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THEYEAR UNDER REVIEW

The year began on a promising note to consolidate and surpass our past achievement trend. With excitement, even two
new portfolios, the supply of stone-based construction materials to KHEL and supply of railway ballast to the North
East Frontier Railways were added in the Compact 2020. The revenue and profit targets were raised to Nu. 1.97 B and
Nu. 447.96 M respectively. However, the closure of the border gates on 23 March 2020 and subsequent two nationwide
lockdowns by COVID-19 dampened our performance. The two new portfolios did not take off due to reasons beyond
SMCL’s control.

The revenue achieved was Nu. 1,165.90 M, a decrease from Nu.1,432.76 M in 2019. However, the profit after tax (PAT)
increased to Nu. 363.06 M from Nu. 336.35 in 2019. Net profit margin improved at 31.69%, registering a 32.41% increase
over 2019, while the already high return on equity saw a slight improvement to 49.77% from 49.43%. SMCL has become
a highly equitized Company over the years.

Though the quantity of gypsum production and sale decreased, PAT increased from Nu. 248.68 M to Nu. 263.48 M.
Further, net return per ton soared from Nu.509.59 to Nu.802.88. Such an increase was the outcome of the Board and
Company’s resolute and aggressive stance, which raised the selling prices of gypsum in the different export markets seg-
ments, right from the beginning of the year.

For the first time, in May 2020, the coal belt stretching from Jomotshangkha to Nganglam was leased to SMCL at an
annual lease fee of Nu. 50 M. Coal production target of 92,625.58 MT was fulfilled. Sale target of 85,000 MT could not
be achieved as only 72,160.75 MT was sold to the domestic industries. Sale target was severely impacted by border gates
closure and nationwide lockdowns. To reduce the impact, coal was even transported via Pema Gatshel to Nganglam to
keep DCCL operational. The PAT from coal was Nu. 111.92 M, a decrease from Nu. 132.68 M in 2019. However, if we
consider the prorated amount paid as annual lease fee of Nu.50 M, there is a slight increase in PAT in 2020.

The production of boulders and aggregates was planned to meet the requirement of KHEL. As KHEL did not take off,
we strategized to meet the local demands and avoided excessive stocking to reduce operation costs. Due to such stringent
cost cutting measures, Dzongthung Stone Quarry and Crushing Plant made a small profit for the first time.

On 2 June 2020, the Ministry of Economic Affairs directed SMCL to take over the Chunaikhola Dolomite Mine (CDM)
from Jigme Mining Corporation Limited (JMCL) for an interim period. Subsequently, SMCL took over CDM from
JMCL, along with 128 employees on 1 October 2020. The Company negotiated and paid Nu.60 M for key equipment,
machineries and infrastructures to ensure seamless operation of the mine. Mining operations started from 7 November
and produced 307,315.15 MT of dolomite and crushed 279,917.23 MT against the targets of 300,000 MT and 270,000
MT, respectively. The company was not allowed to sell in 2020.

In view of the performance of the Company in earning profit during the pandemic year and considering need for finance
by the national exchequer, the Board and Company declared the highest dividend till date at Nu.364.55 M, 124% of the
share capital of Nu. 293.99 M.

In 2020, DHI conducted corporate governance (CG) assessment to examine the compliance of overall corporate gov-
ernance in the Company. A report was issued based on the assessment conducted, reflecting the overall performance of
the Company in corporate governance. The Company scored an aggregate of 93% for the five CG principles used for
assessment as shown in the graph below. The score is among the highest in the DoCs under DHI
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In addition to corporate social responsibilities (CSR), SMCL believes in boosting local economies through broad-based
benefits sharing. Out of the total annual expenditure of Nu. 634 M, Nu. 521 M, which was more than 82%, was ploughed
back to the community in terms of expenditure on hiring of machineries, trucks for transport, local labor for manual
works and on petty contracts.

Doing business during the year was not easy. A great lesson learnt was the need to be agile in restarting operations right
after lockdowns to minimize impacts. As soon as the first lockdown eased, we were promptly able to resume our business.
In close coordination with local COVID-19 Task Forces, we operated our business strictly with protocols. Hence the
second lockdown had less impact as we had learnt to operate under containment mode from the first one. The Eastern
COVID Task Force deserves a special appreciation for being extremely supportive to the Company in facilitating trans-
port of gypsum and coal within the country as well as for export.

SMCL has to liaise and work closely with the regulatory authorities. The Management would like to thank regulatory
agencies and stakeholders namely, Department of Geology and Mines, National Environment Commission, National
Land Commission, Department of Forests and Park Services, their subsidiary field offices, Dzongkhags, Dungkhags,
Gewogs and Communities for their services and support.

Finally, the Management and employees pledge our sincere commitment to work hard to sustain our performance from
year to year.

Tashi Delek!

. 7(’ e

Kezang Jamtsho
Chief Executive Officer
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COMPANY PROFILE

The State Mining Corporation Limited (SMCL) is 100% DHI owned company and was incorporated under the
Companies Act of the Kingdom of Bhutan on 31st December 2014. The Royal Government of Bhutan envisioned the
noble concept of establishing a state entity realizing the potentials of mining sectors’ contribution to the nation’s socio-
economic development and expand economic opportunities, create jobs, and generate revenue for the country. During
the 45th Lhengyel Zhungtshog, The Royal Government of Bhutan decided the formation of State Mining Corporation
Limited (SMCL).

As on 31st December 2020, the Company has two coal mines, one gypsum mine, one stone quarry and one dolomite
mine in operation and the net value of the Company during the year was Nu.729.50M.

MISSION
Explore and develop mineral resources in a responsible manner for intergenerational equity.
VISION

Be the leading company in sustainable mineral resources management to distribute the national wealth to the
people of Bhutan.

VALUES

Integrity
Conduct business with honesty and transparency at highest level of corporate governance.

Excellence
Strive for the highest possible standards while conducting business, both in terms of work and quality of goods
and services.

Accountability
Defining & accepting responsibility, delivering on the commitments.

Team Work

Work collectively across all levels and partners, building strong relationships based on respect, understanding
and cooperation.

Responsibility

Strive to be responsible in keeping with the values of GNH, be sensitive to the environment and accountable to
the people of Bhutan.

Efficiency
Committed to highest standards through hard work, cost control and innovation
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BOARD DIRECTORS

ANNUAL REPORT 2020

DASHO KARMA YEZER RAYDI — CHAIRMAN.
CHIEF EXECUTIVE OFFICER -DHI

Dasho Karma Yezer Raydi has Master degree in Geotechnical Engineering, from Nippon
Institute of Technology, Saitama, Japan and Bachelor Degree in Civil Engineering,
from University of Roorkee, India. He has rich leadership experience acquired over the
27 years of service to the Tsa-Wa-Sum. He started his career in 1989 and since then
he shouldered important positions in ministries, financial institutions, authorities and
finally as an Eminent Member of National Council from 2008-2013. Currently, he is
serving as the Chief Executive Officer of the Druk Holding and Investments Ltd.

THINLEY NAMGYEL
SECRETARY- GROSS NATIONAL HAPPINESS COMMISSION

He has MBA from University of Canberra, Australia and Bachelor of Commerce from
Sherubtse College, Bhutan. He joined civil service as Trainee Officer in 1989 and shoul-
dered the responsibilities of key positions under various divisions and departments un-
der Ministry of Finance, His Majesty’s Secretariat and as the Director under GNHC.
He worked with World Bank, Washington DC as short term consultant. He has wide
knowledge in policy formulations, macro-economic analysis, monitoring and evaluation
of projects and international financial perspectives. He is currently serving as the Secre-
tary to Gross National Happiness Commission.

CHEWANG RINZIN
DIRECTOR - ROYAL INSTITUTE FOR GOVERNANCE AND STATEGIC STUDIES

Dasho Chewang Rinzin is a Deputy Chamberlain to His Majesty The King of Bhutan,
and the Director of the Royal Institute for Governance and Strategic Studies (RIGSS).
He headed the team that established the Institute in 2013. Prior to being appointed at
RIGSS in 2013 by His Majesty The King, Chewang worked at the Bhutan Standards
Bureau (BSB), the National Standards Body of Bhutan. While at BSB, he was a core
member of Bhutan’s WTO Negotiating Team, from 2005-2008, as an expert on
Technical Barriers to Trade. Chewang has a B.Tech Degree in Electrical and Electronics
Engineering from the TKM College of Engineering, Kerala University and a Master
in Public Administration from the Lee Kuan Yew School of Public Policy, National
University of Singapore.

STATE MINING CORPORATION LIMITED 7



GELEY NORBU
DIRECTOR - NATIONAL LAND COMMISSION, THIMPHU

He has obtained Master’s Degree in Urban and Regional Planning from University of
Sydney, Australia and Bachelor of Architecture from Maulana Azad National University
of Technology, India in the year 2000. He joined civil service as Urban Planner and
served under Ministry of Works and Human Settlement. He served as Chief Urban
Planner under Thimphu Thromde from 2009 till he was transferred to National Land
Commission as the Director in 2017. He has extensive expetience in urban planning,
implementation of Asian Development Bank and World Bank projects in Bhutan, land
and property related disputes resolutions, resettlement programs and instituted systems
and processes in various organizations. Served as the member to the drafting of legis-
lations related to land, municipal, building, planning and by-laws. He delivered online
course on behalf of World Bank to international participants.

KEZANG DEKI
CHIEF ENGINEER - DEPARTMENT OF INDUSTRY, MOEA

She has Master’s Degree in Engineering (Specialization in Structural) from the University
of Melbourne, Australia and B.Tech. in Civil Engineering from Indian Institute of
Technology (IIT) Roorkee, India. She joined civil service in 2004 and served under
Thimphu Thromde till 2008. Prior to her transfer to MoEA in 2015 she worked
under Ministry of Works and Human Settlement. She has been heading the Industrial
Infrastructure Development Division, Department of Industry, MoEA as the Chief
Engineer since 2016.

JIGME DORII
SENIOR ANALYST - DHI THIMPHU

He has MBA from Aarhus School of Business and Social Science, Aarhus University,
Denmark in 2012 and Bachelor of Commerce from Pune University, India 2007. He
started his career in 2008 in Bhutan Development Bank Limited as Assistant Branch
Manager and later as Manager, HR Division. He joined DHI as Senior Analyst from 2014
till 2017 and currently serving as Senior Analyst, Office of Performance Management,
His Majesty’s Secretariat. He has wide knowledge in research and business development,
banking & financial planning, performance management, policy formulations,
developing standards/manuals, organizational development and restructuring, and

manpower planning,

KEZANG JAMTSHO
CHIEF EXECUTIVE OFFICER- SMCL

He has Master’s Degree in Irrigation Engineering and Management from Asian Institute
of Technology, Bangkok, Thailand and Bachelor’s Degree in Civil Engineering from
Regional Engineering College, Silchar, India. He worked in various capacities in the
Ministry of Agriculture and Forests. Before he joined the State Mining Corporation
Limited, he served and completed his term as the Commissioner, Anti-Corruption

Commission of Bhutan.
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MANAGEMENT TEAM

KEZANG JAMTSHO
CHIEF EXECUTIVE OFFICER

He has Master’s Degree in Irrigation Engineering and Management from Asian Institute of Technology, Bangkok,

Thailand and Bachelor’s Degree in Civil Engineering from Regional Engineering College, Silchar, India. He worked in
various capacities in the Ministry of Agriculture and Forests. Before he joined the State Mining Corporation Limited, he
served and completed his term as the Commissioner, Anti-Corruption Commission of Bhutan.

SANGAY RINZIN

DIRECTOR, SALES & LOGISTICS
He has obtained Masters in Accounting from Curtin University of Technology, Western Australia in 2005. He served
as the Dean, Research and Industrial Linkages in Gaeddu College of Business Studies and as 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.

CHHIMI RINZIN
GENERAL MANAGER, HR & A

He has obtained Masters in Human Resource Management from Curtin University of Technology, Western Australian
2006. He started his career as Trainee Officer and served various ministries and agencies in different positions. Prior to
appointment as the General Manager, SMCL he served as the Head, Human Resource Management Division, and Royal
Civil Service Commission till March, 2015.

SANGAY TSHERING

GENERAL MANAGER, PROJECT & MINES
He completed his middle secondary study from Drugyel High School, higher secondary from Sherubtse College, Bhutan,
Bachelors of Engineering in Mining from Nagpur University, Maharashtra, India, and Masters in Engineering Science in
Mining Industry Management from University of New South Wales at Sydney, Australia. Before joining the company he
served as the Head of the Mining Division under the Department of Geology and Mines, Ministry of Economic Affairs.

KELDEN JATSHO
HEAD, ACCOUNTS & FINANCE

He obtained his Bachelor of Commerce from Kurseong College, North Bengal University, India. He started his carrier
as contract teacher in 2010. Later from August 2012 he joined as Accounts & Finance Officer in Bhutan’s first Private
Fund Management Company. Before taking up the position as Head (Accounts & Finance) at the SMCL, he worked as
Assistant Manager (Accounts) at the Army Welfare Project Limited (AWPL)
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DIRECTORS’ REPORT

To the Shareholders

It is my honor and privilege, as the Chairman of the Board of SMCL, to present the Directors’ Report for the year 2020.
2020 began on a promising note to consolidate and surpass our past achievements. Even two new portfolios, the supply
of stone based construction materials to KHEL and supply of railway ballast to the North East Frontier Railways were
added in the Annual Compact 2020. Accordingly, the revenue and profit targets were raised to Nu. 1.97 B and Nu. 447.96
M respectively. However, the closing of the border gates on 23 March 2020 and subsequent nationwide lockdowns due
to the COVID-19 pandemic dampened our performance. The two new portfolios did not take off due to reasons beyond
SMCL’s control.

The revenue achieved was Nu. 1,165.90 M, an 18.63% decrease when compared to Nu. Nu.1,432.76 M in 2019. However,
the Profit after Tax (PAT) was Nu. 363.06 M, a 7.94% increase when compared to Nu. 336.35 in 2019. Net profit margin
stood at 31.69%, registering a 32.41% increase over 2019, while the already high return of equity saw a slight improve-
ment to 49.77% from 49.33%. A great lesson learnt was the need to be agile in restarting operations after lockdowns. The
second lockdown had minimal impact since we operated under containment mode from the first one.

OPERATIONAL HIGHLIGHTS

GYPSUM

Gypsum production was severely affected by COVID-19, as illustrated in the following graph.

Production and monthly stock balance
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With the closure of the border gate on 23 March 2020, sale was completely stopped till 2 May. As a result, stock at Sam-
drup Jongkhar reached its capacity by the end of April and transportation of gypsum from Pema Gatshel was stopped
from 1 to 26 May. Stock in Samdrup Jongkhar continuously diminished thereafter while stock in Pema Gatshel accumu-
lated after May. This situation was the result of reduction in number of trucks carrying gypsum to Samdrup Jongkhar
due to frequent breakdowns in the absence of spares and workshops services. Hence production had to be calibrated
with the build up of stock at mines against the transportation and sale from Samdrup Jongkhar in order to control costs.
Production and sale of gypsum was 392,872.02 MT and 328,336.62 MT, respectively.

In spite of the decrease in sales, the PAT for gypsum increased from Nu. 248.68 M to Nu. 263.48 M, a modest 6% in-
crease. However, net return per metric ton soared from Nu. 509.59 to Nu. 802.88, a jump of 36.5%. Such increase is
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attributed to the company’s resolute and aggressive stance taken towards raising the selling price of gypsum in the export
markets at the beginning of the year while also exercising stringent cost control measures in production.

COAL

In May 2020, following the completion of the lease period for Eastern Bhutan Coal Company in December 2019, the
whole coal belt stretching from Jomotshangkha to Nganglam was leased to SMCL at an annual lease fee of Nu. 50 M.
At the same time, a portion of the Reshore Coal Mine was given to SMCL for immediate operation to meet domestic
demands. Our immediate response in operating the coalmine was short lived as it had to be suspended due to ground
stability issues. As a replacement, Khichangpo Coal Mine was taken up, but was not very successful, as we had to wind it
up even here due to pinching of coal seams. Demobilization was prompt to maintain break even status of this operation,
though there was overall loss when combined with Reshore operation.

Our production target was fulfilled with 92,781.80 MT, a combined target of 2,500 MT from Khichangpo and 90,000 MT
from Habrang and Tshophangma. Sale target of 85,000 MT was not achieved as only 72,160.75 MT was sold to domestic
industries. Sale target was severely affected by closure of border gate and nationwide lockdowns. After sometime, coal
was transported via Pema Gatshel to DCCL in Nganglam, though the number of trucks and frequency was reduced. But
greater impact was caused by the lockdown from 11 August as coal sale in dry season from September onward reaches its
peak during normal times. During this period, only limited trucks with escort was allowed by the health safety protocols.
To boost sales, the Company strived hard and sold additional 5,178.85 MT coal from Motanga, for the first time from a
temporary stockyard. Coal was lifted to Motanga from Habrang and dispatched to cement plants in Gomtu and AWPL
in Gelephu from 28 October 2020. Indian trucks were engaged by the buyers to transport from Motanga to Gomtu and
Gelephu as escort was not available to these places.

The PAT from coal was Nu. 111.92 M, a 15.65% decrease from Nu. 132.68 M in 2019. If we consider the prorated
amount paid as annual lease fee of Nu. 50 M for the first time, there is an increase in PAT in 2020.

STONE BOULDER AND AGGREGATES

The production of boulders and aggregates was planned to meet the requirement of KHEL if it commenced. As KHEL
did not take off, however, we strategized to meet the local demands and avoided excessive stocking to reduce operation
costs. Dzongthung Stone Quarry and Crushing Plant produced 75,101.10 MT of boulders, 55,379.15 MT of aggregates
and sold 25,377 MT, and for the first time made a small profit.

DOLOMITE

On 2 June 2020, the Ministry of Economic Affairs directed SMCL to take over the Chunaikhola Dolomite Mine (CDM)
from Jigme Mining Corporation Limited (JMCL) for an interim period. Subsequently, SMCL took over CDM from
JMCL, along with 128 employees on 1 October 2020. The Company negotiated and paid Nu. 60 M for key equipment,
machineries and infrastructures to ensure seamless operation of the mine. Mining operations started from 7 November
and produced 307,315.15 MT of dolomite and crushed 279,917.23 MT against the targets of 300,000 MT and 270,000
MT, respectively. The Company was allowed to sell dolomite only from 1 January 2021.

COAL WASHERY

The procurement of coal washery machine and construction of civil works at Habrang were on schedule except the 315
KVA transformer that was to be lifted from Birpara, India. However, erection of superstructure, installation, testing and
commissioning got delayed due to the Indian experts and workers not willing to come and undergo 21 days mandatory
quarantine.

ANNUAL REPORT 2020 STATE MINING CORPORATION LIMITED 11



FINANCIAL POSITION AND KEY FINANCIAL PERFORMANCE HIGHLIGHTS
INCOME

The total revenue for the year was Nu. 1,165.90 M, against the compact target of Nu. 1,973.64 M. When compared to
revenue of 2019, there was a decrease by 18.63% due to COVID-19 impacts. Khothakpa Gypsum Mine contributed Nu.
684.74 M, Habrang and Tshogphama Coal Mine contributed Nu. 460.89 M, Dzongthung Stone Quarry contributed Nu.
17.67 M and Corporate Office contributed Nu. 2.59 M to the total revenue of Nu. 1,165.90M.

