directly or indirectly benefit
themselves.

19. The Bank has maintained adequate documents and records where it has granted loans and
advances for which agreements have been drawn up and timely entries have been made.

20. The Bank has adequate records for funds collected from depositors and for interest payments.

21. The bank has the system of identifying objective evidence to assess and provide for any
impairment in value of Investment.

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

23. The Bank has write back of Nu. 16,459,522 towards provision for impaired loans in ¢
with BAS 39, as against Nu. 138,715,627 written back as per RMA prudential norms for7

f
12 | NEW
\=
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24.

25.

26.

21.

28.

29.

30.

36

Accrued interest on non performing loans has been recognised as interest income as per
accounting policy of the Bank revised upon adoption of BAS and has not been deferred. However,
accrued interest has been taken into account while arriving at provision for impairment loss.

As stated by the management, the Bank has in place a system for physical verification and proper
valuation of assets hypothecated against loans and advances, execution of mortgage deeds and to
ensure that the assets are free of any prior lien or charges.

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

The disposals of assets taken over for repayment defaults etc. are made through open/sealed bids.
Proper analysis is generally carried out before re-phasing/rescheduling of loans.

There is a system to ensure that additional loans are not granted to those who have defaulted in
payment of earlier advances.

Computerized Accounting Environment

The organizational and system development controls and other internal controls are adequate
commensurate with size and nature of computer installations.

Adequate safeguard measures and back up facilities exist.
Back up facilities and disaster recovery measures include keeping files at different locations.

The operational controls needs to be strengthened to ensure correctness and validity of input data
and output information.

The measures to prevent unauthorized access over the computer installation and files are
adequate; however no exceptional reports are generated to track irregular transactions. There has
been no System Audit ever since the computerisation.

ANNUAL REPORT 2015 | “vour Relationship Bank



GENERAL

1. Going Concern Problems

Based on the net asset position reflected by the Group’s Balance Sheet as at 31 December 2015
audited by us in accordance with the generally accepted auditing standards and on the basis of such
other tests as we considered necessary in this regard, we have no reason to believe that the Group is
not a going concern on the Balance Sheet date and is not likely to become sick in the near future.
However, the Subsidiary is in the course of merger with the Bank.

2. Ratio Analysis

The significant ratios indicating the financial health and profitability of the Bank are given below:

Particulars 2015 2014
Deposit Growth 4.78% 12.75%
Loan Growth 13.62% 2.96%
Credit Deposit Ratio 89.48% 82.51%
Interest Expenses/Deposits 3.88% 3.89%
Interest Income/Loans 11.86% 12.07%
Earning per Share 2.21 2.10
Return on Assets 2.54% 2.55%
Networth (in bn) 7.37 6.89
Increase in Networth 6.95% 8.64%
Return on Equity 10.66% 10.79%
Capital Adequacy Ratio* 23.36% 25.65%
NPL Ratio (Gross)* 6.05% 6.54%
Book Value per Share 20.77 19.42
Dividend per Share * Nu.1.41 Nu. 1

* As per Local GAAP

3. Compliance with the Companies Act of the Kingdom of Bhutan 2000

Loans given to certain directors showing on the reporting date an outstanding balance of Nu.
60,424,554.56 are not in accordance with the provision of section 87(a) of the above act which
provides that no public company shall make any loan to any of its director. However, these loans are
within acceptable limit of lending to directors provided under regulation 2.3 of the RMA Prudential
Regulations 2002.

4. Adherence to Laws, Rules and Regulations
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management. In the course of audit, we have considered the compliance of provisions of the said
Companies Act and its Article of Incorporation, and we are unable to state that the Group has been
complying with the applicable laws (other than the Companies Act), rules and regulations, systems,

procedures and practices.

For S.K. MITTAL & CO.
Chartered Accountants
FRN: 001135N

Dated: April 25,2016
Place: New Delhi

/"

Partner: Krishan Sarup
Membership No.: 10633
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Bhutan National Bank Limited
Income Statement
For the year ended 31st December 2015

Interest & Similar Income

Interest & Similar Expense

Net interest income

Fee and commission income

Fee and commission expenses

Net fee and commission income
Other Operating Income

Share of Profit/(Loss) from Associates
Total operating income

Personnel Expenses

Depreciation on Property Plant & Equipment
Amortization of Intangible Assets

Other Operating Expenses

Impairment charges/(reversal) for loans and other losses
Total Operating Expenses

Profit Before Tax from Continuing Operations

Income Tax Expense
Profit For the Year

For S.K. MITTAL & CO.
Chartered Accountants
FRN: 001135N

/

Partner: Krishan Sarup
Members