\ =~

@m'mawm'zr@xmm'agq'éﬁ‘

Annual Report




FROM THE CEO’s DESK

he Management is honored to present the achievement of the 1+ year of

State Mining Corporation Limited (SMCL), which got incorporated on 31+

December 2014. As the Company started from ground zero, first six months

was engaged on getting the organization started and fulfilling the requisite
corporate compliances under the Companies Act of Bhutan — 2000 and Corporate
Governance Code of DHI - 2013.

The formation of SMCL was triggered by the delivery of “State of Tsa-wa-sum”report on
June 19" 2014 by Hon’ble Lyonchen when he expressed the need for state participation
in the mining sector through the formation of the SMC to ensure the sustainable
development of the mining sector and contribution to the national economy.
Lyonchen identified the mining sector as one of the five jewels of the Bhutanese
economy “the mining sector has immense potential to increase economic opportunities,
increase jobs, and generate more revenue not just for the government but also our local
communities. And we can capitalize on this potential without destroying the environment
by using environmentally friendly technology and enforcing environmental rules and
regulations. A Mineral Development Policy is under consideration by the government to
provide strategic overview and direction to the mineral sector and to ensure that mining
has minimum impact on the environment and local communities.”

Ensuing this important delivery, the Ministry of Finance vide Government Order No.
MoF/PED/01/2014/1669 dated November 20, 2014 approved the establishment of
the SMCL as a wholly owned subsidiary company under DHI as per the decision of
the 45" Lhengye Zhungtshog held on August 15, 2014. The Company is formed with
a mandate as the designated body to develop strategic minerals, increase revenue
to national economy from the mineral sector, create gainful employment, engage
in mineral prospecting and mining to play an exemplary role in the development of
mining and mineral sector in terms of technology to make the mining economically
sustainable, socially and environmentally responsive.

SMCL is incorporated with an authorized capital of Nu. 1.00 billion with subscribed
share capital of Nu. 100.00 million by DHI. The Company received a paid up capital
equity injection of Nu. 45.58 million against which 455,800 shares at face value of Nu.
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100/each was issued to DHI. The fund utilized was Nu. 36.39 million. In spite of hard
work and concerted efforts put by the staff and management, the company could not
make any profit as it is in the 1 year since its formation.

Soon after the formation, the company started to set-up the office with recruitment
of key staffs. However the company was constrained with acute scarcity of technical
professionals such as geologists and mining engineers necessary to spearhead project
development.

During the year, the company has obtained all the approvals for coal mine at Habrang
under Samdrupcholing, Samdrupjongkhar that is ready to commence mining from the
beginning of 2016. In addition, Company initiated works on the following minerals:

i)  All mandatory clearances obtained topo-survey and geological study completed
on Dumsidara dolomite mine in Gomtu, Samtse.

i) All mandatory clearances obtained, topo-survey, geological study and FMFS
completed on Tshophangma coalmine in Samrang, Samdrup jongkhar.

iii) Prefeasibility study completed and initiated the community clearance on Kamiji
Quartzite mine in Chukha.

iv) Prefeasibility study started on the stone quarry at Dzongthung in Bartsham at
Trashigang for Kholongchu Hydroelectric Project, Trashiyangtse.

The 1 year targeted mainly in carrying out exploratory and pre-feasibility studies,
community clearances and technical studies to start work on few mining projects.
With regard to institutional front, the Company focused with recruitment of important
positions in the management, development of Service Manual and Procurement Rules
& Regulations and compliance to corporate statutory regulations.

The mining projects undertaken by SMCL are expected to have a significant strategic
importance to the economy atlarge.Inthe coming years, SMCL will focus on developing
major strategic & industrial minerals that will be of great importance to the domestic
industry as raw materials and for the export market in the region and beyond.

Being a new mining company, the major challenge faced by the Company was getting
key professionals in the areas of geology, mining and legal. This manpower scarcity
will aggravate further as the Company starts to operate new projects. The other main
challenges are in securing the community clearance, which is the first step to start
any mining project and the need for numerous steps to follow for obtaining mining
approvals from the regulatory agencies, which is a major cause of delays.

Despite these challenges, Organizational development will continue to implement
over the next year as the company ventures into new mining projects. The projects in
pipeline are a coal, dolomite, gypsum and quartzite mines for supply of aggregates to
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hydropower projects and export to Bangladesh in collaboration with MoEA and STCBL
respectively.

On behalf of the management of SMCL, | would like to express our appreciation and
gratitude to the company’s Board and DHI for their unfailing support and guidance. We
would also like to record our appreciation to the government organizations namely
the Department of Geology and Mines, National Environment Commission Secretariat
and respective Local Governments for their support and cooperation. We commit to
serve the people of Bhutan and our shareholder and look forward to success in leaps
and bounds in the years to come.

Tashi Delek

(Kinzang Norbu)
Chief Executive Officer
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COMPANY PROFILE

ecognizing the potential of mining sectors’ contribution to the national

socio-economic development, the Royal Government of Bhutan envisioned

the noble concept of establishing a state entity. This entity would participate

with private businesses and would be the idol of operation leveraging best
mining practices. Since then, during the 45" Lhengyel Zhungtshog, it was decided that
State Mining Corporation Limited (SMCL) would be instituted. SMCL was incorporated
as DHI's 100% subsidiary company on 315 December 2014.

The Minister of Economic Affairs, Lyonpo Norbu Wangchuk handed over the certificate
of incorporation to DHI/SMCL. Five stone quarry sites to supply the materials needed
for Kholongchu Hydro Electric Project (KHEP) were also awarded to DHI/SMCL along
with the certificate. SMCL is one of the newest companies formed under DHI and its
corporate office is based in Samtse. Its 22 dedicated employees support the company.

Rationale for establishing SMCL

The Hon'ble Lyonchen expressed in the state of Tsa-wa-sum on June 19" 2014, the need
for state participation in the mining sector through the formation of SMCL to ensure
the sustainable development of the mining sector and to contribute to the national
economy. The establishment of the SMCL would expand economic opportunities, lead
to employment opportunities and generate more revenue for the country. It shall be
guided by:

Power- Based Investments Opportunity

Bhutan has clean and relatively cheap power. The expectation to generate 10000 MW
of power by the year 2020 will attract potential investors from both outside and inside
Bhutan to set up power intensive industries in Bhutan. Along with the power, the raw
materials (mineral resources) for the industries need to be developed. SMCL would
develop strategic minerals and industrial minerals such as Coal, Gypsum, Tungsten,
Limestone etc, to supply raw materials to domestic industries at competitive prices to
promote industrial growth. In addition to the domestic market, SMCL will also develop
external markets.
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>>  Economic Minister, Lyonpo Norbu Wangchuk handing over the SMCL Certificate of
Incorporation to DHI Chairman, Dasho Sangay Khandu.

Maximization of Stakeholder Benefits

Natural mineral resources belong to the people of Bhutan and as such they should
be the main beneficiaries from its extraction. As a state entity, SMCL would ensure
that the national resource endowments are exploited effectively through responsible
mining, employment generation, foreign currency earning, and revenue contribution
in the form of profit, tax, dividend and royalties/mineral rents paid to the State. This
modality would in fact contribute towards maintaining equity in the distribution of
income generated from the national resources.

Promotion of Private Sector

SMCL has envisioned leading mineral development in the country by introducing new
and improved mining technology, developing technical capacity, and identifying new
domestic and export markets. Private sector will benefit from the know-how and will
also be given opportunity to participate in projects as promoters or shareholders. In
addition, SMCL will develop vertical integration through the provision of prospecting
and exploration services, consulting services, mine development, and value addition
ideas.

Social and Environmental Impact

Social and environmental considerations will be prioritized for all activities undertaken
by the SMCL. SMCL operations will not only be required to carry out proper and
comprehensive environmental and social impact studies to achieve the sustainable
development vision but also proactively consult with stakeholders to protect the
interest of the affected community. Additionally, SMCL will ensure that the technology
used in mining are of the acceptable standards resulting in minimum environmental
impact.
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To be a premier mineral resource
company in Bhutan guided by

the principles to safeguard the
environment and social well-being at

all times

Explore and extract mineral
recourses in a scientific
manner and help build a
dynamic economy for a vibrant
democracy.

Accelerate socio-economic
development.

Lead and stimulate private
sector development

Revenue generation for the

government

Sustainable development

of the mining sector in an
environmental and social
friendly manner

Employment generation

Serve as sole agency to mine the
strategic minerals in the country
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BOARD
DIRECTORS' PAGE

Dasho Penjore - Chairman
Governot, RMA Thimphu

Served as the Gyalpoi Zimpon. Conferred the Red
Scarf by His Majesty 5th King of Bhutan. Prior to his
appointment as the Governor of the Royal Monetary
Authority of Bhutan, Dasho served as the Chief Executive
Officer of the National Pension and Provident Fund. He
has vast Corporate experience as the Chairman and
Board Director for number of companies. He graduated
with B. Com (Hon) in 1986 from Delhi University,India
and obtained M.A. in Economics in 1992 from
Northeastern University, Boston, USA.