EXPENDITURE

The total expenditure was Nu. 634.20 M, a 33.4% decrease from Nu. 952.26 M in 2019. The decrease in expenditure was
primarily due to inventories of Nu. 212 M accumulated due to sale and transport difficulties. Expense on gypsum was Nu.
306.63 M, on coal Nu. 289.56 M, on stone quarry Nu. 16.42 M and on dolomite Nu. 21 M. The Corporate Office incurred
expenses of Nu. 40.43 M. Khichangpo, combined with Reshore added Nu. 2.17 M to the total expenditure.

PROFITABILITY

The PAT achieved was Nu. 363.06 M, though the compact target was 477.96 M. If compared with PAT of 2019, there
was an increase by 7.94%. Net profit margin at 31.69%, registered a significant increase of 32.41% from 2019.

CASH FLOW

There was decrease in cash flow position to Nu. 82.681 M from Nu. 190.64 M in 2019.

AUDIT ISSUES

The Company is pleased to report that there was no audit observation by the Statutory Auditors for the year 2020.
BOARD’S RECOMMENDATION OF DIVIDEND

In view of the performance of the Company in earning profit during the year and considering need for finance by the
national exchequer, the Board and Company declared dividend of Nu. 364.55 M, 124% of the share capital of Nu.
293.99 M.

CORPORATE GOVERNANCE

The Company strives at all times, to abide by the provisions of the Corporate Governance Code (CG Code), Ownership
Policy of the Druk Holding and Investments Limited (DHI), the Companies Act of the Kingdom of Bhutan 2016 and
other statutory requirements. All members of the Board were identified and appointed by DHI with subsequent endorse-
ment in the Annual General Meeting,

The Company’s Board comprises seven Board Directors including the Chief Executive Officer. The Company conducted
four Board Meetings and an Annual General Meeting. The Company has three Board Sub Committees, namely Board
Audit Committee, Board Tender Committee and Board HR Committee. The Chairperson of Board Committees report
all the matters deliberated at the sub-committee level to the full Board with recommendations for decision and final ap-
proval.

In 2020, DHI conducted CG assessment to examine the compliance of CG Code and to see the overall corporate gov-
ernance in the Company. A report was issued based on the assessment conducted, reflecting the overall performance
of Company in corporate governance. The Company scored an aggregate of 93% for the five CG principles used for
assessment as shown in the graph below. The score is highest among the DoCs under DHI.
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CORPORATE SOCIAL RESPONSIBILITY

SMCL contributed Nu. 1.66 M directly to support schools, institutes, colleges, lhakhangs and communities during the
year. Besides contribution in cash, Company also assisted in the construction of roads, provided aggregates, stones and
other construction materials.

In kind, Company donated raincoats, gumboots, I'T equipment, protective gadgets, refrigerators and solar lights and
construction materials to COVID-19 frontline workers. The Company deployed vehicles for delivery of essential items
and transportation of frontline workers, reach samples to hospitals, transportation of students, construction materials for
shade constructions, and water tankers for supply of drinking water.

1 Covid-19 ( Desuups/frontliners) 548,546.60
5 Culture & religious events (Construction/renovation/preservation of lhakhangs, chortens and 41679115
other monuments) & Community Development ’

3 Schools, institutes & colleges, hospital 702,500.00

BEYOND PROFITS: SHARING BENEFITS WITH THE COMMUNITIES
SMCL believes it has responsibility towards communities in boosting their livelihood though economic activities.
The table below shows the details of revenues pumped into local community and businesses:

EMES hlr.ed 230,721,030.82 50 |42 nos exFavators, and 8 nos wheel loaders.
EMEs & Tippers hired 184 | 182 nos tippers and 2 nos Water Tankers.
Tippers Freelance individual Tip- Gypsum transported from Pema Gatshel to S/

266,714,765.07 | 383 |Jongkhar & Coal transported from Habrang Coal

ers-Transportation of minerals .
P p Mines to Nganglam.

Construction | Contract works (Labour contract 2,702,906.90 7
works to locals)

Coal raisers (including Students) | 10,216,452.59 | 110 | Awarded based on Output per Man-shift and per MT.

Manpower Operator S 50
Engaged Drivers 567
Daily wages earners 2,412,706.00 31
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Out of the total annual expenditure of Nu. 634 M, more than 82% is distributed to the private sector and individuals
within the communities, which otherwise could have led to the concentration of wealth in the hands of a few. These
figures prove our contention that state ownership in the natural resources sector is indeed beneficial to the larger private
sector. It is a compelling illustration of how the public and private sector can not only co-exist but grow together in a
mutually beneficial manner.

CHALLENGES AND WAY FORWARD

The main challenge for SMCL, which manifests and impedes in various ways, is uncertain policy environment. The Mines
and Mineral Development Policy and the Mines and Minerals Bill are still under debate. The debate on private versus state
operation of mines involves multiple interest groups. Under such a policy and legal environment, long-term planning and
investments are at great risk. The mining sector is evolving fast and not taking the right decision at the right time could
put us in great disadvantage over the years. Interim operations of mines will have long-term implication in choice of
technologies, efficiency and consolidation of operations over the years.

Unexpected risks like COVID-19 can destroy the mining business. Cost of business operation can increase signifi-
cantly, if proactive remedial measures are not initiated promptly. Mining operations face many risks and to be able
to see imminent risks and manage them will be key to success.

Professionals/experts in the mining field are scatce in the existing work force. Further, it is a challenge to get staff with
knowledge, skills and integrity. SMCL is already feeling the void at senior level as the business grows from year to year.
Selecting and recruiting right people has become a challenge.

SMCL is maligned at the national and community level, which erodes morale of employees and institutional vitality to
perform. The Company and its employees, however, draw inspiration from the noble vision and deeds of His Majesty the
King. We are also constantly reminded of our efforts by the words of former American President, Theodore Roosevelt,
who in his famous “The Man in the Arena” speech said that, “I7 is not the critic who connts; not the man who points out how
the strong man stumbles, or where the doer of deeds could have done them better. The credit belongs to the man who is actually in
the arena, whose face is marred by dust and sweat and blood.”

ACKNOWLEDGEMENTS

The Board would like to sincerely thank the Royal Government of Bhutan, Druk Holding and Investment Limited, all
regulatory agencies and stakeholders like Department of Geology and Mines, National Environment Commission, Na-
tional Land Commission, their subsidiary offices, Dzongkhags, and Communities for their support and helping SMCL to
achieve its mandates. In particular, amidst the pandemic, the Eastern COVID Task Force has been extremely supportive
to the company in facilitating transport of gypsum and coal within the country as well as for export.

The Board would also like to thank the Chief Executive Officer for his selfless leadership and hard work done by his
team. Finally, I would like to encourage and wish SMCL family to continue its excellent performance in all your future
endeavors.

Tashi Delek!

For and on behalf of the Board

A\

Dasho I(armq-Yezer Raydi
(Chairman)
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CORPORATE GOVERNANCE REPORT 2020

1. BOARD DIRECTORS

The Board is the apex decision making body of the company. It determines the company’s overall strategy and follows up
on its implementation, supervises the performance, ensures adequate management and organization and, as such, actively
contributes to developing the company and fulfill shareholdet’s expectation.

2. BOARD COMPOSITION

The Board constitute seven members appointed by the sharcholder at the Annual General Meeting, The members con-
stitute four independent and three non-independent directors from diverse professional background. The diverse com-
position in terms of knowledge, skills, experiences, age and gender helps the Board to make informed, independent and
objective decisions in the interest of the shareholder, company, employees and other stakeholders.

Board Members in 2020

SI Name of Director | Designation & Address Description Dat.e of Ap- Remarks
No. pointment
Dasho Karma Yezer | Chief Executive Officer, .
1 Raydi DHI Chairman 3/3/2020 Non-Independent
2 | Kezang Jamtsho ;SIIEEEXCCHUVC Officer, Board Member | 1/7/2019 Non-Independent
3 | Jigme Dotji St. Analyst, DHI Board Member | 27/11/2019 Non-Independent
4 | Chewang Rinzin Director, RISS Board Member | 3/3/2020 Independent
5 | Geley Notbu Director, National Land | g 4 N rember | 5/3/2019 Independent
Commission
6 | Thinley Namgyel Secretary, GNHC Board Member | 5/3/2019 Independent
7 Kezang Deki Chief Engineer, IDD, Board Member | 5/3/2019 Independent
MoEA
Board Directors’ attendance and retired from March 2020
Name | Designation Designation & Address Attendance Remarks
1 Dasho Karma Yezer Raydi Chief Executive Officer, DHI 4/4
2 Kezang Jamtsho Chief Executive Officer, SMCL 4/4
3 Sonam Wangyel Dzongdag, Samtse Dzongkhag 1/1 Retired
4 Thinley Namgyel Secretary, GNHC 4/4
5 Chewang Rinzin Director, RIGSS 3/4
6 Geley Norbu I?lrector, National L.and Commis- 4/4
sion
Kezang Deki Chief Engineer, IIDD, MoEA 4/4
Jigme Dortji St. Analyst 4/4

3. BOARD MEETINGS

Four Board Meetings were held during the year and quorums for each of these meetings were duly met. The dates for the
Board meetings are decided in advance and communicated to the Directors. Agenda, along with necessary explanatory
notes are sent to the Directors before the meetings.
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Board Meetings

No. of Board Meeting Date Venue
35th 03/03/2020 Virtual
36th 29/09/2020 Virtual
37th 25/11/2020 Virtual
38th 25/12/2020 Virtual

4. BOARD COMMITTEES

The Board may from time to time establish Board Committees as is considered proper to assist in carrying out its duties
and responsibilities. The Board delegates certain functions to the subcommittees to assist or to enable the Board to make
appropriate decisions.

a.  Board Audit and Budget Committee

b.  Board Tender Committee

c.  Board HR Committee

The Board appoints the members and Chairperson of each Committee. The committees constitute with members from
non-executive members of the board where one of the independent directors appointed as the chairman of the commit-
tee. Hach Board Committee operates under clearly defined terms of reference approved by the Board.

a. Board Budget and Audit Committee

The Board Audit Committee comprise of three Board Directors appointed by the Board from time to time where the

chairman and the majority of members are independent directors. Membership of an audit committee includes directors

who are financially literate.

i.  The audit committee shall undertake its activities in accordance with a board approved audit committee charter.

ii. The audit committee shall monitor and should give the board assurance on the operation of the internal control sys-
tem and internal audit activities, financial reporting, external audit, accounting and legal compliance of the company.
It may also monitor the effectiveness of the company risk management system.

The details of the Board Budget and Audit Committee Meetings held in 2020

No. of Meeting  Date Venue/Mode Remarks
14th 28/9/2020 Virtual Audit Meeting
15th 24/11/2020 Virtual Audit & Budget Meeting
16th 1/12/2020 Virtual Budget Meeting

b. Board HR Committee

The Board HR Committee of the company comprises three members, all being appointed by the Boatrd from time to time
and chairman identified by the Board.

The Board Human Resource Committee reviews and assess the policies & strategies to strengthen internal systems and
processes related to Human Resource of the company. The primary functions of the committee are to:

*  Review proposals submitted by the Management and approve or recommend to the Board.

*  Carry out the Selection Interviews for the executive or equivalent positions.

*  Carry out any other responsibility related to HR as delegated by Board.
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The details of the Board HR Meetings held in 2020

No. of Meeting Date Venue
8th 19/10/2020 Virtual from Samtse

c. Board Tender Committee

The objective of the Committee is to reinforce corporate governance, integrity and transparency in the pro- curement
process and contract management. The committee comprises of three members including the chairman appointed by
Board.

During the period, the company followed procurement rules and standards of the company while procuring works,
goods and services.

The details of Board Tender Committee meetings held in 2020

No. of Meeting Date Venue
9th 2/10/2020 DHI, Thimphu

5. POLICIES AND PRACTICES OF CEO AND BOARD EVALUATION

The shareholder ensures that the Board has an appropriate balance of skills, qualities and characteristics so that each
board member is equipped with the proper tools and motivation to carry out the responsibilities.

The evaluation of individual Directors focuses on contributions of the Directors to the company as specified in the
Board Charter. The Board evaluates the performance of the CEO on annual basis.

6. ANNUAL GENERAL MEETING

It decides on and approves important issues concerning the Company’s management, including the reappointment &
appointment of Directors, amendments to the Articles of Incorporation, approval of financial statements and dividend
for the yeat.

The 6th Annual General Meeting of the company was held on 30th March, 2021 at the Board Room, DHI via zoom,
Thimphu with the representatives from DHI (shareholder). The meeting discussed on the consideration of audited ac-
counts for the financial year ended 31st December, 2020 and auditors’ report and declaration of dividend.

The AGM also discussed on the appointment and retirement of directors and remuneration of the Chief Executive Of-
ficer. As per the section 138 of the Companies Act of Bhutan 2016, the Directors need to retire during AGM.

Mr. Geley Norbu, Director, NLCS was reappointed as the Board Director for another term. Board Directors, Mr. Thinley
Namgyel, Secretary, GNHC, Ms. Kezang Deki, Chief Engineer, IIDD, MoEA and Mr. Jigme Dorji, St. Analyst, DHI
have been retired and replaced by Ms. Kinley Yangzom, Former Chairperson, ACC, Mr. Pasang Dorji, Dzongdag, Samtse
and Mr. Pem Tshering, Sr. Analyst, DHI respectively.
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7. BOARD REMUNERATION

a. Board Directors’ remuneration

Based on the remuneration fixed by DHI, the company paid total of Nu.264,000.00 during the 2020 for four Board Meet-
ings, five Board Committee Meetings and two other board level meetings (MTR & Compact negotiation).

Sitting Fees Amount
Board Meetings 180,000
Sub-committee fees 84,000
Grand Total 264,000

b. Remuneration of CEO
The CEO’s remuneration for the 2020 has been presented in the table below:

Pay & Allowances Amount
Basic Pay 1,193,400
Allowances 1,074,060
PBVP 294,300
GPF Contribution 179,010
Sitting fees 48,000
Grand Total 2,788,700

8. RISK MANAGEMENT

Risk Management is a priority for the Company and in every annual compact endorsed with DHI, activities related
to management of risk is incorporated for implementation. The Company’s overall risks are classified under 5 broad
categories: Strategic, Financial, Operational, Compliance and Control risk.

As per the Company’s Risk Management Policy, the Company prepares the risk register by recognizing potential risks and
accurately program mitigation strategies in the beginning of the year. All Board Members, Management and Employees
of the Company is individually responsible to safeguard the Company from any risk associated thereof which would
otherwise hinder the performance or the reputation of the Company. The risk register is maintained with approval from
the Board in the beginning of the year. It identifies all potential risks and the mitigation plans/ measures to curve or avoid
its consequences in future. The register is regularly monitored and updated on its implementation efficiency and if further
actions are deemed, the management resolves for additional measures.

The mine workers are normally exposed to risk of accidents at worksite. The mines are operated in a rough and freshly
exposed terrains with narrow working space engaging huge earth moving equipment that are highly susceptible to

accidents. Additional mitigations, if required, are put in place to address further risks.

The Company continue to dangle with policy ambiguity in mining creating uncertainties while making investment plans.
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INDEFENDENT AUDITOR'S REFORT

To
The Shareholders of State Mining Corporation Limited

Opinion

We have audited the accompanying financial statements of State Mining Corporation
Limited (the Company) which comprise the Statement of Financial Position as at 31
December 2026, Statement of Comprehensive [ncome, Statement of Changes in Equity and
Statement of Cash flows for the year then ended, and notes 1o the financial statements,
including & summary of significant accounting policies,

In our opinion, the accompanying financial statements present fairly, in all maleral
respects, the financial position of the Company as at 31 December 2020 and its financal
performance and tho cash flows for the year then ended i accordance with the Bhutanese
Accounting Standards,

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAS),
Our responsibilities under those standards are further described In the Auditor’s
Responsibilities for the Audit of the Finandal Statements section of our report. We are
independent of the Company in accordance with the ethical requirements that are relevant
to our audit of the financial statements in Bhutan, and we have fulfilled our other ethical
responsibilities in accordance with thes: requirements. We believe that the audit evidence
we have obtained is sufficient and appropriate to provide a basis for our oplnion.

Responsibilitics of Management and those charged with the Govermance for the
Financial Statements

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

In preparing the financial statements, management & rsponsible for sssessing the
Company's abality fo continue as a going concern, disclosing, as applicable, matters refated
to going concern and using the going concern basis of accounting unless management
either intends to liquidate the Company or to cease operations, or has no realistic
altermative but to doso,
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Thase charged with governance are responsible for overseeing the Company’s financial
TEpOrting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Qur objectives are to obtain reasonable assurance about whether the financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor's report that includes our opindon, Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with 15As will
always detect a material misstatement when it exists. Misstatement can arise from fraud or
erroe and are considered material if, individually or in aggregate, they conld reasonably be
expected to influence the economic decisions of users taken on the basis of these finandal
statements

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

* Identify and asseas the risks of material misstatement of the finandal stalements,
whether due 1o fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than one resulting from error, as fraud may invelve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal
control,

*  Obtam an understanding of internal control relevant @ the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Company’s internal control

* Evaluate the appropriateness of accounting policies used and the reasornableness of
accounting estimates and related disclosures made by management

* Conclude on the appropnateness of mansgement’s use of the going concern basis
of accounting and, based on the audit evidence obtalned, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Company‘s ability to continue as a going concemn, If we conclude that a material
uncertainty exists, we are required to drew attention in our auditor’s repaort to the
related disclosures in the financial statements or, if such disclosures are inadequate,
to modify our opinion. Qur conclusions are based on the audit svidence obtained
up to the date of our auditor's report. However, future evenis or conditions may
cause the Company 10 cease o continue as a going concern,

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

ANNUAL REPORT 2020 STATE MINING CORPORATION LIMITED
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We communicate with those charged with governance regarding, amang other matters, the

planred scope and timing of the audit and significant audit findings, induding any
significant deficiendies in internal control that we identify during eur audit.

We also provide thase charged with governance with a statement that we have complied
with relevant ethical requirements regarding independence, and to communicate with
them all refationships and other matters that may reasonably be thought to bear on our
independence, and where applicable, related safeguards.

Report an Other Legal and Regulatory Requirements

As required by Secton 266 of the Companies Act of Bhutan 2016 (on the Minimum Audit
Examination and Reporting Requirements) we enclose in the Annexure « A, a statement on
the matters specified therein to the extent applicable.

We also enclose for Information purposes Annexure-Il a statement on applicability of
Bhutanese Accounting Standards Phase I, Phase Il and Phase 11 on the Company for the
year ended December 31, 2020

As required by Section 265 of the Act, we report that

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

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

¢) 'I'he Statement of Finencial Position, the Statement of Comprehensive Income, the
Statement of Changes in Equity and the Satement of Cash Flows dealt with by this
report have been prepared in accordance with Bhutanese Accounting Standards
and are in agreoment with the beoks of account.

d} In car opinion, the Campany has complied with all other legal and regulatory
requirements to the extent applicable,

STATE MINING CORPORATION LIMITED ANNUAL
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Minimum Audit Reguirement, 2020

State Mining Corporation Limited

ANNEXURE - 1 TO THE INDEPENDENT AUDITORS' REPORT (Referred to under'

Report on Other Legal and Regulatory Requirements' in our Independent Auditor's
Report of even date)

MINIMUM AUDIT EXAMINATION AND REPORTING REOUIREMENTS
Ceneral:

a) To the extent applicable, the company adheres to the Corporate Governance
Guidelines issued by Druk Holding and [nvestments (OHI).

b} In our opinion those charged with governance and the managerent of the Company
has pursaed & prudent and sound financial management practice in managing the
affairs of the Company as it revealed from our audit.

¢) The financial statements of the Company are prepared to the extent applicable by
applying the Bhutanese Accounting Standards issued by the Accounting and
Auditing Standards Board of Bhutan (AASBB),

d) The Company has maintained proper books of accounts and the financial statements
for the year ended 31st December 2020 are in agreement with the underlying
accounting records.

¢) The Company has maintained the applicable regsters as spedified under Section 228
of the Companies Act of Bhulan 2{Hé.

f) The Company has fulfilled its abligation social and otherwise as entrusted to it

g) The Company has computed the amount of tax correctly and the same has been
reflected in the financial stateménts.

1. The company is generally maintalning proper records of Fixed Amsets showing full
particulars including quantitative details and situations of its fixed assets. As per
mformatton provided o us by the Management, no material discrepancles were
notwed on physical verification conducted by the Management during the year,

2. Fixed assets have not been revalued during the year.

3. Physical verification of finished goods, raw materiale, stores & spares have Deen
conducted by the management through use of services of Dzongkhag Survey
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engineers as the meanagement could nat deploy its own verification team due to
Covid 19 restrictions, In our opinion, the frequency of veritication is reasonable,

As informed to us, the procedures of physical verlfication of steck followed by the
management are reasonable and adequate in relation to the size of the company and
oature of its business.

As per the physical verification report, material discrepancies in aggregate were
naticed during the physical verification, Such discrepancies have been properly dealt
with in the books of accounts.

As informed to us, the Company has a reasonable system of recording receipts,
ussues and consumption of materials and stores and allocating materials consumed to
respective jobs.

As informed by fhe management, quantitative reconciliation in respect of major
iwms of raw materials and finished goods are carrled out at the end of the
accounting year,

There were no obsolete, damaged, slow moving and surplus goods/ imventories as
informed by the management,

Not Applicable as reported In clause 8 alrove.

An amount of Nu. 6,658,771.69 being the difference between the book value and the
physical valae during physical verification were written off by the management. No
approval from the board was obtained.

On the basis of examination of available reports and on the basis of information
provided by the management, we observed that stocks are valued at lower of
moving average price of the stocks at different Jocations and the net realizable value.
The basis of valuation of stocks is consisient with that of the previous year.

12 The company has taken unsecured loan during the year from other parties under the

13

]*'

15.
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same management. The rate of interest and other terms and conditions were prima
facie not prejudicial to the interest of the company.

The company has not granted unsecuned loan and advances to companies and other
parties which are ultra vires to the Articles of Association and others relevant Acts
and regulations,

Advances granted to officers/ staff are in keeping with the provisions of service rales,
No excessive and frequent advances were granted and accumulation of large
advances against a particular individual was generally avoided.

In our opinion and according to the information and explanation given to us during
the course of audit, the company has established an adequate system of internal
controls to ensure completeness, accuracy and reliability of accounting records, to

()

STATE MINING CORPORATION LIMITED

25



26

| Dechok & Associates Private Limited
/9, Auditing, Accounting and Tax Services
Aasocelt” Thimphu: Bhutan

carry out the business in orderly and efficient manner, to safeguard the assels of the
company as well as © ensure adherence to the applicable rales/regulations and
systems and procedures,

16. 1t has been explained to us that there exists a reasonable system of authorization at
proper levels and an adequate system of intemal control commensurate with the size
of the company and nature of its business, on issue of stores and allocation of
materials and labor to jobs,

17.  As per information given to us and on the basis of examination of books af
accounts and records, theme is 4 reasonable system of competitive biddings,
quotations and negotiations, commensurate with the size of the company, and the
mature of it's business, in respect of purchases of goods and services including stores,
plant & machinery, equipment and other assets, and for sale of goeds and services,

18. (a)As per the Information and explanations given to us, there were no transactions
for purchase and sale of goods and services made in pursuance of contracts or
arrangements entered into with the directors or any other party related to the
directors or with the companies or firms in which the directors are directly or
indirectly interested. Transactions between SMCL and other DHI companies are
disclosed in the notes fo financial statements,

(b) This clause is not applicable in view of obsarvation in clause (a) above.

19. In our opinion, the expenses charged to the Company accounts appear to be
legitimate business expenses and we have not found any persanal expense charged
to the Company.

20, The company had determined certain fixed assets as

obsolete/ damagod/unserviceable during the year. Provision for loss has been made
in the accounts,

21. As explained by the management, there is a system of ascertaining and identifying
point of occurrence of damages of material in stock  dwring  loading/
unloading/ transportation, in storage and during handling, ete. so that responsibility
could be fixed and compensation sought from those responsible.

22 In our opinion and to the best our knowledge and belief and as per the information
and explanations provided to us by the management, the company 18 mamiaining
reasonable record for production of finished goods and adequate physical safeguards
exist 1o prevent unauthorised or imegular movement of finished products from the
company. There are no by-products,

23. The Company does not have any by-products, however, the company is maintaining
reasonable records for sale and disposal of realizable scraps where applicable

24. On the hasis of test checks of records, the Company s generally regular in
depositing rates and taxes, dutles, royaltes, provident funds and other statulory
dues with appropriate authorities. Provision for corporate tax is reasonably adequate
and the company has made nacessary adjustments to compute the tax as per the
prevailing tax laws, rules and regulations of Bhutan.
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25. As per the accounting records, the company had undispated amounts payable in

respect of rates, taxes, dufies, royalties, provident funds and other statutory
deductions which were outstanding as at the last day of the financial year as follows:

SL¥ Particulars Amount (Nu.)

1 Tax Deductod at Source 1,406,941.93

26. The company maintains mine-wise cost centres, therefore there is no need to allocate
man-hours atilized o respective jobs.

27, There & a reasoneble system of price fixation taking inte account cost of production
and market conditions,

28, As stated to us the credit sales pelicy is reasonable. No such credit rating of the
customers is there in place.

26, No such commission agents have been appointed. Therefore, the clause is not
applicable to the company.

30. According to the information and explanations given t us, there is & reasonable
system for continuous follow up with debtors and other parties for recovery of
outstanding amounts. Aging analysis is carried cul by the management as and when
required for information and follow-up.

31, The management of liquid resources particularly Bank balances are adequate and no
excessive amount are lying idle in non-interest bearing accounts, No excessive
amounts were found withdrawn from loan accounts leading to avoidable interest
burden to the company,

32, In our opinion and on the basis of available records and information, the activities
carried out by the company during the year are prima facle lawful and Intravires o
the Articles of Incorparation of the company.

33, In our opinion and according to the information and explanations given to us, the
company has a system of approval of the Board for all capital investment decisions
taking into account the technical and economic feasibility of such new ventures.

3. The company has established an effective budgetary control system.
35. This dause is not applicable to SMCIL.

36. The details of remuneration, commission and other payments made in cash or kind
to the Board of Directors including the Chief Executive Officer by the company are
disclosed in the related party disclosure in the notes to the financial statements, No
payments were made by the company directly or indirectly to any relatives induding
spouse and children of any Director or CEO during the vear.

37. According o the information and explanations given to us, the directives of the
Board have been complied with.
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38. Tre Company is not lisked on the Royal Securities Exchange of Bhutan Limited and
therefore the transmission of price sensitive information does not anse.

39, Proper records werne maintained for inter unit transactions, arrangements and
Se-vices

40. Proper Agreements with reasonable terms and conditions are executed for hire/
loase of machineries by the company from other parties.

COMFPUTERISED ACCOUNTING ENVIRONMENT

1. The organisational and system development controls and other internal controls are
adequate relative to the size and nature of computer installations.

The company has adequate safeguard measures and back up facilities exist
3. As rogards back up faclities and disaster fecovery measures, we are given to
understand that the backup files are kept at different locations.

4. The operational controls are adequate to ensure correctness and validity of Input data
and oatput Information.

=

The measures to prevent unauthorised access over the computer mstallation and files
are adequate.

6. No data migration took place during the year,
GENERAL:

1. Going Concorn Problems -

The company’s present eperational and financial data inclicate that the company is
healthy and the accounts are prepared on the assumption that the company is a going
concerm.

The company in our opinion is in a position to carry on its business and Is not likely to
become a sick entity in the foreseeable near future.

2. Ratio Analysis =

Deetails are given in Exhibit- 1.
3. Compliance with the Companies Act of the Kingdom of Bhutan -
As confirmed by the management, the Company has generally complied with statutory
provisions of the Companies Act of the Kingdom of Bhutan 2016 concerning conducting of
mectings, filing requirements, maintenance of records, issue of shares, raising of loans and

all other matters specified in the said Act. A compliance of all items listed in the compliance
check list and compliance calendar is attached with the audit report as an annexure,

4. Adherence to Laws, Rules and Regulations:
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The audit of the company is governed by the Companies Act of Bhutan, 2016 and the
scope of audit is limited to the examination and review of financial statements as
produced before us by the management. In the course of our audit, we have considered,
based on our test checks, the compliarnce of the provisions of the said Companies Act,
refevant to the financial statements, o the best of our knowledge and belief, We are
unable to state whether the Company has been complying with other applicable laws
(other than the said Companses Act), rules and regulations, systems, procedures and
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STATE MINING CORPORAYION LIMITED
STATEMENT OF FINANCTAL POSITION AS ON

3-Doc-20
Pasticuslars Naotes 31-Dec- 20 3Dec-19
ASSETS
Non-Carrent Assels.
Propenty, plant and cquipaiont 24 201122049 7717385
Intangibie ascet o 199,555 16,840
Capital work-m-progress 2C 3LE6.440 20.53478%
Exploration & ovaluation oot n 14,225,529 21,9499
Mines Pevelopment b 1} 1,615 7RO0M
Trude & cther recvivalie 3 13,434,851 11,196,100
Oeher non cument assets + 2007108 AT
Dieferred tas Assels 5 8,922,552 8,923,552
‘Total nome-Crzrrent asset 365,074,631 295,654,997
Current Assets-
fventories a 557,700,488 RR, B
Trode & other receivolbde 7 24918772 3950508
Cash and cash equivalents 5 BLOSL.M3 190,640.751
Othwes current assets “ 127,500,042 117558325
Total current asset 992,594,247 737,064,660 |
Total assct 1,357,965,074 l&%
[FQUITY AND LIABILITIES
Capital and reserves
Share capital " 295,990 293,990,000
Retain Eaming 430,500,542 387,781 578
Tokal TRATG 4 681, 77LE78
Nom-current liabilities
Deferred tax hability 11 137,542 21LA0
Lmployee beoofit oblegations 12 2543251 2625241
Lump-term Borrowing ] 55,153,570 53,153,570
Tutal non-<cwrent Labilliles 57,039,463 55,000,461
Cursent Habilittes
Trade and other payables 14 A5, 6M0873 18,58 .33
Shoct lere cmployoe benefie 15 L775,689 246331
Ohber curmunt Labilities 16 215,421,812 261,066,551
Shott-term Borrowing 17 309,405,656 14,895,042
Total current lzabifitios ST1AMOR 295,167,314 |
Total of equity and liahilities 1,357,969,07% 1,032,929,65%

The above accompanying notes farm an mbegral part of Financial Statements.
Signiticant Accounting Policy and Notes of Fmancial Staterment 1- 41

As per our repact of even date

byfs Dechok & arssociates Pyt [ad

Fue State Mining Corporation Limsited

Piace Thimphw
Patehairman
State Mining Corporation Ltd.
egd. Dffice: Samtse: BHUTAN

STATE MINING CORPORATION LIMITED

[ L
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STATE MINING CORPORATION LIMITED
STATEMENT OF COMPREHENSIVE INCOME FOR THE PERIOD

Ji-Dec-20
Particulars Notes 31-Dec-20 31-Dec-19
Income-
Revenue from sale of products 18 1,345.693,332 1,405,435,3M
Other income 1% 20,202,070 27,524,572
Total Income 1,165,895,401 1432.759,673
Expenditure-
Changes in Inventories of fmished goods .4 (211,954,224} (an,ml)r
Mining Cost 21 SHL6TR 506 668,716,723
Operation & Maintenance Expenses 22 6,590,383 33,881,714
Depreciation and Amortsastion 2A-2E 47,6870 43,450,N2
Employee Benafit Expenses 24 80,578,251 61,846,785
Finance Cost 25 5,966,162 7,919,905
Other Expernses 26 23,951,678 31,622,297
Selling & Distribution 27 81,085790 106,842,547
Total Expenditure 633,203,679 452,257,042
Profit/{Loss) Befare Income Tax 531,691,724 450,502,631
Income Tax Expenses
Current tox 167,502.321 147,601,451
Defernad tax 1,125,852 {3,4540,591)
Income tax for earlier year -
ProfiALoss) After Income Tax 363,063,510 316,351,542
Other Comprehensive (incomej/Toss
Actuarial Gain/ {Loss) on post emplovment
_____lbenefit obligations L1015 SOLYY |
Net Other Comprehensive ([ncomel/Loss 1,100,153 500,733
Total Comprehensive Income/{Loss) 364,163,663 136,852,575
Basic and Diluted Earnings per Share 25 124 114

For State Mining Corporation Limited

Dasho Karma Yezer Raydi Kezang Jamtsh
Chairman CBO Exevutive Off;

e O Limit

Place : ’l‘umf‘ﬂ“
Date:

Chairman

State Mining Corporation Ltd.
Regd. Office: Samtse: BHUTAN

STATE MINING CORPORATION LIMITED ANNUAL REPORT 2020



STATE MINING CORPORATION LIMITED
STATEMENT OF CASH FLOW FOR THE YEAR ENDED

33-Dae-21)
Particalars 31-Dec-2020 31-Dac-2019
Net Frofit Before Tax 531691724 150,502,631
Adjustment for
Pepreciation md amartzatica 47,687 070 HsnER2
Actunrial Gam/(Loss) on post emypioyment benefit obligaty 110035 ooz
Interest om Securned Laan TS B08
Lovn processinyg fees - SMCL roosr
Lass on Disposa | of FPE LIoo7 .4y
Payment of fees
Interust eamad oo Shant Tenm Deposit (3859 980)
Clanges in Warkisg Capital:
Adjustment for:
(Increase)/ Docrease n Inwentory (205.522.235)) (4.368.6
(Incroame)/ Docresse iy Trade & Otlwr Rocsvahles (#5365, 15)) (132,254,591
(Inerease)/ Docrease in Other Current Assets 67518233 (63.300.272
(Increasm)/ Docnase in Nan - Caeaont Assets (1502 163)) 320820
(Increase)/ Docrease in Trade & Other Payables 20561,4590 (30Me333
(lnrervasm) / Dvervice in Shoet - Torm Employee Benwfits 2529358 (151,899
(Increase) / Decrease in Other Currcat Liabilities (146,571,224) 105,390,614
(Incrense)/ Doorcas: in Non - Carnent Lisbilsties (75,2909 1/M2185
Casls G 3 fram Operati 173,060,240 301,345,030
L% : Tax Paidd {143525548)] (72,973,664
Net Cash used in Operating activities (A) 0434392 323,411,375
Cash Flow from lavesting Activities
Purdhase of Fived Awsets and Capitol Wark in Progrias (116,474,555 (PETTETIS
Inderest eamed on Shoct Term Deposit 1 454,084
Net Cash used In Investing Activitics (D) (116474359 (75,1373
Cash Flow froan Financing Activities
Tsssue of Shave Capital -
Proceed from Jong term Bocronwving (5A29.234)| 16,868
Troceed [rom shoet Term Bonowing 300,000,000 3
Paymant of Shost Teem Barrowings (35,246,256
Interest on Secured Loans {7546,
Loun Processing Foes - SMCL (376,
Dividend Paxd {(3o440 (La77.800)
Cash flow from Finuscing Activities { C) {21,919,344)f  (125,554,154)
W) in Cash & Cash Equivalents (A=B+) (107,959,581 127,393483
Carh & Canh Fquivalonis al the beginuing of the year 190,641,754 03,248 272
Cath & Cash cquivalents at end of period 52,681,943 190,641,754

Far State MiniT Corporation Limited

—L__

Dasho Yezer R Kezang famisho -0
Chai " CECY
Thace ’(wmﬁ\u ° “I"- !
Date: Chai
State Mining Corporation Ltd.

Regd. Office: Samtse: BHUTAN
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STATE MINING CORPORATION LIMITED
Statesvent of Charges in Equity as on

31-Dee-20 Amount in Na
No, of
bkt Equity Share Retained ,
Description :q:iy Copital TR Fotal
Balance ot 0F January 2019 2.939.9%) 293,590,000 116,608,569 410,554,569
Change in Tquity for the year
Esue of shan capital 500,000 - - -
Prodit for tho yoar - 336,351,842 335.351,842
[Other comprehersive menme - F 500,733 |- ETTWER)
Total comprehensive income for the year - 335,851,109 235 851,100
Dividend payment - | 64,677,300 |- 64.477,800
HRalance at 31 December 2019 2,939,900 293,990,000 357,781,878 681,771,478
Change in Lquity for the year
lesue of share capital
Profit for the year - A0, 063,510 I60053,510
l(_:clm comprehersive inconw - 1,100,152 1,100,153
Total comprebensive income for the year - 361,163,663 364,163,063
Duvidend payment - | A8 40000} 316440000
Balanco at 31 December 2019 2,936,500 293,59 000 335,505,542 | 729,495 541.84
|
This is the Statemant of Charges in Fguity referned to in cur repart of even date.
M/s, Dachok & a6sociates Pyt Ltd For State Mining Corporation Limited
.
Dasho Karma Y Raydi Kezang Jamtsho
%h’m Cfp O
" e Mmang L oo Ly
Mok, Tldsspp F R
lmé“a" ¢ i
State Mining Corporation Ltd.

Regd. Offica: Samtse; BHUTAN
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1.  SIGNIFICANT ACCOUNTING POLICIES

General Information:

State Mining Corporation Limited (SMCL) is incorporated as public limited company
under the Companies Act of Kingdom of Bhutan 2000 on 31st December 2014,

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

The principal activities of State Mining Corporation Limited (the "Company') cover
the extraction and marketing of minerals, All significant operations tzke place within
Bhutan. The ultimate parent is the Royal Covernunent of Bhutan,

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

These financial statements relate to the year ended 31st December 2020.

1. Basis of preparation:
(i Compliance with Intemational Financial Reporting Standards (IFRS)

The 'Accounting and Audiling Standards Board of Bhutan' (AASBE), decided
to adopt TFRS in phases with minor changes. These standards are referred to as
Bhutanese Accounting Standards (BAS). The first phase is being introduced
over the period 2013 to 2015. The Company in compliance with the Comparies
Act of Bhutan has adopted all the Standards in the current period. The financial
statements have been prepared in sccordance with relevant Bhutanese
Accounting Standards (BAS), accounting policies set out in these financial
statements and under the accrual, historical cest and going concern
comvenhions.