Dasho Karma Weezir - Director
Dzongda, Dzongkhag Administration, Samtse

He joined the Civil Service in July 1986 and served
at various capacities in the Royal Government. He
was the Dzongda of Gasa and Haa. Currently, he is
the Dzongdag of Samtse Dzongkhag.

He obtained the Bachelor degree in Commerce
from St. Anthony College, Shillong, India in 1985.

Thukten Choeda - Director
Nominee Director, DHI, Thimphu

He works as General Manager - Projects and Mines
Department of State Mining Corporation Limited.
He had been one of the active board members of
Natural Resources Development Corporation Limited,
DHI INFRA Limited and State Mining Corporation
Limited, and a member of various committees in these
companies. He also served as project management
advisor to Dungsam Cement Corporation Limited in
2013. Before he joined the corporate world, he worked
as a professional planner and civil engineer in the
Department of Urban Development and Engineering
Services, Ministry of Works and Human Settlement .

He has a Bachelors degree in Civil Engineering, Masters
in Urban and Regional Planning, and professional
certification in project management.

Yeshi Dorji - Director
GEO-Technical Advisor, DGPCL

He served in the Department of Geology and Mines
(1984-2011) in various mineral exploration projects, and
he has been involved in many engineering geological
studies. He was actively involved in the assessment of
glacial lake outburst floods in Lunana after 1994 GLOF.
He also led the team to carry out mitigation of likely
GLOF from Thorthormi Tsho. He is the Geotechnical
Advisor to DGPCL.

He has B.Sc in Applied Geology and M.Sc in Engeering
Geology from UK
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Yeshi Dorji - Director
Chief Survey Engineer, NLCS Thimphu

He served in the National Land Commission in various
capacities and became the Chief Survey Engineer. He
successfully managed nationwide cadastral resurvey
under His Majesty’s major land reform program and
worked as a lead GIS officer for delimitation of electoral
constituencies for the first parliamentary election.

He completed his Bachelor of Science from Sherubtse
College, Kanglung, followed by Survey engineering
course from Survey Training Institute, Hyderabad, India.
He completed his post graduation with the degree of
MSc (GIS and Remote Sensing) from Asian Institute of

Technology, Bangkok, Thailand.

Karma Choden - Director
Executive Director - Keshet Foundation Thimphu

She joined as a Trainee Officer and Served in verious
positions under Credit operations, BDBL.

She served as a General Manager - Credit Operations,
Bhutan Development Bank. She has extensive
knowledge and experience in credit investment, project
appraisal, money and banking, project supervision and
international financing, asset liability management and
worked as a trainer of financial sectors in Bhutan.

She obtained Bachelors in Commerce from Sherubtse
College, DelhiUniversity

Kinzang Norbu- Director
Chief Executive Officer, State Mining Corporation Limited

Key positions held include the Mayor of Phuentsholing
City Corporation. And Director of Department of Human
Settlement . He also worked with COWI, a Danish
International Consulting Firm as the Regional Technical
Advisor in Lao PDR . Prior to his appointment as CEO
for the State Mining Corporation Ltd., he worked as
the CEO of DHI Hospitality Ltd. for a year. He possesses
a BSc degree in Civil Engineering and a Masters in
Environmental Engineering.



MANAGEMENT
PAGE

Kinzang Norbu - Chief Executive Officer

He has been recruited as the first Chief Executive
Officer of the company and under his able guidance
the company has been able to process a number of
mining projects.

Chhimi Rinzin - General Manager - HRAD

Chhimi Rinzin, has obtained his Bachelor of Arts
in  Geography (Hon) from Sherubtse College,
Delhi University and Masters in Human Resource
Management from Curtin University of Technology,
Western Australia. He started his career as Trainee
Officer and served various ministries and agencies in
different positions. Prior to his appointment as the
General Manager - HRA, SMCL he served as the Head
of Human Resource Management Division, Royal Civil
Service Commission.

Sangay Rinzin - General Manager - Marketing
and Sales

He obtained his Bachelor of Commerce, Marketing
(Hons) from Sherubtse College and Masters in
Accounting from Curtin University of Technology,
Western Australia. He started his career in teaching
profession and served various schools. He served as
a lecturer in Sherubtse College. At Gaeddu College of
Business Studies, Royal University of Bhutan, he worked
as the Dean of Research and Industrial Linkages.
He has been a Research Consultant for Institute of
Management Studies in Marketing and Management.
He has experiences in Financial Management and
Accounting, Business Research, Marketing, and
development of project proposals.

Sangay
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Thukten Choeda - General Manager (Projects)

Apart from being the Board Director representing
DHI, he is on deputation to SMCL and serving as the
General Manager (Projects). and spearheading the
establishment of various mining projects.

Dechen - Head (Finance and Accounts)

She obtained her Bachelor of Business Admininstration
from Gaeddu College of Business Studies, Royal
University of Bhutan.

Before taking up the post of Head (Finance & Accounts)
at SMCL, she was the Finance Manager at Dungsum
Cement Corporation Limited. She joined the company
in 2015.

HABRANG
PROJECT STAFF




ORGANIZATIONAL | v
STRUCTURE —

Mime 3 Enginesning Media & PR Procuremernt
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DIRECTORS’ REPORT

On behalf of the Board and Management of State Mining Corporation Limited (SMCL),
I am pleased to report to Druk Holding and Investments Limited (DHI), the shareholder
of SMCL on the performance of the Company from 1sJanuary 2015 till 31‘December
2015.This is the first Annual Report since its inception on 31st December 2014

As SMCL is the newest Company formed under DHI with the objective to generate
revenue for the government and to carry out mining in an environmentally and socially
responsive manner based on best practices of the industry. The Company’s operational
thrust area for the 1st year was 100% non-financial related activities comprising of
Institutional Development and investigating for establishing mining activities.

Institutional Development

1. As desired by the Shareholder, the assets worth Nu. 2,961,947.00 were taken over
from DHI Hospitality Limited at book value.

2. SMCL obtained its Corporate Head Office space on rental from Department of
Geology and Mines in Samtse. The office is located at Gurung Basti in Samtse town
and started its operation from 4t May 2015.

3. Finalized and approved SMCL HR Manual and Procurement Manual for Works,
Goods and Consultancy Services.

4. TheBoardapprovedthe organizational structure and human resource requirements
for the next 4 years and accordingly started the implementation.

5. As of 31 December 2015, the Company has recruited 23 staffs, of which 5
employees are on contract, 15 employees are regular and 3 employees on ESP.

Financial Highlights

The company’s Authorized Share Capital is Nu.1 billion (10,000,000 shares with face
value of Nu.100/ each).The paid up capital for 2015 financial year is Nu. 45.58 million
with 455,800 shares at face value of Nu.100 each, injected by DHI.

Of the injected fund, SMCL has utilized on:

a) Property Plant & Equipment : Nu. 6.36 million
b) Intangible Asset : Nu.7.00 million
¢) Mines projects : Nu.11.40 million

d) Operation/Head Office expenses  : Nu.11.63 million

Operation/head office expenses are not attributable to asset as per Bhutanese
Accounting Standards (BAS). Therefore, it has been considered in Statement of
Comprehensive Income as expense and simultaneously recorded as loss of Nu.11.39
million in the financial year 2015.
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PROJECTS

a. Habrang Coalmine in Bhangtar (Samdrup Choeling)
Habrang Coalmine Project is located in Phunsthothang Gewog in Samdrup
Choeling Drungkhag, Samdrup Jongkhar. The Project was initiated before the
incorporation of SMCL and was considered as a priority project by DHI. It has an
area of 105.65 acres with estimated coal reserve of 600,000.00 MT over a mining life
of 10 years. The quality of coal is found to be sub-bituminous.

The topo-survey and geological investigation was carried out from November 2014
and subsequently followed by FMFS and EIA study. The EIA report was completed
in July 2015 and submitted to NECS for review and approval. The environmental
clearance took considerable time of over 6 months. As of 315*December 2015, all
mandatory processes and clearances were completed and obtained to commence
the mine development after signing the lease agreement as planned for 2016.

Shareholder’s approval was received to pay the auction fee of Nu. 16.93 million on
31 December 2015. The payment was necessary to access the right to mine by
SMCL from the Private Operator as it is already leased to the Private Company

b. Dumsidara Dolomite
Dumisdara Dolomite mine is located at Pugli in Samtse covering an area of
100 acres. The topo-survey and geological investigation has been completed.
Dumsidara dolomite contains average MgO of 19.39% and CaO of 29.86% making
it a good grade against the pure dolomite with MgO of 21.80%. A reserve of 132.50
million tones is confirmed after adjusting 5% for dilution and operation loss.

The geological study was completed in July 2015.The next phase of study on FMFS
and EIA was kept in abeyance as MoEA has informed that value addition must be
carried out without which SMCL will not be allowed to export crushed dolomite.
However, the Board approved during its 9'" meeting on 30" November 2015, to
complete the process with FMFS and EIA. The issue on value addition still remains
to be pursued with MoEA. A preliminary market segment was also identified to
export dolomite in crushed form.

¢. Tshophangma Coal Mine
Tshogphangma Coal Mine Project is located at Samrang Gewog in Samdrup
Choeling Drungkhag, Samdrup Jongkhar. The mandatory public and sectoral
clearances were obtained before the incorporation of SMCL and were considered
a priority project by DHI. It has an area of 100 acres with estimated coal reserve of
150,000.00 MT. The mine life is estimated for 5 years. The quality of coal is said to
be sub-bituminous.
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The topo-survey, geological investigation, FMFS and EIA were outsourced as a
single package in April 2015. Completing the geological study, studies of FMFS
and EIA were deferred as the quality of sub-bituminous coal was found to be of
lower grade with lesser deposits compared to Habrang Coal Mine. However, with
the consent of the Shareholder, the Board directed to go ahead with the FMFS and
EIA as the mine would still be financially viable.

The consultant completed the FMFS within the contract period but the EIA study
was delayed to which the Firm will be levied liquidated damages as stated in the
contract agreement. As of 31t December 2015, the draft report of EIA has not
been submitted.

d. Quarries for Kholongchu Hydroelectric Project

While handing-over the Incorporation Certificate of SMCL to DHI on 31* December
2014, MoEA also handed-over five stone quarries to meet the requirement of
Kholongchu Hydroelectric Project. However, two quarries were later withdrawn
by DGM on the ground that one was already allotted to a private miner and the
other was not feasible because of BPC transmission line crossing through the site.
For the remaining three quarries, community clearance could not be obtained,
primarily due to its location in drinking water source, irrigation channel, historical
and local cultural evidences. One of the quarries is not feasible due to its long
distance from the project site.

The company found it impracticable to firm up a single stone quarry for KHP from
the identified quarries. The Board deliberated that under these circumstances; the
Company cannot afford to incur any further expenses in pursuit of developing
stone quarries for KHP. Moreover, there are private quarries located closer to the
KHP sites. Based on these justifications and with the consent of the Shareholder,
the Company wrote to MoEA to bring to a logical conclusion the 5 quarries’
activities in October 2015. The activities were therefore dropped by SMCL.

e. Talcose Phylite in Samtse
The study on market demand in the region for phyllite mineral was outsourced
by DHI to M/s Deloitte Touche Tohmatsu India Pvt Ltd in April 2015. The study was
completed in September 2015. The final assessment by the consultants indicated
that the commercial mining of talcose-phyllite may not be sustainable on a stand-
alone basis unless the company is able to diversify its operations by foraying into
mining of other high value minerals.

Based on the findings and with the approval of the Board and the Shareholder,

MoEA was informed to drop the project from its activities in October 2015. The
activity was therefore dropped by SMCL.
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f. Kamiji quartzite
DHI had applied for quartzite mine in Kamji on 14" November 2014 for export to
Bangladesh. After continued follow-up, PFS in favour of SMCL was released to DLLC,
Chukha on 9% July 2015. Subsequently, two consultation meetings were held with
the DLLC members and communities of Neyya Chiwog from Geling Gewog.

From the consultations, it is observed that the community is divided into two
groups, one group not agreeing to give clearance as they claim that the whole site
is a place of worship of their local deity (Nyep). The Department of Cultural Affairs
(DOCA) was consulted wherein they also consulted with the select community
members. Since the members refused to release the quarry site, DOCA decided to
hold separate follow-up meeting engaging the entire households of the Chiwog
and then to convey its confirmation to SMCL.

The indications are that the divided community may not come into consensus
to give the clearance. As a result, further progress will be held up. Board directed
the Management to pursue further with the quarry, as the economic benefit of
the mine is far greater than the prejudice that the community held. The company
should explore other alternatives such as joint visit by the relevant organizations
besides educating the community. Hence, as directed by the Board, the Kamiji
quartzite mine was incorporated in the 2016 annual compact to re-vitalize the
community clearance process and to take forward in the national interest.

dg. New stone Quarry for Kholongchu Hydroelectric Project
Subsequent to the closure of five stone quarries for KHP, SMCL has applied for
release of a new stone quarry at Dzongthung in Bartsham, Trashigang on 16"
November 2015. The quarry is being reviewed to study the reserve and to assess
the stone quality for non-wearing concrete in hydropower structures.

h. Gypsum and Tungsten
The Pre feasibility Study (PFS) is not yet released for Gypsum and Tungsten to SMCL,
pending the approval of Mineral Development Policy (MDP) by the Government
wherein, the strategic minerals are defined. As the MDP approval time-lineis still not
known and it is beyond the control of the Management, the Board in consultation
with the Shareholder has decided to drop the activities and re-incorporate in the
subsequent year.

Corporate Governance
The following Board level Committee was instituted to ensure good governance for
effective functioning of the company.

Human Resource Committee
Budget Committee
Nomination and Good Governance Committee (NGC)
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Project Technical Committee
Tender Committee

A total of ten Board Meetings were convened. One Extra Ordinary General Meeting
was also conducted. All the Board Directors have successfully attended Board Directors
Training. The Division and Section Heads were oriented on Corporate Governance
through DHI coordination.

Compact signed with DHI

SMCL in her very first year’s establishment has achieved almost all the key targets and
the achievement with respect to performance compact is 84.87%. The company shall
aim to gear the performance to excellence.

Challenges

a) The Mineral Development Policy (MDP) should be endorsed soon. The MDP will
give strategic directions for better planning and execution for SMCL particularly
as desired by the Royal Government to be the ‘holder of the strategic minerals’.
However, there have been some inherent reasons over the years to delay passing
the Mineral Development Policy which is beyond the control of the Company.

b) Mineral extractions demand numerous communities, local, and sector approvals.
Lengthy approval processes and coordination issues across ministries and sectors
is still continuing. The systemic processes are diligent enough to conserve the
valuable and limited resources. Nevertheless, procedural aspects of seeking
approval from various stakeholders are often subject to individual interpretations.
Poor precedents on compensation and other mining related issues to the project
affected family have developed strong resistance to mining proposals. These
issues are repeatedly echoed over discussions. Same regulations and procedures
are explained and interpreted contrarily.

¢) Lately, public clearances are becoming a major hurdle to start any mining project.
The community at large assumes that they have complete right over clearances
which in most cases are driven by few individuals. Under these circumstances,
for SMCL to move forward, there is urgent need for State to intervene or DGM
must identify and hand over the mines to be developed by SMCL, foregoing the
community clearance. However, SMCL shall comply with all other technical studies
and the clearances for mine development under the purview of environmental
and mineral development regulations.

d) Inthe human capital development, professionals in the field of mining and geology

are very scarce. The company is still intensely looking for geologists, mining
engineers and legal officer.
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ACKNOWLEDGEMENT

On behalf of the Board of Directors and the Management of SMCL, 1 would like to
sincerely value and thank the Roval Government of Bhutan and DHI for having entrusted
with full faith on us in developing SMCL. Further, Board would also like to thank all
regulatory institutes and stakeholders like DGM, NECS, Dzongkhags, and Communities for
the support rendered to shape and embrace the Company till this stand.

L.t me alao place on the record, the enomous confribution made by the Board of Directors
in providing strategic directions and unfailing support particularly when the company is in
the critical and initial phase of operation. Your coniributions are rue reflections on the
success of formation of SMCL and its operations of mines and projects.

The Chair and the Board of Directors would like to acknowledge the hard work and
leadershap provided by the Chief Executive Officer and his team towards realizing the
aspirations of our Governmenl, People and the Sharcholder. As the company enters into its
vital phase, 1 expect and appeal SMCL team 10 maintain the same attitude to the success of
our company.

Tashi Delak!
For and on behalf of the Board.

{asho Yenjore
Chairman
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CORPORATE GOVERNANCE REPORT

Corporate governance is a framework of rules and practices to ensure accountability,
fairness, and transparency in a company’s relationship with stakeholders.

Our shareholder Druk Holding Investment issued a Corporate Governance Code to
DHI portfolio companies with an objective to enables operating in a manner that
maximizes economic value and financial performance within the overall guidance of
the Royal Charter and the DHI Ownership Policy.