The Financial Statements have been prepared in line with Bhutaness
Accounting Standards and the Company has opted for carly adoption of all
BAS from 2017.

The preparation of financial statements requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in
the process of applying the group's accounting policies.

The functional currency is the Bhutanese Ngultrum.,

The areas involving a higher degree of judgement or complexity, or areas
where assumptions and estimates are significant to the finandal statements are;

Fixed assets: cntical judgments are expected period of use, condition of the
asset, technological advances, regulation, and residual values.

STATE MINING CORPORATION LIMITED ANNUAL REPORT 2020



Actuarial valuation of emplovee benefits: expected uptake of the gratuities,
accumulated leave Habilities and the discount rates used in the valuations.

Assets relating to mining: Certain plant and equipment and intangible costs are
expensed using the units of production methed. 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 {or fulure 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
axploration and evaluation assets.

(ify  Historkal cost convention

The financial statements have been prepared on a historical cost basis, except
for the following:
« Certain financial assets and liabilities such as environmental restoration

botwds;
«  Defined benefit plans - plan assots measured at fair valoe

2. Current versus non-current classification

The Company presents assets and labilitics in the Balance Sheet based on
current/noncurrent classification.

An asset is classified as current when it is:

1) Expected to be realized or intended to be sold or consumed in normal
operating cycle;

2) Held primarily for the purpase of trading;

3) Expected to be realized within twelve months after the reporting

4) Cash or cash equivalent unless restricted from being exchanged or used
to settle a liability for at least twelve months after the reporting, period.

All other assets are classified as nen-current,

A liability is classified as carrent when:

1) It is expected to be setthed in normal operating cyche;

2) It &5 held primarily for the purpose of trading;

3) It is due to be settled within twelve months after the reporting period,

4y There is no unconditional right to defer the settiement of the Hability for
at least twelve months alter the reporting period.

All other liabilities are classified as non-current.
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Deferred tax asscts and liabilities are classified as non-curnent assets and

3. Foreign carrency translation:

Fareign currency transactions are translated into Bhutanese Ngultrum using
the exchange rates prevailing at the date of transaction / settlement. Monetary
assets and liabilitics in forcign currencies at balance date are translated at the
rates of exchange ruling at balance date.

Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognised in the
Statement of Profit or Loss.

4. Property, Plant and Equipment:

All property, plant and equipment are stated at historical cost less depreciation
and impairment, if any. Cost includes purchase price, taxes and duties, labour
cost, direct financing costs, direct overheads for selfconstructed assets,
borrawing costs, other direct costs incurred up to the date the asset is ready for
its intended use induding initial estimate of dismantling and site restoration
cost. Land received as grant frem the Royal Government of Bhutan is
accounted for at Nominal value,

Subsequent costs are included in the asset’s carrying amount or recognisad as a
separate assel, as appropriate, only when it is probable that future economic
benefits associated with the item will flow to the Company and the cost of the
item can be measured reliably. The carrying amount of the replaced part is
derecognized, All other repairs and mainterance are charged to the income
statement during the financial period in which they are incurred,

Land is not depreciated, Depreciation on other assets is calculated using the
straight-line method to allecate their cost to their residual values over their
estimated useful lives, as follows:

38

Useful Life
10 Years with 20% residual value
Furniture & Fixture ] 10 Years
Safety Equipment 4 to 7 Years
Survey Egquipment 4 to 7 Years
Mutor Vehicle 10 Years with 20% residual value
| Building & Civil Structure 1040 30 Years ==

Lab Equipment 4 t0 7 Years
Office Equipment 4 to 7 Years
Data Processing Equipment 4 to 7 Years

STATE MINING CORPORATION LIMITED
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The assets’ residual values and useful lives are reviewed, and adjusted if
appropriate, at the end of each reporting period. The company has stopped
capitalizing Arts, Portraits, Curtains and Carpets from the year 2015. However,
the items under the above calegories those had been capitalized prior to 2015
are continuing as assets in the books of the company as they are in good
canditions and usable.

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.

Intangible assets:

Computer soltware,

Acquired computer sofiware licenses are capitalized on the basis of the costs

incurred to acquire and bring to use the spexific software, These costs are
amaortized over their estimated useful lives of 4 1o 5 years as shown below.

Asset Class Useful Life
Software 4 vears
SAP Software 5 years

Costs associated with mamtaining computer software programmed are
recognized as an expense when Incurred.

Other Intangibles:

Other intangible assets comprise exploration and evaluation costs of mines.
These are amortised using the units of production mothod,

On transition to IFRS, the group has electod to measure its intangible assets

accordance with IFRS as the deemed cost of the intangible assets as at 1
January, 2015

Tmpairment of Non-financial assets:

An impairment loss is recognized if the carrying amount of an asset or its cash-
generating unit exceeds its estimated recoverable amount. Impairment losses
are recognized in profit or loss. Impairment losses recognized in respect of
cash-generating units are allocated first to reduce the carrying amount of any
goadwill allocated to the units and then to reduce the carrying amount of the
other assets in the unit or group of units on a pro rata basis.

Reversal of impairment loss:

An impairment loss in respect of goodwill is not reversed. Impairment losses
recognized in prior periods are assessed at cach reporting date for any
indications that the loss has decreased or no konger exists, An impairment loss
Is reversed if there has been a change in the estimates used to determine the
recoverable amount. An impairment loss is reversed anly to the extent that the

STATE MINING CORPORATION LIMITED
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assel's carrying amount does not exceed the carrying amount that would have
been determined, net of depreciation or amortization, if no impairment loss
had been recognized directly in other comprehensive income and presented
within equity,

Capital-work-in-progress (CWIP):

Cost incurred for the generation of qualifying assets is initially recerded 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.

On transition to IFRS, the group has elected to measure its CWIP in accordarnce
with IFRS as the deemed cost of the intangible assets as at 1 January, 2015.

Financial assets:

Loans and receivables are non-derivative 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 reporting period. The Company's loans and receivables comprise
‘Trade and Other Receivables', 'Other Financial Assets', 'Advance to Ministry of
Finance', 'Other Assels' and ‘Cash and Cash Equivalents' in the Statement of
Financial Positior.

Inventories:

Inventories are stated at the lower of cost and net realizable value, Cost is
determined using moving average price for the materials procured from third
parties and on standard cost basis for finished Goods, The cost of finished
goodds comprises design casts, direct labour, other direct costs and related
production overheads (based on normal operating capacity),

Trade and Other Receivables:

‘Trade and other receivables are initially recognised at the fair value of the
amounts to be received. If collection Is expected in one year or less (or in the
normal operating cycle of the business if longer), they are classified as current
assets, If not, they are presented as non-current assets. Receivables are
reviewed regularly for impairment.

Cash and Cash Equivalents:

In the statement of cash flows, cash and cash equivalents indudes cash in
hand, deposits held at call with banks, other short-term highly liquid
investments with original maturities of three months or less and bank
overdrafis.

STATE MINING CORPORATION LIMITED
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12. Trade and Other Payables:

13.

14,

ANNUAL REPORT 2020

Trade and other payables are initially recognised al the fawr value of the
amounts to be paid. Accounts payable are classified as current liabilites if
payment is due within one year or less (or in the normal operating cycle of the
business if longer). I not, they are presented as non-current liabilities.,

Current and deferred income tax:

The tax expense for the period comprises current and deferred lax, Tax is
recognised in the Statement of Profit o Loss, except to the extent that it relates
to items recognised in other comprehensive income or directly in equity. In this
case, the tax is also recognised in other comprehensive income or diractly in
equity, respectivelv.

The current income tax charge & caleulated on the basis of the tax laws enactxd
at the balance sheet date in the countries where the Company operates and
generates taxable income.

Management periodically evaluates positions taken in tax returns with respect
to situations in which applicable tax regulation is subject to interpretation, Tt
establishes provisions where appropriate on the basis of amounts expected to
be paid to the tax authorities

Deferred income kax is recognised, using the liability methed, on temporary
differences arising between the tax bases of assets and labilities and their
carrying amounts i the financial statements, Deferred income tax is
determined usmg tax rates (and laws) that have beon enacted at the balance
date and are expected to apply when the related deferred income tax asset is
realized or the deferrad income tax liability is settled.

Deferred income tax assets are recognised oaly to the extent that it is probable
that future taxable profit will be available against which the temporary
differences can be utilised,

Borrowing costs:

Borrowimg costs directly attnbutable to the acquisibon, construction or
production of a major capital project, which are assets that necessarily take a
substantial period of time to get ready for their intended use are added to the
cost of those assets, until such time as the assets are substantially ready for
their intended use.

Investment income earned on the temporary investment of specific borrowings
and their expenditure on qualifying assets s deducted from the barrowing
costs eligible for capitalisation,

All other borrowing costs are recognised in profit or loss in the period in which
they are incurred,

STATE MINING CORPORATION LIMITED
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15.

16,

17.

Employee benefits:

a. Ketirement Benefits:
Under deflined contribution scheme:

Defined contribution Benefit plan is managed by a separate entity. The
company has no legal or constructive obligations to pay further
contributions if the fund does not hold sufficient assets to pay all
employees the benefits relating to employee service in the current and
prior periods,

Under Defined Benefit Scheme: Pest Employment Benefit (Gratusty)

The company makes retirement payments based on the final salary and
years of service. The amount of gratuity s accrued on the basis of
actuarial valuation. Changes In service and interest are charged to
Statement of Profit or Loss. Changes to actuarial valuation are chargod
to the Statement of Other Comprehensive Income.

Under Defined Benefit Scheme: Other Long-term Employee Benefit
(Accumulated Leave Liability):

The accumulated keave Liability is accrued on the basis of actuarial
valuation for the leave balance over and above the annual leave
encashment against each employee as at the end of the year starting
from the year 2015, Changes i leave balance, interest and changes to
actuarial valuation are charged (o the Statement of Profit or Loss.

b, Other Short- Term benefits:

Other short-term benefits such as annual leave encashment and bonusg
are accrued at year end.,

Provisions and Contingent Liabilities:

Provisions are recognised when the company has a present legal or
constructive obligation as a result of past events, it is probable that an outflow
of resources will be required to settle the obligation; and the amount can be
reliably estimated. A contingent lability is only disclosed in the notes to the
account if an outflow of resources embodying economic benefits is possible.

Revenue recognition:

Revenue is measured at the fair value of the consideration received or
receivable. The Company recognizes revenue when the amount of revenue can
be reliably measured; when it is probable that future economic benefits will
flow to the entity; and when specific criteria have been met for each of the
group's activities, as described below:

Interest income

STATE MINING CORPORATION LIMITED
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[ntorest income Is recognised using the effective interest method. When a loan
and receivable is impaired, the Company reduces the carrying amount {o its
recoverable amount, being the estimated future cash flow discounted at the
original effective mterest rate of the instrument, and continues unwinding the
discount as interest income. Interest income on impaired loan and receivables
is recogmised using the onginal effective interest rate.

Dividend income
Dividend income is recognised when the right to receive payment is
established.

Government grants:

Grants from Royal Government of Bhutan (RGOB) and other organizations
relating to costs are recognised in the income statement over the period
necessary to malich them with the costs that they are intended to compensate.

Granis relating to Property, Plant and Equipment are included in non-current
liabilities as Deferred Government Grants. Depreciation on the assets is
charged against the grant and not to the Operating Statement.

Grants in kind are recognised at their nominal valae,
Earnings per Share

The Company presents basic and diluted earnings per share (EPS) data for iis
ordinary shares. Basic EPS is calculated by dividing the profit or loss
attributable to ordinary shareholders by the weighted average number of
ordinary shares outstanding during the period. Diluted EPS is determined by
adjusting the profit or loss attribulable to ordinary sharcholders and the
weighted average number of ordinary shares outstanding for the effects of all
dilutive potential ordinary shares.

Comparative information:

Where necessary, certain comparative information has been reclassified and
updated in order to provide a more appropriate basis for comparison.

STATE MINING CORPORATION LIMITED
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STATE MINING CORPORATION LIMITED
NOTES FORMING PART OF STATEMENT OF FINANCIAL POSITION AS ON

eDec-20
Note X Trade & Other recefvab le{Noo-Current)

Pasticulan 31-Dec-2 31-Dex-19
Ervinsanmuse Resterason Pored 18889 11,156,102
Total 1308891 11,196,192
Note & Uther non curment asseta
“arthoulars Jl-Uec-29 F1-Dec-14
Unasnoxtisod aknéng cont 2/27,W0 K007
S — - ———
Total S.037. 10 5,767,729
Note 5 Deferrod tax
I"articulars I+ Dec2d N 1%
Froperty, plart and equipowat
Crofiered tux ssset | Tuning Difference) 85002 w3
Total 5,022,552 8,923,552
Note & Inventocies
|"srticulars J-Dec29 Fl=Dec-19
Liwentury (Vilued ot cost cr NRY whichevuer i lower)
Coul 173478 XL AR RN
Cusrtaile 20,800,782 AT
Gypeum 77854403 24350480
Dodoeiee 61,345 512
Corstimvabie & Asocn 20,534,585 14,955,544
Tolal 357,703,438 49 881,044
Note 7 Trade & Other rocsivahle{Currenty
*artienl are 31 DecN 31-Decs 1Y
Sundkey Debuy 45,478 394 A0
Soownity Doposet Plaed 14078 Lz 484
Teotal 424, 908772 3% 541,538
Nole 8§ Casly and Cash Lguivalents
Sl VDecid ]
Camhan-hand 450 53
Fank Badance
Naok of Mhintan L1d AJc No- 100831887 8002961 (697,309
Dacke oof Bhutam Lad Af ¢ No- 00194054 41,7986 AT
Bank of Bhutan Lid-200550717 - SaCL 13,738,987 (2961,430)
Baesk of Rlutan Cad-200766780 - AL 18,550,029 TAMTM
Shart serm deposh - 100 DS
Total 2,681,943 150 641,754
- ————m
Note % Other Curront Aseets
Particulary 31-Dae20 31-Dee-139
Other Curnenst assets 17,563
ms 3B 14814400
Advarce Tax 27500 MmN
Advance to Pegdovie 1N7%8 57706
Advance o Vesdoe 18, 272485 13349
Prvpaid Expenses 24,169,520 43,080
Uramortised mining cost . -
Loans & advam to devtrn Comguny
Total 127,530,042 117 854,325
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Note 1¢: Capital

Particulary 31-Dec-200 31-Dec-19
Awthorised Shase Capital
10000000 Equity Stares of Ne 100 vach 1000,005,000
Lavued, Subscribod and Fad-up
2EVHO ity haret £ Nut 100 mach fully pand 1o 263,940,00 293, 940,000
293,990,000 293.970.009

TermyKights attached to equity shares

Dhe Company has conly one class of Equity Sheres kaving a per valuw of Nu 300 per sheex: Eachyholder of Equity
Shares 4 esmtied 10 one vote per siare. 1o the even . of Rquidation of the Compary, O bokders of Bquity Shins

will e esvetiod 10 pecetve nemaining, asseas of the Coemp

of all prrede

distbution will Be u propordon 1 the number of Equity Shans held Dy (e starchalders.

Norte 15: Doferved Tax Liability

ial azourt. The

IParticulane $1-Dec-20 $1-Dec-19
Deferved Tax Lisbiligy<
Tuming Diffveraces in rompest of-
Operdng
Rosoynised during the war tn relation 10 Propersy, Plase 13750 211450
ard Fyuipesent, Integble Aswts and Amcrtiiaton of
Expdesadon anil Evaluaton conts
Tokal 1,357,542 11450
Noto 12 Employee benefit obbigations
Particetars AU ¥1-Dec-19
Post Empioryment Denett (Ceatully] 1379278 2473887
Lojeteem Fengloyee Benesit (Leave Entesamurd) . LeH5.209
Cratuity Bank Account - SNICL - 2205
Puet Bmpbopor Besebits (Otheny) 1149403 735,006
Total 2568351 2.625.2¢1
Note 13 Long term Borrowiog
Particedars 31-Dec-20 31-Dipc-19
Term Loan from NFFF 1559 5,315,550
Inte Compwarry Barrowinps[INCY - SMCT. -
Futal 315,579 FTLI
Note 14: Teade and Other Payables
h!lmhn u-bmﬁg 3-Dec-19
Cthee Trade & payablie
Employer Pavabls 7 B
Sumidry Creditors - Domestic I 13,379, 2%
Sumdey Comlions « latermaon o 100,557 BRIz
Stale Ohogue - -
Advance fromn customes 215 1,642,125
Stock Reeed el but noe Biliad 2,346,574 130,951
Total GA07 O
Nede 16 Shoet lerm employee benelst
Particulars 31-Dec-20 31-Doc-1%
et Emplovmrent Benellt (Gratetay) - 154
Shoretesm Eonplovee Dencds (Leave Encalimedt) ATT5689 0,910
Total A,7TG A 240, 331
Note 16 Otbwr curment Liabilitses
Tarticulars n-m-z_. Ise=19
D5 Payable A0S 92 w4522
Other Liabdites 057595 6 MBS0
Proveton for Income T W S0a 185416835
Security Deposes 1401245 o4 e
Feoerion Money 1519 130,048
Advance froes Cusiomm S8 270
Total 15,631 512 241,056,563
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Note 17 Shortaerm mﬂ

Farticelis ¥+ Dec-28 M-Dweet 9
Vioekerg Copial foen Boek of Bhulin =
Tierm Lo frewn NEFE L G A0S 14 A0
Toam Loas fram NFFF L
[rtve Compuny Bierening - SMCL 201,000,000
Tod 03 405 696 11355002
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Skate Minlng Corparation Limited

Nobes furming pard of Slateasent ef Compachensive Income As On

3 Dec-m
Nedo 15 Revonue fom sale of products
Particulars -Dec-N 3H-Dec19
Sate of Coal- ST YR 597, 05,58
Less; Quanlity Compersation - SvCL L7GEAM) 1,509.514)
Lesas Nowmsal 1oss - SWCL, [L004,905) 41,2M0.099)
Lo Abvormal Loes - SMCL 2064 14290
Sale of Quaartice - SMCL MM 1548655
Sale of Cypeean-SNICLL HILAT VR 15722050
Sale of Take - -
Total 1,145,683,332 1.405,435 301
Nute 19 : Other Inscome
Partioulass 51 Dhec- 20 J5-Dee-19
Cain oo Saky of Assets - SVCL (L100157) 2812)
Sale of 1 ect stone 129,531 1220
Laguchatedd Damagyes 2AST. B2 614793
Imbereat fromt shevt teran o eposit 247207 LA 98
Imterest inveese from Hnancial etrumests at omartised] - -
Mercellaneous Income 1365885 %A
Gt House Chinges ROATS V165
Incomve from Weigh bridpe -SMCL 2H07 558 LRI
o — Stles - lmdilm « ST « SMCL 115782682 15 57555
Taotal 20,202,070 273M372
Note 20 : Changes In Inventory of Findshed Goods
Farticulars Sh-Lhec-20 31-Daex-19
Oipening inwrsciry of Brahed gocds
Lz Closing Emvenbory of finisked goods
Stock apenees (as per systom] 211950240) (2024061
Tom (TN M)
Note 21 - Miming Cost
Particualary J1-Dhec-2d J1-Dec-1Y
Drilling & Blasting - SMCT, 1NAL250 #3450
EnyLonoest Mansgement Cost - SICL L0750 333573
Miweral Rent 33763 4,137,893
Safcty & Protective Cadpets - SMULL 20457 1ASRATS
Suefocy Rend L5014 1200400
Mizeral Tesing Exgrmse - SMCL 570 290547
WTppIng Cost 121873975 200,534 533
Product Handling & Misoed b nevss - SUCT 1682549
Mirsral Raising -S0CL RS
Transpootaion Do Tabwgdacgeas 1 s labyeag - SMCL 1L Sy 1550
Coal Kalsing Cret - SMCL 10224233 11352613
y AL M1,700.153
Coal Haadling cont 400 £1.212
Trassportation Froe Flant 1t Plaat 2 -SMCE, - LHEION2
Trasncgpariabion Froes Mines 8o stockyard -SMCT 213004.845 1912549
Stock Dnpenses L587m
oy sty Taiving Cost - SMVICTL - e
Wages 2412700 SRR L)
Prrstronmert Kestooasion Bond - SMOL* 33T M L9T5,728
Amcethation of defared mining et 740426 1,082.721
1 eoreee foe - M1 M7AT 28
Totel 60,678,566 6,716,722