SMCL is complying with all the relevant principles stated in the code.
Board Composition

SMCL Board comprised of seven Board Directors, including the chairman and the
CEO. The Board met ten (10) times during the year and quorums for each of these
meetings were duly met. Dates for the Board Meetings are decided in advance and
communicated to the Directors. Agenda, along with necessary explanatory notes are
sent to Directors before the meetings. Attendance details and remuneration paid for
the Board Meetings held in the year 2015 are given below:

Remuneration

SN Board Meetings Held Board Directors . Attendance
paid (Nu.)
. Dasho Penjore, Chairman Nu.8,000.00 Present
:/St BO?"Bd Mze;mg Mrs Karma Choden Nu.8,000.00 Present
I R Mr. Yeshey Dorji (NLCS) Nu.8,000.00  Present
NPPF, Thimphu - b
Date: 7/1/2015 Mr. Kinzang Norbu Nu.8,000.00 Present
Mr. Thukten Choeda Nu.8,000.00 Present
Dasho Penjore, Chairman Nu.8,000.00 Present
. Mr. Karma Weezir Nu.8,000.00 Present
\Z/nd B(_)T;d N(ljelgtlng Mrs Karma Choden Nu.8,000.00 Present
2 enue: F)ar el Mr. Yeshey Dorji (NLCS) Nu.8,000.00 Present
NPPF, Thimphu Mr. Ki Norb N p
Date:16/1/2015 r. Kinzang Norbu u.8,000.00 resent
Mr. Thukten Choeda Nu.8,000.00 Present
Mr. Yeshey Dorji (DGPCL) Nu.8,000.00  Present
Dasho Penjore, Chairman Nu.8,000.00 Present
) Mr. Karma Weezir Nu.8,000.00 Present
\3/ ;?\Egééi;\fjitg;?n Mrs Karma Choden Nu.8,000.00 Present
3 NPPF, Thimphu Mr. Y(?shey Dorji (NLCS) Nu.8,000.00 Present
Date: 27/2/2015 Mr. Kinzang Norbu Nu.8,000.00 Present
Mr. Thukten Choeda Nu.8,000.00 Present
Mr. Yeshey Dorji (DGPCL) Nu.8,000.00  Present

20 | ANNUAL REPORT 2015



4th Board Meeting

Venue: Migmar Hotel,

Thimphu
Date: 25/4/2015

5th Board Meeting
Venue: Board Room,
NPPF, Thimphu
Date: 15/7/2015

6th Board Meeting
Venue: Druk Hotel,
Phuntsholing
Date: 3/8/2015

7th Board Meeting
Venue: Board Room,
NPPF, Thimphu
Date: 18/9/2015

8th Board Meeting
Venue: Board Room,
NPPF, Thimphu
Date: 6/11/2015

9th Board Meeting
Venue: Board Room,
NPPF, Thimphu
Date: 30/11/2015

Dasho Penjore, Chairman
Mr. Karma Weezir

Mrs Karma Choden

Mr. Yeshey Dorji (NLCS)

Mr. Kinzang Norbu
Mr. Thukten Choeda

Mr. Yeshey Dorji (DGPCL)
Dasho Penjore, Chairman
Mr. Karma Weezir

Mrs Karma Choden

Mr. Yeshey Dorji (NLCS)
Mr. Kinzang Norbu

Mr. Thukten Choeda

Mr. Yeshey Dorji (DGPCL)
Dasho Penjore, Chairman
Mr. Karma Weezir

Mrs Karma Choden

Mr. Yeshey Dorji (NLCS)
Mr. Kinzang Norbu

Mr. Thukten Choeda

Mr. Yeshey Dorji (DGPCL)
Dasho Penjore, Chairman
Mr. Karma Weezir

Mrs Karma Choden

Mr. Yeshey Dorji (NLCS)
Mr. Kinzang Norbu

Mr. Thukten Choeda

Mr. Yeshey Dorji (DGPCL)
Dasho Penjore, Chairman
Mr. Karma Weezir

Mrs Karma Choden

Mr. Yeshey Dorji (NLCS)
Mr. Kinzang Norbu

Mr. Thukten Choeda

Mr. Yeshey Dorji (DGPCL)
Dasho Penjore, Chairman
Mr. Karma Weezir

Mrs Karma Choden

Mr. Yeshey Dorji (NLCS)
Mr. Kinzang Norbu

Mr. Thukten Choeda

Mr. Yeshey Dorji (DGPCL)

Nu.8,000.00
Nu.8,000.00
Nu.8,000.00

Nu.8,000.00

Nu.8,000.00
Nu.8,000.00

Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00

Nu.8,000.00
Nu.8,000.00

Nu.8,000.00
Nu.8,000.00

Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00

Nu.8,000.00

Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00

Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
Nu.8,000.00
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Present
Present
Present
Present
Present
Present

Present
Present
Present
Present
Present
Present
Present
Apologies
Present
Present
Present
Present
Present
Present
Apologies
Present
Apologies
Present
Present
Present
Present
Apologies
Present
Apologies
Present
Present
Present
Present
Present
Present
Present
Present
Present
Present
Present
Present



Dasho Penjore, Chairman Nu.8,000.00 Present

Mr. Karma Weezir Apologies
\1/Oth Bo;rd 'Zj“;et'ng Mrs Karma Choden Nu.8,000.00  Present
10 enue: soard room, Mr. Yeshey Dorji (NLCS) Nu.8,000.00  Present
NPPF, Thimphu - b
Date: 16/12/2015 Mr. Kinzang Norbu Nu.8,000.00 Present
Mr. Thukten Choeda Nu.8,000.00 Present
Mr. Yeshey Dorji (DGPCL) Apologies

SMCL has following Board Committee to further streamline the operation of the
company.

1. Nomination and Governance Committee:

The key responsibilities of Nomination and Governance Committee shall be to:
Review the CEQO’s Terms of Reference and Selection Criteria;
Select appropriate CEO selection process methods;
Shortlist candidates, conduct due diligence and interview candidates; and

Select the most suitable candidate and recommend to SMCL Board for ratification.

Details of Nomination and Governance Committee meetings held during 2015 are
given below:

Subcommittee Members Directors U Attendance
paid (Nu.)

1. Dasho Sangay Khandu 4,000.00 Present
2. Dasho Penjore 4,000.00 Present
: ;;t/xgg?;gD‘ﬁﬂé;rTfiince 3. Dasho Pema Chewang 4,000.00 Present
Hall ! 4. Karma Choden 4,000.00 Present
5. Yeshi Dorji (NLC) 4,000.00 Present
6. Thukten Choeda 4,000.00 Present
1. Dasho Sangay Khandu 4,000.00 Present
2. Dasho Penjore 4,000.00 Present
) j?ed/g/(‘)??lgar é;;}gg&e 3. Dasho Pema Chewang 4,000.00 Present
Hall 4. Karma Choden 4,000.00 Present
5. Yeshi Dorji (NLC) 4,000.00 Present
6. Thukten Choeda 4,000.00 Present
1. Dasho Sangay Khandu 4,000.00 Present
2. Dasho Penjore 4,000.00 Present
1st Meeting of 2nd NGC, 3. Karma Tsetop Rinchhen 4,000.00 Present
3 15/10/2015, DHI Conference
Hall 4, Karma Choden 4,000.00 Present
5.Tenzin Dhendup Apologies
6. Yeshi Dorji (NLC) Apologies
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1. Dasho Sangay Khandu 4,000.00 Present

2nd Meeting of 2nd NGC, 2. Dasho Penjore 4,000.00 Present

4 25/12/2015, DHI Conference 3. Karma Tsetop Rinchhen 4,000.00 Present
Hall 4. Karma Choden 4,000.00 Present

5. Yeshi Dorji (NLC) 4,000.00 Present

2. Board Level Human Resource Committee
Its primary responsibility is to:

- Advise the Board on the effective implementation and application of sound
human resource policies that are aligned with the organization’s vision, mission,
values and aspirations;

- RecommendtotheBoard, forits consideration, mattersrelating to the Corporation’s
Human Resources and compensation policies as applicable to the function of the
company to achieve its short and long term business objectives;

- Carry out any other related initiatives as may be necessary or desirable to enhance
Board performance.

Details of Board Level Human Resource Committee meeting held during 2015 are
given below:

Subcommittee Members Directors Re.muneratlon Attendance
paid (Nu.)

Directors
1. Kinzang Norbu 4,000.00 Present
2. Karma Choden 4,000.00 Present
1st HRC (10/3/2015, DHI ICT 3. Thukten Choeda 4,000.00 Present
1 Room) Special Invitees
1. PemaWangdhee 2,000.00 Present
2. Sonam Lhendup 2,000.00 Present
3. Kinga Lotey 2,000.00 Present
1. Kinzang Norbu 4,000.00 Present
5 2nd HRC (27/112015, NLC Hall 2. Karma Choden 4,000.00 Present
3. Thukten Choeda 4,000.00 Present
4.  Yeshi Dorji 4,000.00 Present
1. Kinzang Norbu 4,000.00 Present
3rd HRC (14/12/2015, DHIICT 2. Karma Choden 4,000.00 Present
3 Room) 3. Thukten Choeda 4,000.00 Present
4.  Yeshi Dorji 4,000.00 Present
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3. Board Level Project Technical Committee

The main objective of the Project Technical Committee (PTC) is to serve as independent
body to review and advice the Management and the Board on the technical matters
of various projects/mines that the company intends to undertake and act as interface
between the management and the Board.

Details of Board Level Project Technical Committee meeting held during 2015 are
given below:

Remuneration

Subcommittee Members Directors . Attendance
paid (Nu.)

1. Yeshi Dorji (NLC) 4,000.00 Present
. . 2. Lhendup Gyeltshen 4,000.00 Present
Ist Pro!ect Technical 3.  Mani Kumar Pradhan 4,000.00 Present
1 (B:g:’?:::;j ;ﬁ{im > 4.  Sanyay Tshering 4,000.00 Present
Thimphu 5. Thukten Choeda 4,000.00 Present

6. YeshiDorji (DGPCL) Apologies

A representative from NEC Apologies
1. Yeshi Dorji (DGPCL) 4,000.00 Present
. ) 2. Yeshi Dorji (NLC) 4,000.00 Present
2nd Prgject Techr?lcal 3.  Lhendup Gyeltshen 4,000.00 Present
5 ?;’ggg:gego‘ eea:I"I;?)cl)m, 4,  Mani Kumar Pradhan 4,000.00 Present
NPPF, Thimphu 5. Thukten Choeda 4,000.00 Present

6. Sanyay Tshering Apologies

7. Arepresentative from NEC Apologies

The SMCL Board and the management will continue to strengthen the corporate
governance systems and procedure to build a dynamic economy for vibrant democracy
accepting as the premier Mineral Resources Development Company.
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AUDITORS
REPORT




CHOKSHI & CHOKSHI LLP
Chartered Accountants

INDEPENDENT AUDITORS' REPORT

TOTHE MEMBERS OF STATE MINING CORPORATION LIMITED
Report on the Financial Statements

Wehave audited the accompanying financial statements of State Mining Corporation Limited
(“the Company"), which comprise the Statement of Financial Position as at 31st December,
2015, the Statement of Comprehensive Income, Statement of Changes in Equity and the
Statement of Cash Flows for the year then ended and a summary of the significant accounting

policies and other explanatory information.

Managements’ Responsibility for the Financial Statements

The Company's Management is responsible for the preparation and presentation of these
financial statements that give a true and fair view of the financial position, financial
performance and cash flows of the Company in accordance with the Bhutanese Accounting
Standards and provisions of the Companies Act of the Kingdom of Bhutan, 2000 ("the
Act").This responsibility includes the design, implementation and maintenance of internal
controls relevant to the preparation and fair presentation of the financial statements that are

free from material misstatements, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with the Generally Accepted Auditing Standards,
International Standards on Auditing and other generally accepted auditing principals. Those
Standards require that we comply with the ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free

from material misstatements.

An audit involves performing procedures to obtain audit evidence about the amounts and the
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor

considers internal controls relevant to the Company's preparation and fair presentation of

1517, Raghavp "B Bidg,, Ground Flood, Raghed Rosd, Gowahs ik, ON Kemips Comner, Mumba - £
Tal, ;= B1-22-2000 6300 » Fan - +51-22.2383 5301 = Wb www chiokshiarocholshil oom
E-mad coniaciBchekihiandohakal com
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CHOKSHI & CHOKSHI LLP
Chartered Accountants

the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control. An audit also includes evaluating the appropriateness of the
accounting policies used and the reasonableness of the accounting estimates made by the

Management, as well as evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion and to the best of our information and according to the explanations given to
us, the aforesaid financial statements give the information required by the Act in the manner
so required and give a true and fair view in conformity with the Bhutanese Accounting
Standards and provisions of the Companies Act of the Kingdom of Bhutan, 2000 ("the Act"):

i. in the case of Statement of Financial Position, of the state of affairs of the Company
as at 31st December, 2015;
ii.  in the case of Statement of Comprehensive Income, of the loss of the Company for the
year ended on that date;
iii.  in the case of Statement of changes in Equity, of the changes in equity of the Company
for the year ended on that date, and
iv.  inthe case of Statement of Cash Flows, of the movement of cash flows of the Company

for the year ended on that date.

Report on Other Legal and Regulatory Requirements

As required by Section 75 of the Companies Act of the Kingdom of Bhutan, 2000 read with
Section II of Schedule XIV thereto (the Minimum Audit Examination and Reporting
Requirements) we enclose in the Annexure-I, a statement on the matters specified therein

to the extent applicable.

We also enclose for information purposes Annexure-II, a Statement on applicability of
Bhutanese Accounting Standards Phase I on State Mining Corporation Limited for the year
ended 31st December 2015 2015 as approved by the Company.

15517, Raghavi 'B" Bidg., Ground Flaos, Raghed Rosd, BGewaiia Tank. O Kemps Cermer, Murnba) - £00 006
Tl o= B -F2-ZMY A200 » Fan - +81-22.2363 8301 = Wea www chokshiandcholshi oom
E-mai conlssiSchekihiandchakah cam
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CHOKSHI & CHOKSHI LLP
Chartered Accountants

As required by Section 74(3) of the Act we report that:

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

ii.  in our opinion, proper books of account as required by law have been kept by the
Company so far as appears from our examination of the books.

iii.  the Statement of Financial Position, the Statement of Comprehensive Income, the
Statement of Changes in Equity and the Statement of Cash Flows dealt with by this
report have been prepared in accordance with accounting principles generally accepted
and are in agreement with the books of account.

iv.  in our opinion, the Statement of Financial Position, the Statement of Comprehensive
Income, the Statement of Changes in Equity and the Statement of Cash Flows comply
with the Bhutanese Accounting Standards and provisions of the Companies Act of
the Kingdom of Bhutan, 2000.

For Chokshi & Chokshi LLP
Chartered Accountants

(Firm Registration No. 101872W/W100045)
|"_.:4'i'_'l-‘|-" { }jw

kit Agrawal

Partner

Membership No-: 413930

Place of Signature: Delhi
Date: 21 March, 2016

14717, Raghavp B Bidg . Ground Floor, Haghei Acad, Gowalia Tank. OF Kemgs Comes. Mumbeai - 400 038
. [ +01-22-2383 B0 ¢ Fam 401322080 BRON = WD e chakahlandenoiahl cam
E-mal - corfechichakshiardchaksi com
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Annexure-I

MINIMUM AUDIT EXAMINATION AND REPORTING REQUIREMENTS

The Company has generally maintained proper records to show full particulars including
quantitative details of its fixed assets. The Company’s Management had conducted physical
verification of fixed assets during the year at intervals considered appropriate by same. No
material discrepancies were noticed on physical verification based on such report which we
have relied upon.

The loans/advances granted to officers/staff are generally in keeping with the provisions of its
service rules based on the test checks carried out and to the best of our knowledge and belief
and information available to us and as informed us no excessive/frequent advances are
granted and accumulation of large advances against particular individual is generally avoided
which is relied by us.

In our opinion and according to the information and explanations given to us and to best of
our knowledge and belief, the Company has a reasonable system of inhouse internal controls
to ensure overall completeness, accuracy and reliability of accounting records during the year,
to carry out the business in an orderly and efficient manner, to safeguard the assets of the
Company as well as to ensure adherence to the applicable rules/regulations and systems and
procedures.

In our opinion to the best of our knowledge and belief and according to the information and
explanations given to us and checks carried out, there is a reasonable system of obtaining
competitive biddings/ quotations from the parties as considered appropriate in respect of
purchase of fixed assets and services commensurate with the size of the company and the
nature of its business. As on 31st December 2015 the Company is not engaged in manufacturing
or trading activities, hence the question of purchasing or selling goods does not arise.

The Company is regular in depositing rates and taxes, duties, provident funds, and other
statutory dues with the appropriate authorities.

According to the information and explanations given to us, no undisputed outstanding
amount is payable in respect of taxes, duties, provident funds and other statutory deductions
etc. at the year ended 31st December 2015.

According to the information and explanations given to us, and test checks carried out no
personal expenses of employees or directors have been charged to the account other than those
payable as explained to us under normal contractual obligation in accordance with generally
accepted practice.

As informed to us, since this is first year of the Company, the Company is in process of
introducing the system of allocating man-hours utilized to the respective jobs.
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10.

11.

12.

13.

14.

15.

16.

According to the information and explanations given to us, the company has a reasonable
system of authorization at internal levels, and an overall inhouse an adequate system of
internal control commensurate with the size of the company and nature of its business As at
31st December 2015 the Company is not into the business of manufacturing or trading, and
accordingly system of authorization and internal control on issue of stores and allocation of
material to jobs are not applicable.

In our opinion and on the basis of information and explanations given to us, the management
of liquid resources is done internally by the same, particularly cash/bank is generally adequate
and as explained by them that excessive amounts as considered appropriate by Management
are not lying idle in non- interest bearing accounts as on 31st December 2015. This is relied
upon by us.

According to the information and explanations given to us, and on basis of examination of
books and records on test check basis, the activities carried out by the Company during the
year are in our opinion were lawful and intravires to the Articles of Incorporation of the
Company.

According to the information and explanations given to us, and on basis of examination of
books and records on test check basis, in our opinion the activities/ investment decisions are
made with the prior approval of the Board and investment in new projects are made only after
ascertaining the technical and economic feasibility of such new ventures as considered
appropriate by the Management.

In our opinion, the Company has established a reasonable internal budgetary control system.

The details of remuneration, commission and other payments made in cash or kind, if any to
the board of Directors or any of their relatives by the Company directly or indirectly are
disclosed in the Note 20 of Notes to Financial Statements.

According to the information and explanations given to us, the directives of the Board have
been complied with.