STATE MINING CORPORATION LIMITED
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Note 22 :Operation & Mainteaance Expenses

Pasticulars 31-Deec-20 31-Thev-19
I £ M - Guilding, - SMCL b76h09 533,928
R & M - Office Exquipasent « SMCT. 15,000 6,200
R & M - Vehicles - SMCL 4515999 4,520,541
Vehicle Running Fxpenses (I0O0) - SMCL 8270,155 24005,610
R & M=t & Machinery - SMCL 12069 586 314010
K f M ~data peocessing egquipment - SMCL 132,145 449,05
POL Plant & Machinery 14502581 7.440,186
Power consumption for crashing plant < SMCT 231,178 2Jn7.147
Kooad Mamtenance - SMOL BT 11459
Insuranco - SMOL 155,74 8,956
Annual Maistenanoce-|: X7 1,200,000 167,652
™ Tosal 96,590,353 33881,774
Note 24: Employee Benefits Expenses
Particud ars 31-Dec-20) F1-Dec-19
Payroll & Related Expenses
Saleries wuges and allowannces 29106 432 RATS LR TEN
Allowarces 17.076,9% 1233531
Leave Travel Concession - SMC| 2292012 1,733,253
Overtissr Peyment 3200973 1909429
Purfarmance Based Variable Day - SMCL 5708,107 4382746
HED expenses 71,233 1632478
Post Employment Benefits
GFF Comtyibutian (Lmpkywr) - SMCL 5,688 008 3055,162
Cratuity Coatribution - SMCL 1,968,210 1,1594¢8
Repatriation Allowances - SMCL 2M833 5504
Honus - 5010525
Carriage Charges - SMCL LI 526322
Other Employee Benefits
Leave Encashment - SMCL Aler0 1989530
Long Term Studies « SMCL - %
Transfer Gramt - SMCLL BOT 487 578,764
GPA 398,629 249,711
Enxployer Recognition Award SMCL - 2000
lotal 80,573,251 61,846,785
Note 25 Finasce Cost
Partuculars J-Dec-20 X-Dec-19
Interest on Secured Lean 544,174 7,519,868
Loan mlﬂﬁ feen 119,988 Aoner
Tetal 5.566,162 7,919,965

Nole: The infereat v NPPF torm oan bs et off of the interost waves fom Royal Government of
Bhutan and NPPF with coesideration of the impact due to COVID - 19, The interyst waves amsaunts (o
Nu. 268780990
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Note Db Oiver Bx punses

i bor oof shaees at tho end of the ywar
Wolghind averape rambor of ondinaey shass in S0

Basic end Diluled Bamings per Sha 124

Padicalacs 3.0 ® IDec1
al Adminisirative & Other Expenses
Awchit Fees & Exprroes - SMCL AT YT
Heand Mesting Foop rraes - SMCL 34710 6214
Corpecats Socul Reepooadaliny -SAVCT 1467 238 21195
Fhetneily Chergpes - 00T 2B 090 211005
Hrmspiahey & Proersatnewst Fogease - SMCL b Vi NG
Tntwrewt Cluarges - SMICT, 130478 TR60sY
Licweon Procesing Feen - SMCL w10
e Expenses - SMCL 124164 (RIS S
Cllce Reot - SMCL 1A Y LAMAT
Qe Sapplies, Printing & Sabooesws - SCL LM 772622
Tebephone & Fax - SMCL 230345 4505
Sub-Commiidee Meeting experae - SMCL . L0
Subcommitien siting lee - SMCT 11400 280
wechfication Experses - SMOL . 1sme

Beuant Sitting s -SHCL 32000 224,000
Foes & Bulsorip oo - SMCL SALE S 47 e
Reok Charges - SMCL A4 47
IravehForeagn - SMCL 1nLWE 1256, 14
Traveh Local « SMCL 4447550 SuRaHar
Mestaig & [Rotreal Lxpenses - SMCL 3,50 64382
Harr Chazgos- SACT. 150866 550
Wodkang luneh - SMCL L5365 559,060
Gl Hlosse Expernses - SACTL T 1N
Do SMCT nLAm 220
Data Cender Charges - SMCT, NN 1 %D
Bad Delnt - Loeo. a4
Iwermery Sedmon - Wrtlton Q) (N oLes N
Deprocation Adpotmen | Previsus Years | CFLESYY
Lodso ot - SNCL 2430
Spons/ Racewat - SMCL &6
Sub Total a) - DAL 2N
b Gonersd Bxpenses
Pk Newspuaper & Magaores - SMCIL LI IRV
Bundo / Tesekrad Baperwes - SMCL w0 S
St & Spares - SMCT 10278 20l
Fives & Denaltion - {15008
Mechis & Pablicantion Hapenses - SN, - s
P tagre & Coumrier cherges - SMCT 16,403 17,2

Sub Tokal |b) - OMARL #1m2

Total javh) - BS6LE™ 2y

Noke 27 &

Partioulars 31 ¥
TrmgRtCwnwans SMLL % R |
Loadag & Unlascting Charpes - SMCL [ tice ) 0EAA07
Stacking charpen - SMC1 - 747,50
Tramapor lalzan fromm S) (o Rangive - SMCL 21174051
CST Chouring Experum - ST 204545
Blarketing fe Sy Fapemos - SMCL 1.2 TR
Advestiwment - 59301 Pt BL AMO52
Sedling & Distrbution { Taw Yeas | e .
Yotal H1LIM57%) 106442047

Note 27 w= et Seaee

Fartiosars 33D Do
Towt gt atinbnlabh: o eqasy Smvrbokbors VA TROAN | ELTH
sswact and nuteandng onlmary ahoros 2 thebegpnig 2W95m 293900
Efest of vedisury shiares somecd chamng the venr - .
Weighted average number of ondinary shancs 2935500 2939900

14
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(ALl amonnts in Nu , unless otherwise stated)
Naote 28 Capital management

{a) Risk management
The company’s abjectives when managing capital are to
1. safeguard their ability 1o continue as o going concemn, so that they can conbine to
provids retums for shareholders
and henefits for other stakeholdors, and

ii. Maintuin an optimaf capita] structure to reduce the cost of capital.

Tha Company is formed as a wholly awned subsidisry of Druk Holding & Investments
Limited (DHI).Company manages the share capital issued and subscribed along with
shareholder's fund appearing in the financial statement as capdal of the company,

Nate 2%; Financial Risk Management

The Company’s activities expose it to credit risk, liquidity rsk and market risk (ie. foreign currency risk,
interest rate risk and price risk),

This note explains the sources of risk which the entity is exposed o and how the éntity manages the risk

Risk | Exposure arising from Measurement Monagemeni

Crodit risk |Cash and rash equivalents,| Aging analysis Diversification ol
trade receivables  financial|Cradit ratings customer hase
|assets measured at amortised
Liguudity risk Horrowings  and  other|Cash flow forecasts |Availability of
Labilitics teommitied facilities
Market sk (1) Fotmgn Currancy Cash fAow|Currently the Company
forecasting has  transactions  in

Indian, Banglodesh and
Local currency  and
timely updates on the
exchange rales and no
credit sales In foreign
(1) Inlerest Risk currency

(A) Credit risk

Credit risk is the risk that counterparty will not mest its obligations under a financial instrumwent or
customer contract, leading to a financial joss, The Company is exposed to credit risk (rom its operating
activitivs primarily tracke and other receivables from domestic customers only

i) Trade roevivablos

I'he Company 's trade receivables are non-nterest beanng and are generally on 30 days to 60 days credat
term. Quistanding castomes receivables are regularly monitored. The sgreng of trade receivables as of
balance sheet dats is less than sbx mon the Except in case of Dungsam Cement Corporation Limited
(DCCE, being: the sister company, credit lorm has been extendad.

The rxjuirement for impalement 1s analysed at each repoeting date. Refer note 7 for detuls on the
mpairment of trode receivables, The masimum exposure o credit visk ai the soportmg, date is the
carrying volue of sach chass of financial assets dischosed in Note 7, The Company does not hald collateral

ii) Financial instruments and cash deposits

Crondit risk from kalences with banks and financial institutions ls managed by the Company’s Finance &
Accounts Degartment For banks and fisancial instituliens, only high rated banks/ institutions are
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(B) Liquidity risk

Liquidity risk is the risk that an entity will encounter difticulty in meeting obligations
associated with financial liabilities that are settled by delivering cash or another
Management monitors rolling forecasts of the Company's liquidity position and cash
and cash equivalents on the basis of expected cash flows, This is generally performed
In accordance with practice and [imits sat by the Board of Company.

(i) Maturities of financial liabilities

The tables below anatyze the Company's financial Labilities into relovant maturity
groupings based on their

contractual maturities for all financlal habilities

The amounts disclosed in the table are the contractual undiscounted cash flows.
Balances due within 12 months equal their carrying balances as the impact of
discounting is not significant.

Contractual maturities of financial labilities  Lessthan 1 More

31 December 2020 vear anl

[Trade and Other Payables 43,630,873 43,630,873

[Total financial Habilities 43,630,873 - 43,630,873

Contractual maturities of financial liabilities Lessthan

i1 December 20019 vear

Trade and Other Payables

@w
bt

18963383 | 18,969, 3

‘Total financial liabilities 18,969,383 - 18,969,333

(All amounts in Nu , unless otherwise stated)
(C) Market risk

(i) Foreign currency risk
Foreign Curvency risk is the risk that he fair value or future cash flows of a financial

mistrument will fluctuate bocause of changes m foreign exchange rates.
The Company operates in Nu or Indian currency and dollar, there is no fluctuation in

the exchange rate between Indian currency and Local currency, Hence is not exposed
to forelgn currency risk from Rs & Nu. The risk of foreign currency was taken care by
the exchange rate timely updated by the Royal Monetary Autharity with the Financial

(ii) Interest rate risk

Interest rate risk is the nsk that the fair value or future cash tiows of a financial
instrument will fluctuate because of changes in market interest rates, The Company &5
exposed to the risk of changes in market interest rates primarily to the companies
working capital limit obligation with floating interests.

The company has only bixed mated borrowings and are carned a amortized cost and
hence not subject to interest risk as defined in BFRS 7,

STATE MINING CORPORATION LIMITED ANNUAL REPORT 2020




30. Allotment of shares have been made to Druk Holding & Investments Limited (DHIL) who is
holding 100 percent shares of the Corporation. During the year, no amount has been received from
DHIL as additional equity injection in support of business expansion,

31 Term loan of Nu.8D million was availedd trom National Pension and Provident Fund {NPPF) by
pledging DHI guarantee in 2018 and there is no such loan availed from any financial institutions in

financial year 2020, However the Company availed Inter Corporate Loan of Nu 300 million from
DGPC (Pruk Green Power Corporation) to meet the short-term cash defecits towards the mid of

Novembaer 2020 for term of 1 vear,

32. All the balances against debtor, creditors and advances are based on the invoices raised
to/raised from and advances paid respectively, which are not settled as at reporting date. The
company hae already initiated the process of availing confirmation from various parties. Pending
completion of the same including reconciliation, any further adverse adjustments Lo be made in
these accounts are not presently ascertainable at this stage. The Directors are of the opinion that he
effect of process may not be significant and material in relation to these financial statements.

33a. There are no contingent liabilities for the Company as on 31st December 2020,

33b. Capital Commitment
Particulars 2021 2020
2A. Property, Plant and Equipment
Plant & Machinery 54,295,195 | 109,035,000
Furniture & Fixture 995,800 2,369,150
fety Equipment 385,840 470425
rvey Equipment 3,004,000 310,740
Motor Vehicle 10,570,000 7,370,000
Building & Civil Structure 84,482,480 | 51,064,790
Lab Equipment 2,486,766 575,730
fice Equipment 902400 690,700
Data Processing Equipment 5,334,750 6,803,000
otal Property, Plant and Equipment 162,457,229 | 178,689,535
7B Intangible Assets
Software 1,500,000 1,500,000
Total Intangible Assets 1,500,000 | 1,500,000
Balance to Accounts 163,957,229 | 180,189,535

ANNUAL REPORT 2020
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Note 34

Gratuity Valuation Report

5. FINANCIAL EXHIBITS

5.1 DETAILED FINANCIAL EXHIBITS

A. LIABILITY RECOGNISED IN THE STATEMENT OF FINANCIAL POSITION

Nu. 31.Dec-2020 31-Dec-2019
Present value of define benefit obligation 3.921,870 24629310
Falr value of plan assets 2,542,592 2,279 053
funded status - surplus/{deficit) (1 .4379 278} B {350.257)
tffect of asset ceiing . -
Net defined benefit asset/(liability) (1.379,278) (350,257)

B. COMPOSITION OF DEFINED BENEFIT COST

Nu 31-Dec-2020 31-Dec-2019
Expense recogrised in profit or lass 1,974,000 1,130,263
i mare e
Defined benefit cost 1,057,856 1,319,253

STATE MINING CORPORATION LIMITED
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Geatwlty valualion report v2 $cle Mining Coeporation Lid.

C. EXPENSE RECOGNISED IN STATEMENT OF FROFIT OF LOSS

31-Dec-2020 31.Dec-2019
Currart sivice Gos! S 1483 | 1,200,264
Fast service cast - = | R —_._;‘
Loss/(Gain) on sattemeny | __ - 5 ‘
nterasi on DEO | 209.19) 112323
mlerst onplanosset 182324 182324 ]
Expenses recognised in prafit or loss | 1,974,000 1,130,263 |

D. AMOUNT RECOGNISED AS OTHER COMPREHENSIVE INCOME

31-Dec-2020 3i-Dec-201Y

Actuaral {[pon] orloss cue to axpenance ’
[4356.929) 5,666

Actuaral (goin) of loss due to charges in
financiol assumpfions

Actuanal {gon| or loss due to chargesin . ' !
domographic assumplions:

Refum on plon assets {greates) or less e
dscount rale

81,215 [182.324)

[xpenses recogrisedin proftorloss  (785714)  (175.458)

£, RECONCILIATION OF CHANGES IN PRESENT VALUE OF DEFINED BENEFIT
OBLIGATION

31-Dec-207%

D8O af ire beginning of period 2629310 1498025 |

Agd; Cunenl service c,usl ) 949 133 7 20‘026;_
| A&dirou R 1T (53| ==y R YN ! | ST R |
Add: Interest cos! - 209,191 112323
Less: Benatits pid by e plon | RS <t 1187.98)
Las: danatin: paid by me amalnynr | IQBBJ.VS}V ' = el
! :;";gm‘fg‘j}mﬁ‘u i (88.529) B.466

Actuaral {[gon| or lcsses cue 1o change h
inancial aiaarplicns

| Actuaral {goin| of lesses dus o change n

| damogrophic assumptions
DBO at the and of period 3,921,870 2,629,310
ng s
INFINI
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Graluity valuation reperd v2 State Mining Corporotion Lid

F. COMPOSITION OF PLAN ASSET

37-Dec-2020 11-0ec-2019
Berds [Govemment/corpototel :

| Fixed dspasit 2,542,582 2279.053
:’Eqwiias , - g
Totol 2542592 2.279.053

G, RECONCILIATICN OF CHANGES IN FAIR VALUE OF PLAN ASSETS

31-Dec-2020 31-Dec-2019
Far vakue of 1ha begnning of pedioa 2279053 181,229 |
Cantribution paid into the ptbn - 2..285.792
Retum on plon ossels 182324 | 182,324
l'-eneﬂ" pald from 1he plan - ‘ (187 .943)
m;r::ﬂ? ossels greales of (lesg) than a1.215 ’ (182,324)
Fair value of the end of period 2542592 2.279.083

H. BIFURCATION BETWEEN CURRENT & NON-CURRENT LIABILITY

31-Dec-2020 21-Doc- 2019
Curent lickifty 511,764 155.421
Non-current liability | 857515 194,534
NetUapity 1,579,278 | 350,257

I EXPECTED BENEFIT PAYMENTS IN FUTURE YEARS

December 31, 2021 833,095

December 31, 2022 503,127
Decemoerdl 2022 | 932542
Decemner 31, 2024 1,185,598
Decericer 21, 2025 17 175068
Decerrier 2024 to December 2020 | 12,549,784
Dccct.r:‘l;rZCm 10 Decemérm | 51151291

J. ESTIMATED TERM OF LIABILITY {IN YEARS): 14.87

-

STATE MINING CORPORATION LIMITED ANNUAL REPORT 2020



Guatvlty volvatton repost v2 Siote Mining Corporafion Lid

5.2 SENSITIVITY ANALYSES

The folowing 1ole sumimanises tha resulls of sensitivity tests performed on the present value of
the defined berafil obligation by vorying the assumption porometers as lsled. The sama
model and valualion methodology as descriced in 3.4 was employed for Fhis exercise,

R Ssme e Tr Sradie Defined Senedil Net ellect of Percent
BRNORZLY e PEANAS obligafion (D30) DBO cherge
08 | 3718388 (00502 | -5.1%%
Discound rate Bose rate 3921870 - | D.00%
el 0| 414383 221813 546%
l , o | LUSEL 4160383 28513 608%
et o Bserate | 3521870 L]
DS 2 3.701,845 (220,205) | -5.41%
Teose | 39787 4S8 [ 012%
Mortality rate { Be rote 3921870 - | 0.00%
-05% | 3926446 | 4876 002%
+08% | assam6 | [e9434) | -178%
Employer flumnover iole Bose rafe | 3921870 -1 DOUR
EX3eil il Baar == i < DSR 3.995,149 | 73299 | 1 87%
The folowing charl shows a graptveal represantalion of the chove secsitivity analysis,
BO0%
§.08%
6007 —
4.00%
2.00% it
-
0.00% — =
-0.12% i
-200%
-).78%
4.00%
-600% 5% 541R
8007,
2 \ ' |
DISCW;;G?C S‘é’n'(;r\((:gj‘;v%; MO"d"'y rote l\.(Er:rwpvg‘:Y:]'fo

— =i I
%lﬁﬁm“lf?
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Gratulty valuation reperd vz Slate Mining Comporafion 1M

6. CERTIFICATION

certify that tha repcrt has been pregared in aceordonce wilh e provisions of BAS 12, To tha
oest of my knowledge, | do not hold any interest, direct o indrect with State Mining
Comporation Lid. that woutd impcir abjactivdy of my waork

L am ovailobie 10 answer any quesions or 1o provide explanations or furher detalis with regard
10 the moterals containad In s raport. Doted 17 January, 2021, this version of the repon
nuilities of other versions, whether signed or nol, preceding his date,

. qSE‘CONSULTING
Actuarial Consubont N

Emoit: landiBicnkitiny.com INFINITY
Contact: (?75] 1785 84%4 | | 7720 5040 https://dnrukdndinty.com

%"Q “:mun:; ',.'f‘f'.. :.,:'\‘\ (1]
\ \ A"/' o
Nt ¥
ot s
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Leave Valuation Report

5 FINARCIAL EXMIBITS

51 DETAILED FINANCIAL EXHITS

A. LIABILITY RECOGNISED IN THE STATEMENT OF FINANCIAL FOSITION

J-Dec-2019

Present value of define benelt colgslion 2,775,587 1776009
Far value of plon cssets

Fonged status - sulpiusf [Cedicit) [2775439) (1,775,189
Effoct ol assst cailng . =
Ne! delined beaefit osset/(JabMty) (2.775.689) (1.776.187)

B, COMPOSITION OF DEFINED DENEFIT COST

Sarvice Cost _ P79.500.00 1 011,699.00
Net interest on nel defned bty janet) 122.459.30) 61,15%.00
o e S

Expense recognied in other =
comprehensive ncome y

Dafine Banefit Cost 3054 428.00 1,072,858.00

C. EXPENSE RECOGNISED IN STATEMENT OF PROFIT OR 1035

31-Dec-2020 1l.Dec-201%

Curent sardce cosl 999,500 0 1 01),.49900
Past sarvice oot ‘ ’
Loss/IGan) on seitemen >

Interest onDRO (22457 00) 6115700
Inferest on plon assel =

irenediata recognibion of gains losses - USNAY

Other ong 1eim emplovee banefis 2079337 00
Expensesracognised in proff or loss 3055 425,00 1,072,858 90
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Eamed Leave valuation reped v2 Stale Mining Corporation Ud.