The clauses 2,3,4,5,6,7,8,9,13,14,15,16,17,21,22,23,26,27,28,29,34 and 37 of the Companies Act of
the Kingdom of Bhutan 2000 read with Section II of Schedule XIV thereto the Minimum Audit
Examination and Reporting Requirements are not applicable to the Company. In addition to
the above, all clauses for Finance and Investment Company, Trading Company and other
service sector Companies are not applicable.
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COMPUTERISED ACCOUNTING ENVIRONMENT

As per information and explanations provided to us and to the best of our knowledge and
belief:-

1. in our opinion the organizational and system development controls and other internal
controls are reasonable considering the size and nature of computer installations

2. the Company has certain safeguard measures and backup facilities of financial data.

3. back up facilities and disaster recovery measures, we are given to understand that the
back-up files are kept at internal server of the Company which we have relied upon.

4. operational controls are found reasonable to ensure correctness and validity of input data
and output information.

5. overall measures taken by the Company to prevent unauthorized access over the computer
installation and files are generally adequate.

GENERAL
1. Going Concern Problem

Based on the Company’s financial statements for the year ended 31st December 2015,
audited by us, the company is in project phase during the year. The Company is a
Government company and the commercial activity is yet to be commenced. We have no
reason to believe that the company is not a going concern as being the year under audit is
first year of the Company and commercial production is yet to be commenced.
Accordingly, the financial statements have been prepared under the going concern basis.

2. Ratio analysis.
Financial and Operational Ratio Analysis in respect of the Company are given below:

Ratios Basis 2015
Earnings per share (Profit(loss) After Tax/ No. of shares issued) | (39.64)
Net Profit Ratio( % ) (Net Profit/ Turnover * 100) N/A
Return on Assets ( % ) (Net Profit/ Total Assets *100) N/A
Return on Equity (% ) (Net Profit/ Owner's Equity *100) N/A
Current Ratio Current Asset/ Current Liability 6.98

3. Adherence to Laws, Rules and Regulations:

The audit of the Company is governed by the Companies Act of Kingdom of Bhutan, 2000
and the scope of audit is limited to examination and review of the financial statement as
produced before us by the Management. In the course of audit we have considered based
on our audit checks consider appropriate, the compliance of provisions of the said
Companies Act and its Articles of Association relevant to the financial statements to the
best of our knowledge and belief. We are unable to state whether the Company has been
complying with any other applicable laws (other than the Companies Act), rules and
regulation, systems, procedures and practices.
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The accompanying Motes form an integral of thi Financial Statements.
wmmmuq;ibimmmm 12
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For CHOKSHI AND CHOESHI LLP For STATE MINING CORPORATION LTI,
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Firm Registration Mumber: 1008729/ W100045
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The accomparying Mobes fors an inbegral part of the Financial Statemenis.
Stprficant Accounting Policy and Motes to Finencial statements  1-22

As per our report of even date
For CHOKSHI AND CHOKSHI LLF For STATE MINING CORPORATION LT1
Chartered Accountants
Firm Registration Number: 101872W/ W1D0M5 /VLH/

-n".r Kinzang

- CED

Chief Expeutive Officer
Place : Samtse Stae Mining Carporn'i- -

Date = 21 March, 2016 D frnan Samdw - v

State Mining Corporation
Regd. Office: s-wm-.-aml:‘u
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Cash meeedved from sale of tender docaments and ;

Tha above Statement of Cash Flow has been prepamed under the "Direct Method” a8 se oot in ke Bhutmess Accouniting
Standard- ¥ on Stabement of Cash Flows'.
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s per oo report of evon date For STATE MINING CORPORATIHON LTD,
For CHOKSHI AND CHOKSHI LLP
Charterad Accoundants

Firm Kegistration Mumber: 1018720 /W1 NS

i 5 |
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1. SIGNIFICANT ACCOUNTING POLICTES

General Information:

State Mining Corporation Limited (SMCL) is incorporated as pubic limited company under the
Companies Act of Kingdom of Bhutan 2000 on 315t December 2014,

The company is a wholly owned sabsidiary of Druk Holding and Investment (DHI) and
ultimate subsidiary of Ministry of Finance, Royal Government of Bhutan,

The principal activities of State Mining Corporstion Limited {the “Company”) cover the
extraction and marketing of minerals. All significant operations take place within Bhutan, The
altmate parent is the Royal Government of Bhatan.

The Company is a limited liability company incorporated and domiciled in Bhutan. The address
of its principal place of business is Gurung Basti, Samise: Bhutan.

These financial statements relate to the year ended 315t December 20115,

1. Basis of preparation:
The financial statements of the Company have been prepared in accordance with
Bhutanese Accounting Standards (BAS) to the extent appliceble to the company and the
relevant provision of the Companies Act of Kingdom of Bhutan, 2000. The statements
have been prepared under the accrual, historical cost and going concern conventions.
The preparation of financial staterents in conformity with BAS requires the use of
certain critical acrounting estimates. Tt aleo requires management to esercise its
judgement in the process of applying the company’s accounting policies. The areas
involving a higher degree of judgement or complexity of areas where assumptions and
estimates are significant to the financial statements are:
Fixed assets: Critical judgments are expected period of use, condition of the asset,
technological advances, regulation and residual values.
Assets relating to mining: Certain plant and equipment and intangible costs are
expensed using the units of production method Estimates are made regarding the
expected reserves of minerals and that markets and selling prices will enable the
profitable operation of the company,
Provision is made for future costs to be incurred at the time of the restoration and
rehabilitation of mining sites. These are based on the best estimate of the probable cost
and the operating life of the mine.
Expenses for searching for mineral resources, determining the technical and commercial
viability of extracting mineral resources are recognised as exploration and evaluation
nasets.
Actuarial valuation of employee benefils: Expected uptake of the gratuities and the
discount rate used in the valuation.
mh:ﬁumlmmt}rnfpmpmﬂmhﬂuﬂhumﬂgﬂmmﬂh}.
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2. Application of Bhutanese Accounting Standards (BAS):

All standards in the first phase of implementation have been implemented whereever
appropriate. The Company has devided on the early adoption of BAS 19 "Employes
Benefits”, which is in second phase of Bhutanese Accounting Standards. As the
Accounting Standards Board has not pronounced BAS 19, the Company has applied the
mast recent version of the equivalert International Accounting standard (IAS) 19, JAS 19
{Revised 2011), which applies for financial periods commencing on or after 1 Jarary
2013, In addition to above, Campany has decided on the early adoption of Bhutanese
Financial Reporting Standard (BFRS) 6 - Exploration for and Evaluation of Mineral
Resources. The company has considered [FRIC 20 Steipping Costs in the Production
Phase of a Surface Mine in setting its accounling policies,

3. Foreign currency kranslation:

Foredgn currency transactions that are completed within the accounting peviod are
translated into Bhutan Ngultrum using the exchange rates prevailing at the date of
settlement. Monetary Assets and Liabilities in forelgn currencies at Balance Sheet date
are translated at the rates of exchange ruling at Balance Sheet date.

Foreign exchange gains and losses resulting from the settlement of such ransactions and
from the translation at year-end exchange rates of monetary assets and liabilitses
denominated in foreign cumencies are recognised in the Statement of Comprehensive
[renme:

4. Property, Plant and Eguipment:
All Property, Plant and Equipment are stated at historical cost less depreciation and
mmpairment, if any. Cost includes purchase price, taxes and dutses, labour cost. direct
financing costs, direct overheads for sell constructed assets, borrowing costs, other direct
costs mourred up to the date the asset is ready for its intended wse including Initial
estimate of dismantiing and site restoration cost,
Subsequent costs are included in the asset’s carrying amount or recognised as a separate
asset, as appropriate, only when it is probable that future economic bemefits associated
with the item will Mow to the company and the cost of the item can be measured reliably,
The carrying amount of the replaced part is derecognised. All other repairs, running and
maintenance expenses are charged to the Statement of Comprehensive Income during
the financial period in which they are inourred. Asset Costing Nu.2000 and below are
expensed off, whan put to use.
Land is not depreciated. Depreciation on other assets is calculated using the straight-line
method to allocate thetr cost to their residual values over their estimated useful lives, as
follows:
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Furnimure and Fixtures 1

(Arts & Portraits, Curtain & Carpets, Office 10 years
equipment &Pumiture)
Data Processing Equipment 4 years
10 years
Vehicle with 20% Residual value

Certain assets will be depreciated using the “LUnits of production method”, in accordance
with ASI 20, where this is deemed to be more appropriate than setting a useful life.

The asset’s residunl values and useful lives are reviewed and adjusted. if appropriate, at
the end of each reparting period.

Gains and losses on disposals are determined by comparing the proceeds with the
carrying amount and are recognised within ‘Other Income' or ‘Other expenses” as the
case may be, in the income statement.

5 Intangible assels:
Comypuber software:
Acquired computer software licences are capitalised on the basis of the costs incurred to
acquire and bring to use the specific software. These costs are amortised over their
eatimated useful lives of 4 to 5 years. Costs associated with maintsining computer

software programmes are recognised as an expense as incurred,

Other Intangibles:
Dither intangible assets comprise exploration and evaluation costs of mines, These are
amortised using the units of production method.

6. Impairment of asset

The carrying amount of assets are assessed/ reviewed at the end of the reporting period
whether there is any indication of impairment based on internal/ external factors. If such
indication exists, the company estimates the recoverable amount of the assets. An
impairmment loss is recognized if the carrying amount of the asset exceeds the recoverable
amount on the reporting dabe, as the carrying amount is reduced to the recoverable
amount. The recoverable amount is measured as the higher of the net selling price and
the value in use determined by the present value of estimated future cash fow.

7. Capital-work-in-progress (CWIP):
Cost incurred for the generation of qualifying assets is initially recorded in CWIP until
the asset is not completed and not functional. Cost incurred is transfer from CWIP to
fixed asset only when it starts generating economic benefits and upon receipt of

completion certificate from concern authority.
R
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B, Finmamcial assets:
Loans and receivables are non-dervative financial assets with fixed or determinable
payments that are not quoted in an active market, They are included in current assets,
except for maturities greater than 12 months after the end of the reparting period, These
are classified as non-current mssety.

9, Inventories
Invenitories are stated at the lower of cost and net realisable value, Cost is determined
using the weighted average method The cost of finished goods and work in progress
comprises design costs, raw materials, direct labour, cther direct costs and rolated
prochuction overheads (based on normal operating capacity). It exeludes bormowing costs,

10, Trade and other receivables:
Trade and other recoivables are imitially recognised at the fair value of the amounts to be
received, If collection 18 expected in one year or less {or in the normal operating eycle of
the business if lenpger), they are classitied as current assets. If not, they ane presented as
non-current assels. Revefvables are reviewed regularly for impalrment.

11. Cash and Cash Equivalents:
In the Statement of Cash Flows, cash and cash equivalenis includes cash b hand,
deposits held at call with banks. other short-term highly Uquid investments with original
maturities of tiree months or less and bank overdrafis,

1% Trade and other payables:
Trade and other payables are inittally recognised at the falr value of the amounts to be
paid. Accounts payable are classified as current liabdlities if payment is dus withia one
year or less (or in the normal operating cvcle of the business if longer). If swt, ther are
presemted a5 mon-currenk liabdities,

13. Current and deferred income tax:
The tax expense for the perind comprises current and deferred . Tax & recogndsad in
the income statement, except to the extent that it relates 10 lems recognised m Other
Comprehensive Income. Tn this case, the tan is also recognised in other eomprehensive
thcdme,
The current income tax charge is calcalated on the basis of the tax laws enacted at the
Balance Sheet date {n Bhutan,
Management periodically evaluates positions taken in tax returns with respect o
situations in which applicable tax regulation is subject to interpratation. It estabilishes
provisions where apprapriate on the basts of amounts expacted to be paid to the tax
awthoribes.
Dieferred tax is recognised, using the liability method, on temporary differences arsing
between the tax bases of assets and lahilities and their carrying amounts tm the financial
statements. Deferred tax is determined using tax rates {and laws) that have been enacted
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at the Balance Sheet date and are expected to apply when the related deferred tax asset is
realised or the deferred tax lability & settled.

Deeferred tax assets are recognised only to the extent that it is probable that future taxable
profit will be available against which the temporary differerces can be utilised.

14, Borrowing costs:
Borrowing costs directly attributable to the acquisition, construction or production of a
major capital project, which are assets that recedsarily take a substantlal period of time
b get ready for their intended wse or sale, are added to the cost of those assets, until such
time as the assets are substantially ready for their intended use
Investment income carmed on the temporary mvestment of specific barnowings and their
expenditure on qualifying asets ® deducked from the borrowing costs eligible for
capitalisation.
All other borrowing costs are recognised in profit or loss in the pericd in which they are
inenrred

15. Employee banefits:
4. Retirement Benefits:
Under defined contribution scheme;
Defined contrlbotion Benefit plan B managed by a separate entity. The company has no
begal or constructive obligations to pay further contributions if the fumd does not baeld
sufficient assets o pay all employees the benefits relating o employee service m the
ouwrrent and prior periods,

Under Defined Benefit Scheme;

The company rmakes retirement payvments based on the final salary and vears of service.
The amount of gratuity and leave encashment is accrued on the basis of actuarial
valuation. Changes in service and interest are charged to Statement of Comprehensive
Income, Changes 10 actuarial valuation are charged to the Statement of Other
Enmpwhnm]un Tacaerie.

b, Chher benefits
Ctheer benelits such as bonus are accrued at year end swighoat actuarial valation

16. Provisions and Contingent Liabilities:
Provisions are recognised when the company has @ present legal or constructive
obfigation as a result of past events, it i probable that an outflow of resources will be
required bo sette the oldigation; and the smeunt ean be reliably estimated. A contingent
Hability & only disclosed in the nobes to the acound §if an outflow of rescurces
embodying sconemic benefila s possible,

17, Revenue recognition:
Revenue is measured at the kalr value of the consideration recelved or recelvable, and
represents amounts receivable for goods and services supplied, stated net of discounts,

42 | ANNUAL REPORT 2015



returns and faxes The company recognises revenue when the amount of revenue can be
reliably measured and when it is probable that future cconomic bersefits will flow to the

mmpun}r.

18, Government grants:
Grants from Royal Government of Bhutan (RGOB) and other organisations relating fo
costs are recognisad in the income statement over the period necessary to match theem
with the costs thal they are intended to compensate.
Crants refating o Property, Plant and Equipment are included in non-current labdlites
as Diederred Government Crants. Depreciation on the assets is charged against the grant
and not to the Operating Statement.

19. Comparative information:
The Company commenced operations on Ist January 2015, Accordingly there is no
comparative information ko be included in these firancial stabements.

2 Property Plant & Equipment, Intangible Assets and Capllal Work [n Progress
2A. Froperty Flant & Eqalpment

ANNUAL REPORT 2015 | 43



SNOTES FORMIMNG PART OF STATEMENT OF FINANCIAL POSITION AS AT ¥sl DECEMBER

Mobe % Teade & Other receivableMon-Carreot) {Amonnt in Mu)
Capsial Advanoe 1T 62
Motw & Trade & Ozher recivabie (Currentj (Acmeunt in Nu)

Mobe 5: Cidb and Cash Equivalins (Amomind [ Mu)

Bank of Bhutan - Cisrrent Accoust 178887

Mobe b: Uther Carrent Assety | Amount in S}
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r

wm.wnwu 45,580,000
i s e e e weE e

TermyRights attacked to equity shares

The Compary has oaly one class of Equity Shams having a par value of M 1000 per share Bach bolder of Equidiy
Shares is entitled to one yole per share. Im the event of Hquddation of the Compary, the holders of Bguity Shares will
be entatled to recebve remaining asscts of the Compary aflor distribution of all preferental amoert. The distribution
will be in propartion to the mumber of Bquity Shares belbd by the share bolders,

Mote & Taxation {Amoend im MNu)
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{Amourt in Naj

FUE L

Biose 14 =0ther Expenses {Amount in fda)

!
Ly
i
BT L

PMete 15: Earnings Per Share [moiend in Mo
Profie} (Loss) after inconse-bex (V1.385,717)
‘Musnber of shases at the beginning of the year -
MNusmber of Shares allotied o DHL Lk on Vath Jamanry 2015 150,000
Pumbser of Shares allotied to DHI Lisl. om 08tk October 2015 208 50
Musber of shases ot the snd of the year 55,800

shkien

E_;
i_
:
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OTHER NOTES TO FINANCIAL STATEMENTS

16, There are no contingent liabilities for the Company as on 31st December 2015,

17. Retirement Benefit Obligations:
A. Defined Contribution Plan:

Qualifying employees are members of a defined contribution plan operated by the
National Pension and provident Fund. The Company matches employes contributions to
the fund. The anly obligation an the Company is to make the contribution monthly, Total
cost of contributions for the year ended 31* December 2015 was Nu. 425,069 (Induding

Nu. 155567 in CWIF for employees working at sibes)

B. Defined benefit Scheme:

Valuation in respect of Gratuity & Famed Leave has been carried out by Royal Insurance
Corporation Limited, Thimphu. Present valoe of defined benefit obligation and the
related current service cost and past service cost, were measured using the Projected Unit

Credit Method,

The disclosures as per the actuary reports are as given below;

a) Gratuity as at 31 December 2015

(All figures in Bhutaness Nguitrums{INU) undess otherwise stated)

{2){1) Change in Defined Benefit Obligation (DBO)

DBO at the beginning of the reporting period
Corrent service coat

Interost cost

Past service cost

Benefits paid from plan assets
Benefits paid by employer

Actuarial (gain)loss due to plan experience
Actuarial (gain)/ loss due to change in demographic
assumptions

Actuarial (gain)/loss due to change in financial assumptions
DBO at the end of the reporting period

_Ma)(2). Changg in fair value of Plan Assets

Fair Value of Assets at the beginning of reporting period
Imterest incorme on plan assets

Employer contributions

Benefits paid

Amount withdrawn by company

Feturn on plan assets greater or (less) than discount rake
Assets at the end of the reporting period