D, AMOUNT RECOGNISED AS OTHER COMPREHENSIVE INCOME

31-Dec-2020 J1-Dec-2019

Actuerial [gain} or loss due 1o expatence |

Actuaral [gain) o loss due to chonges in
financial assy mohon-c

ACToorial [gain) o loss due fo chmges ln : ; |
demogrophic assumptions iso P it siglen J 1

Return on plan assets \g'nmer) or lass man
dscount rate

Invnodlctuuognlﬂonofoclmﬂm T 2——079_ oo ' -
Ofher long term employee benefits : ;""9;__ Fee) &

Expense recognised G other
comprahensve incoma

E. RECONCILIATION OF CHANGES IN PRESENT VALUE OF DEFINED BENEFIT

OBLIGATION

31-Dec-2020 31-Dec-201%
DBQ of the beginning of parod 1,776,189 | 744,490
Add: Cunent service cost $99.500 1017.699
;4—0(.1“;3' sevice cosl I TTNERDIE : ‘_ T ”-"H"A.-
Ao Irterest cost ' [ 7 7'2*2.455{* e ;{ 7| 59
Less. Senamspuldbymeplon 7 ! DR -
Less: Barefils paid by the employer : . .lg.l.S_6~928' === -{9“‘_.’_7'9_)_
:;\;:;:c(g:—:‘jlut:t Ti;s::s dug o i 2076 .387 s

ACtyaral {goin] or Ksses due 10 ChanNRe n
lInancis assumretions

Actuaral {goin| or fosses due D chonpe n |
gemogrophic asumptions !

DO at the end of period 2,775,589 1,776,189

F. COMPOSITION OF PLAN ASSET

31-Dec-2020 31-Dec-201%
Bands Govemmnt/comcmle) . -
‘r«ed aepos! - - i
Fauitios ot 5 7
fofal ' : 3

% T

18]
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Earned leave valuction repart v2 $tule Mining Corporation L,

G. RECONCILIATION OF CHANGES IN FAIR VALUE OF PLAN ASSETS

J1-Cec-2020 31-Dec-2019

Fair value al the .begirgm;ierjod » 7]
Confribution paid inlo 1he leﬁ 7 | - ¥
Retum cnplan assels ' ‘ - -
Benefils coid from {he plan

Retum on plan asets greater o [iess] than
discount rate

Fair value al the end of period - . <

H. BIFURCATION BETWEEN CURRENT & NON-CURRENT LIABILITY

3i-Dec-2020 S1-Dec-2019
| Currant iabiky 88.070 22,450
Non-curent kallity | 2,687,619 1,776,189
| Netliabiidy | 2775489 1,798,639

i EXPECTED BENEFIT PAYMENTS IN FUTURE YEARS

December 31, 2021 ‘ 286822
December 31, 2022 ‘ 27222& 41
December 21, 2023 | 215774 |
December 31, 2024 209,495

December3l, 2005 | 200809
December ?626.30 Dr:f:;bcv 2030+ - 7_Il_7464-l |
December 2031 to Decesmber 2040 | 2,473,551

J, ESTIMATED TERM OF LIASILITY (IN YEARS): 1006

- L?,' LosBATING

NFINITY 9]
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farned Leove valuason report v2 Stole Mining Corporation Lid,

5.2 SENSITIVITY ANALYSES

The fallowing 1oble summarises the results of sersitivity recsts parformed an the prasent volue of
tha detined berafit chilgation by varying he asumption porameters as lstled. The same
model and valuation mathodelogy os described in 3.4 wos employed far this exercise.

Y R Scanarl Defined Benelil Net elfect of Percant
Assumption/Parameater scenario Obligakion (DBO) DBRO change
| +05% | 14565618 (119077} -4.29%
Dlscount rate Baserate | 2775489 -|_000%
LY - -0O5% 2,904 447 128758 4A4L%
+ . l
? +085% | 2915222 139.833 | 503%
| Deteate Iy Ranwonain. | soserote | 2775480 | .| o00%
83 . 0.5% | 2,645,781 (1299068} -4.68%
l vosel | agmsnl 1857 | 0o7%
| Mortalily rate Bascrate 2.775.689 _ -| D.o0%
| s05% | armsew| (1880 007% |
o peo8E T omled0] T s3] 130%
- Empioyer lumaover role Baserale | 2,775,689 | D.00%
| -0s% 2732316 | [40.773) | TA47E

Tha following chart shows a graphicol represantotion of the above tensitivily anadpss,

&00%
£.03%

400%

200%, 1.3%%

o.om .
D.0O% ' —
‘ S

e -1.47%
-4.00%
4,269,
-4,08%
-4.00%
. $ ; Employer
Discount 1ol ,  rate
(-::;: '.:; : é«f’mfﬁg? mo: ;% tumover rate
0.5 A
i Ao 2108 1£0.5%)
SMTN

o Bl -
INFINITY
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ANNUAL REPORT 2020

Earned Leave valuction report v2

Shote Mining Corporation Lid

&, CERTIFICATION

| canify that the repoet has bean pregared in occordance with the provigions of BAS 17, To the

best of my knowkadge, | do nol hold any interest, direct
Corparation Ltd, that would imedir ojeclivity of my work

aor Indirect with Stale Mining

| om avaiabie 10 arswear any questicns or fo provide exclanations or further details with regord

to the matarals containad in this report. Dated 17 January,

2021, this varsion of Ta raport

nulifies dl other verdons, whether signed o not, preceding this dote.

A

Tandin Dorji
Actuarial Consultant
Emaill tandi@arukinfinty.com

Contact: (975] 1785 6494 | | 7720 5G40

qgﬂconsumnc

INFINITY

https//drukinfinity.com
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N
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Carriage Charges Valuation Report

5. FINANCIAL EXHIBITS

5.1 DETAILED FINANCIAL EXHIBITS

A LIABILITY RECOGNISED IN THE STATEMENT OF FINANCIAL POSITION

31 Dee-2020 11.Dec 2019
Prassnt vodue of defna banafit ablgofion 415 442 181 818
Fol vakiecof plon osel ' '
Fundea ot - swplus/{deficoln) |41.5.443) {181.81€)
Effect of awel caling - NE
Not defined benefit asset/(lablity) (415,442) (181,818)

B. COMPFOSITION OF DEFINED BENEFIT COSY

31 Dec-200 31-Dec-201¥
Exparde recognised in profl or los NBma 91,322
Expensa recognised in other
comprehersive Incomme 15131 PAP5
Delirmd benefit cost 333,425 181,818

€. EXPENSE RECOGNISED IN STATEMENT OF PROFIT OR 1058

31-Dec-2020 31-Dec-201¥F

Curent service con 311,949 91,322
Pot sarvice cost

Loss/ [Gair) on sattemant - -
Interest on 080 6545 .
Inferast on pion caet RS . i -
fxpeorses recognised In profif or loss 218474 ¥1.322

e 171

STATE MINING CORPORATION LIMITED ANNUAL REPORT 2020



Coerioge Chorge voluation repest v2 Hale Mining Cerporalion Lid

D. AMOUNT RECOGNISED AS OTHER COMPREHENSIVE INCOME
Nv, 31:Dec.2020 31-Dec-2019

5 !
Ac_!uaricl {g3in) or s dues to axparence 15130 90,494
Actuardal {gain) or kass due to chonges in

financial ossumptions

Actuaral {psin) or last due fa chargesin

demographic asumetians i
Ratum on plan assal: [gractar) or lass thon
cscount rote

Expenses recognised in profitorfoss 15131 90,496

£ RECONCILIATION OF CHANGES IN PRESENT VALUE OF DEFINED BENEFIT

COBLIGATION
31-Dec-2020 31-Dec-2019
CBO at the bagnning of perad : 181,318
Aciel: Current service cost \ 311,949 91,322
:dde servies o ' - - - ‘
Add; Interest cost A 5,545 ' ‘
| Less: Mneﬁkpdébv_{r_\—e;;son e o) ITRNE RIS
Less: Benjﬁts ccid tzy the empdoyer ' o noo.;ct_n B
:;:z:g;&ghfg‘f RS 18131 90,474
Actuoridl (goin) oﬂo::csgnc 1o change in ‘ ‘ ‘
financial assumptions 3 ot
| Actucrial [garn) or losses due 1orcr£nige‘£‘nwm_ BB ;
| demographic cssumpfions 7 LS ¥ y
| DO ot the end of period L 41544 181,818 |

F. COMPOSITION OF FLAN ASSET

31-Dec-2020
Bonds (Government/corporate] - i 2|
Fxed depost
| Eqities _ = =
Totaol ’ 2
%‘l%._cmc .
INFINITY (8] ~
L ST N
/ ‘—' N \,
I P/ \...-»\u
(' * \ e ":‘ ;l
l\ - -
\\_ i /‘_“\v\y
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Caroge Chorge valuakan report w2 Stote Mlnlng Corporafion Lid.

G. RECONCILIATION OF CHANGES IN FAIR VALUE OF PLAN ASSETS

31-Dec-<2020 11-Dec-2019

Far vaue ot the ‘beginning of period - |
Contn bunor o:nd mtz‘.t .{’V' plan =
Return on plm ossets - |
Boneh!. pund lu..m the pian | .

1 Rc%um on plan assets greater of fless) than
' dscounl rote

+—
|

Falr valve ol the end of pericd : g

H BIFURCATION BETWEEN CURRENT & NON-CURRENT UIABILITY

31-Dec-2020 31-Dec-201%
| Curentliobillty | 187,245 35,599
Nan-cumant fabiity 248,198 146,219
Mol Uabilty asus  wias

. EXPECTED BEMEFIT PAYMENTS IN FUTURE YEARS

| Dacamber 31, 2021 ‘ 483275
Dacember 31, 2022 330,627 |
| Dacember3t, 228 i 347017 l
| Dacamber 31, 2024 . 380,011 ‘
| Dacambar 31,2025 ' 158,351 |
Dﬁcembev 2024 1o Dex_emtf- 203“ -" S IAEE’ ':04: !
oeoembar 2001 160 December 240 | 34878.981 |

1. ESTIMATED TERM OF LIASILITY (IN YEARS): 10,02

|§ Eﬂﬂlﬂs }2}‘\".\
',Lf f . )
¥ 4 /|: |
\ 7 ;'
\'ﬂ \\’_ 4 \\’/
\'_tl...' /¢
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Canlage Chame volvation repod v2 State Mining Corporation Ud,

5.2 SENSITIVITY ANALYSES

he following table summaorises the results of sensitivity tests performed on the present volve of
the defined benefit obligation by verying the ossumption porameters a5 Isied, Toe same
moded and valuofion methodokogy oo descrved in 34 was employed for this exercise

Datned Bancfil Net effect of Percent

ssurnplion) Porame he: Scenorit X < &
A . g Quiligation (DBEO) D3O change

2425 | -299%
- 000%
ISR TR ETNG r 1 ERE 28827 | 13384 3N%
— = : o —Y | o,
vos% L Ams\Z| IS0 363%
ReTeEIn IPMp D1 sase ot 4543 | 000%
R Y 401.317{ (14126) | -3.40%
%055 415373 | e
Monality rate Base rate 415443 . 0.00%
TN i S R 4915514 | 7082 0DZ%
vos% aeser] 326! 075%
Employes fumoverwle | Boserale | 4isae ] o 000%
'm- “2?‘28.1 _B315) | ORo%
The falowing chart shows a grophical representation of the above sensitivity anclysis.
4.00% 3.63%
322% —
2.00%
1.09% 0.75%

o
0.00% . = -
s 0.02% '

-1.09% 0.80%
~200%
-3.00%
2995
AT 3400
DEcaunt rate Sokary grawth mMartalily rate nfﬂg‘:ﬁ:’m
|4 0.5%) ra‘e [+ 0.5%] (4 10%) [+ 0,5%)
e SIATN
INFINITY
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Comogs Churges valualion repord v2 Slate Mining Comparation tid

&. CERTIFICATION

| certty *hat the report hos been prepaiad Naccoiance with 1he provisins of BAS 19 To the

best of my Enowdedge. | cdo net hodd ony interaest, direct or indirect with State Minng
Corporation Lid. that weuld imgair obiectivity of my waork.,

| am cvaiabla 1o antwer any gisstions or 1o provide axpranatons of father datals wirh regord
o the Mmotenck contaradg in this reporl, Doted 17 January, 2021, this version of the repcort

nulifies oll other varsians, wheiner sgned ar nol, preceding ns cale.

Tandin Dorji

qg,q‘t:omsw.nm;

Aclvarial ConsulPant

Emall ondiBarKTTy Com INFINITY
ContacT: [#75) 17683 8494 | | 7720 5040 mpssiarukinfirity.com
a3
%‘f‘cnonm (1) ———
INFINITY PG i
J b % '\
y | A%
\ { ,! o |
\ (P /,/ _‘\‘,'
NN~ ,/
NS '-_.-7_/
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Repatriation Allowance Valuation Report

5 FINANCIAL EXHIBITS

51 DETAILED FINANCIAL EXHIDITS

A, LIABILITY RECOGNISED IN THE STATEMENT OF FINANCIAL POSITION

3i-Cec-2020
Prevent volue of define benefil Obigoion J6815 21 454
Far value of plan assels - -
Funched stalus - sunpivsf [deficii) (3746,815) (281,654}
Elfec! of csiet cailing . -
Net defined benefit asset/(llability) (375,815) (281,454)

8, COMPOSITION OF DEFINED BENEFIT COST

31-Dec-201%

Epense recognised inproftocloss 258423 04
et pasmy 2w
Defined benehit cost 159,853 231,454

C. EXPENSE RECOGNISED IN STATEMENT OF PROFIT OR LOSS

3+Dec-2020 31+Dec-2017
Cunent sernvice <ot 235478 140,451
Post service Cost -
Loss/|Gain] on settiemant : .|
Intarest on DEO 19.945 -
Infarest on plorn u_neé IS _ i __ - 2
Expenses recognised In profil or loss 258 423 140451 |

%ﬁ- ”mw- A 7 | (7]
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D. AMOUNT RECOGNISED AS OTHER COMPREHENSIVE INCOME
Nu 31:Doc-2020C 31-Dec-2019

| Actuaricl [gain) or los due 1o experience
| odiustroents i e &

Actuaral [gain] o loss due 'o changes in
financid osumptions

(98,570, 141,203

Aciuoral [gain] ¢f Ioss due o changes in i
demagraphic assumotions

Ratun an plan assels (greater) or less than
discount rate

Expenses recognised inprofitor foss (98.570) 141203

E. RECONCILIATION OF CHANGES IN PRESENT VALUE OF DEFINED BENEFIT

OBLIGATION
Nu 31-Dec-2020 31-Dec-2019

DRD af tha baginning of pericd 23,454 | =1
Add: Current service cost 238478 l4£).45.7 1
Add: Past service cost F
Add: Irtarest cost 19,945 ' -
| ese: erof'_its poid by _ﬂze_ élon - -

| Less: Benéf. fs o by the employer | 164,692] |

| okt oV Sl e (98.570) 14,208

Aciuarial (goin) or lnstes due te change in
financiol ostumptions

| Actuarial (gain) of losses due to changein

| demographic ossumpiions
DBO al the end of period 374,815 281,654
F. COMFOSITION OF PLAN ASSET
Nu, 31-Dec-2020 31-Dec-2019
| Bonds Govesnment/corperate] - .
Fed cdepasit -
| Equities 3 i E
Tolal
$ {’mm;u ; 3 —
INFINITY (8] ZwtN
- V2|
x "
| ! )2 ,'
\ ; /‘I &
S /
NG e
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Repatriation Allowoncs valsation report v2

State Mining Corporalion Lo,

G. RECONCILIATION OF CHANGES IN FAIR VALUE OF PLAN ASSETS

31-Dec-2020

31.Dec-2019

Fok valee af the beginning of peded | -

Con‘ﬂauhon 'acld into the plon

| Retum on plon assets.
Benehis pad lrom lhr- pbn

Refum on plan sssts realer or ess) than |

mscoun! rule
Fair value at the ondofpedod

H. BIFURCATION BETWEEN CURRENT & NON-CURRENT LIABILITY

31-Dec-2020

c.urem llublity
Nonrm«m Iood‘ly

MM Liabiltry

3i-Dec-2019
l52514 Al HJI
224301 | 229 Bd?
areps 2!;65‘ |

I. EXPECTYED BENEFIT PAYMENTS IN FUTURE YEARS

fn
Deca’rber 31. 202!
December 31, 2024

NU.,
387585
244, Lij

De;.unt:or:!l 2023
Dec.embe: a1, 2024
Dor:ambo-':&l 2025

Decembec ?026 o Doccmber?flao

Dccembumsl 0 Decemberm I

| aaes9
271,110
257652
i 410 ‘69

2. 847 948

J. ESTIMATED TERM OF LIABILITY (IN YEARS): 10.02

—————— e

qemmmc
INITY

ANNUAL REPORT 2020
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Repatialion Alowance volualion ropoet v2

Stale Mining Corporation Lig,

$.2 SENSITIVITY ANALYSES

The lallcwing 1onke sanmaorises the resulis of sersitvily 1esls perfamed on the prasant valug of

the defined benefit oblgation by varying the assumption porometas os lisled, The same
moczl and valation methodalogy as descrbad in 3.4 wot amployed for this axarsits,

72

Ao P e s Cefined Benefil Net ofiect of Percent
A E M e s s enarie  obligation (DEO) DEO change
(v 058 366075 {10,740) | -2.35%
Discount rale | Bose rale )L |_000%
| _|-05% 380375 1L50 3073
| |+05% 389913 13098 | 348%
b gttt gt ILS.'Q%.'O‘? 26815 | - 000
| PETTLEIEES 0 2 el Zei) 364528 N12287) | A26%
| Lens% 376727 | 88 0p7%
 Mortality rale | Base rate 376,815 | -1 0.00%
‘ [ -0.5% 376,903 | BBOS 007%
| L+ 08% 373,388 2573 0.68%
 Employertumovertate | Rame rato 376815 | .| 000%
‘ I T - 374.083 | (2732)  077%
The lalizwing chart $hows G graphical representation of the atave sengtivity onalysis,
4.00% i
1075
3.00% _
2.00%
1.00% 0.48%
0.02% i
0.00% , — -
o s
1.00% -0.72%
-2.00%
300m e
-3 24%
-4.00%
DEcoun! e Setary growir Monally ate mig?;'z'e
(£ 0.5%} ote (+ 0.5%) | 10% (4 05%
3 housucnee o V — e,
°ﬁi’nrntn‘rv R A e
(¥
|I\
&
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Repabiafion Alowonce voluolion repor! v2 Stale Mining Corporation Ud

6. CERTIFICATION

carify that the report hos been prepored in azcordance with the provesons of BAS 19, To the
bas! of my knowledge, | do not hold ary nteresl, direct or indiréct with State Mining
Carparation Lid. that would impair chjectvity of my work

| o available 10 andwear any auestions of 1o provide explanations ar lurther detals with regard
lo the molarab confained in this repart, Doted 17 Jonuary, 2021, this version of the frepon
nulifiss oll other verskans, whather signed of no™, preceding this date

S qEmconsuulm;
Actuarial Consultant s

Emat tand@drokinfiritycom ' N F I N lTY
Contoct: (975) 17858494 | | 7720 5040 nttpe//drokinfinity.com

g"‘m'ﬁm 2 = ; 7 7 =
M L,
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Transfer Grant Valuation Report

5. FINANCIAL EXHIBITS

5.1 DETAILED FINANCIAL EXHIBNTS

AL LIABILITY RECOGNISED IN THE STATEMEINT OF FINANCIAL POSITION

Present vee of define benelit obigation 376815
Far value of plan atsets

Funded status - suphus/{deticr) [376.815)
Efect of caset ceiing |

Net defined benefit asset/{Eabiitty) , (376.815)

51-Dec-2019
281,654

[28) 454|

(281 654)

8. COMPOIITION OF DEFINED BENEFIT COSTY

Exparas recognited n peofit or los ' 250,423

Expersa recogneed o ofher (98.570)
comprehansive income ¥
Defined benelt cost 159,853

21-Dec-2019
140 45!