ANNUAL REPORT 2015 | 47



_{a)i3). Statement of Profit or Lass Y015
Current Sapvice Cost 200253
Past service cost :
Mt inberest cost on net T/B Uability / (asset) -
Net cost for the year recognised tn Peofit or Loss 200,853
(a){#). Other Comprehensive Income {CT) 1y2m5
Actsarial {Gain)/ Loss due to lizbility experience -
Actuarial {Gain}/ Loss due to Hability assumption changes -
Return on plan assets (Groatar) or Less than disconnt rabs -
Bemeasurament (Gain) / Toss recognized in OC] =
(a}{5). Deflnid Benefit Cost 32015
Current servica cost 0853
Past sarvice cost -
Metinterest cost an net DB Hability/ (asset) T
Bemeasurement (Gain)/ Loss recognized in OCT 3
Total Defined Benefit Cost 290,853
(a}{6). Development of Net Financial position 3112208
Defined Benefit Obligation {250, A5y
Falr Value of Plan Assets a
Funded Status - (Defleit) /Surplus (20,653
Net Defined Benetit Assat/ (Liability) { Z90,553)
{a){7)- Reconciliation of Net Financial position J13rEn5
Het Defined Benefit llability / (asset) at the beginnmg of -
reporting period
Amoumnt recognilzed in the profit or loss 20853
Amount recognized in the OC1 -
Empleyir contributions -
Benefits paid by employver "
Amount withdrawn by company %
Mut Defined Benafit lability/ (asset) at the end of reporting perios 290,553

{a)(5]. Expected Benefit Payments for the year endi ng Amounk

Drecember 31, 2005 3L

Decembar 31, 3007 ELTE. b

December 31, 2093 356,744

Diecembar 31, 2019 7399

December 31, 2020 BOR 244

Dwcember 31, 2021 to December 31, 2025 RAE 318

48 | ANNUAL REPORT 2015



(a)(%). Estimated Term of Liability (Years) 1841
_{a}{10] Scheme Asset Allocation Amount (Nu.|  Percentage
Mil -
{a){11) Sensitivity Analyses
Diefined Benefll Net Effect on
1. Dseount Rate Cibligation DBO
Buse Discowrt Rate of 7.5% 290,853 .
Diiscount rate of 8% (+0.5%) L5 845 (14,988)
Dhizcomird rte of 7% (-05% ) HIF M 16,451
2, Salary Escalation Hate
Base Salary Escalation: Rale of 5% 204,451 2
Satery Escatalion Rate of 6% (=1% ) 234,317 24,566
Salary Escalation Rate of 4% {-1%) 179,466 [24.065)
3, Artrition Rabe
Base Adtrition Rote of 3% 24,451 -
Attrition Ratte of 4% (+1%) 194,912 (8,534)
Atbtrition Rate of 2% (-1%) 215,089 10608
(2){12). Summary of actuarial assumptions
3225
Discount Rates 750%
5!1!.1.'}' Escalation Rates 5.00%
Emploves Turnover Rates 200%
Mortality Rates 100% of IALM {2006-08)
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b} Leave Encashment Benefits as at 31 December 2015
(All figures in Bhutansse Mgulorum siNU) unless otherwise stased)

_(B){1). Change in Defined Benefit Obligation [DBO) J1/120015
DBO at the beginning of the reporting period .
Current service cost 154,585
Inberest cost

Past service cost .
Benefitz pald from plan assets =
Eanefits pald by employer z
Actuarial (gain), loss due to plan experience 3
Actuarizl (pain)/ loss dee to change in demographic =

assumpons

Actuarial LEI.'In_:I,I"]DEB due mdu’rng-:-h'l finqncial assumptions -
DBO at the end of the reparting perlod 154,965
(b}(Z). Statement of Profit or Loss 208
Current Servics Cost 154,985
Pagt pervice cost L

Wet interest cost on net DB liability / [asset| -
Femeasurement ((Zain),/ Loss =

Iet cost for the year recognised in Profit or Loss 154,985
(11{3). Development of Net Financial position 3132015
Diefined Denefit Obligation (154.585)
Fair Valoe of Flan Assels -
Funded Stahus - {Deficit)/Surplus (154,085)
MNet Defined Benefit Asset/(Liability) (154,985
{b}4). Reconciliation of Net Finandal position B1A12/3M 5
MNek Defined Benefit iability/ (asset] at the beginning of -
Teparting period

Amount receyrized in the Profit or Loss 154,585
Emplover contributions .
Benefits paid by amplover 5
et Defined Benefit liability / {asset] at the end of reporting 154,985
period
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(b}i5). Expected Benefit Payments for the year ending Amount
December 31, 2016 7042
December 31, 2007 7,188
December 31, 2018 738
December 31, 2019 7,492
December 31, 2020 30,096
December 31, 2071 to December 31, 2025 42,276
{b){6). Estimated Tarm of Liability (Years) 1432
(B}{7). Sensitivity Analyses
Defined Benefit Met Effect on
1. Discount Rate Obligation DBO
Base Discount Rate of 75% 154,985 .
Discount rate of B% (+0.5%) 146,011 (8.973)
Discount rate of 7% {-0.5%) 164,553 9 B50
1 Salary Escalation Rate
Base Salary Escalation Rate of 5% 154,985 .
Salary Escalation Rate of 6% (+1%) 176,919 5%
Salary Escalation Rate of 4% (-1%) 136,635 (18,360)
3. Altrition Rate
Base Attrition Rate of 3% 154,985 -
Attriticn Rate of 4% (+1%) 160,441 5457
Attrition Rate of 2% {-1%) 148,719 (. 268)
(b){8). Summary of actuarial assumptions
31-Diea-2115
Discount Rates 7.50%
Salary Escalsbion Rates 5 0%
Employes Turnover Rates 200%
hMonality Rares 100% of TALM {2006-08)

ANNUAL REPORT 2015 | 51



18. Deferred Tax Asset:
The Compary's Business operations of mining projects are currently at differed
stages of mining and commercial operations yet ko commence. Such projects are long,
term in nature and the company is in project phase during the vear The entity has
incurred certain tax loses which are permitted to be set off against taxable profits
arising trom reversal of temporary iming differences. Accordingly. out of prudence,
this disferred tax asset is nok creatid for this finandcal year.

1%. Related Party Disclosure:
191 Name of the related  parties and Relation

a. Druk Holdings & Investment (DHI)-Hobkding Company

192 Name of the fellow Subsidiaries

Cungsam Cement Corpocaton Lid (DOCL)

Wood Craft Center Lid [WCCL)

Druk Green Powisr Cosporation Ltd {DGPCL)

Dungsam Polymers Lid {DPL)

Bhutan Power Corporation Ltd.{BPCL)

Bank of Bhutan Ltd (BoBL)

Bhutan Board Product Lid.(BEPL)

Matural Resources Development Corporation Lad (WREDCL)
%. DHI Infra Led {DHIIL)

10. State Trading Corporation of Bhatan Lid {STCBL)
11. Bhutan Telecom Lid {BTL)

12, Druk Air Corporation Lid. (DCL)
13, Construction Development Corporation Ltd . (CDCL)
14, Thimphu Tech Park L (TTPL)

R L T

193 Related parties with whom transactions have taken place during the vear:

Board Directors-:
Drasgho Pempore, Chairman
Dasho Karma Weezdr, Director
M, Yeshi Durjl, Directior
Mr. Yeshey Dorji Director

Ms Karma Chaden Director
We Thukten Choeda  Thiractor

Mr Einzang Morkbu Direcior

194  No wransactions were done with relatives of key managerial personnel during the
Year, A HO,
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195  Transactions during the year,

[t :.||| Tie

(Amount in Nu)

I'I.I.I'.'-|I|.|;|II|:

| FRITITNE ihe Year

Balance s
dl !||
Degember
U5

17,

Intergroup Current i

Bank of Bhutan Limited | Depusits
Bhutan Power 20,347 =
Corporation Electricity Charges

215,963 -
Bhutan Telecom Limited | Internet Charges

55,261 5192
Bhutan Telecom Limited | Telephone & Fax
Druk Holding & 43,580,000 45,580,000
Investment Shares held by DHI WLk
Bhutan Board Prosduct 397 432 -
Lad. Purchase of Furniture
Druk Holding & Sundry Creditors -Inter 25,00 293,021
Investmeni Company
Coaropration Limibed M cehicle)
Wood Craft Center 153,195 =
Limibed Purchase of Furniture
Construction Advance Payment for 1,707,962
Development Constructon of 1707 962
Corporation Limited infrastructure
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2 Managerial Remuneration

‘ Remuneration to the Chief Executive Officer (CED)

Basic Pay

Corporate Allowance

GPF Contribution (Employer)

Leave Ercashment

Leave Travel Concession
Performance Based Variable Allowance{FBVA)
Total

Travelling expense of CEO
‘!iﬁ{iunh Board of Direchors of the company

T E

21 Aunditors remuneration

22 The Company commensed operations on 1% January 2013, Accordingly there is no
comparative information to be included in these financial smberments.
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