141 203

281,454

C. EXPENIE RECOGNISED IN STATEMENT OF PROFIT OR LOSS

31.Dec 2020
Curant senice cost 238,478
POt service cost :
Loss/(Goin) on setiement .
interas! on DAO 19,948
Interas! on plan osset : p
Expenses recognised In profit or loss 258,423

ey

STATE MINING CORPORATION LIMITED

A -Dec201?

140,450

i7]

e 13

B

" 7
,II/

N
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Trarsier Grant volualion repoit v2 Stabe Mining Corporafion Uid.

D. AMOUNT RECOGNISED AS OTHER CONPREHENSIVE INCOME

31-Dac-2020 31-Dec-201%

’fc‘gl‘:mr{m i A e (98.570| 141,203

Aciuanal [gan| or loss due 1o changas In
1 ﬁr'oncol o<s.f'vohorf

| Acfuord |laqin| or loss Sua lo chorges in
cemographic assumptions

Return on plan assels (greaier) or kess than x =
d,cmm' rate

 Expensesrecognisedinproftorioss | (98570) 141,203

E. RECONCILIATION OF CHANGES IN PRESENT VALUE OF DEFINED BENEFIT

OELIGATION

Nu. 31-Dec-2020 31-Dec-2019
| DBO ot the beginning of period | 281,854 -

Add; Current sernvice cost 5 233473 "-—-_[ 43 45|
 Add: Past senice cost SN R
| Md. Inferast coh 7 = [ 779.975; 7 __-

Less: Berafis poid by trie plan “ : <
| Less Berelis poid bv the empioyer . o .154.692)
P e D

Actuorial (goin) or losses due to change n
finoncial msumphcns

Actuoyial (goin) oriosses due o chonge h
demographic assumphons

DBO at the end of period 374,815 | 281,454

F. COMPOSITION OF PLAN ASSEY

31-Dec-2020 31-Dec-2019%

Bands (Covemment/corporate| - -
Fixed degposi - -
|Eouilies: | TT0 e, 4 i z

Total . .

ANNUAL REPORT 2020 STATE MINING CORPORATION LIMITED
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Transfor Grant valuation reped v2

S Mining Corporofion Lid

— e

=

G. RECCONCILIATION OF CHANGES IN FAIR VALUE OF PLAN ASSETS

31-Cec-2020

 Fair value at fhe beginning of peﬂod -
Conmm!m po-d n?o rhe pton )
Ratum on plarn ossels . =
B_en.e!‘fs pao l'om 1he plon -

Retumn on plan ossets greater o: M) mun
dscount rate

Falr vc!ug af the end of period -

31-Dec-201%

H  EBIFURCATION BETWEEN CURRENT & NON-CURRENT LIABILITY

31-Dec-2020 31-Dec-2019
Curent hobaty 152.5'14 51.807
Non=curant llomllty . 224 33! = 7'2;9,847
Netloblty 376815 281,654

I, EXPECTED BENEFIT PAYMENTS IN F'UTURE YEARS

Dacember3), 202! ‘ 367885
| Docember 31,2022 i 246,413
| Decembier 31, 2023 1D 259559
Decembe 31, 2024 | 271,170
December 31, 2025 ' 259,452
December 2026 fo December 2030 | 1.70;&9 {
Pocambar 2031 10 Decenioer 2040 | 2847943

J. ESTIMATED TERM OF LIABILITY (IN YEARS): 10.02

N
q?, COHSATG

STATE MINING CORPORATION LIMITED

ANNUAL REPORT 2020



Transler Grand valualion repon v2 Siate Mining Corporation Lid.

5.2 SENSITIVITY ANALYSES

e folowing table summarses the resulls of sensilivity 1ests performed on the prasant value of
Ihe defined benelil coligalion by vaning tha assumption poromeisrs os listed, T scme
model and valuation methodology as described in 3.4 was engloyed for 1his exerciss.

Parcen!
chonge

Net efiect of
DEO

Dalined Benelil

Assumplion/Paramelers Scenario

Obigetion (DSO)

#05% 366075 (16.740) | -285%
Discount rale  Base rale 376815 -| 000%
| -05% 88375 11.560  3.07%
_|+0s% w93 | iaev | dae%
Ic“'no-anhhmpuhlon .__B_ES__eEP_e 326.81_5. , 0.00%
N Mkl (12207) | -326% |
i R L L oo SRR L S (6] | D% |
Morlakty rale | Boserale 376815 | - 200%
-0.5% 876500 | 8606 002%
|
ey 05% 379388 | 2573 | o0sa% |
Employer fumover rale | Boergie 376815 | - | 0.00%
BCE s7a083 | ars | 07z |
Tha following chart shaws o graphical reprasentation of the obove serslivity onalyse,
%007 3.48%
3.007%
2.00%
1.00% 0.68%
0.07% i
0.00% = - —
e -
-1.00% D.72%
-2.00%
-3.00% ST OES
«326%
«4.00%
Uy‘:ount rate Sm.(w %gf{n Mortality rate 1ur[nn£'eo?gw
1+ 0.5%| rate (+0.5%) (4 10) (£ 0.5%)
" L]
e e 1O
j' : ,' \‘A, A \
] } |2 |
r /T
. A d
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Transfer Grond valuahion report v2 Stafa Mining Corporatian Lid

6, CERTIFICATION

| cerby thatf the report has been prepared in accordance vath he pravisions o1 8AS 17, To the
best of my knowledge, | do not toki ony inferest, drect or Indrect with State Minirg
Carporation Lid. that would Impak abjectivity of my work

| om cvailcbla to answer any quastians or o provide axplonations or further details with ragarnd
1o the moterics contained i this report. Doted 17 Jonuary, 2021, 1hs version of the repen
nulifies oll other vamions. whather signad or not, praceding ths date,

Tandin Dorji

A
Actuarial Consulfant gﬂconsu LTING

Emcil tancid® dnainfinity com | N F I N ITY

Contact: |975) 1785 8494 | | 7720 5040 hitps:/ (drukinfintty.com
cRoa T, "

INFINITY Ve NN L

‘," 4 \* \l

j 3

B

N W
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Nete 48 1 Falr value seesarersents

(ANl aemounts in Na , snless otherwise stated)

Fnendal lssdruments by categery

3i-Deoc-20 N-Dec19 YJan19
Particulars T TVOCT Amernsed rvrL [TVOC| Amactised g Wd AmoAlied |
1
I - 1 Sord i o8
Fémawral sstets
Serurity Depasit - . . . - - - - ‘
Environment Restoration Foad - - 13458901 - - 1,190,302 . - 1082102
Surdry Diebior Doawatic - - A - - NS0 045 . 206,29, 158
Sundry Debtoes Invvernasonal - (SB.6E3.274)
Sevursty Dvpenit Plncod - - 1 H4DATS 1,128 482 . . L
Olhver Boouivabie - - - . - -
Deposiz dug foe refand - - v . - . - -
Cash and Cash Equivalenss - - M2 A1 WA . - 100,611,755 - #348272
Tolal TTnancial %W 2 | snmeser] - | amrman ]| - - | =322
Finausctn! Nabifities
Scouity Deposas - - 140024253 - - YATNAN - . 7704600
Ervplayvar Payabslos ; . 717371 ; 09,799 . 36,410
etention Money - - 125143 - - 1508 ) - . 109280
F&mdzy Crodioes - Comwatc = . omase ) . - 1359Ee] - - BT
Term Loaa o Flnancll Tesstutations - - CASE ) . . LA N2 - a0
Ty Companry Bamuwing - SSWCI 200,000,020
- 3300
- - Ja1ea5588 | - - SOATTASK | - - S L1EAYT
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{All amounts in Nu , unless otherwise stated)
(i) Fair value hierarchy

This section explains the judgements and estimates made in determining the fair values of the
financial instruments that are (a) recognised and measured at fair value and (b) measured at
amortised cost and for which fair values are disclosed in the financial statements. To provide an
indication about the reliability of the inputs used in determining fair value, the Company has
classified its financial instruments into the Uiree levels prescribed under the accounting standard.

Level 1: Level 1 hierarchy includes financial mstruments measured using quoted prices
Level 2: The fair value of financial instruments that are not traded in an active market is determined
using valuation techniques which maximise the use of observable market data and rely as little as

possible on entity-specific estimates. IF all signilicant inputs required to fair value an instrument are
observable, the instrument is included in level 2,

Level 3: If one or more of the significant inputs is not based on observable market dats, the
instrument is included in level 2.
{ii) Valuation technigque used to determine fair value

Specific valuation techniques used to value financial instruments include:
* the fair value of the financial instruments is determined using discounted cash flow analysss,

(iii) Fair value of financial assets and liabilities measured at amortised cost

31-Dec-2 31-Dec-19
Particulars Carrving Carrving
o Fair value . Fair value
Amount Amount
Financial assels
Environment Restoration Bond 13,438,891 | 13,438,801 11,196,102 | 11,196,102
Total financial assets 13,438,891 | 13,438,891 11,196,102 | 11,196,102

The carryving amounts of remaining financial assets and liabilities are considered 1o be the same as
their fair values, due to thesr short-term nature,

The fair values for financial mstruments were calculated based on cash flows discounted using
current borrowing rate . They are classified as level 3 fair values in the fair value hierarchy due 1o
the inclusion of unobservable inputs including counterparty credit risk.

Significant estimates

The fair value of financial instruments that are not traded in an active market is determined using
valuation technigues. The Company uses its judgement to select a variety of methods and make
assurnptions that are mainly based on market conditions existing at the end of each reporting
period. For details of the key assumptions used and the impact of changes to these assumptions see
(i) above.
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State Mining Corporation Limited

RATIO ANALYSIS

Exhibit - 1
# PARTICULARS 31-Dec-20 31-Dec-19
1 |[Earning Per Share Profit After Tax/No. of Shares Issued  123.50 114.41
2 [Net Profit Ration Net Profit/ Turnover*100 31.69 23.93
3 |Return on Asset Net Profit/ Total Asset*100 26.74 32.56
4 |Return on Equity (ROE) Net Profit/ Owners Equity*100 49.77 49.33
5 |Debtors Turnover Ratio Sales/ Average Deblors 2.71 415
6 |Current Ratio Current Assets/ Current Liabilities 1.74 2.50
7 |Quick Ratio (Current Asset-Inventory)/Current | 1.11 2.20
8Debtors Collection Period Ratid(Sundry debtors*366)/Sakes 135 88
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CHECK LIST FOR COMPLIANCE OF PROVISION OF THE COMPANIES

ACT OF BHUTAN, 2016
NAME OF THE COMPANY: State Mining Corporation Limited
REGISTERED NO: U20141231TH10458
COMPLIANCE CHECKLIST
No. | Ss, PARTICULARS YES | NO | NA | REMARKS
INCORPORATION OF A COMPANY & SECURITIES
1 |28 | Changes to Articles/ Approval @
2 |47 | Change of name/ Approval
3 123 | Increace or consoldation of share capital
(4 | 124 | Reduction of share capital [~
5 |82 | Livense Copy and share Certificate filing %]
6 107 | Public offer of shar & Debentures-ROC 5]
Approwal
MANAGEMENT & ADMINISTRATION s
7 | 217 | Registered Office of Compary
|Address and Contact Number)
B | 221 | Publication of name by company =
[Letter Head, Seaks and Sgn Board)
) 231 | Finanaal Year of Companes as of 31% Dac 4]
242 | Extension up to 15 months « ROC approval 5]
243 | Extension up to 18 months — Authority's approval 5]
245 | Finantal Statements to follow BAS
10 | 267 | Annual Return Subrrission [On/ before 31° My | &
for isted; others 31 July
11| 177 | Annual General Meeting (Minutes) =
12 | 180 | Extracrdinary General Meeting [Minutes) %]
13 | 185 | Notice for calling gemeral mesting &)
187 | Listed Co, — written aswelias in meda )
Public Co/Praate Co.~ Written notice )
14 | 199 | Chairrmen of meeting [CE0 can not chair) o CEQ i ot @ Chair
15 | 192 | Representation of corporations at meetings 4}
|appointed by Boare Directors)
16 | 193 | Ordinary and spacia rasslutions [Minutes) [F]
17 | 195 | Minutes of Annual General Meeting and Board %)
Meetings (malntalned s5.195 - 198] o
18 | 199 | Dedaration and payment of dividend (198-208) | 2 109% of paid 1 capoal declorsd
as dividend
19 | 232 | Bocks of eccount to be kept by the company = Rocks of accounts maintained at
[location & time per od) registered office
20| 250 | Boards report (sgoed by Chaloman) —
21 | 252 | Appaintment and removal of Auditors & | Appointed fythe RAA oo an
Negd to re-appoint annualhy (151 - 258) anmal basks
22 | 260 | Resignation of Auditars from office (Annual M
Resgnation) e
23 | 265 | Auditing standards (Audit using Auditing
Standards issupd by AAS88)
24 | 133 | Number of Directors 7 Directors on the Board of
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(Minimum No. & retirement on rotation) | | 1 IsmcL
No. | Ss. PARTICULARS YES | NO | NA | REMARKS
25 | 139 | Additional directors (%)
26 | 140 | Consent to act as directors 4] -
27 | 141 | Certain persons not ta be appointed as Directors %]
28 | 142 | Resignation by a director
29 | 143 | Removal of directors
30 | 146 | Board meetings ((4 Meetings for Public Cos & 2 ]
MMeatings for Put)
31 | 152 | General powers of the Board “
32 | 156 | Restrictions on powers of Board 7|
33 | 210 | Appointment of Chief Executve Officer (Max Syears | B
terms & 2 consecutive terms onfy}
34 | 414 | Appointment of seling or buying agents {govt. 53|
Approval abtained or not)
35 | 157 | Na loans te directors (anly for Public Ca.) "
36 | S3 | Inter —corporate investmants { investments to be )
disclesad) apply old rule
37 | 158 | Contracts in which Directors are interested %) Directors have no interestin
the contracts enterad by
COMpany.
38 | 212 | Compary Secretary Required in all Public Companies | &
33 | 161 | Standard of care required by directors M
{Reckless decision)
STATUTORY RECORD AND INSPECTION
40 | 228 | Statutory record and inspection
a) | Register of buy - back of shares 74}
b) | Register of transfers
¢) | Register of charges ~
d) | Register of inter —corporate loans M
) | Register of inter ~ corporate investments [
f) | Register of contracts in which directors are 4]
interasted
gl | Register of directors ()
h) | Register of directors’ shareholding )

For Dechok & Associates Pt. Ltd.

90

Place: Thimphu \ e

Date: 1864|2827
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STATE MINING CORPORATION LIMITED

MANAGEMENT REPORT FOR FINANCIAL REPORT 2020

Review of Bank Reconelliation Statements (3.3.7)

We reviewed (e bank reconciliation statements prepared by the SMCE's Finance
department and obsorved the following:

i,

Mhat the reconciliations prepared by the finance department has not been
reviewed by the next senior level management.

That there were cheques issuod bul not presented for payrment and cheques
deposited but not cleared portaining to periods more than 6 months after the
issue/ deposit date ay follows

Bank Account Cheque Date Amount Remmiarks
ANEHT7 31-12.2019 476450 Cheque issurd but not
- enchased =
100891887 | 10-06-219 I875.72 Chegue issued but pot

ent hased
200199051 1112019 11,003.90 Choque deposited but |
L | not credited by bank

We provide the following observations end recommendations for the management to
comment upors

a

i

in order o effectively establish adequate control over the transactions invoiving
inflow and outflow of funds and to mitigate any possibilities of unidentifiable
movements in and out of the bank accounts, the bank reconciliations should not be
limited to review within the finance department but should be extended to review
by a next independent reviewer or by a higher level.

The cheques listed in the table above are followed up and necessary accounting
adjustments made appropriately,

The bank reconciliation prepared through the use of accounting system produces
complex reconciliation items without cheque numbers for chegues wsued but not
presented for payment due to bulk payment entries passed theough the bank ledger
before the cheque is issued. The management might discuss to see if the BRS through
the system can be made more simpler fur a reviewer to understand immediately.

Managenrent’s Response:

BRS prepared by the finance division is revicoed by internal auditor upon e verification of
dransactions daring the course of tnternal audst at present, henceforth the next el of cross checking

hasis,

SMCL accounts and finance team are under progress for the simplification of BRS anil
confirm from var side, we will peopose TTPL (ewitues developer) for modification in i
discussed with them in fate Jamuary 2021,

fior the BRS prepared by finance division shall be handed over fo the intornal auditor on muontily

STATE MINING CORPORATION LIMITED ANNUAL REPORT 2020



Eovn after the -ac::ou‘rmug entries for the cheques tabvdaled above, the figeores reflect in tee KRS amfif
neatelung Dr. & Cr dalance, however it shull be resoloed upon the completion of stpificatéon of BRS
i systent,

Auditor's Further Commients:

The Bank reconcilinttons prepared by the fivance department should b reviewsd pegularly Iy gn
independent revivaver wnd docteneenterd with epidence thrt if s deen reoivund.

ANl cheques which wre aot presented for payment or clared afler six monlis should be appropriately
doalt for ecounting purposes,

Bank Reconciliations doye througle the acconnbing systent should be reviewed and simplified ti
consillabion widly te sustene admindstrator, ldeatly e reconeilintion ftems siolid refiect ondy
chiogue member and e amomat.

As agroed in e exnd meting, the mamagement oy implentent the recaucmenedations and sndence of
compliance submitiad to RAA for further revns amd endorsanent,

Who is Acconntable?
Direct Accountability: Kelden Jatsho, Finance Mangger, CID 10104000536

Suprercisory Accountability: Cune Rinzin, General Marager, HRAD, CID 10716000163

2. Write off of stocks worth Nu. 6,556,695.03 and fixed assets worth Nu.Y14,677.53
(2.1.2)

Review of the financial statements together with the physical verification report
revealed shortages/ differences between the book quantity and actual quantity st the
respective stockyards. The vilue of the differences amounting o Nu, 6,356,695.03
wore written off in the financial statements through adjustment with the change in
inventory value of opening and closing stocks.

Similarly, damaged and ohsolete assets worth Nu. 918677.53 were also found
written off during the year,

While we reviewed the management approval to write off these differences, we
request the management (o obtain the endorsement of these management decision
from the Bdard of SMCL,

Manugement’s Response:

e plysical stock venification ts usually comducted on a quarterly busis and gets presented 1o the
Boand for confirmation. Howeoer, wmler Covid-19 situntion, in 2020 it wus verified fnlf gearfy, The
final vertficotion of the stockyard was outsourced fo NLC i tite respective vagions there our projects
ure lecaded,

The Bord Bas endorsed the authority o the management to wrele-off the stock of it e within
reasonatic ionit. However, did ot fixed the permiseible caling roviewning e nsk of wyg
materials if vighis of wrete-off befmg pre-estatlished. Therefore, 1 wes directed 0 the man
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assess e wrile-off of stock weth laghest diligency and accondingly consider the decision wietser 10
act wiltin the munagement Jeoel ar if 10 put g to the Boand if it demands Baand's endorsoment,

Thie major stock weite-off value i explaned By Gupsins boulders tith Nu 546 M. The shortfull in
Phee st dowlider in privarily due o the repect stones being segregitd from Ui convewor hell turheile
crusting. Tire gypswn bowlder extractedd from meines are often mixed with other miterinls wed Wese
deterious maderils, as far as pasyie, haor do be sogregatel lo mabitaly the gypsiem uality.
Therfire, workern are engagesd af tee creshuer <ite o had prek the shones from deing coushed logether
with gypsent. The totad refect oas 4723 MY onet of total prostuction of 392872 MT, remstitutineg lows
of 1.2%. The gupsum boulder loss @t KGM appears Wigh ay the COP is tiken at S/] stoek malur,
adiding up the tramsportation cost of about Ne 300 per MT, sinte e-mnines ilues the stock @t S/
cor

Al Lasees are within the sormal handling loss of minerals, The coul loss from Kiuchangppo aml
Motanggn Stockweed are ligh as they wne he first toe grownd loss due o pew estabiishment of the
stovckyind,

Anditor's Further Comments:

A detiberated during the exit meeting and also explatued to us oin the management response, we dake
nole of the justifications provided by the management, As suggested i the exit meeting, the
miatiayement mw explore lo study P past brends of the stock losses and 1 relate it to the future
luesses (o b tonrthon off,

'
Ax agreod e the exzt meeting. stock losses writken off during the year by the managenrent may be
sulmiitted to the Bored fior endorsement and subsequently submitted to RAA for further peosetn und
vomnients,

As the arite off of assels are within the powers ivlegaled to the CEQ. the observation may be
contsuferod as settlal.

Wha is Accountable?
Direct Accowntability: Rasmesh Keomar Thapa, Mining Engineer, CID 10311001518

Supervisory Acconntabilify: Sagiy Tshiering, GM Pruject and Mises, CID 11508004101

3. Need to institute levels of control for processing transactions through the
accounting system (3.3.31)

We noticed that the sccounting system permits the individual processing the
transaction to also approve the transaction in the system. This means that a person
preparing a payment voucher or a journal voucher can approve the same voucher in
the system

To ensure that there are no misstatements or any mistakes in the prrocessing of
payment vouchers and adjustment vouchers, the individual processing the
\ransactions should not have the right to approve the same transaction.

STATE MINING CORPORATION LIMITED ANNUAL REPORT 2020



Munagement's Response:

Tie payruent procodicee from accounts modede completes with too Teoels @entey and submit) af
present. Futtier the role for both ontry s well as siimat s been assigmnd to one person @ present
and final ovedication were doe by chape sipwifory wdhoeily with peoceeding of sapporting
ddocrarments teeonh ferdeopsy by the wocounts comeenn officral

Hmoyaws, e assigrneend of abditional role in syt for koo eotey) and saennit for he vevification
antel apprreeal Preme e couevan wigritory officied friom acoomals & firmorce divesion fas beea desiimnd
wrele TTIN. Geweeiey deocdsper) wmd asll incorporale ASAP,

Tiw weerr process: from system will In

I Entrypeeparaiion of fimmeral ransaetion (iccmesbanty)
2. Venfwcationfupprooml of the finanedl tramsac bt (choque sigmtory offictel)
S Submut Uie tramsac tion for fisead disburserment Gicoon teiont)

Fartiter the assigmment of roles (i sheps of Bie drasvi tices frome accounty miodide siall e veivond by
tive meamagenmtent) for the implementution hased v the efficiency e process far the relesse of paymient
from SMCI, owever the process tie the system skall be idopted ASATP,

Awditor's Further Contments;

o ensanne cffectes contrals ooer processing of payments and idpisbmenits, o single peesn shimdd wop
e ussigund the eight b bt provess wad appmoy the trapsactions. Sitce the menageasent (s
comsudering lo revivie M steps and processes of the uecmmbing Transuctions, e fmpact if aey on the
cificicncy of provessing of transactions dee ty dncieporetmg anather different layer of approving
fnction may also e lakew into ucconent. Tiwe dwnges muplennted by the managentent may be
covmmeuridicted v RAA for resese aud ferthir conenen s,

Wiio is Accountuile?

Divect Acoountability: Kelden Jatsho, Finance Marager, CID 10104000536

Supervisory Accountability: Chomi Rinzin, Ceneral Munager, HRAD, CID 1077600003

4 Unrealised Sale proceeds from Dungsam Cememt Corporation Limited Nu,
417,468,986.23 (3.3.16)

Contract Agreement tor supply of 80,000 MT coal was signed batween the SMCL and DOCL
under the (oflowing payment terms and condition:

Clause B 1 Rate High Quality- N, 6,712.00 per MT ,
Medium Quality-Nu, 6,200.00 per MT

DCCL shall pay SMCL Nu. 25 Million every month for the coal |
purchased and balance amount shall be done in Installment basis.

However, DOCT should ensure that balance amount recetvable as i
per the consolidated bl submitted by SMCL should be paid withis |
6l days from the date of submission of consolidated bill. |

Clause B3 Payment

Detailed review of the sales transactions and detaids of payment roceived from DCCH
showed unpaid amount receivable from DCCL amounting to Nu. 417,465 956,23 as usn,
of 31/12/2020.
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Balance oatstanding prior to 2020 N 268 U7 815 #4)

Proceeds for sale of coal and Gypsum outstanding for 2020 Nu. 145,116,728 53
Goods in Transit Nu, 3278448200
Total Outstanding Nu, $17.468.966.23

Our review also revealod that terms and conditions stipulated in the Agreement between
SMCTL and DCCL were not applied to the ongoing sales transactions of coal and Gy pam.
The claase on collection of Nu. 25 million every month for Ue coal purchaned by DCCL and
Balance amount 1o be patd on instaliment basis within 60 days from the date of submissdon
of vansolidated bill were not enforced.

Huge amount of SMCL's funds are ted up in the receivablis, From our review of the
financial statements, we observed that SMCL had borrowed Nu. 300 million from DGPC
during the year at an interest rate of 6.5% per annum and Nu. 80 million from NPPF prior o
the vear 2020

In view of the observations mentioned above, we invite managements conuments on nom
entorcement of the terms and conditions of the Contract Agreement and the accumulation of
outstanding reccivables year on year despite its own shortfall of the funds requined.

Management’s Response:

Mmooy challenge that SMCL continued to face 5 raising poor quality coul, havmg kigh ash
comtent on an average of 35%. The caal i oeer mines 1s rnhvreatly of lawve quaiity deposits.

The fssue furtier gets agyravated by ot being able Yo sell poor-quaiity coal fo cur domestrc tnidysiries
sinee they relish the aption of tmporting better quality conl at u very competitive price from
Meghalo, neighboring state of ndia. SMCL suffered from having luege umsold poar-quality coel in
stock,

T coment ndtistries have stringent coal quatity parantelers laid in their purchase terms. Normally,
the mmaenny aocoptance ash content lindt fs 20% wul uny (ncrease in the esh from the minfmum
femit, supplicrs will be abliged L contpensate by deductig cerbain dalue from the coal suppited.
Touwrds late 2018, meport of coad from Meghalaya was severely affected due lo environment concerns
thut had direcled to suspend mining in those zones by the Indian Government.  The coul suppily
market s then distorted, SMCL ook wdonntage of the coal murket situation and tndertock the
fssue if having huge tmsold poor-quality cowl by resorting a specul roques! from Departerent of
Geology md Mines for expart of poor guaiity to India anit Bangladesii,

Wil shat sspplies from budia, tie import coal price shol abnormaily high. The domesiic industrivs
Hren slarled to iquire and biey conl from SMCL with some relaxation in their quality perameters
with accepbabie ast level as igh as 37%.

Howwer, even after te relaxation of ucceplable @k content Jimit, our stock of pour cowl still persisis,
As of 26 Fob 2023, Hhe coal stock records 34,489 MT. !

DCCL hape hoew our magor consamer of conl since the beginning of tiee aperation of conl mines by
SMCL. Their per day consumption capacity ranges from 430 MT to 600 MT. The ofher buyers are
Lhuiki Coment, PCAL AWP and domestic imlnstrics in Pasekha, PAing. In 2020, the lotal coul salé
achiered was 72,161 M1 el DCCL alone Tifted 58,778 MT (81% of the total cool sale) of coal wml
it of the total dispatch 1o DCCL, 56,334 MT were low-iquality coal.
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Therefore, in the interest of DCCL being one of the mitin consumers of vxr povr-qualtty cosl, ceriain
comsideration wes nade in the paywient orms, Hoavewvr, e Murketing and Logistics Depirtment
hus corstantly followed wp with DCCL with vogard o accumulating receroables wopd also not
ailliering te the agreement on the martidy payment of No 25 M. The managenent aiso deliberatol
serwral Hues with DCCL and i turn expressed thit DCCL & wlso affcted uwith huge reveinables from
Hydra Par Projects, With Covd-19, our peceivables further got ffectad from DOCL. The samr
sssie wows apprised 1o the SMCL Board wd aecordingly accorded e directives,

Int puey recent discussion with DCCL, they promised to pricvikise payment to SMCL. The company is
comstantly folloaing up with DCCL on the receimlies,

Auditor's Further Conments:

The manugernent may apprise the Board wnd abtuin further dirvctives on e outstanding recivabies
from DCCL and RAA tnbimated accordmgiy.

Direct Accowntability: Sangay Renzin, Director Marketing and Logistics
CID 11503003618

Supervisory Accountability: Kezang Jamisho, Chief Executlve Officer
! CID 10905008022
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STATE MINING CORPORATION LIMITED
RECOMMENDATORY NATURE REPORT FOR FINANCIAL REPORT 2020

1. Inconsistent Accounting Policy for cetermination of useful lives of PPE

Asset Category Group Policy Useful Life | SMCL Useful Life
Building and Civil Structures | 30-40 Years Mastly Below 10 years
Data Processing Equipment | 3-7 vears 3-17 years

Vehicles 7-10 years 7-13 years

Office Equipment 3-7 years 2-10 years

Plant and Machinery 5-3) years 2-10 years

Review of the Accounting Policies/estimases adopted by SMCL with that of its parent
company, DHI revealed inconsistencies as follows in the determination of useful lives of
assets for depreciation purposes:

As can be seen from the table above, the SMCL's accounting policies/ estimates are not
aligned with that of the DHL On the other hand, the useful lives and residual value of the
assets of the SMCL are also not reviewec and determined keeping in mind the lease
term / period for the operation of the mines.

The maragement may respond whether it could align its applicable accounting policy and
estimates consistent to the policy and estimates adopted by its parent company or review
and determine the useful lives and residual value of its assets in relation to the lease term for
operating the mines.

Management's Response:

Except for the operation of conl mines for five yeers witle peference bo the mining fees document from
Junte 2020, all otier mines are under the tntenin. period. To determne e wseful lives and residual

value ana to align along with the CIT base with nunmuoon difference for calculabion of depreciation
becomes challenging for SMCL, however we wili review based on the approved FMFR (Final Mine
Fensibility Report) and align along with the DHI group policy for PPE hereafler.

Auditor's Further Comments:

As discussed during the exit meeting held on 26% February 2021, the management should review the
estimatad wseful life of the property, plant and equapment taking into account the circwmstances of the
nature of business that SMCL i3 engaged tn as well as the accounting policies and estimates adopted
by the DHI and other subsidiaries so as to derfie @ reasoralily rellable  depreciation expenses to be
charged aomnlly. Any changes made in the estiziates may be applied prospectioely. The obseroation
15 recomn.endatory wn nature and shall not be pursued further,
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2. Inaccurate calculation of depreciation in the Accounting System

As per the Bhutanese Accounting Standards, Property Plant and Equipment (PPE)
depreciation of an asset is charged on the difforence between the assets cost (or revalued
cost) less residual value over its estimated useful life. Our test check for depreciation
calculated by the accounting system with that of the formula prescribed in the
accounting standards did mot match and small insignificant differences were
chserved.

Necessary measures may be taken to correct the system so that depreciation expenses
charged in the statement of comprehensive income are accurate and as per the Bhutanese
Accounting System,

Management’s Response:

Favance and accounts team with consultation to the end users concern officials from SMCL reguested
TTPL (emines developer) to use common decimals in Hee system for all the mosfules with sstention to
erass check the insigmficant differences obsermed an the depreciation,

Furtiter the finance and accouris team will be workmg on the cverall assel revatustian, wiich uxill
support to rechfy He differences and to derive the actual expenses from the PPE

Awditor’s Further Comments:

As agreed in during the exit mechng, the Finance Department nuust ensure ! deprociation formule
is configured in the accouniing system to produce exact depreciation ay per tie Bhulanese
Accounbing  Standards in consultation with the systemt admumisbertor. The observation s
recommendatory in nature and shall not be pursued further.

3. In-comsistency in deduction of security deposit from the transporters
(Tshophangma to Habrang)- Nu. 420,650,06

We reviewed the transportation contract agreements between the SMCL and individual
local transporters engaged to transport gypsum products from Pemagatshel and the coal
products from Tshophangma and Habrang coal mines with regard o payment of
transportation charges including the rates fixed and security deposits deducted from the
transportation bills.

Our review showed that 5% security deposits were retatned by the SMCL from the
transportation bills of gypsum transporters while exceptions were found in case of security
deposit deduction from the transportation bill of coal from Tshophangma and Habrang.
Except for deduction of security deposit from transportation bills of July and December
2020, deductions were not effected from remaining bills submitted during the year in case of
transportation bills pertaining to Tshophangma and Habrang were as follows:

' Description Amount {(Nu.)
Total Bill paid 10,522.291.97
5% 5D {o be deducted 526,114.50
5% SD deducted - 105,464.54
5% SD Less deducted 420,650.06
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We observed that transportation contract with the transporters of coal from Tshopangma
and Habrang did not stipulate the dause to retain 5% security deposit similar to the
agreements signed with the transporters of gypsum in Pemagatshel.

The management may comment on the above observation
Management’s Response:

Irtilly the work for the transporfation of coni from Tshophangma to Habrang was award fo Ms.
Choki Wangmo Trrnsport i September 2018, Later, from March 2020, in fine with compamy’s broad
based benefit sharing concepl, opportunities were given fto individunl tippers owners. The
performance security was fived for the licensed contractors as per the company's procurement
manwal. As for tudividual bipper cioners, depending wpon the contract durition, secrrity deposit roas
fixed, Following are the basis for delermining the security deposil:

Security depesit for contract duration less tharn 3 months, (s not retained, as in the case of coal
Transportation from Tshophangma lo Habrang and local transporfation of delomite at Chunarkhola
Diolomite Mine for the first contract. For the contruct duration more than three month, security
deposit amount is determined considering the nature of nsk involved and past trend followed by
previous niine operators. For instance, 2% Wil amount 15 deducted for Gypsum transportation from
Khothakpa Gypsrm mine o Samdeepjongkhar stockyord. For local dolowite tramsportation at CDM,
lumip sum of Nu. 12,000 ds fixed. Sinmlarly, water tanker was hired for COM from licensed
contractor, Ms. Dukar Private Limited. The contract duration ans for 6 months and security amount
of 5% on monthly bill amownt was retmned.

Way forward: Henceforth, uniform security deposit shall be applied dependimg wpon the duration of
the contract as under:
1) Individsal ovoners and duration less than 3 months one ratedamonnt shall be applied
2} Individinl ooners and contract duration prore than 3 maonths and less Han one year ot
rate/amount shall be applied,

Auditor's Further Comments:

To ensure and safequand mterrupted transportation of coal from mune sites to the selling pomt
stockyards, we opime that i would be in the mierest of the SMCL to revise B terms of the conlract
agrecment in line with the terms stipulated in the agreements weth e gypsum dransporkers and
retain 5% of the transportation tills as the security deposit. As agreed during the exit meeting, the
management showld apply @ wniform secunty deposit and other clauses in the Transportation
Agreement depending on the duration of the conlrcts,

The cbservation is recommendatory in nature and shall not be prrsued frrther.
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Branch Offices

Habrang Coal Mine
Samdrupcholing, Dungkhag
Samdrup Jongkhar
Tel: 17121651

Tshophangma Coal Mine
Samdrupcholing Dungkhag
Samdrup Jongkhar
Tel: (+975)-17121651

Dzongthung Stone Quarry
Tashigang
Tel: (+975)-17453433

Crushing Plant 2, Zungdi
Tashi Yangtse
Tel: (+975)-17453433

Khothakpa Gypsum Mine
Pema Gatshel
Tel: (+975)-07-471114

Sales Office

Samdrup Jongkhar
Tel: (+975)-07-252047 /252048

Chunaikhola Dolomite Mine
Phuentshopelri, Samtse
Tel: (+975)-77106537



GURUNG BASTI, SAMTSE
P.BOX NO. 320

TEL: (+975)-05-365885

EMAIL ID: smcl@smcl.bt

www.smcl.bt
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